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

IN THE MATTER OF THE APPLICATION FOR
APPROVAL OF THE ANNUAL REVENUE
REQUIREMENT  AND PERFORMANCE
INCENTIVE SCHEME IN ACCORDANCE WITH
THE PROVISIONS OF THE RULES FOR
SETTING DISTRIBUTION WHEELING RATES
(RDWR)

ERC CASE NO. 2006-041RC

CAGAYAN ELECTRIC POWER & LIGHT Sl b
COMPANY, INC. (CEPALCO) T R
Applicant. el e

NOTICE
Notice is hereby given that a consultation meeting between the
Commission and Cagayan Electric Power and Light Company, Inc. (CEPALCO)
will be held on November 2, 2006 at 2:00PM and November 3, 2006 at 9:00AM
at the ERC Boardroom, 16™ fir. Pacific Center Bldg. San Miguel Ave. Ortigas

Center, Pasig City.

At the said meeting, the following topics would be discussed:

1. Capital expenditure forecasts. Please see detailed questions in
Appendix A.
2. Operational and maintenance expenditure forecasts. Please see

detailed questions in Appendix B.

3. Forecast taxes, levies and duties. Please see detailed questions in
Appendix C.

4. Performance incentive scheme. Please see detailed questions in
Appendix D. '
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5. Energy and demand forecasts. Please see detailed questions in

Appendix E.

Relative thereto, the officials/technical staff of the applicant directly
involved in the preparation of the application are required to be present as
resource persons, along with such others that the applicant considers necessary

to provide or discuss the information requested.

Parties of record, other than the applicant, are invited to witness said
consultation meeting. Please note that given the number of topics for discussion
and the diverse nature of these topics, more than one topic may be discussed

simultaneously, in adjacent venues.

Pasig City, October 23, 2006.

FOR AND BY AUTHORITY
OF THE COMMISSION:

RODOLFO B. ALBANO
Chairman

C\bocuments and Settings\cgblerios\My Documents\pro forma notice for CEPALCO october 20, 2006 rv
ggestign.doc

Copy furnished:

1. Cagayan Electric Power & Light Company, Inc. (CEPALCO)
33 Toribio Chavez St., Cagayan de Oro

2. NAPOCOR Industrial Consumers Association, Inc. (NICAI)
G/F SMC Building
San Miguel Ave, MandaluyongCity

....._..___,,,,,



Forecast CAPEX

APPENDIX A

General

If possible, please provide copies of any documented poalicies,
procedures or study reports relating to its planning processes and
forecast of CAPEX in relation to the following matters:
o Distribution system planning criteria
e Procurement processes
¢ Project scope development and cost estimating
+ Internal project approval processes and delegated authorities
to undertake CAPEX
¢ Basis and methodoliogy of peak demand and energy forecasts
(including reactive power)
e Examples of daily and annual load duration curves (historical
traces of flows on critical transformers, feeders, eic)
s Basis of plant rating assignments (lines, transformers,
standards used, etc)
» Internal processes used to prioritize projects/expenditure
e Asset age and condition assessments for renewal and
refurbishment CAPEX

This information is required to
understand the network planning
processes that underpin the
development of significant CAPEX
projects. If formal documents are
not available then we would want
to discuss these issues at the
clarificatory meetings.

Forecast CAPEX

item 10, Page 6 of
Application and Section
A of Schedule C1.4.

Please clarify the difference between the 2008-2011 total forecast
CAPEX of P1,514 million (nominal) in Table 4 of the Application,
against the figure of P1,432 million {(nominal) in Section A of
Schedule C1.47 Also, please provide background information on
the change and why it has arisen?

Discrepancy in the Application

Forecast CAPEX

item 10, Page 6 of
Application - Line item
"Materials and Supplies

(including spares)

Please provide a numbered and itemized list of significant assets
that make up the forecasts of the line item “Materials and Supplies
{including spares)’. Any asset or asset class that makes up more
than 5% of the expenditure in any one year should be separately
itemized. We would also like to discuss the methodology used to
prepare the forecast of this capital asset category.

