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August 29, 2014 

The ENERGY REGULATORY COMMISSION 

Pacific Center Building 

San Miguel Avenue, Pasig City 

ENERGY REGULATORY COMMISSION 

RMO 
Comments to Resolution 14-2014: Permanent Pre-emptive Mitigating Measure in the 

WESM 

Gentlemen: 

In ERC Resolution No. 14-2014 dated August 5, 2014, the Honorable Commission requested 

industry stakeholders to submit proposed measures for a Permanent Pre-emptive MitiØting 

Measure in the WESIVf. In deference, SN Aboitiz Power-Magat, Inc. and SN Aboitiz Power-

Benguet, Inc., hereby submit the attached Comments for the consideration of the Honorable 

Commission. Electronic copies of the Comments shall also be sent to 

spotmarketaerc.gov.ph . 

Please take notice that we reserve our right to submit additional comments for the 

consideration of the Honorable Commission. 

ERC Very tru ly,,7u rs, 	

. 	 Ill i 	iu ul i 
/ /,- 	 1-2014-000010923 

Danilo D4uzman 

Executivetbirector 



COMMENT from the SN Aboitiz Power Group: ERC Resolution No. 14, Series of 2014: A Resolution 
Extending Further the Implementation of the Interim Pre - Emptive Mitigating Measure in the Wholesale 

Electricity Spot Market 

As stated in the subject Resolution, the intent of establishing a permanent mitigating measure is to 

mitigate the impact of extreme price volatilities and excessive levels of prices in the WESM, to 
discourage manipulative acts therein. 

While we understand that the Mitigating Measure (Secondary Cap) was borne out of the Honorable 

Commission's intent to protect the end - consumers, again we strongly manifest our position that the 

Secondary Cap has [i] crossed several design! mechanisms and [ii] ran contrary to the original design of 

the market: 

1. Even without the Secondary Cap, the EPIRA already provides a mechanism to address anti - 

competitive behavior (which results to unhealthy price spikes) in the market. Respectfully, we 

reiterate our stand that any form of price cap should not be imposed in the market, which is 

tantamount to regulation. The Market was intended by the EPIRA to be self - regulating 

through competition, and that the EPIRA already provides that any form of abuse (which would 

lead to excessive levels of prices in the market) would be left to the authority of the Honorable 

Commission, which has jurisdiction to penalize abuse of market power and anti - competitive 

behavior. 

2. The market was designed to provide important economic signals, not just for the supply - side 

investors, but for the consumers as well. We are all aware that prices in the market are 

governed by supply and demand, and high market prices do not necessarily mean that an act of 

anti - competitive behavior has been committed. Sans anti - competitive behavior (which 

means prices are reflective of the true economic cost of power), the role of prices is to: 

a. Communicate to consumers to adapt their behavior, based on the scarcity of supply, 

and 

b. Signal to firms that there is a need to invest in generation. 

With the Secondary cap, scarcity pricing becomes absent; consumers would be more indifferent 

on their consuming behavior because of artificially low prices, and no investor would want to 

put a plant where market prices would not allow recovery of their investment. 

3. The EPIRA provides the power to the Commission to penalize market abuse committed by 

erring participants, not just for the protection of end - consumers, but for generators as well. 

The law equally provides protection for the consumers and the suppliers, from the harm 

brought by manipulative acts / anti - competitive behavior of certain participants. However, the 

Secondary Cap, while admittedly in the short - run protects end - users from price impact, has 

non - discriminatorily penalized all generator participants. The Secondary Cap unduly penalizes 



the innocent together with the guilty market participants. This is contrary to what the law 

provides 

4. The Distribution Utilities (CU) have the obligation to provide the most cost efficient supply, 

which includes sourcing power from the market. Due to artificially low prices during scarce 

periods introduced by the Secondary Cap, the burden of sourcing the least cost supply is shifted 

away from DUs. While it is true that market prices due to volatility can be high (or low), there 

are already existing mechanisms (e.g., bilateral contracting) that can be performed by the DUs 

to protect its end consumers. It is simply incorrect to resort to capping market prices when the 

underlying factor may be due to DUs being remiss of their duties to ensure their consumers are 

protected during times of scarcity. 

5. The marginal / uniform pricing in the market was designed to encourage generators to 

efficiently price their supply. Because of competition, generators would be naturally forced to 

offer their supply efficiently because of risk of non - dispatch. Additionally, the reward for 

efficient pricing of supply is to pay such generators the marginal price, which may be higher than 

their offered cost. 

However, the Secondary tap being very low and (as currently set) very sensitive to market 

prices (which may actually be healthy price spikes), suppliers may be driven to change their 

behavior to recover their investment costs. Because of this, we respectfully opine that the 

Honorable Commission's declaration that the Secondary Cap would discourage manipulative 

acts in the market, is erroneous. A repressive form of regulation in what should have 

otherwise been a self - regulating free market would elicit more acts of anti - competitive / 

gaming behavior. 

With due respect, we submit that the underlying issue will never be addressed by the imposition of any 

form of cap. The real issue that needs to be addressed would be the lack of supply. 

However, if the Honorable Commission decides to continue with the imposition of any mitigating 

measure, such should be put in place only to be triggered during extreme events, akin to the 

maintenance outage of Malampaya last November - December 2013. In this way, normal market 

clearing would be observed, even with the mitigating measure in place which would not be achieved 

with the continued use of the current levels set by the Commission. 

We are very well aware that the mechanism for the Secondary Cap was based on the Australian Energy 

Market Operator model. A comparison of the levels is shown below: 



PARAMETER PHILIPPINE SE1TING AUSTRALIAN SETTING 

R L N 	A E 	F PE 0 LI G 	V RAG 	I ROE) 
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INTERVALS 

336 HALF T  HOURLY 

INTERVALS  

ROLLING AVERAGE THRESHOLD PHP 8,168.00 PHP 23,921.16 (AUD 585.607) 

- 	 SECONDARY CAP PHP 6,245.00 PHP 12,233.64 (AUD 300.00) 

From the foregoing, it is apparent that Australian figures in equivalent Pesos are significantly higher than 

what the Honorable Commission has set, but as we have tested it on the November - December figures, 

the extreme event was effectively captured: 
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With this, we respectfully submit that if the mitigating measure be set in place, it should be set such that 

normal market operations would not be disturbed. Setting the levels too low would in effect be 

regulating the market, defeating the intent of EPIRA. Additionally, we point out that the fact that 

additional compensation is present in the mitigating measure mechanism admits that mitigated prices 

may leave participants unduly compensated. Therefore, we propose that in the selection of the 

parameters, it should be considered that the levels: 

1. Would not prevent market from right economic signals especially on scarcity and would 

only be triggered during extreme events, and 

2. The Secondary Cap level should be in a level that would not necessitate any form of 

additional compensation. 


