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# Particular Concerned 
Party/ies 

Comment/s and Suggestion/s Recommendation/s/ 
Suggestions 

Annex A RDWR 
1 General 

Comment 
CEPALCO CEPALCO suggests that the Honorable Commission proceeds, as much as 

practicable, with the regulatory reset process. For the skipped period (4th RP), 
CEPALCO submits to the review process the Honorable Commission will adopt 
that is fair and reasonable to all stakeholders particularly to the customers and 
the shareholders. 

N/A 

2 General 
Comment 
 
 
 
 
 

DECORP 
 
 

As described in Sec. 2 of the Issues Paper, the RDWR applies only to privately 
owned Distribution Utilities that have commenced the Regulatory Reset 
Process and are therefore defined as Regulated Entities (RE).  It determines 
the manner in which the maximum electricity distribution wheeling rates for 
providing Regulated Distribution Services by a RE and the Performance 
Incentive Scheme to be implemented under PBR. 
 
 
As defined in Article 1.3 of the RDWR, a Regulatory Reset Process refers to the 
actions prior to the start of any Regulatory Period, through which the price 
control arrangements are established that will apply to a RE for the next 
Regulatory Period. 
 
As per Sec. 1.2 of the Issues Paper, July 1, 2015 is the date at which the First 
group of privately-owned Distribution Companies will enter the Fourth 
Regulatory Period under PBR. 
 
Doing a regulatory reset process after the start of any Regulatory Period, 
particularly Fourth Regulatory Period, is contrary to the requirement as 
provided for in the RDWR. 

DECORP proposes to apply these rules to 
the Fifth Regulatory Period only and 
handle separately (on a later date) the 
Fourth Regulatory Period with a new set 
of rules applicable for it. 
 
 
 
 
 
 
 
 
 

3 General 
comment 

MERALCO  Performance Based Regulation (“PBR”) is a forward-looking rate-setting 
mechanism that considers approved expenditure forecasts in order to meet 
pre-set performance targets. 
 

 Since 4th RP has already ended, the PBR mechanism will not work and will 

We support the ERC view to implement a 
hybrid framework for the 4th RP that 
decouples the period with historical 
expenditures and performances from the 
subsequent regulatory period. Since this 
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not be applicable if there will be a look back on actual expenditures and 
performance. 
 

PBR would only be applicable if the spending and performance targets are 
approved prior to the start of the period. With the First Entry Group already 
entering 5th RP, there will now potentially be a portion of the regulatory period 
where the PBR mechanism would no longer be applicable. 

will be different set of ruling for First 
Entry Group, this should not be 
prejudiced by the outcome of the reset 
process of the 5th RP. 

 
However, it is proposed that the start of 
the 5th RP be moved to such time when 
all the PBR-related rules are in place and 
after the DUs have filed the applications 
and have been given approvals from the 
ERC to maintain the forward-looking 
nature of PBR 

4 General 
comment 

MERALCO  PBR is a mechanism that is poised to undergo changes based on necessary 
improvements as viewed by both the ERC and DUs. However, any proposed 
rule change under PBR should only be prospective in character. Otherwise, 
such rule change would be unreasonable and unfair and goes against the 
regulatory principle against retroactive rate-making. 
 

 The proposed timetable for 5th RP does not allow the DU to make the 
appropriate reset application if the rules are not yet finalized. 

We propose that the reset process be 
adjusted to give ample time for DUs and 
other stakeholders to study and provide 
positions to the RDWR, Issues Paper and 
other issuances, such as the RAB 
handbook and Risk Assessment 
Guidelines. The reasonability, 
transparency and practicality of the rules 
is of utmost importance. Only after all the 
rules have been promulgated, can DUs 
make a reset application. 

 
We propose moving the start of the 5th 
RP to such a time when all the PBR-
related rules are in place and after the 
DUs have filed the applications and have 
been given approvals from the ERC to 
maintain the forward-looking nature of 
PBR. 

5 General 
Comment 

Mr. Borja We are done with the Third and Fourth Regulatory Period. Why are we 
repeating the Fourth and lumping it with the fifth on going Regulatory Period. 
INSTEAD OF SIMPLYFYING, IS ERC NOT CONFUSING FURTHER THE 
VERY MUCH DELAYED REVIEW, RESET AND TRUE-UP by lumping all 
reviews from the Second to the 5th RP. Or does it mean THAT THE REVIEW 
FOR ALL REGULATQRY PERIODS WILL BE AT THE EARLIEST DONE 
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ONLY AFTER THE THIRD REGULATORY YEAR OF THE 5THRP. 
6 General 

Comment 
Mr. Borja What is ERC's purpose in delaying the Reset and True-Up of earlier Regulatory 

Periods? It does appear that ERC does not want to implement any Review 
Reset and True-Up for any Regulatory Period at all. 
 
Is ERC afraid that their massive failure to protect consumer interest in their 
highly questionable implementation of the Performance Based Regulation 
Methodology will be exposed. 
 
It Is obvious that in the case of Meralco it is not only massive over recoveries in 
the Tens if not hundreds of PhP Billions that has to be refunded to Meralco 
Consumers for all the  Regulatory Periods since the implementation of the 
Performance Base Rate Methodology I ERC will have no choice but  to bite the 
bullet and disallow  Meralco from collecting overstated electricity  rates 
moving decades forward  as they cannot be justified since they were all based  
on grossly  overstated  purchase of their capital  electrical equipment. 

 

7 General 
Comment 

PEPOA N/A PEPOA would like to reiterate its position 
on decoupling the rules and processes in 
reference to the Fifth Regulatory Period 
and those for the Third (covering the 
Second, Third & Fourth Entry Groups) & 
Fourth Regulatory Periods.  We 
recommend that the Honorable 
Commission conduct focus group 
discussions for said matter involving 
various industry stakeholders. 
 
With regards posting requirements on 
notices for various reset activities, 
PEPOA proposes that the Honorable 
Commission introduce measures that will 
encourage better customer reach and 
participation. Making it mandatory for 
DUs to conduct extensive information 
drive on pubcons is a good direction. 

8 Tax Change 
Event 
Article 1.3 

MERALCO The threshold for invoking Tax Change Event filing is currently 1% of annual 
OPEX. It is also the Commission‟s policy that Other Taxes forecast should be 

We suggest that the threshold be lowered 
to 0.5% of OPEX from 1%. 
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Definitions 
"Tax Change 
Event" 
 
RDWR Article 1.3 
Definitions 
RDWR Article 11 

based on established tax liabilities of the DU upon reset filing. However, it is 
expected that new tax imposition will come every year and the DU will be 
obliged to pay them on top of forecasts. However, the threshold is too high 
which does not allow for the recovery of additional taxes. It is proposed that 
the threshold be lowered to 0.5% of annual OPEX for DUs to be able to 
manage better its financial exposure to new taxes. 

9 Article I, 
Section 1.3 
 

Engr. 
Mallillin 

Connection assets used by solely one customer should not be limited to low 
voltage drop wires. It should be extended to service connections with higher 
voltages which are solely used by individual customers. 

Currently, connection assets are made 
part of the Regulatory Asset Base (RAB) 
which determines rates for all customers. 
This is not fair. 
 

10 Article 4.2 
Price Control 
Formula 
 

MERALCO  The current PBR rules use the formula:                         
MAPt = [MAPt-1 × {1 + CWIt – X}] + St – Kt + ITAt  
where: the expression {1 + CWIt – X} is a slope of smoothed MAP and the 
variables St, Kt and ITAt refer to annual adjustments made during the 
annual verification and rate translation 
 

 In the proposed rules prescribes the DUs may file it annually or every two 
years. Also, DUs are also be given an option to use smoothed or raw MAP.  
Such alternative mechanism should be reflected as a separate section in the 
RDWR 

We propose that the alternative 
mechanism be reflected as an entirely 
new section in the RDWR and that 
adequate details be provided on how 
annual adjustments in terms of CWIt, St, 
Kt and ITAt are considered. 

11 Article IV, 

Section 4.2.1 

Engr. 
Mallillin 

Currently, maximum average price (MAP) is expressed in per kWh. This is 
absurd for distribution utilities because costs don‟t vary with kWh. Similar to 
NGCP, distribution utilities are also in the wires business and operating costs 
are fixed whereby maximum average price is based on kW and not on kWh 

4.2.1 Subject to Articles VIII, X, XI and 
XII, the maximum average price should 
be expressed in PhP/kW and not on kWh 
since costs are fixed and do not vary with 
energy consumption. 

12 Article IV, 

Section 4.3.1 (a) 

Engr. 
Mallillin 

Same comment as above. (a) The actual weighted average tariff 
should be expressed in PhP/kW for 

Regulatory Year t ( ) and 
calculated as follows… 

 

 The total amount of demand 
(expressed in kW) delivered through the 
relevant Regulated Distribution System… 

13 Article 4.8.8(a)  
Asset Categories 
– Regulated 

MERALCO The RDWR provides for the breakdown of CAPEX asset categories. In line with 
this, we would like to seek clarification on the treatment of easements or rights 

Aside from addressing the concern on 
potential discriminatory practice, we 
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Distribution 
Services Assets 
[page 38] 

of way, especially in light of the more recent related provision under the Pro-
forma Connection Agreement in Resolution No. 13, Series of 2013, to wit:  
"II.  DUTIES AND RESPONSIBILITIES OF THE COMPANY  
xxx Section 2.2. 
SCF, Line Extensions and Other Associated Equipment. The COMPANY shall 
install, maintain and operate, in proper operative condition, including 
easement costs, the SCF, line extensions and other associated equipment and 
devices (transformers, meters and other apparatus), which may be required for 
the provision of distribution connection service to the CUSTOMER. All such 
equipment shall remain to be the property of the COMPANY." (Emphases 
supplied) Based on the afore-quoted provision, easement costs are included as 
part of the responsibility of the Distribution Utility (DU) in the provision of 
distribution connection service to the customer. We note, however, that at 
present, the above rule is applicable only to contestable customers, since this 
provision is found in the Pro-forma Connection Agreement between a DU and 
a Contestable Customer. In view of the foregoing, we respectfully request the 
Honorable Commission‟s clarification on whether this new easement provision 
will also apply to our captive customers. We deem it best that, for consistency 
and to avoid possible discrimination between the services given to a 
contestable customer and a captive customer, the securing of easement or 
rights of way for all customer connections be made part of the DU‟s 
responsibility. Consequently, easement costs should be included as part of the 
DU‟s regulatory asset base (RAB), specifically under the Regulated 
Distribution Services (RDS) asset category, being a network/shared asset. 

deem that DUs are in the best position to 
secure the necessary rights of way to 
connect a customer as they have a better 
knowledge and expertise on the proposed 
design of and technical standards for 
distribution facilities. Further, as 
mentioned, the easement secured by the 
DU, being for use to construct a shared 
asset, will be for the benefit of more than 
one customer. Thus, for clarity and 
consistency, we respectfully recommend 
that the RDWR and Position Paper 
clearly state and define the inclusion of 
easement costs as part of the DUs‟ RAB 
under the RDS asset category. Also, on a 
related matter, we respectfully 
recommend that references to asset 
categories under Sections 4.12.1 and 
4.12.3 be reviewed as there appears to be 
an inadvertent error in specifying Section 
4.8.5 as reference therein. 