The undepreciated replacement
cost on this item is currently
P10.65 million, according to the
asset valuation. The forecast
expenditure over the regulatory
period is P21.55 million, which will
result in an asset value of P32.1
million at the end of the regulatory
period. This appears high.
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APPENDIX A

Forecast CAPEX

General

Please provide a system wide geographic based diagram showing
boundaries with other parties (such as Transco) and all feeders
and substation locations, including nominal ratings of lines and
transformers and lengths of feeders?

This will assist our understanding
of the CEPALCO system.

Forecast CAPEX

Part B of Schedule C1.4

Please provide the following information on the Kauswagon
substation and Baloy substation significant projects:

e An outline of the scope of work being proposed;

o Electrical single line diagrams clearly showing existing and
proposed plant and configuration, as used to develop cost
estimates;

s Site diagrams (plans and elevations) showing the proposed
electrical layout, as used to develop cost estimates;

e An itemized cost breakdown based on major components
(including site establishment, land, civil works, project
management, design, installation, commissioning and both
primary and secondary plant such as transformers, CB's,
isolators, CT's, VT's, surge arrestors, insulators, connections
and fittings, steel structures, protection relays/panels, control
systems, monitoring, earthing, cabling, contingencies, etc);

¢ Advice on the cost breakdown between labor and materials;

» Details of other project alternatives that were considered during
the planning process; and

¢ Any planning or study reports that describe the process and
the technical or economic assessment carried out when
deciding on the preferred network projects.

Additional information required to
complete a full evaluation of these
projects.

Forecast CAPEX

Part B of Schedule C1.4

Please provide additional information regarding the basis for the
cost estimate of the Corporate/Administrative Building (required
between 2009-11 for P345 million, nominal)? Specifically,
diagrams showing the size, layout, number of levels, location,
facilities, etc and how the cost was estabiished and importantly,
what alternatives were considered? Has some form of cost-benefit
analysis been undertaken and if so, what has been the outcome?

Additional information required to
complete a full evaluation of these
projects.
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Forecast CAPEX

Part B of Schedule C1.4

If the new Corporate/Administrative Building proceeds, what will
happen to the existing facilities?

There does not appear to be any
provision for the disposa! of this
asset.

Forecast CAPEX

Part B of Schedule C1.4

The estimated cost for the new Corporate/Administrative Building is
shown as P280,860k in the Additional Supporting Documents and
P283,610K in the original application. Which cost estimate is
applicable and what is the basis of the difference?

Discrepancy in the Application

Forecast CAPEX

Part B of Schedule C1.4

if CWIP is to be applied to the overall forecast CAPEX, why has
expenditure on the new Corporate/Administrative Building been
dispersed across three financial years rather than at a single
commissioning date?

CWIP is intended to cover
financing costs during construction.

10

Forecast CAPEX

General

What criteria have been used to separate the ten minor projects
from the residual and other expenditures?

11

Forecast CAPEX

Part B of Schedule C1.4

How have the sites for new substations at Kauswagon and Baloy
been determined?

12

Forecast CAPEX

Schedule C1.4 Annex A

Schedule C1.4 Annex A, indicated that the commissioning date for
Kauswagon is 2nd semester 2010, this conflicts with timing
identified in Section B of Schedule C1.4 which states the timing is
2008. What is the proposed commissioning date for Kauswagon?

Discrepancy in the Application
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APPENDIX A

Regarding the 34.5kV demand-supply chart for the Kauswagon
justification, please provide:

» a load flow diagram showing the demand points and the supply
points and how power flows through the existing network
assets, both before the contingency and after the contingency
for the year 2007,

e an explanation of how the substation capacity is determined for
system normal and N-1 conditions (i.e. 63MW and 44. 1MW in
2006, respectively), and why both are increasing until the year

13 Forecast CAPEX | Schedule C1.4 Annex A 20107

+ some advice about the historical flows on the critically ioaded
plant {(i.e. some duration curves over the 2005/06 calendar
year extracted form the SCADA system, if possible, and also
what the lading was like in going back to 2005 and 2004)?

