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August 29, 2014 

AllY. FRANCIS SATURNINO C. JUAN 
Executive Director III 

Energy Regulatory Commission (ERC) 

Pacific Center Buiidng 

San Miguel Avenue 

Ortlgas Center, Paslg City 

ENERGY REG TORY COMMISSIC 

R By 

SUBJECT: 	PROPOSALS FOR PRICE MITIGATING MEASURE FOR THE WESM AS PER 
RESOLUTION 14 SERIES OF 2014 

Dear Director Juan: 

We write in connection with the Honorable Commission's request for proposals on price 

mitigating measures in the Wholesale Electricjty Market (WESM) in relation to Resolutions 14 

and 13, Series of 2014 of the ERC. 

Attached herewith, as Annex A, is our proposals and recommendations for the consideration by 

the Honorable Commission, without prejudice to exercise of any legal remedies available to a 

Aboitia Power Corporation with respect to the issuance and current implementation of 

Resolutions 8, 13 and 14 Series of 2014. 

Thank you very much! 

Sincerely, 

ENNIS A. DELA SERNA 

Vice President 
Regulatory Affairs 

NAC Tower, 32nd Street, Eon facic GlctaI City. 1634 faguig Meto Meniia, PNlippines t: *532 886 280 1: +53 2886 2408 wAw.aboldzpower.com  

C. I .td ,i 	d 
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Annex A 

Proposals for Mitigating High WESM P rices 1  

Background 

WESM Price Signals 

The WESM is a gross pool, net settlement, bid-based and energy-only spot market. The WESM does not 
guarantee that the generators will recover their capital costs. Nor does it guarantee the dispatch of 
plants. It should however guarantee that resulting prices are the proper sIgnals for investments. Thus, 
any price mitigation scheme should not prevent the market from indicating that additloral supply is 

needed and that investments are encouraged. 

Please note that the current Offer Price Cap is already at PhP32/kWh, which is already a very low figure 
considering that our country needs additional peaking capacity. The imposition of a lower Secondary 
Price Cap does not help the situation. In the short-run, it may help reduce electricity prices, but will have 
a long-term effect on investment decisions. 

The NE$M is expected to be volatile. There is always a swing from very low prices to very high prices, 
depending on the supply-demand balance of the system. Price mitigating measures should riot prevent 
these price spikes as they are normal occurrences. Instead, the focus should bean how it will affect end-
consumers. Price volatility does not mean end-consumer prices will also be volatile. Power supply 
contracts help stabilize end-consumer prices. 

Power Supply Contacts of DIJS 

We reiterate our position that, in order to stabilize electricity prices, Distribution Utilities or Electric 

Cooperatives (Dus/Ecs) should be required to contract up to 100% of their peak demand. In addition, 
public interest in the provision of high quality, reliable, secure and affordable electric power supply will 
be served lithe ERC facilitates faster grant of final approval for short-term contracts, which Dus/ECS can 
secure to address increase in demand for the certain periods. The DU/EC to generator contracts should 
be allowec for one or two months at a premium relative to longer term contracts. Final approval of 

short-terni contracts must be expedited, considering the contracts' duration, to ensure transparency in 
the pricing of electricity as well as full public accountability, consistent with the objectives ofEP1RA. 

Pl€ase note that in the iong run the secondary price cap, as It Is In Resolutions 8, 13 and 14 SerIes of 
2014, will remove the responsibility of distribution utilities of protecting their customers from price 
volatility (such as by contracting to limit exposure to WESM) and, instead, will unfairly transfer the 

burden to merchant generation companies. The responsibility of contracting should still be with the 
DUs/ECs such that, if the DU/EC fails to contract or chooses to buy from the WESM, then the DL) should 
absorb these risks, 

We are submitting these proposal as Annex A without prejudice to exercise of any legal remedies available to AP 
and/or PIPPA with respect to the issuance and current implementation of Resolution 8 Series of 2014, Resolution 
13 series of 2014 and ResolutIon 14 series of 2014. 
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Establishment of a Process for the Implementation of Price Caps 

It also came to our attent;on that the Offer Price Cap is not currently defined in the WESM Rules and is 
only reflected in the Joint Resolution of the Tripartite Committee. Under Section 30 of EPIRA, detailed 
rules for the operation of WESM will be formulated by DOE, Jointly with electric power industry 
participants. 