14 Article 4.8 [page 
38]  
Article 4.13.1 f 
and g [page 58] 
Asset Categories 
and Expense 
Categories 

MERALCO “Street Lights and Signal Systems” and "Street Lighting and Signal System" 
cover assets (and expenses) that are not co-owned or shared. For example, a 
flat streetlight account has only one customer, which is usually a local 
government unit (LGU). In addition, cross subsidy will occur if Streetlights are 
placed under Regulated Distribution Services. Thus, we propose that this 
category be placed under Distribution Connection Services instead of 
Regulated Distribution Services. “Substations” are included as sub-categories 
both in operation and maintenance, under the category “Distribution 
Connection Services”. This should not be the case since “Substations” are not 
part of Distribution Connection Services. 

We recommend that “Street Lights and 
Signal Systems” (asset category) and 
"Streetlights and Signal System" 
(expense category) be categorized under 
Distribution Connection Services, instead 
of being under Regulated Distribution 
Services. We recommend the deletion of 
“Substations” as sub-categories under the 
category “Distribution Connection 
Services”. 

15 Section 4.8.6 (c) 
1st Bullet 
(Regulated Retail 
Services Assets) 

MERALCO This only mentions meters for “Consumer consumption metering”. Net-
Metering is bi-directional meter that measures both consumption and export 
energy of the Customer. Also, metering of Embedded Generators is mostly on 

We respectfully suggest to reword to 
“Consumer Import and Export Metering” 
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measuring power supply of EGs to the Grid. Thus, it should refer to both 
consumption and export of power to the system. 

16 Article 4.11 
Weighted 
Average Cost of 
Capital 
 
Section 5.3 of the 
Issues Paper 
Weighted 
Average Cost of 
Capital 

MERALCO  It is possible that DUs can be accorded either a single point WACC over all 
its assets or multiple values of the WACC associated with assets acquired 
over the different regulatory periods. 
 

 Risk over regulatory decisions that are subject to challenges and delays 
which is one of the major risks faced by a Regulated Entity is the same 
across the entire industry and hence can be considered as a systematic risk. 
It is also one of the major risk raised by potential investors. 

We respectfully suggest the use of 
multiple values of WACC to account for 
the return on assets when they were put 
in service. This is similar to the case of 
generators where one fixed return is set 
over the expected life of the investment. 

17 Article 4.11.7, 
4.11.8 
Risk Adjustment 
Factor (RAf) 
 
Section 5.3.4  of 
the Issues Paper  
Return on Equity  

MERALCO  The Group A RDWR for the 2nd RP and 3rd RP adopted the Capital Asset 
Pricing Model (CAPM) theory. An Equity Beta is used as part of the 
estimation of the return of equity. The Equity Beta indicated the level of 
risk of distribution utilities related to market. 
 

 The introduction of the Risk Adjustment Factor (RAf) aims to supplant the 
Equity Beta as used in the CAPM. The nature of the RAf is scoring system 
approximating the risk of a DU. The RAf is not verifiable by market 
observation and thus is seen to allow much room for arbitrariness and 
subjectivity. It is incompatible with the CAPM formula related to risk 
premium which is a description of the market. As such the RAf cannot 
supplant the theoretical use of Equity Beta.  
 

 This approach penalizes well-run companies (with reference to 
Susceptibility to losses, Management and Governance) with a lower RAf 
while providing badly-run companies with a higher RAf which seems 
inconsistent with the objective of improving the overall performance of 
Regulated Entities. 
 

PBR is an internationally accepted methodology and the WACC calculation via 
CAPM has been deemed consistent with that adopted in other jurisdictions. 
There is no other regulator using a parameter similar to RAf. 

We propose the WACC calculation 
remain as close as possible to the Capital 
Asset Pricing Methodology. In this case, 
the estimation of return on equity via the 
equity beta should be maintained. 

18 Article IV 

Section 4.13 

Engr. 
Mallillin 

Existing classification for assets and expenditures are not based on voltage 
level. 

Assets and expenditures should be 
classified on a per voltage level. Purpose 
of which is to make distribution rates 
reflective of true costs. 
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19 Article 4.13.1  
Operating and 
Maintenance 
Expenditure 
[page 59] 

MERALCO We note that Regulatory Liaison and Compliance was added in the OPEX 
categories and this allows regulate entities to recover reasonable costs 
associated with complying to applicable ERC Rules. However, the scope of the 
draft provision is only for ERC Rules. However, there are also other 
government agencies that set up rules that necessitate the incurring of expense 
so regulated entities can comply thereto (e.g., PEMC metering requirements). 

We suggest that the provision allow 
regulated entities to recover reasonable 
costs associated with complying with all 
government agency rules (e.g., PEMC 
metering requirements). 
 
 
 
 

20 Article 4.17 
RDWR Appendix 
B2 
Performance 
Targets 
Section 10.3.2 of 
the Issues Paper  
 

MERALCO ERC intends to benchmark the performance of all Regulated Entities against 
each other. ERC also intends to use international benchmarks to assess the 
performance of Philippines Regulated Entities and Regulated Distribution 
Systems. 

 
Performance indices and targets should be based on the DU‟s own historical 
performance and not through benchmarking of other DUs that are at different 
levels of performance and not through benchmark performance indices from 
international jurisdictions. 

We respectfully recommend that the DU 
be allowed to propose the methodology 
for the target setting (i.e., number of 
years to be used for the historical data; 
step per standard deviation for the 
performance bands; etc.). 

21 Article 9  
True Up 
Adjustment for 
Other Taxes 
Levies & Duties 

MERALCO Net efficiency is a PBR incentive to bring down controllable costs. The 
inclusion of “Other Taxes” in the net efficiency mechanism is improper 
because it is not as controllable as OPEX and CAPEX forecasts. The 
recognition of “Other Taxes” as non-controllable is in the provision of a tax 
event pass-through. It will add to the original approved levels and result to an 
inefficiency penalty with res. The DU does not have a leeway to reduce “other 
taxes” aside from challenging their imposition. However, once the tax has been 
cleared for collection, it will add to the original forecasts and will result to 
inefficiency penalty with respect to the net efficiency adjustment mechanism. 

It is therefore proposed to exclude “Other 
Taxes” in the Net Efficiency Mechanism. 

22 Article 12  
Re-opening and 
Adjustment 
Events 

MERALCO There are instances when several re-opening events occur within the same 
Regulatory Period. In the RDWR, each event constitutes a recalculation of the 
X-factor. These adjustments may lead to increases or decreases in the rates. 
For the stability of rates within the Regulatory Period, it is proposed that the 
various re-opening events be reckoned at one time during the Regulatory Reset 
Process for the Subsequent Regulatory Period, and not to address every one of 
them as they occur. 

It is suggested that all re-opening events 
during the Fifth Regulatory Period would 
be better addressed as deferred amounts 
during the Regulatory Reset Process for 
the Subsequent Regulatory Period. 

23 RDWR Appendix 
B2.1.1 
Service 
Performance 

MERALCO The Issues Paper is silent on the provisions of ERC Resolution 20, Series of 
2017 wherein the new caps are applied on the Feeder Loss while the Sub 
transmission and Substation Losses are fully recoverable. However, since an 

MERALCO proposes the addition of the 
following provision in Section 10.3.3 of 
the Issues Paper. 
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Indices to be 
measured  
 
Section 10.3.3 of 
the Issues Paper 

acceptable, uniform and accurate methodology to compute for Feeder Losses is 
not yet in place, the System Loss performance indicator should remain at the 
Total System Loss level. 

  
“In view of the effectivity of ERC 
Resolution No. 20, Series of 2017, system 
loss caps are now set at the feeder 
distribution level. However, because an 
acceptable, uniform and accurate system 
or methodology to compute for such 
losses is not yet in place, the service 
performance index, where system loss is 
concerned, will remain at the total 
system loss level (i.e., metered Total 
Energy Input less metered Total Energy 
Output) up to the Fifth Regulatory 
Period. Once the ERC comes out with a 
standard methodology to compute for 
feeder distribution losses and sufficient 
historical data to establish feeder losses 
of Regulated Entities, the service 
performance indicator for system loss 
based on the feeder distribution level 
may be considered.” 

24 Appendix B2.1.3 
Performance 
Incentive Scheme 
Weighting of 
Performance 
Indices [page 
127] 

MERALCO  The GSL payout level is set during the reset as a 0.5% of the average ARR. 
However, there should be a mechanism to adjust customer payout levels, 
should the ARR change from the approved ARR under the Final 
Determination. 

We suggest the inclusion of a correction 
factor to the GSL payout level to reflect 
any changes in the ARR. 

25 Appendix B2.1.4  
Performance 
Incentive Scheme 
Definition of 
Indices Used 
[pages 128-131] 

MERALCO  It is discussed that for the setting of performance bands for SAIFI, CAIDI, 
Planned SAIDI, and PVV, the standard deviation of the annual values for a 
Regulated Distribution System shall be for 8 years ending June 30, 2015. 
Corollary to that, for Time to Process Service Applications / Time to 
Provide Connections / Call Center Performance, the standard deviation of 
the target time to process applications shall be 5 years ending June 30, 
2015. This may be construed to mean that for these performance measures, 
the regulatory year (instead of calendar year) performances shall be used as 
baseline. 

We respectfully suggest that the language 
be clarified to reflect the intent to 
continue use of calendar year as basis for 
performance monitoring. Accordingly, 
the language in the Tables may be revised 
to state: “for the 8” [or 5] “years ending 
on December 31, 2014”; or “for the 8” [or 
5] “calendar years ending on June 30, 
2015” 

26 Appendix B2.1.4  MERALCO  For clarification: In Table B3h of the RDWR, it is stated that the call-centre We propose that the performance of call 
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Performance 
Incentive Scheme 
[page 130-131] 

performance target shall be “Target percentage of calls answered within 30 
seconds, set by the ERC for Fourth Regulatory Period. (This could also be 
the average time taken to answer calls.)” 

center be measured based on the 
percentage of calls answered within a 
standard service time for the following 
reasons: (a) this manner of measurement 
is used by most call/contact centers 
locally and abroad, including utilities, to 
measure customer access to human 
operators/agents; (b) this metric better 
represents customer experience in trying 
to reach the company‟s call center as this 
is based on percentage of customers 
served; (c) and lastly, further using and 
possibly tightening the average speed to 
answer will send the message that call 
center agents‟ primary focus should be on 
speed, even at the expense of quality of 
customer experience. 

27 Appendix B3.1.d  
Performance 
Incentive Scheme 
Proposed GSL 
Indices and 
Payments Levels 
[page 131] 

MERALCO In B3.1.d of the RDWR, GSL 4 is described as "the Regulated Entity failing to 
provide a connection to a Customer on the day promised, up to a maximum of 
five days." Previously, in the RDWRs for the 2nd and 3rd RPs, GSL 4 was 
described as "the Regulated Entity failing to provide a connection to a 
Customer on the day promised," without mention of a maximum level. Instead, 
as part of the reset filing, a DU proposes the maximum level through 
simulations validated by the ERC and its consultant. 

We respectfully suggest that the current 
practice of allowing DUs to propose the 
maximum level to provide connection be 
retained, for validation by the ERC and 
assessment against the other GSL 
maximum levels. 

28 Appendix B4 
Performance 
Incentive Scheme 
Excluded Events 
[pages 130-131] 

MERALCO It is our understanding that Excluded Events are supposed to include 
situations that are beyond the reasonable control of DUs. Based on this 
principle, it is posited that there are power interruptions made necessary by 
safety-related situations and the completion of government projects. 

Accordingly, it is respectfully proposed 
that the list of Excluded Events include: 
  
•Planned outages related to government 
projects 

29 Appendix B4 
Excluded Events 
 
Section 10.3.7 of 
the Issues Paper 

MERALCO The ERC listed acceptable excluded events and the use of the IEEE‟s 2.5 beta 
method to identify major event days. 