e Advice on how the project commissioning date has been
established, as it appears the N-1 overioad occurs in 20117

+ What are the consequences of having an peak demand greater
than the substation capacity in 2006 (64.469MW, compared
with B3MW)

For each of the four minor transformer projects (Carmen,
Macasandig, Pueblo and Tagaloan), please provide:

s An outline of the scope of work proposed;

¢ An electrical single line diagram showing the configuration
before and after the augmentation;

e A outline of how the cost has been established ( i.e. an Required to review the technical

14 Forecast CAPEX | Schedule C1.4 AnnexC itemized breakdown into major components); and financial efficiency of the

¢ An outline showing how the substation capacity (both system proposed solutions.
normal and N-1) has been established;

¢ How the applicable peak demand forecasts have been
established and what the typicat demand forecasts are (an
annual duration curve would be ideal).

e Supporting information on how the timing has been decided.

Required to review the efficiency
and timing of the proposed solution
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Forecast CAPEX

APPENDIX A

Schedule C1.4 Annex C
(Carmen Transformer
Upgrade)

The supply demand chart for Project 1 appears to show a system
normai overload in 2007 (i.e. demand greater than rated capacity
even if no outage occurs). What is CEPALCO’s consideration of
this matter? Also, the rated capacity increases by 13.5MW in
2008, which is much greater than the proposed increase in rating
of SMVA, can CEPALCO explain this observation?

16

Forecast CAPEX

Schedule C1.4 Annex C

The supply demand chart for Project 3 in Schedule C1.4 Annex C
appears to be the same as that used for the Kauswagon major
project. For which project is this chart applicable, and can an
update be provided for that project which does not have a supply
demand chart?

17

Forecast CAPEX

Schedule C1.4 Annex C

As part of the minor projects, please advise which lines are being
converted from 13.8kV to 34.5kV, the [ength being converted and
the existing and proposed thermal ratings? What is the cost, per
kilometer, of the conversion?

18

Forecast CAPEX

Schedule C1.4 Annex C

As part of the minor projects, please advise which lines are being
re-conductored from 13.8kV to 34.5kV, the iength being re-
conductored and the existing and proposed thermal ratings? What
is the cost, per kilometer, of the re-conductoring?

19

Forecast CAPEX

Schedule C1.4 Annex C

As part of the minor projects, there are two new 34.5kV lines and
one new 69KV line proposed. Please advise of the length, design,
cost per kilometer and importantly, the reasons each new line is
required and the aiternative projects considered. Also, please
provide advice on the work (switching) required at each terminating
substation to accommodate the new lines?

20

Forecast CAPEX

Schedule C1.4 Annex D
and E

Please provide advice on how the project cost estimates and the
timing of the Asset Register Database Build-Up and the Work
Management System projects were established, the results of any
cost-benefit assessment undertaken and what alternatives were
considered?
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21

Forecast CAPEX

Schedule C1.4 Annex G

Regarding the replacement of 35kV porcelain type fuse cut-outs

with polymer or higher BIL porcelain versions;

» what prioritization program has been established for the 2300
fuse cut outs;
what is the age and condition profile of the existing units;

e what trials have been undertaken to merit the use of the
polymer units; and

e what records of historic flashovers/feeder interruptions are
available to support the wide scale roll out of new fuse cut-
outs?

22

Forecast CAPEX

Schedule C1.4 Annex H

How many fuse cut-outs at distribution primary lateral lines wili be
installed and on which lateral lines are the units to be installed?

23

Forecast CAPEX

Schedule C1.4 Annex |

Regarding the replacement of 35kV porcelain surge arrestors with
composite or polymer versions, what prioritization program has
been established for the 1800 arrestors, what records of historic
failure rates are available, what is the expected failure rate of the
new devices, and what is the age and condition profile of the
existing units?