We propose that the Offer Price Cap should be included and defined under the WESM Rules and there 

should be an established process on how it can be modified. Following the process of WESM Rules 
changes, it shrnjld go through the approval of the Rules Change Committee and the PEMC Board; and. 
since it is a pricing mechanism, then it should also be approved by the CRC. The ERC process of 
notification, publication, public hearing, and request for comments should be followed. We are also in 
the position that any price cap is no longer necessary when demand side bidding is implemented. 

Pa-requisite on the Implementation a/Mitigating Measures 

We are on the position that before the implementation of any price mitigating measure in the WESM, 

the following should be. In place: 

• Proper Offer Price Cap level to encourage investments, especially for peaking capacity 

• Regulation on DU/EC contracting or risk mitigating plan; and 

• Establishment of a process for Price Cap implementation In the WESM. 

Proposals for Setting the Value of the Secondary Price Cap 

We believe that the simulation presented in Resolution 8 series of 2014 which is the basis of the 

secondary price cap is far from reality, since it assumes that the peaking plants dispatch at around 12.5% 

per day. In reality, the historical utilization of diesel/oil-fired power plants is less than 20% per annum, 
or even 5%. We cannot assume that the peaking plants will normally run on a per day basis. Sometimes 
they will only run for a particular month in a year. Moreover, it Is not necessarily true that these plants 
are 100% availab!e. There should also be allowances for maintenance and forced outages.. 

The very low value of the secondary price cap, which is not even close to the peaking plants' SRWC J  will 
threaten the viability of peaking plants through their working capital in the short term and O&M in the 
long term. 

As an alternative to the PhP6,245/MWh value of the Secondary Price Cap, here are two options in 
setting its value as follows: 

Option i. secondary Price Cap Calculated froni a Set a/Peaking Plants 

The secondary prIce cap must be a margin above the highest thermal SRMC Dlant in the grid. A set of 
thermal plants from which highest cost SRMC thermal plant may be selected, which will also include 
industrial backup dies& units. If the margin is high enough, It will encourage industrial plants to 
disconnect from the grid and run their backup units when prices are high. This will provide the grid with 
more than 1,0001i of additional capacity. 
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OptIon 2. Secondary Pike Cap Equa! to !LP Rate 

A figure of SRMC that may be used by the Honorable Commission is the interruptible Load Program (ILP) 
rate. Please note that current secondary prIce is so much lower than the lip rate- We would also like to 
highlight that upon the supply-demand forecast in 2015. the IL? is being pursued as the most feasible 
solution to the supply gap. With the secondary price cap at very low rate of PhPE,245/MWh, the 
incentive of using ILP disappears. For the DLJs, the ILP will be more expensive than WESM, however that 
there is already load dropping. The effect is a false price signal for Dus not to use 1LPS and Instead rely 

on WESM since using lip will resultto more expensive power. 

The Secondary Price Cap should then be equal to: 

Secondary Price Cap Generation Cost of Fuel x Fuel Consumption Rate + Maintenance Cost 

Where: 

Generation Cost-of Fuel = the average price of diesel from Caltex, Petron & Shell the city or rriunicipality 
where the Participating Customer is located as of the end of the previous calendar month 

Fuel Consumption Rate = 0.34 LJkWb 

Maintenance Cost = 1,831 kwh x P0.32/kwh 

This option is the simpiest to implement since the liP rate is already approved by the Honorable 
Commission. The Secondary Price Cap may also be In a formula form that will be recomputed before 
each BIlling Period starts. The increased value of the Secondary Price Cap to the lip rate will also help 
solve the supply gap in 2015. 