 We propose that interruptions due to 
relocation of facilities initiated by 
projects of the National Government 
should also be excluded in the 
calculation of network or service 
performance 
 

We propose for the exclusion of all 
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interruption events directly related to 
force majeure event but beyond the days 
identified by the IEEE‟s 2.5 beta method 
as Major Event Days 

30 Appendix D: 
Future Entry 
Points 
 

PEPOA PEPOA seeks clarification from the Honorable Commission on the schedule of 
the reset process for the Second, Third and Fourth Entry Groups.  It is 
proposed that the normal 21-month duration be followed considering the 
numerous factors involved and the different areas of work to be undertaken 
even before the filing of the revenue application. 
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# Particular Concerned 

Party/ies 
Comment/s and Suggestion/s Recommendation/s/ 

Suggestions 
Annex B Issues Paper 

31 General 
Comment 

PEPOA Performance Based Regulation (PBR) being forward-looking in approach, 
there are no set of rules for the skipped periods that PEPOA believes has to 
be dealt with separately.  It is suggested that review of said missed period be 
decoupled from the usual PBR process under another mechanism, and 
consequently, under a separate set of rules.  The proposal is that the 
Honorable Commission proceeds with the reset process for the 5th 
Regulatory Period and creates a committee to carefully study the legal, 
financial and technical aspects of undertaking a review of the previous years‟ 
annual revenue requirements and performance incentive scheme.  For the 
First Entry Group, this will involve only the 4th Regulatory Period, but for the 
Second, Third and Fourth Entry Groups, it will cover the 3rd and 4th 
Regulatory Periods. 

 

32 Section 1.2 Use 
of terms and 
definitions in the 
Issues Paper 

MERALCO N/A We respectfully request the proper alignment of 
terms with their meanings for better clarity. e.g., 
“Subsequent Regulatory Period” is already 
aligned with the meaning of “Revenue 
Application”. Likewise, we also suggest to include 
the end date of the meaning for the “Fourth 
Regulatory Period” and “Fifth Regulatory Period” 

33 Section 1.3 
Services covered 
under the RDWR 
Non-regulated 
retail services 
· Provision, 
installation, 
commissioning, 
testing, repair, 
maintenance and 
reading of 
meters that are 
used to measure 
delivery of 
electricity to 
customers in the 
Contestable 
Market or to 

MERALCO Considering that Metering Services has not been declared as competitive yet, 
should provision of metering services be considered non-regulated services? 
While the continuous migration to the contestable market of contestable 
customers and the interest on RCOA of stakeholders have been sustained 
since its initial commercial run on 2013, the fact remains that RCOA‟s future 
in the country stays uncertain with its future dependent on the resolution of 
the TRO, now pending with the Supreme Court. So as not to add further to 
the uncertainty, it is best to maintain the status quo and maintain the DU as 
the default Metering Services Provider (MSP) in its franchise. With this, it 
follows that the services performed by the DU as the default MSP should 
remain under the Regulated Retail Services. Nonetheless, it is worthwhile to 
determine the cost-to-serve and the revenue requirement for this service at 
the onset to establish its base rate and identify the extent to which MSP 
service to the contestable market differs from the captive market. By 
establishing such, we will be able to determine if giving them the same rate 

We recommend that the activities performed by 
Metering Services for Contestable Market 
(including SoLR customers) or to customers who 
are not End-users (whether such services are 
provided to those customers, to Suppliers or to 
any other person should still be considered under 
the Regulated Retail Services while Metering 
Services for contestable customers has not been 
declared competitive yet.) be considered as 
Regulated Retail Services while the DU is still the 
default MSP. 
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customers who 
are not End-
users (whether 
such services are 
provided to those 
customers, to 
Suppliers or to 
any other person 

(which is the current practice) would actually mean one segment subsidizing 
the other. 

34 Section 2.2.7  
The external 
auditor of the 
regulated entities 
shall certify the 
Regulated 
Entities 
submission on its 
forecast 
revenues/expens
es with 
corresponding 
report to support 
such values. 

MERALCO What are the qualifications of the external auditors who will be required to 
submit certification? Is the external auditor limited to the current 
independent auditor who signs off the regulated entity‟s audited financial 
statements?  
 
What specific procedures (and what applicable standards on assurance 
engagements) should the external auditors perform on the regulated entities‟ 
forecast? 
 
We would like to clarify if the forecast revenue subject to audit is the sales 
volume or annual revenue requirement. 

N/A 

35 Section 3.1 Reset 
Process  
and Section 3.2 
Reset Timetable 

MERALCO The discussion on the Reset Process specifies that ERC will develop a 
Regulatory Asset Base (RAB) Handbook that Regulated Entities are to adopt 
for purposes of their Revenue Applications. Each regulated entity will 
conduct the roll-forward of its Regulatory Asset Base in accordance with the 
RAB Handbook, with the results forming part of its Revenue Applications. 
However, in the Reset Timetable, the schedule for the filing of Revenue 
Applications comes before the final Supplemental RAB Handbook issuance. 

We respectfully request that the schedule for the 
filing of Regulated Entities of their Revenue 
Applications be adjusted to consider the timetable 
for issuance of the final Supplemental RAB 
Handbook. We also respectfully request for 
clarification on the schedule of release by ERC on 
the Regulatory WACC and other parameters. 

36 Issues Paper 3.2 
Reset Timetable 

PEPOA The draft RDWR shall be applicable to all privately owned distribution 
utilities under PBR; therefore, it is proposed that public consultations be 
conducted nationwide.  In addition to the one scheduled on July 5, 2019 at 
the ERC Main Office, same activity must also be held in the Visayas and the 
Mindanao field offices (or in Cagayan de Oro City where one of the entrant 
DUs under the First Entry Group is located).  Participation of consumer 
groups, local chambers of commerce &/ industry, local government units, 
the academe, etc. has been integral in the success of implementing PBR. 
 

PEPOA would also like to request another round of submission of comments 
after above-mentioned public consultations have been completed. 
 

N/A 
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Furthermore, it is suggested that the Honorable Commission conducts 
expository presentations to fully explain in detail the changes in the reset 
process as proposed, including but not limited to, the weighted average cost 
of capital (WACC) which PEPOA proposes to be retained as an industry 
WACC per entry group similar to the previous resets, the additional 
requirements of Code of Corporate Governance, Risk Management Report & 
financial ratios, the involvement of auditing firms in the reset process, etc. 
 

PEPOA likewise requests that the Honorable Commission elaborates on the 
activities pertaining to the Regulatory Asset Base (RAB) Handbook and its 
implementation.  The final supplemental document is scheduled to be 
provided to the Regulated Entities on September 2019, however, filing of 
revenue applications is set on August 23, 2019.  It is noteworthy that the 
establishment of the opening RAB is the starting point of forecasting the two 
(2) major building blocks, i.e., return of capital and return on capital.  
PEPOA proposes that public consultations on the proposed handbook shall 
also be held nationwide including in the Visayas and the Mindanao field 
offices (or in Cagayan de Oro City where one of the entrant DUs under the 
First Entry Group is located). 
 

PEPOA seeks clarification on how the proposed Initial Review Reports differ 
from the Draft Determination as a matter of process.  It is noticeable that 
there are no more public consultations before the release of the Final 
Determination.  We suggest retaining the Draft Determination Process as it 
provides transparency in the process to both Regulated Entities and other 
industry stakeholders including consumers.  To reiterate, we put importance 
on the participation of consumer groups, local chambers of commerce &/ 
industry, local government units, the academe, and other interested parties 
in the entire reset process. 
 

In terms of the activities prior to the filing of the revenue application, 
PEPOA proposes that the Honorable Commission reinstate in the reset 
process those activities missing from the usual reset process done in the 
previous regulatory periods, including those pertaining to the weighted 
average cost of capital (WACC), performance incentive scheme and other 
regulatory parameters provided in the financial model and expenditure 
templates, among others. 
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37 Section 3.2 Reset 

Timetable; 
 
Section 5.1 
Regulatory Asset 
Base (RAB) 

PEPOA N/A PEPOA proposes that the reset process and 
timetable schedules complete the Opening RAB 
first before the filing of the revenue application. 
Similar to previous resets, public consultations on 
the proposed handbook should also be held 
nationwide including in the Visayas and the 
Mindanao field offices (or in Cagayan de Oro City 
where one of the entrant DUs under the First 
Entry Group is located).  With regards the 
valuation, we recommend observing the same 
processes as done before including inception 
meetings, technical discussions, etc. 
 

38 Sec. 3.2 DECORP Reset timetable 

 A schedule is provided for the issuance of the Supplemental RAB 
Handbook but none on the Final (Main) RAB Handbook? 

 The Final Supplemental RAB Handbook will be issued later than the 
revenue requirement application.  How can we comply with the Roll 
Forward RAB if the application will be done earlier than the issuance 
of the handbook?  

 In Sec 3.2.1 of the Issues Paper, Figure 3.1, the flowchart of the 
regulatory reset process includes issuance of draft determination and 
its public consultation prior to submission of Final Determination, 
why are these not part of the reset timetable in Sec. 3.2, table 3.1 of 
the same document? 

 Considering the limited time, a month to submit our revenue 
application, it will be difficult to comply with the additional 
requirement for auditor‟s certification and report. 

N/A 

39 Section 3.2 of the 
Issues Paper – 
Table 3.1 
Timeline for the 
Regulatory Reset 
Process 
Reset Timetable 
RDWR Article 
7.1 

MERALCO  Considering the impact of the rules to DU operations, the 2-week lead 
time does not provide the DUs with sufficient time to study and craft 
comments thereto. 

 The proposed timeline only has one public consultation in Manila before 
the revised RDWR and Position Paper are released. There are no public 
consultations for the Luzon, Visayas and Mindanao regions.  

 

 It should be noted that one of the DUs which forms part of the First Entry 

We propose that stakeholders be allowed to 
submit additional comments even after the 
scheduled July 5 public consultations. Further, 
additional public consultations and hearings 
should be scheduled to allow stakeholders, 
especially customers, to fully participate in the 
rule-making process. 
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Groups is CEPALCO, which is located in Mindanao. However, there is no 
public consultation in the area where it is located which does not allow 
CEPALCO customers to participate in the public consultations. 

 
It should be noted that, any changes to the RDWR for the First Entry Group, 
would necessarily have an impact on the other DUs in other Entry Groups. 

40 Section 3.2 of the 
Issues Paper – 
Table 3.1 
Timeline for the 
Regulatory Reset 
Process 
 
Reset Timetable 
RDWR Article 
7.1 
 
 

MERALCO The Reset timetable established a step for an "Initial Review Process" in lieu 
of the issuance of the Draft Determination and hearings 

 
The Draft Determination is critical to DUs since it provides the initial 
outcome of the review of the Commission and its reset experts. This 
document is a basis for DUs for making make additional justifications or 
appeals. 

We propose to the ERC retain the process of 
issuing a Draft Determination and holding 
hearings for discussion in the reset process. 

41 Reset Timetable Engr. 
Mallillin 

So many changes need to be made. The timetable may have to be adjusted to 
cover all changes which still need evaluation by ERC. 
 
So many changes have been experienced since the 3rd RP the regulatory lag 
in pursuing the next regulatory periods is currently adding a lot of 
complications to PBR.  
 