24

Forecast CAPEX

Schedule C1.4 Annex J

Regarding the replacement of 35kV porcelain pin-type insulators,
what prioritization program has been established for the 8000
insulators, what records of historic flashovers are available, how is
the proposed replacement program expected to improve the
flashover rate and what trials have been undertaken to evidence
the expected improvements?

25

Forecast CAPEX

Schedule C1.4 Annex K

With respect to the installation of 13 automatic circuit reclosers how
have the installation sites been identified and prioritized, and what
are the lengths of the feeders they are to be installed on?

26

Forecast CAPEX

Schedule C1.4 Annex L

How have the costs of the regulatory compliance projects for Article
3.2.3.4 in DSC-PDC-001 of the Code (Documenting Policy and
Procedures for Regulating Voltages) been established? Is this
project more appropriately classified as OPEX?
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busses or feeders, please provide historical evidence that the
voltage at each of its connection points is likely to vary by more
than £10% of nominal for extended periods, and how often this is

- ?
57 Forecast CAPEX | Schedule C1.4 Annex M likely to occur? Have any field measurements of voltage _

unbalance been undertaken to determine the extent of such
unbalance? Is CEPALCO satisfied that the design of the Air's (i.e.
200kVAr) is sufficient to maintain voltage variations and unbalance
within range, and therefore will this proposed CAPEX ensure
compliance?

Operations, maintenance and depreciation have been included in
28 Forecast CAPEX | Schedule C1.4 Annex N | the capital cost estimates for the regulatory compliance project —
associated with Safety Coordination. Is this appropriate?
Regarding compliance costs associated with connection points
29 Forecast CAPEX | Schedule C1.4 Annex O | greater than 1 MW, is this project more appropriately classified as —
OPEX?

Regarding meter change-out CAPEX (Schedule C1.4 Annex P),
how has the cost been established, can an itemized cost

30 Forecast CAPEX | Schedule C1.4 Annex P breakdown be provided and how has the expenditure been -
prioritized?

Please provide the commissioning dates for all projects be
presented in the form of {month, year)?

Please provide an overview (scope, cost and need) for the three
32 Historic CAPEX General most expensive historic CAPEX projects in each year from 2002 to —
20067

Please provide a breakdown of historic CAPEX projects in each
33 Historic CAPEX General year from 2002 to 2006 into growth, renewal and refurbishment —_
categories?

31 Historic CAPEX General
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APPENDIX B

Requiated and
Non-regulated
Business
Activities

General

Please provide the amounts of operations and
maintenance expenditure, including both network and
non-network expenditure, broken down by category,
that are forecast to be required to support non-
regulated business activities and related businesses
over the second regulatory pericd.. Please also
confirm that these amounts are not included in the
forecast operations and maintenance expenditure
submitted with the ARR Application

Clause 4.13.1 of the RDWR provides that
Where Regulated Entities engage in alternative
business activities outside the operation of their
Regulated Distribution Systems and incur operating
and maintenance expenditure for services that that
are shared between these alternative business
activities and the Requlated Distribution Services,
Regulated Entities must provide full details of the
magnitude of these costs and the manner in which
these casts are allocated between the alternative
business activities and the Regulated Distribution
Services. Such alternative business activities can
include refated business activities as noted in
Section 4.3.4.

CEPALCO has not provided this information in its
application either in respect of any non-regulated
business activities (See Figure 2 of position paper
{or in respect of related business activities (see
Section 4.3.4 of RDWR). This information is
required to ensure that this expenditure has not
been included in the proposed ARR and should
cover all expenditure categories.

Allocation of
Operations
and
Maintenance

Expenditure

General

Please provide details of the methodology used to
allocate operations and maintenance expenditure,
including administrative and general expenditure to
non-regutated and related business activities? Where
different methodologies were used for different
expenditure categories, these should be separately
identified.

This is an extension of Question 1. We assume that
separate accounts are not kept of operations and
maintenance expenditures on non-regulated and
related business activities and that these
expenditures must therefore be separately identified
and removed. Hence while Question 1 deals with
the amount of operating and maintenance
expenditure not included in the ARR, this Question
2 is concerned with how this amount has been
calculated.
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