 

42 Section 4.1 Basis 
of operating and 
maintenance 
expenditure 
forecasts  
Comment 2. The 
ERC seeks 
comments on 
whether there 
are further 
reasonable 
categories into 
which operating 
and maintenance 
cost should be 
subdivided. 

MERALCO We seek clarification if “Outside Services Employed” synonymous to 
“Contractor Services”. We also seek clarification on what is covered under 
“Miscellaneous Consumer Services Expenses”. 

We respectfully suggest adding a category for 
“Contractor Services” under Regulated Retail 
Services similar to that of Regulated Distribution 
Service and Distribution Connection Services. 

43 Sec. 4.1.2 DECORP …practicality of providing further breakdown of operating and maintenance Classification based on load growth, etc. is 
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expenditure related to consumption growth… 
 

ordinarily done for capital expenditures.  
However, for operating and maintenance 
expenditures, which are normally recurring 
expenses, recording is based on its nature, ex. 
rent.  It would involve estimations and allocations 
to segregate rent as to growth or safety.  This 
process will be applied to majority of expenses 
and considering the numerous works, it would be 
impractical for additional breakdown. 

44 Breakdown of 
OPEX 

Engr. 
Mallillin 

As suggested in the Proposed Regulatory Reset for the Fourth Period, there 
is a need to further breakdown Operating and Maintenance Costs on a PER 
VOLTAGE LEVEL so as to make rates truly reflective of true costs as 
provided in the EPIRA. 
 
Meeting safety and network performance requirements if addressed can 
likewise be classified on a PER VOLTAGE level whether costs involve assets 
or expenses. 

N/A 

45 Section 4.1.2 
Expense 
categories  
and Section 5.1.4 
Asset categories 

MERALCO With the continuing digital transformation, various industries recognize that 
cyber security measures are essential in safeguarding assets and operations. 
Considered as industry best practice, cyber security shall now be an integral 
component of all IT systems. 

We propose that all definitions of “Information 
technology systems” (CAPEX) and “Information 
technology” (OPEX) in Issues Paper Appendix B 
include assets and expenditures related to cyber 
security. 

46 Section 4.1.2.  
Expense 
Categories  
ERC seeks 
comments on the 
practicality of 
requiring 
regulated entities 
to provide 
breakdown of 
Operating and 
maintenance... 
(such as meeting 
safety or network 
performance 
requirements) 

MERALCO In the course of operations of the DU, it assumes that the tasks done comply 
with regulatory and statutory requirements at all times. Breaking OPEX 
down further in identifying the cost and detailing it further to state 
requirements will be a tedious and may further cause inefficiencies and 
additional costs. 

The DU recommends not providing further 
breakdown of the expense as the delivery of the 
service of the DU always assumes that it is done 
in compliance with regulatory and statutory 
requirements. It is further recommended that a 
reasonable allowance on the cost be further 
allowed to be inputted to the OPEX for the DU to 
be able to recover such expenses. 

47 Section 4.1.3  
Expenses 

MERALCO Related to the discussion on the Definition of services covered under RDWR 
(Section 1.3), we recommend that metering services for contestable and 

For consistency with Section 1.3 on inclusion of 
contestable and SoLR customer as regulated 
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associated with 
providing 
metering services 
[Page 33]  
Comment 4 
The ERC seeks 
comments on the 
expenses related 
to metering 
services for 
contestable and 
SoLR customers 
should 
appropriately be 
included as part 
of operating and 
maintenance 
expenditure in 
the RDWR. 

SoLR customers should appropriately be included as part of operating and 
maintenance expenditure in the RDWR for the 4RP/5RP. 

services, it is suggested to adopt language for 
Section 4.1.3 to: 
“XXX 
For purposes of the operating and maintenance 
expenditure to be included as part of the 
Regulated Entities‟ expenditure forecasts in terms 
of the RDWR, expenses related to providing 
metering services for customers in the captive and 
contestable markets shall be included, as 
Regulated Retail Services. The DSOAR also 
indicates that meters are not part of Distribution 
Connection Assets and metering therefore does 
not form part of Distribution Connection 
Services.” 

48 Page 33/Section 
4.1.3 and 
Footnotes 22 and 
16 

CEPALCO N/A Considering that RCOA has not yet been 
implemented in the Mindanao Grid and not yet 
applicable to CEPALCO, Metering Service to 
contestable customers will still be included in the 
5th RP OPEX forecast to be submitted by 
CEPALCO. However, these costs will be 
separately identified in case RCOA is 
implemented in Mindanao within the 5th RP. 

49 Section 4.1.6  
Historical 
expenditure 
patterns 

MERALCO In the absence of a Regulatory Reset Process for the Fourth Regulatory 
Period, the ERC will assess the operating and maintenance expenditure 
forecasts, as well as the forecast expenditure for taxes, levies and duties 
(other than corporate income tax) using a bottom-up approach, or analysis 
of historical patterns. The cost of new regulatory requirements shall also be 
separately identified and determined. 

N/A 

50 Historical 
expenditure 
patterns 

Engr. 
Mallillin 

Patterns on expenditure will definitely vary depending on capex programs. 
As experienced in the past regulatory periods, some substantial investments 
had to be made just to meet changes in supply and demand situations in 
order to maintain or improve levels of service. In a lot of cases, schedules for 
new critical investments had to wait for the succeeding regulatory period – 
this is not good service 

N/A 

51 Section 4.2  
Levies, duties 

MERALCO What is the ERC‟s position on the treatment of real property taxes on certain The RPT (including arrearages) of all machineries 
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and taxes other 
than corporate 
income tax 

machineries and equipment (TWIP-M) for settled including previous years 
and amounts still expected to be settled? 
 

and equipment located in the regulated entity‟s 
franchise area should form part of the recoverable 
taxes.   

52 Section 4.8.6 (c) 
1st Bullet 
(Regulated Retail 
Services Assets) 

MERALCO This only mentions meters for “Consumer consumption metering”. Net-
Metering is bi-directional meter that measures both consumption and export 
energy of the Customer. Also, metering of Embedded Generators is mostly 
on measuring power supply of EGs to the Grid. Thus, it should refer to both 
consumption and export of power to the system. 

We  respectfully suggest to reword to “Consumer 
Import and Export Metering” 

53 Section 5.1  
Regulatory Asset 
Base 

MERALCO 

 The RDWR cites various methods of asset valuation such as the 

optimized depreciated replacement cost (ODRC) that was used in Group 

A‟s 2nd RP and 3rd RP and the rolled-forward methodology. 

 Under the timeline provided by the ERC, the draft RAB handbook, that 

prescribes a rolled-forward methodology was issued in November 2016 

and had undergone a public consultation in January 2017. However, the 

timeline shows that the ERC intends to release a draft supplemental on 

RAB handbook on September 2019. As such, it will be not be possible 

for Regulated Entities to assess the rolled-forward methodology until 

after the supplemental has been released. 

 Updated RAB Handbook and its supplemental should be released after 

thorough discussions in public consultations.  It is of utmost importance 

to discuss the appropriateness of ODRC, roll forward, inflation-indexing 

or some other internationally accepted valuation methodology. There 

are also other issues such as the review of asset lives of critical assets in 

the 3rd RP RAB handbook that are no longer reflective of their true 

economic life (e.g., electronic meters, IS/IT equipment/devices). 

 

If the intent of the draft handbook is to use the DU‟s last ODRC valuation as 
a starting point for the roll forward, there is already a long 8-year gap from 
the last ODRC valuation of Group A in 2011 up to the start of the 5th RP. We 
believe that valuing the 5RP Opening RAB via optimized depreciated 
replacement cost is prudent. 

We respectfully request that the updated draft of 
the RAB Handbook and its Supplemental be 
released first and undergo public consultation 
before finalizing the RDWR. The final choice of 
asset valuation methodology for the RAB 
handbook for the 5th RP, whether via ODRC, roll 
forward, inflation-indexing or some other 
internationally accepted valuation methodology, 
will have to be reflected back into the RDWR for 
the 5th RP. 
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54 RAB  Engr. 
Mallillin 

The RAB handbook ought to be reviewed at least once every three years in 
the same way that investment costs are expected to change substantially over 
three years. 
 
Construction Work in Progress should not be entitled to return since they 
are NOT YET IN SERVICE. Entitling such assets to returns is in violation of 
our basic public service law. 
 
Actual values of the RAB may be added with historical figures of new assets 
installed prior to the next Regulatory Period to form the Rolled Forward 
RAB. 
 
The inclusion of capital expenditure for the period as defined should be 
subject to optimization review prior to being included in the Rolled Forward 
RAB. 

N/A 

55 Section 5.1  
Regulatory Asset 
Base – Figure 5.1 

MERALCO 

Please clarify the formula in computing the amount of asset 

disposal/retirement (net of income from disposal). Using the definition of 

“actual cost of disposed/retired assets less net income from disposal” – what 

does actual cost mean? Is it the ORC or ODRC value of the asset? 

N/A 

56 Page 43/Section 
5.1 

CEPALCO The RAB Handbook is required for the roll-forward process in determining 
the opening RAB for the 5th RP. The opening RAB, in turn, is the basis in 
forecasting the two major building blocks of the ARR, i.e., Return on Capital 
and Return of Capital or Depreciation for the 5th RP. 
 
In the reset timelines provided in Section 3.2, the issuance of the final 
Supplemental RAB Handbook is set in September 2019 which is already 
after the filing of the revenue application in August 23, 2019. 
 
CEPALCO requests clarification on the timeline for the issuance 
of the Supplemental RAB Handbook since this is a pre-requisite in 
the filing of the revenue application. 

N/A 

57 Section 5.1.3  
Assets to be 
rolled forward 
[page 44]  
As noted before 
in the discussion 

MERALCO 

The ERC seeks comments on the distribution assets related to the provision 

of service to contestable and SoLR customers should appropriately be 

included as part of Regulatory Asset Base in the RDWR. Related to the 

[Page 44]  
5.1.3 Assets to be rolled forward 
As noted before in the discussion of operating & 
maintenance expenditure (Section 4.1.3), in terms 
of the DSOAR (Clause 2.11.1), all metering 
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of operating & 
maintenance 
expenditure 
(Section 4.1.3), in 
terms of the 
DSOAR (Clause 
2.11.1), all 
metering 
equipment shall 
be furnished and 
installed by the 
Distribution 
Utility. However, 
in terms of 
Clause 4.5.2 of 
the DSOAR, 
energy meters 
used for 
measuring 
consumption for 
customers in the 
Contestable 
Market may be 
owned either by 
end consumers 
or by 
Distribution 
Utilities. For the 
purposes of the 
Regulatory Asset 
Base, all 
metering 
equipment used 
for customers 
making up the 
captive market, 
shall be included 
as Regulated 
Retail Services 
Assets. The 
DSOAR also 
indicates that 
meters are not 
part of 
Distribution 

discussion above, we recommend that the distribution assets related to the 

provision of service to contestable and SoLR customers should appropriately 

be included as part of Regulatory Asset Base in the RDWR for the 4RP/5RP. 

equipment shall be furnished and installed by the 
Distribution Utility. However, in terms of Clause 
4.5.2 of the DSOAR, energy meters used for 
measuring consumption for customers in the 
Contestable Market may be owned either by end 
consumers or by Distribution Utilities. For the 
purposes of the Regulatory Asset Base, all 
metering equipment used for customers making 
up the captive and contestable market, shall be 
included as Regulated Retail Services Assets. The 
DSOAR also indicates that meters are not part of 
Distribution Connection Assets. Metering 
equipment supplied for customers in the 
Contestable Market or those connected under the 
Supplier of Last Resort provision does not form 
part of the Regulatory Asset Base, even where this 
equipment is owned by a Regulated Entity. 
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Connection 
Assets. Metering 
equipment 
supplied for 
customers in the 
Contestable 
Market or those 
connected under 
the Supplier of 
Last Resort 
provision does 
not form part of 
the Regulatory 
Asset Base, even 
where this 
equipment is 
owned by a 
Regulated Entity. 

58 Section 5.1.3 
Assets to be 
rolled forward 
Recognition of 
Micro-grid 
CAPEX and 
OPEX 
 

MERALCO 

In support of the Government‟s drive to achieve 100% household 

electrification by 2022, Regulated Entities have deployed micro- or mini-

grids using hybrid energy systems normally composed of solar PV, energy 

storage, and diesel generators. 

 We propose that “Generation assets O&M 
including fuel expense” shall be added in the 
list of Distribution Related Activities (Issues 
Paper Table 4.1) 
 

We propose the inclusion of a separate asset 
category and CAPEX category for “Generation 
assets used for electrifying off-grid and/or 
unviable areas”  

59 Section 5.1.4 MERALCO 

To align with the comments to Section 5.2.1 and 5.1.3, a separate asset 

category shall be added for Microgrid assets or assets used for electrifying 

off-grid and/or unviable areas 

We propose the inclusion of a separate asset 
category for “Generation assets used for 
electrifying off-grid and/or unviable areas” 

60 Generation 
Assets 

Engr. 
Mallillin 

For off-grid areas, the private sector should be encourage to invest in 
generation facilities without any conflict with the distribution utility‟s 
ownership to be consistent with the EPIRA. Thus, DU-owned generation 
facilities should be discouraged if not, banned. 

N/A 

61 Section 5.1.4  
Asset Categories 

MERALCO 

 17. Asset categories that should be included as Non-Network Assets 
We respectfully suggest the inclusion of micro-
grid assets that the DU installed to serve 
customers in unelectrified areas as Non-Network 
Assets. 
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62 Asset Categories Engr. 
Mallillin 

As previously suggested for Regulatory Reset, Distribution Connection 
Assets can be categorized on a PER VOLTAGE basis or if not, should be the 
basis for determining CONNECTION CHARGES. All such charges should be 
subject to review by ERC or may not be regulated but the same formula for 
determining Connection Charges shall have prior approval by the ERC. 
 
Asset categories for the Roll Forward RAB Report should likewise be 
classified on a PER VOLTAGE basis. The DU has enough information to 
facilitate classification. 

N/A 

63 Section 5.1.16  
Working Capital 
Comment 30 

MERALCO 

 “The ERC may allow the regulated entities to recover its latest actual 
working capital requirement based on its Audited Financial 
Statements, such that it should reflect its lead/lag analysis for the past 
three years...” 

 In the ERC‟s assessment of working capital, it must consider that the 
Audited Financial Statements may not necessarily reflect the 
regulated entity‟s distribution business.   

 The ERC should also consider the impact of returning bill deposits of 
„credit worthy‟ customers in the lead/lag study. 

N/A 

64 Working Capital Engr. 
Mallillin 

Working Capital Requirements should be demonstrated by the DUs 
themselves prove their accuracy subject to optimal collection efficiency 
limits. 

N/A 

65 Section 5.2.1 MERALCO  With the advent of emerging grid technologies, the definition of capital 
expenditure stated in this section does not explicitly recognize the assets 
that are being used to test and evaluate new and emerging technologies. 

We suggest adding to the definition another 
bullet: “deploy or upgrade existing asset to adapt 
new and emerging technologies that are 
anticipated to further improve the overall 
performance of supply and delivery of electric 
service” 

66 Section 5.2.1  
ERC Comment 
32. The ERC 
seeks comments 
on its definition 
of capital 
expenditure and 
seeks to 
understand if 

MERALCO  In the 4th Regulatory Period, we have filed Capex projects in compliance 
with new ERC issuances and promulgations, in support for national 
government‟s big-ticket infrastructure projects, to meet new customer 
requirements through automation and technological advancements, to 
harden the network for storm and disaster resiliency, and for off-grid 
electrification like Micro-grid. 

Thus, MERALCO respectfully submits the 

following additional items to be included in the 

definition of Capex:  

(1) Projects for the extension of facilities in 

compliance to DSOAR Amendments for 
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there are 
circumstances 
where this 
definition should 
be wider. 

NHA/HLURB-certified housing projects and 

Socialized Housing projects  

(2) DOE Electrification projects for unserved 

households that are beyond the serving distance 

of MERALCO‟s existing facilities which enables 

the DU in fulfilling its mandate under R.A. 9136 

(EPIRA) to provide universal service within the 

franchise area.  

(3) Relocation of facilities in support for national 

government‟s BBB and PPP infrastructure 

projects, wherein the cost is for the account of the 

project proponents. However, since these are big-

ticket relocation projects, they involve 

provisioning for future load growth and 

maintaining network reliability performance in 

which the project costs shall be shouldered by the 

DU. Hence, the Capex shall be considered in the 

DU‟s Regulatory Asset Base; (Note: the 

accelerated depreciation of MERALCO‟s assets 

retired due to relocation shall be considered in 

the RAB valuation.)  

(4) Relocation of existing meters to Elevated 

Metering Centers in compliance with the ERC 

rules on elevated metering centers,  

(5) Automation and technology projects for 

consumer empowerment and choice and for the 

provision of improved service like AMI-related 

projects/services;  
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(6) Projects to harden the network infrastructure 

for storm and disaster resiliency because of the 

worsening weather disturbances;  

(7) Green Energy Initiatives to pave the way for a 
more environmentally friendly future. MERALCO 
supports the Renewable Energy Law and its 
laudable objectives such as projects related to the 
connection of Renewable Energy embedded 
generators, and off-grid electrification projects 
like Micro-grid. 

67 Section 5.2.1  
ERC Comment. 
Also, ERC seeks 
comments on 
forecast capital 
expenditure 
projects which 
have not 
progressed, but 
where the capital 
expenditure 
funds which 
were allowed 
into the revenue 
path have been 
used for 
alternative 
higher-priority 
capital projects, 
can be 
considered for 
inclusion into the 
RAB where the 
ERC decides that 
those previously 
unapproved 
capital 
expenditure are 
efficient and 
prudent. The 
approach to 

MERALCO Meralco supports the proposal of the ERC to consider for inclusion into the 
RAB alternative projects for those forecast Capex projects which have not 
progressed in the 4th RP. In fact, MERALCO has implemented alternative 
projects in lieu of the original forecast Capex proposals due to RoW 
problems, unavailability of space for facilities, dwindling negotiations with 
the project proponents, technological obsolescence, availability of more 
efficient equipment, etc. MERALCO supports that Optimization Principles 
will still apply to these substitute projects. 

N/A 
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examine these 
new capital 
expenditure 
projects shall be 
on the same 
basis as new 
forecast capital 
expenditure 
projects. The 
Regulated Entity 
will need to 
justify that the 
project is of 
efficient capacity 
and cost. 
Optimization 
principles will 
still apply. 

68 Section 5.2.3  
Capitalization of 
operating and 
maintenance 
expenses 

MERALCO Effective January 1, 2019, PFRS 16, Leases, requires lessees to recognize 
assets and liabilities for all leases unless the lease term is 12 months or less 
or the underlying asset has a low value. Upon commitment date, the lessee 
recognizes a right-to-use asset and lease liability. 

We suggest that the ERC consider the right-to- 
use asset as part of the Regulated Entity‟s asset 
base. 

69 Page 61, Section 
5.2.4 
Categorization of 
Capital 
Expenditures 
forecast 

CEPALCO  Aside from load growth, renewal and asset 
refurbishment, we suggest inclusion of another 
sub-category for CAPEX undertaken to comply 
with regulatory and government requirements.  

70 Section 5.2 
4RP Capital 
Expenditure 
 
 

MERALCO  Pending the regulatory reset process, DUs have applied for CAPEX for the 
4th RP which are currently pending approval with the ERC. Some of these 
projects have been implemented due to its emergency nature . 
 

Since Group A DUs already have started the 5th RP, there is an accumulation 
of CAPEX coming from the 4th RP which will be carried over for completion 
in the 5th RP 

We propose that the 4th RP carry-over CAPEX be 
recognized as part of the RAB in addition to the 
new CAPEX proposals of the 5th RP. 

71 CAPEX  Engr. 
Mallillin 

Justifications for capex should require submission of calculations of Rate 
Impact. Current practices do not. 
 
Threshold levels should be subject to review in regard to the DUs liquidity or 
solvency. Some projects may not be well supported by liquidity thereby 
requiring instant increases in rates which consumers may not be able to 

N/A 
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absorb abruptly. 
 
Customer surveys ought to be conducted to seek areas of concern which need 
capital expenditure. If customers are contented with the level of 
performance, why invest in assets which will not satisfy customer needs? 

72 Section 5.2.4  
Comment 3. 
Comments are 
sought on the 
inclusion other 
capital 
expenditure 
categories such 
as innovation 
and 
electrification. 

MERALCO 

 
We agree that Innovation and Electrification 
projects be considered as other capital 
expenditure categories.  Assets to be classified 
under these categories should be further defined 
by ERC. 

73 Section 5.2.11  
Data 
Requirements  
40. The ERC 
seeks comments 
on its proposed 
approach to the 
estimation, 
review and 
approval of 
efficient capital 
expenditure 
forecast, as well 
as the data 
templates 
provided. 

MERALCO MERALCO strongly suggests following the existing templates being used by 
the ERC. These existing templates (as used by the ERC in the Group A‟s 
Regulatory Reset Process for the Third Regulatory Period) would easily 
facilitate submission of CAPEX following the requirements in the RDWR. 

N/A 

74 Section 5.3 
Weighted 
Average cost of 
Capital 

TransCo The determination of the WACC should be properly guided by its purpose 
which is clearly stated by the Commission in the opening paragraph of 
Section 5.3: “The WACC will be determined such that it will encourage 
investment in electricity distribution assets, providing 
reasonable, but not excessive returns to investors.“ (Emphasis 
provided.)  
 
In the determination of what is deemed “reasonable, but not excessive 
returns”, it should be acknowledged that investors maintain a diversified 
portfolio of assets to eliminate idiosyncratic risks. Thus, the risk premium 

TransCo suggests that the ERC employ a 
conventional and internationally accepted 
method in estimating WACC. This yields a 
“reasonable, but not excessive net to investors”.  
 
Also, we suggest to employ the equity-beta in the 
Capital Asset Pricing Model instead of the Risk-
adjusted factor.  We discuss this under Section 
5.3.4. 
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that an investor in a regulated power distribution firm in the Philippines 
should be limited to the compensation for non-diversifiable risk. 
  

75 Section 5.3.1 TransCo The primary objective is to ensure that the regulated entities 
would be entitled to a full investment recovery of its regulated 
assets at an appropriate rate of return.  
 
It is recognized that using current data for short-lived assets 
provides efficient investment signals. However, it is also 
recognized that there are advantages in using long-term average 
data, which provide greater stability, reduce re- financing risks 
for long-lived assets.  
 
“40. The ERC seeks comments on whether the WACC should be 
set at point value on the assets were acquired or multiple values 
every regulatory period.” 
 
Employing current data results in a volatile estimate of the risk-free rate and, 
consequently, the WACC. If the WACC determination is based on a sample 
taken during a low-interest regime, the investors will unduly receive a low 
return for the entire duration of the regulatory period.  
 
In contrast, if the WACC determination is based on a sample taken during a 
period when there is a transitory spike in interest rates, investors will enjoy a 
windfall profit for the duration of entire regulatory period. 
 
A long averaging period presents a stable estimate of the WACC. While such 
estimate may deviate from the prevailing market rates, it provides for a 
better signal to long-run investors in the regulated power distribution sector 
in the Philippines.  
 
A long averaging period based on the duration of the regulatory period also 
provides for a self-correcting mechanism to account for the volatilities in 
financial markets.  
 

Employ a long averaging period in estimating the 
following variables: Risk-free rate and debt 
margin. The duration of the averaging period can 
be based on the regulatory period. 

76 Section 5.3.2 
Locked 

TransCo “For the Fourth and Fifth Regulatory Period, the following values have been 
locked in:  

Market risk premium set at 6.00%. 
Maintain the market risk premium at 6% pa. 



Page 28 of 43 

Parameters. . a)  Market risk premium is set to 0.06 (6% p.a.)  
. b)  60% Funding by equity and 40% funding by debt is deemed reasonable, 

 resulting in a debt/equity (DE) ratio of 0.67. The ERC however, 
will allow a ratio which represents the actual relationship 
for as long as this does not vary significantly with the 
debt/equity ratio of 0.67.” 

 
In the previous rate resets, the market risk premium was set at 6.00 percent 
per annum. This remains reasonable: It represents the long-run market risk 
premium.  
 
The Country Risk Premium is embedded in the estimate of the risk-free rate 
since it is based in the yields of PH sovereign bonds. Country Risk Premium 
need not be incorporated in the estimate of the market risk premium. 
 
The 0.67 estimate for the debt-to-equity ratio remains relevant. This 
estimate represents what is deemed as the optimal capital structure of a 
regulated power distribution operator in an emerging market like the 
Philippines.  
 
The use of “actual” debt-to-equity ratio should be allowed only if such 
estimate represents what the Commission deems as the optimal capital 
structure.  
 

 
Equity and Debt Gearing Ratios of 60% 
and 40% respectively; A debt-to-equity 
ratio of 0.67. Maintain the 0.67 debt-to-equity 
ratio. In case an alternative debt-to-equity ratio is 
allowed, it may be based on actual relationship 
provided such estimate represents what is 
deemed as the optimal capital structure of a 
power distribution operator.  

77 Section 5.3.3 
Risk-free Rate in 
the Philippines 

TransCo “The ERC has used both methods* to obtain the most reasonable estimate of 

the risk-free rate for the Philippines.”   
 
*(direct and indirect methods) 
 
Estimation methods 

 The direct and indirect methods in the determination of the risk-free rate 
yield different estimates. These methods can determine the upper bound 
and lower bound of the range for the risk-free rate estimate. 

Direct method 

 The proposed 10-year PDST-R2 yield rates is properly argued. The 
financial instrument considers the long-term nature of the investments in 
the power distribution sector. PH bonds with 10-year tenor have enough 

Methods in estimating risk-free rate 

 Use the direct and indirect methods to 
determine the upper bound and lower bound 
of the range for the risk-free rate estimate.  

 
Direct method 

 Maintain the use of 10-year PDST-R2 yield 
rates in estimating the risk-free rate. 

 Use a long averaging period based on the 
duration of the regulatory period. 

 
 
Indirect method 
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liquidity to indicate the return on a risk-free security. 

 The estimation method is silent on the averaging period. The rules can be 
more transparent by indicating the averaging period. As suggested, a long 
averaging period is preferred as it tempers the volatilities in yields. 

 
Indirect method 

 USA risk-free rate. To be consistent with the direct approach, yields on a 
10-year US bond should be used instead of employing different tenor 
periods of 5, 10, and 20 years.  
 

 Inflation rate. It should be underscored that bond yields are adjusted for 
“expected” inflation rate rather than the “historical” inflation rate. Using 
a 12-month average inflation rate implicitly assumes that the historical 
average represents price expectations.  
 
The implicit assumption that historical average reflects price expectations 
may not be properly grounded. In the Philippines, for instance, the 12-
month average inflation rate in 2018 is unusually high due to supply 
constraints. This is not representative of the expected inflation rates over 
the regulatory period. 
 
The expected inflation can instead be based on the inflation target of the 
Bangko Sentral ng Pilipinas and the US Federal Reserve.  

 

 Country Risk Premium. One of the approaches in estimating the country 
risk premium is the average yield difference by maturity, particularly, 5, 
10, and 15 years. This approach is premised on the view that these 
instruments are liquid.  
 
The use of yields of 15-year bonds in estimating the Country Risk 
Premium should be done only if it is established the yields of USD 
denominated PH bonds are liquid.  
 

 USA Risk-free Rate. Use yields of 10-year USD 
Sovereign Bonds. 

 Inflation Rate. Employ expected inflation rate 
based on the inflation targets of the Bangko 
Sentral ng Pilipinas and the US Federal 
Reserve.  

 Country Risk Premium. In the average yield 
difference approach in estimating the country 
risk premium, use yields of bonds that are 
liquid. 

78 Section 5.3.3  
Risk Free Rate in 
the Philippines  

MERALCO  Please take note that PDST – R2 has ceased in October 2018 and is no longer 
available. On October 29, 2018, the Bankers Association of the Philippines 
(BAP) launched the PHP BVAL Reference Rates to replace the PDST 
Reference Rates (PDST-R1 & PDST-R2). 

N/A 
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79 Section 5.3.4 

Return on Equity 
TransCo “The RAf is the average risk factor determined for a specific regulated entity 

to be used as the multiplier to the Market Risk Premium (MRP), to obtain 
the estimated overall risk exposure for the regulated entity. “ 
 
The adoption of RAf has key weaknesses: 

 The RAf is not properly grounded on theory. It is inconsistent with the 
CAPM: the RAf may include idiosyncratic risks. 

 The RAf is based on subjective determinations on (1) the risk categories; 
(2) the weights of each risk category; (3) the upper bound and lower 
bound for the risk category; and (4) adjustment factor for each risk 
category.   

 The regulated distribution entities are allowed to submit their proposal 
on risk categories, weighting and preliminary adjustment factor; there is 
a great likelihood to overestimate the risks which the Commission cannot 
validate. 

 The RAf opens the possibility of providing additional returns for 
inefficiencies of a regulated distribution entity.  

 
The adoption of RAf as an approach in WACC determination is quite limited. 
There are few regulatory jurisdictions that employ RAf. Mature regulatory 
jurisdictions continue with the basic CAPM despite its limitations. 
 
 

Revert to the traditional equity beta estimate.  
With the use of RAf, the adjustment will always 
be more than 1, while the equity beta may be less 
than 1.  Thus, the RAf will always adjust upward, 
which may not always be appropriate. Thus, the 
ERC should retain the use of equity beta. 
 
 

80 Section 5.3.7 
Return on Debt 

TransCo “The RWDR calls for a debt margin which is based on an efficient industry 
average rather than on the specific debt margin experienced by any 
particular business. “ 
 
The principle in the determination of the return on debt is properly 
established: It is premised on the view that the regulated distribution 
operator is efficient. This principle should provide guidance on the 
appropriate level of debt margin. 
 
An approach in estimating an appropriate debt margin is the yield difference 
between 10-year bonds issued by utility firms and 10-year US government 
bonds. 
 

Estimate the debt margin based on yield 
difference between 10-year bonds issued by utility 
firms and 10-year US government bonds. 
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In case the debt margin is based on estimates of leading financial advisory 
institutions, it should be made clear that such margin should be applied to 
the risk-free rate exclusive of the country risk premium. 
 

81 WACC Engr. 
Mallillin 

The WACC calculations should be reflective of the most current taxation 
policies especially on income. The range should somehow equate to average 
that of other major industries so as not to give too much advantage to DUs. 

N/A 

82 Section 5.4  
Accelerated 
Depreciation for 
CAPEX Recovery 

MERALCO  There are cases when a DU may not be able to fully recover its CAPEX cost 
due to circumstances beyond its control. For example, in the case of PPP 
projects where the relocation of poles is needed, old posts have to be retired 
even before the end of their asset life without the DU being able to fully 
recover the costs thereof. In such situations, the DU should be allowed to 
accelerate depreciation so that the DU can recover the cost of capitalized 
assets that it would not be able to fully recover. We therefore propose that 
the concept of accelerated depreciation be included in the RDWR for 
situations where DUs would not be able to recover its full CAPEX. In 
addition, there are instances when CAPEX are submitted and approved for 
implementation by the ERC in the middle of an RP (e.g., Emergency 
CAPEX), but the ARR is not [immediately] adjusted as a consequence. For 
such instances, we propose that adjustments on the building block 
component for RAB and CAPEX be included as a deferred amount in the 
succeeding RP, but reckoned from the time capitalized assets are put in 
service and considered used and useful. 
 

We suggest that accelerated depreciation be 
allowed for cases where an asset is retired 
prematurely, the cost of which has not been fully 
recovered yet for circumstances beyond the DU‟s 
control. We also propose that adjustments on the 
building block component for RAB and CAPEX be 
included as a deferred amount in the succeeding 
RP, but reckoned from the time capitalized assets 
are put in service and considered used and useful. 

83 Section 5.4.1 
Standard Asset 
Lives 

Engr. 
Mallillin 

The WACC calculations should be reflective of the most current taxation 
policies especially on income. The range should somehow equate to average 
that of other major industries so as not to give too much advantage to DUs. 

N/A 

84 Section 7  

Corporate 
Income Tax 

MERALCO N/A In the RDWR for the Third Regulatory Period for 
Group A entrants, a provision states that the 
corporate income tax will be set to zero in the 3rd 
RP but will be reinstated in the 4th RP unless 
compelling reasons are presented. May we be 
enlightened what the compelling reasons are in 
setting it to zero. It is our position that income tax 
should no longer set to zero in the Fourth and 
Fifth Regulatory Period and succeeding 
regulatory periods. 
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85 Section 8.1.2 
Treatment of 
Regulatory 
Intervention 

PEPOA N/A PEPOA seeks the insights of the Honorable 
Commission on Republic Act No. 11054 An Act 
Providing for the Organic Law for the for the 
Bangsamoro Automous Region in Muslim 
Mindanao, Repealing for the Purpose Republic 
Act No. 6734, Entitled "An Act Providing for An 
Organic Act for the Autonomous Region in 
Muslim Mindanao," As Amended by Republic Act 
No. 9054, Entitled "An Act to Strengthen and 
Expand the Organic Act  
for the Autonomous Region in Muslim 
Mindanao".  One of our member utilities, 
Cotabato Light, is within its coverage.  With 
regards regulatory intervention, Cotabato Light is 
one of the PBR entrants affected by regulatory 
intervention during the last reset. 

86 Page 83/Section 
8.1.3 

CEPALCO The price control formula under the RDWR requires the opening MAP, or 
MAPt-1, for the calculation of the price path for the 4-year Regulatory Period.  
 
CEPALCO requests clarification on how the opening MAP or 
MAPt-1, for the 5th RP be determined considering that the previous 
RP (4RP) was skipped. 

N/A 

87 Page 85/Section 
8.1.9 

CEPALCO Regulated Entities will be given an option to use smoothed or raw MAP. If 
the Regulated Entity opts for a raw MAP, CEPALCO requests clarification on 
how will the following be treated/accounted: 
a. PIS Reward/Penalty 
b. Over/Under recovery from previous RYs 
c. Income Tax Adjustment 

N/A 

88 Section 8.2.4 
Changes to the 
Weighted Index  

TransCo The ERC seeks comments on its view that changes in the PhP/US$ exchange 
rate will have a relatively minor influence only on operating and 
maintenance expenditure and that the weighted index used in the price 
control formula, in as far as it reflects these expenditures should therefore 
reflect changes in the CPI only.  
 
Likewise, Section 8.2.4 mentions that “the ERC is to review the values of the 
W1 and W2 indices to determine whether they appropriately reflect the 
proportions of the operating, maintenance and capital expenditure forecast 

The ERC‟s implementation of Performance-Based 
Regulation (PBR) is aimed at making the rate 
setting mechanism, simpler, less complicated and 
more responsive to the evolving electricity 
industry.  This is a statement made by the 
Commission in its draft resolution for the Issues 
Paper of the transmission. 
 
In line with its goal to simplify the rate setting 
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for the Regulatory Period. 
The ERC may likewise change the relative weighting of the W1 and W2 
factors which may be the same for the whole Regulatory Period or may differ 
between years, may also differ between Regulated Distribution Systems” 
 
 
The CWI adjusts the MAP at t-1 to prices that prevail at time t. Such 
adjustment is meant to restore the purchasing power of the cash flows of the 
investors of the regulated entity. W2 is presumably meant to restore the 
purchasing power of cash flows in replacing/putting up assets that are 
purchased in foreign denominated currencies.  The MAP should be adjusted 
only to restore the purchasing power of the investors. As such, CWI should 
be limited to W1. The higher costs of imported equipment will still be fully 
recovered since these are valued in PhP and will be part of the asset base. 
 
 

mechanism, the Commission should consider the 
Consumer Price Index (CPI)-based inflation rate 
as the sole basis for the change in weighted index 
for regulatory year t (CWIt). Using the CPI-based 
inflation rate allows the revenues from regulated 
services to increase in accordance with the 
general rise in consumer goods in the country 
and, consequently, restores the purchasing power 
of the investors of the regulated entity. 
 
  

89 Section 10 
Performance 
Incentive 
Scheme 

PEPOA N/A PEPOA would like to propose that the Honorable 
Commission consider introducing additional 
customer service-related indices, other than the 
technical measures. 

90 Section 10.3.4, 
2nd and 3rd 
paragraph 
“Since the 
assessment 
period of RY 
2016 will fall 
within the Third 
Regulatory 
Period (calendar 
year ending 
December 31, 
2014). S2015 will 
be based on the 
Performance 
Incentive 
Scheme 
approved by the 
ERC for the 
Third Regulatory 
Period. 

MERALCO We note minor typographical errors on the dates provided in the calculation 
of the S-factor. 

Suggest the following revisions: 
 
a)Since the assessment period of RY 2016 will fall 
within the Third Regulatory Period (calendar year 
ending December 31, 20164). S2015 will be based 
on the Performance Incentive Scheme approved 
by the ERC for the Third Regulatory Period. 
 
b)The assessment period for RY2017 will fall 
halfway within the Third Regulatory Period 
(calendar year ending December 31, 20175). xxx” 
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The assessment 
period for 
RY2017 will fall 
halfway within 
the Third 
Regulatory 
Period (calendar 
year ending 
December 31, 
2015). xxx” 

91 Page 101, Section 
10.3.7 
Excluded Events 

CEPALCO In addition to customer‟s request, CEPALCO suggests that supply 
interruptions due to request of a government agency (e.g. DPWH, BFP, LGU 
Planning Office, etc.) be also considered as Excluded Events for PIS 
computation. 
With this we suggest to add the phrase in Section 10.3.7, as indicated by blue 
font below: 
“xxx Events of which the impact on the performance of a Regulated 
Distribution System will generally be excluded are: 

 supply interruption made at the request of a customer or of a 

government agency (e.g. DPWH, BFP, LGU/City Planning) 

xxx 

N/A 

92 Section 10.3.7 
Performance of 
Micro-grid 
systems 
 

MERALCO Micro-grids within the Meralco franchise were put up to achieve 100% 
electrification.  
 

The operation and maintenance of micro-grids is distinct from the 
operations and maintenance of the DU‟s regular distribution system. 

We respectfully recommend that performance of 
the micro-grid systems be excluded from the PIS 
and be just part of the information disclosure 
until there is enough historical data to establish 
performance standards. 

93 Service 
Performance 
Indices to be 
measured RDWR 
Appendix B2.1.1 
 
Section 10.3.3 

MERALCO The Issues Paper is silent on the provisions of ERC Resolution 20, Series of 
2017 wherein the new caps are applied on the Feeder Loss while the 
Subtransmission and Substation Losses are fully recoverable. However, since 
an acceptable, uniform and accurate methodology to compute for Feeder 
Losses is not yet in place, the System Loss performance indicator should 
remain at the Total System Loss level. 

MERALCO proposes the addition of the 
following provision in Section 10.3.3 of the Issues 
Paper. 
  

“In view of the effectivity of ERC Resolution No. 
20, Series of 2017, system loss caps are now set at 
the feeder distribution level. However, because an 
acceptable, uniform and accurate system or 
methodology to compute for such losses is not yet 
in place, the service performance index, where 
system loss is concerned, will remain at the total 
system loss level (i.e., metered Total Energy Input 
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less metered Total Energy Output) up to the Fifth 
Regulatory Period. Once the ERC comes out with 
a standard methodology to compute for feeder 
distribution losses and sufficient historical data to 
establish feeder losses of Regulated Entities, the 
service performance indicator for system loss 
based on the feeder distribution level may be 
considered.” 

94 Sec 10.3.3 DECORP Inclusion of outages on major low voltage lines or distribution transformers 
 
 

Most of the causes of outages of distribution 
transformers are outside of the control of the DU 
and should not be included in the performance 
measurement, i.e. shorted service entrance, 
defective motor loads, etc. 

95 Section 10, 2nd 
paragraph  

PERFORMANCE 
INCENTIVE 
SCHEME 

“During the 
Third Regulatory 
Period the ERC 
allowed 
Regulated 
Entities to adopt 
an interim 
performance 
scheme while 
preparing to be 
ready for the full 
scheme by the 
Fourth and Fifth 
Regulatory 
Period. The 
scheme 
described below 
will therefore be 
required from all 
Regulated 
Entities.” 

MERALCO We would like to clarify if the ERC meant 2nd Regulatory Period (RP) instead 
of 3rd RP 

Suggest the following revisions: 
“During the Third Second Regulatory Period 
the ERC allowed Regulated Entities to adopt an 
interim performance scheme while preparing to 
be ready for the full scheme by the Fourth and 
Fifth Regulatory Period. The scheme described 
below will therefore be required from all 
Regulated Entities.” 
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96 Section 10.3.2. 
Setting 
performance 
targets for the 
fifth regulatory 
period 

65. The ERC 
seeks comments 
on its intention 
to relax 
performance 
targets for some 
exceptional 
(good) 
performers, or to 
provide extra 
incentives to 
maintain or 
improve this 
performance.  

 

MERALCO Under the ERC‟s Resolution No. 6, Series of 2011 (A Resolution Adopting the 
Amendments to the Rules and Regulations Implementing Republic Act No. 
7832), which became effective in 2011, a benefit-sharing scheme to lower 
DUs‟ system losses further below the cap is provided, to wit:  
 “RULE IX 
RATIONALIZATION OF SYSTEM LOSS 
xxx  
Section 3. Whenever the actual annual system loss level of the 
DU falls below the prevailing cap set by the ERC, a benefit-
sharing scheme shall be implemented, primarily for the benefit of the 
customers. A separate Guideline shall be promulgated to embody the 
process and procedures for its implementation.” (Emphasis Supplied) 
On January 27, 2011 PEPOA, PHILRECA and MERALCO filed a Joint 
Petition seeking the ERC approval of a Proposed Guidelines relative to a rule 
change on System Loss (SL) methodology and providing incentives for 
distribution utilities (DUs) to lower the SL level below the SL cap. 
Related to this, the ERC has also released its draft Rules to Govern the 
Implementation of a Benefit-Sharing Scheme to Lower the System Losses of 
Electric Distribution Utilities (1st draft in 2011, 2nd draft in 2012), for 
comments by stakeholders. 
Through an Order dated December 21, 2018 (promulgated March 14, 2019) 
the ERC dismissed the Joint Petition filed by PEPOA, PHILRECA and 
MERALCO for being moot and academic because of the implementation of 
ERC Resolution 20, Series of 2017 and Resolution 10, Series of 2018. 
However, we would like to point out that the ERC resolutions cited in the 
December 21, 2018 ERC Order still did not address the main issues cited by 
PEPOA, PHILRECA and MERALCO in their joint petition. 
 

We would like to reiterate our position that, aside 
from the incentive scheme for system loss that is 
pegged to the Maximum Average Price (MAP) of 
the DU, we recommend that there should be a 
system loss benefit-sharing scheme that is based 
on the total customer savings due to the 
exceptional system loss performance of a DU. 
Existing rules on system loss are asymmetrical as 
DUs are penalized if their system loss goes over 
the cap by absorbing the Purchased Power Costs 
(PPC), while all pilferage recoveries are required 
to be passed-on to consumers by deducting the 
same from the Generation Charge. The proposed 
incentive scheme therefore seeks to inject a 
modicum of equitability into the existing rules 
and framework of penalties and rewards. As such, 
there will be no double reward for the DU in such 
a scheme as the DU‟s share in this proposed 
scheme will be net of the system loss-related 
reward under the PIS. 
Said system loss benefit-sharing scheme may be 
aligned with the draft Rules/Guidelines 
previously released by the Honorable 
Commission, which provided an equitable 
(50/50) sharing between the DU and the end-
users (customers) of the cost difference between 
the DU‟s actual annual system loss and whichever 
is lower between the applicable consecutive five-
year average system loss or the prevailing system 
loss cap. In this way, the DUs that will qualify 
under this benefit-sharing 
scheme will be limited only to those DUs that will 
be able to exhibit/demonstrate continuous 
improvement in their system loss performance, 
until they reach their optimal system loss levels. 
Moreover, the limiting condition/qualifier of 
having to perform better that its previous 5-year 
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average system loss performance will also address 
the potential issue of having windfall profits for 
DUs that are already way below the prevailing 
system loss cap. 
The ultimate aim of the incentive scheme is to 
motivate DUs to go further below the system loss 
cap and attain their optimum level. Doing so will 
result in the greater benefit to consumers through 
decreasing system losses and increased efficiency 
of the distribution system. 
 

97 Section 10.3  

Price-Linked 
Incentives 

Comment 66 

MERALCO The ERC intends to benchmark the performance of all Regulated Entities 
against each other. 

We respectfully request clarification on the 
methodology for this benchmarking. As noted in 
the Issues Paper, there are many factors which 
may impact one Regulated Entity‟s performance 
which may not be present in another Regulated 
Entities. Benchmarking is an internationally 
recognized methodology and what we respectfully 
request from ERC is participation in the conduct 
of the benchmarking. 

98 Section 10.3.2 

Comment 64, 66 
& 67 

Setting 
performance 
targets for the 
APPLICABLE 
regulatory period 

64. The ERC 
seeks comments 
on its intention 
to set targets that 
may in some 
instance require 
performance 
levels to be 
improved over 
historical levels.  

MERALCO Under the Rules for Setting Distribution Wheeling Rates (RDWR) – Annex A 
Appendix B2.1.4, setting of performance bands for each performance indices 
are based on historical performance of a DU for a period ranging from 5 to 8 
years depending on the PIS indicator.  
We respectfully note, however, that historical performances spanning very 
long periods may not be reflective of the actual status of the subject DU 
facilities being measured, and performance bandwidths may no longer result 
in realistic ranges for some indicators particularly for those indicators whose 
performance have consistently met level A targets over several years.  
For example, in the case of a DU whose historical performances for a certain 
indicator had greatly improved in the most recent years as shown on the 
table below: 

Calendar Year  Sample Indicator 

CY 2011  12.00 

CY 2012  14.00 

CY 2013  13.00 

CY 2014  12.00 

We respectfully recommend that the DU be 
allowed to propose the methodology for the target 
setting (i.e., number of years to be used for the 
historical data; step per standard deviation for the 
performance bands; etc.). 
We also respectfully recommend that the 
performance of utilities be benchmarked against 
their historical performance rather than neither 
comparing the performance between utilities or 
using international benchmarks to assess the 
performance of Philippines regulated entities and 
regulated distribution systems.  
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66. The ERC 
seeks comments 
on its intention 
to benchmarking 
the service 
performance of 
all Regulated 
Entities and their 
Regulated 
Distribution 
Systems as basis 
for determining 
what appropriate 
service 
performance 
levels should be. 
It also seeks 
suggestions on 
further factors 
that should be 
considered when 
comparing the 
performance 
between utilities.  

 

67. The ERC 
seeks comments 
on the idea to 
partly use 
international 
benchmarks to 
assess the 
performance of 
Philippines 
Regulated 
Entities and 
Regulated 
Distribution 
Systems. 

CY 2015  6.50 

CY 2016  6.00 

CY 2017  5.50 

CY 2018  4.00 

 
As such, using the defined methodology for computing reward and penalty 
bands, the resulting full-reward level would already be at negative values for 
the subsequent regulatory period (see table below) 
 

Sample Indicator 

Target Sample Indicator 5-year average  6.80 

Standard Deviation  
From 8-year data 

3.99 

Performance greatly below target  
(+2 Standard Deviations) 

14.78 

Target not achieved 
(+1 Standard Deviation) 

10.79 

Performance as per expectation 
(Average) 

6.80 

Target exceeded  
(-1 Standard Deviation) 

2.81 

Target greatly exceeded  
(-2 Standard Deviations) 

-1.18 

 
Thus, in view of the foregoing, we respectfully submit that the DUs be 
allowed to determine the appropriate factors to consider in setting the 
performance bands. 
In addition, benchmarking would be difficult to be used as basis to 
determine appropriate performance levels because these are inherent 
differences in the circumstances of DUs even in the local setting. (e.g. 
resource level, local regulatory requirements, sales mix, customer profile, 
length of distribution lines.)  
Benchmarking though can be useful in terms of identifying best practices on 
reliability and efficiency. These can serve as input to DUs to improve 
performance. 

99 International 
Benchmarking 

Engr. 
Mallillin 

It appears that capex programs are presented by DUs just to earn more 
income. Justifications should be required on the possible impact on service 
improvement and not just rate impact. In developed countries, this is being 

N/A 
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questioned. In some instances, PBR becomes cumbersome if utilities tend to 
try to further improve service without assessing whether customers love to 
have such service improvement. Maybe, there is no need to improve service 
if customers are contented with the current service levels. 
 
International benchmarking is a good approach but first, the ERC should do 
its own research as to what benchmark can be possibly referred to and let‟s 
evaluate if these are practically applicable to the local setting. 
 
The ERC needs to do extensive research on this. Problem is the Distribution 
Management Committee has been disbanded and it is more appropriate 
organization to handle such research. 
 
More technical benchmarks can be analyzed like a ratio of total substation 
capacity versus demand, kilometers of lines versus demand or number of 
customers, etc. 
 
Again, the ERC should present possible benchmarks for discussion. 
 
What measures of efficiency have been presented so far? 
 
All of the DUs entering the 4th Regulatory Period are already equipped with 
enough computers and software to help them carry out forecasts for demand 
of the different customer categories or voltage levels. Alternative sources of 
energy should have minimal effects on forecast methodology in the same 
manner as energy efficiency programs. 
A comparison should be made across the country for performance levels for 
classification into strata depending on demography. 
 
 

100 Section 10.3.3 
Comment 69  

Service 
performance 
indices to be 
measured 

 

MERALCO On the exclusion of Secondary line outages (i.e.., distribution transformer 
and service drop) to the computation of SAIFI, SAIDI and CAIDI statistics, 
we maintain our position to follow the definitions set in the Philippine 
Distribution Code 2017 Edition (Chapter Section 3.3.3. Inclusions and 
Exclusions of Interruption Events), that is, among the events that “shall be 
excluded in the calculation of the reliability indices” include “Outages that 
occur on the secondary lines of the Distribution System shall be excluded in 

We respectfully recommend that status quo be 
maintained on the exclusion of service drop level 
outages from the computation of SAIFI, SAIDI 
and CAIDI indicators. 
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69. The ERC 
seeks comments 
on why outages 
on secondary 
lines of 
Distribution 
Systems should 
be excluded from 
SAIDI, CAIDI 
and SAIFI 
statistics. It also 
seeks 
information on 
the implication 
to Regulated 
Entities if these 
outages are to be 
included in the 
calculation of 
these indices.  

the calculation of reliability indices.”.” Also, the performance index for 
secondary level outages is already covered by the Guaranteed Service Level 3 
performance index (Restoration of supply after fault on Secondary Side of 
Distribution System). 

101 Section 10.3.4, 
2nd and 3rd 
paragraph 

“Since the 
assessment 
period of RY 
2016 will fall 
within the Third 
Regulatory 
Period (calendar 
year ending 
December 31, 
2014). S2015 will 
be based on the 
Performance 
Incentive 
Scheme 
approved by the 
ERC for the 
Third Regulatory 
Period. 

The assessment 
period for 

MERALCO We note minor typographical errors on the dates provided in the calculation 
of the S-factor. 

Suggest the following revisions: 
“Since the assessment period of RY 2016 will fall 
within the Third Regulatory Period (calendar 
year ending December 31, 20164). S2015 will be 
based on the Performance Incentive Scheme 
approved by the ERC for the Third Regulatory 
Period. 
The assessment period for RY2017 will fall 
halfway within the Third Regulatory Period 
(calendar year ending December 31, 20175). xxx” 
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RY2017 will fall 
halfway within 
the Third 
Regulatory 
Period (calendar 
year ending 
December 31, 
2015). xxx” 

102 Section 10.3.7, 
Comment 72 

Excluded events 

72. The ERC 
seeks comments 
on the events 
that will be 
excluded from 
the statistics 
used to 
determine 
performance 
levels. 

MERALCO Interruptions due to the relocation of facilities initiated as a result of 
National Government projects contribute a large portion of our Planned 
SAIDI. However, this relocation activity is largely beyond the control of the 
DU and is not part of our normal business as usual activity. Further, such 
activities do not contribute to the reliability/capacity improvement of 
MERALCOs network. Therefore, the exclusion of planned interruptions 
resulting from relocation activities for National Government Projects should 
be excluded from determining a DU‟s SAIDI performance.  
Further, it is proposed that the performance of off-grid facilities be reported 
separately (Information Disclosure) from on-grid facilities for both S-factor 
and GSL performance. The operations and maintenance of on-grid and off-
grid facilities are not the same and should be measured in accordance with 
the particular circumstances. Given that off-grid facilities are not accessible 
and not connected to the main grid, certain circumstances, such as difficulty 
in reporting of interruptions and slower response time, among other things, 
may be experienced. Performance levels for the current indicators (S-Factor 
and GSL) for off-grid facilities should be established first before it is included 
in the DU‟s performance especially for some cases that the DU will operate 
both the Generation and Distribution side. 

We respectfully propose that the following events 
be also considered as events that are allowed to be 
excluded from the statistics used to determine 
performance levels under the PIS: 

 Interruptions due to relocation of facilities 
initiated by projects of the National 
Government; and  

Also, we respectfully recommend that the 
performance of off-grid facilities be excluded 
from the S-factor and GSL performance 
measures. Instead, performance of off-grid 
facilities will be reported separately as 
Information Disclosure as SAIFI, SAIDI and GSLs 
1,2 & 3. 
 

103 Section 10.4.1, 
Comment 75  

GSL INDICES 
AND PAYMENT 
LEVELS  

75. The ERC 
seeks comments 
on the proposed 
measures that 
will make up the 
GSL scheme. It 
also seeks 

MERALCO There is difficulty in differentiating GSL performance level between rural or 
island and urban/sub-urban parts since there are no clear definitions for 
these in the Philippine Distribution Code or in the Rules for Distribution 
Wheeling Rates. Only when clear guidelines are provided on how to 
identify/classify areas and facilities will be (i.e. facilities serving cities are 
urban) can Regulated Entities start setting up systems to monitor urban vs. 
rural. Say for example, there are cases wherein some circuits maybe serving 
both rural and urban areas. 

Status quo in reporting total GSL performance 
and not broken down into area types. 
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comments on the 
ability of 
Regulated 
Entities to 
differentiate 
between the 
performance of 
the rural and 
urban/semi-
urban parts of 
their Regulated 
Distribution 
Systems. 

 

104 Section 10.3.7 
Excluded events 

73. The ERC 
seeks comments 
on methods that 
can be used to 
identify extreme 
events which 
should be 
excluded from 
performance 
calculations.  

74. The ERC 
seeks comments 
on the 
appropriateness 
of the IEEE test 
(IEEE Std 
1366TM – 2003) 
for identifying 
severe event days 
or extreme 
events in the 
Philippines. 

MERALCO We support the use of IEEE‟s 2.5 Beta Method to identify Major Event Days. 
However, we would want the scope of exclusion to extend beyond the days 
identified by the method if the interruptions are still related to the cause that 
drove the Major Event Day (e.g., effects of Typhoons that spill over to more 
than just the identified MED, and influx of customer complaints received 
through the DU‟s Call Center as an aftermath of a typhoon). 
 

We respectfully recommend for the continued use 
of the IEEE Std 1366TM-2003 “2.5 Beta Method”, 
but with extended exclusion of all interruption 
events directly related to the extreme event even 
beyond the days identified under said method as 
Major Event Days. 

105 Section 11 
Adjustment of 
Tariff Rates 

PEPOA N/A With the advent of distributed energy, PEPOA 
suggests that the Honorable Commission come up 
with its proposed rules on how to incorporate said 
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developments in the rate design.  It may be in the 
form of amendments in the PBR Position Paper 
or the Distribution Services and Open Access 
Rules (DSOAR). 
 

106 Sec 11.2 DECORP Converting maximum annual prices into rates 
…Such changes or the introduction of a new rate structure can therefore only 
be made as part of the regulatory reset process 
For clarification, the proposal for a new rate structure will form part of our 
revenue requirement application or our first application for rate translation 
given a regulatory period? 

N/A 

107 Page 126/Section 
12.8 & Page 
83/Section 8.1.1 

CEPALCO CEPALCO requests clarification or elaboration on the mechanisms for 
conducting a “Hybrid regulatory framework” that ERC intends to adopt for 
the review of the skipped 4th RP. 

N/A 

108 Other Matters PEPOA N/A PEPOA would like to seek the status of the 
regulatory reset process for NGCP.  There has 
been an Issues Paper released previously but no 
further development. Participation of the DUs in 
said reset process is important due to the capital 
expenditures as well as the parallelism in the 
regulatory framework between RTWR & RDWR, 
including the calculation of the Regulatory WACC 
among others. 
 


