H. No. 8457
§ No. 1712, 1621
1943 und 2000

Republic of the Philippines
(longress of the Philippines
Metro ﬂxnila

Hileventl Qongress

Ticd Regular Jeasian

Begun and held in Metra Manila, an Monday, the twenty-fourth day
of July, two thousand.

[ REPUBLIC ACT N0.91386 )

AN ACT ORDAINING REFORMS IN THE ELLECTRIC POWER
INDUSTRY. AMENDING FOR THE PURPOSE CERTAIN
LAWSAND FOR OTHER PURPOSES

Be i1 enacied by 152 Senale and House of Represenlatives of The
Philippines in Congress assembled:

CHAPTER |

TiT.2 AND DECLARATION OF POLICY

SECTION ). Short Title. — This Act shall be known as the
“Electric Power Industry Reform Act of 2001”. It shall heremnafter
be referred to as the Act.
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welaration of Policy. — 1t is hereby declared the
oy

"o ensure and accelerate the total electrification of the
cou

() To ensurc the quality, reliability, securitv and
afiordability of the supply of electric power;

(¢} Toensure transparent and reasonable prices of electricity

- 1eoffree and farr competition and full public acoountabslity
—chieve geeater operational and economic efficiency and cnhance
ipetitiveneas of Philippine products in the global market:

(d) To enhance the inflow of private capital and broaden
arship base of the power generation, transmission and
rib. mnscctors:

») To ensure {air and non-discriminatory treatment of
ar iprivate sector entities in the process of restructurtiie
ric power industry;

( To protect the public interest as it is =.. .. | by the
" services of electric atilities and other pre “electrie

vor
To assur: :ocially and environmentsily conreatible

sources and infrastructure;

‘h; To promote the utthzation of indigenous and new and
«ule energy resources in power generation in order to reduce
ndence on imported energy

(1) Toprovide for an orderly and transparent privatization
o. -h 2ts and liabilities of the National Power Corporation

N
(N

3) Toestablish a strong and purely independent regulatory
and system to ensure consumer protecticn and enhance the
_.tive operation of the electricity market; and

(k) ™o encourage the efficient use of energy and other
mod: f demand side management.

[N

3. Scope. - This Act shall provide a framewe
ne f the electric power industry, incind
aono ssets of NPC, the transatian (o t]

(
mn
m rh
)¢1
ros ar 3 |
({
ol
T
tt 3 Acy;
oy “C
matrue 1o
0]
g
y:
K¢
p o
ceoar ..
u
n
E corng
~a
«(
g n
fin |
s
(h, “«
eacrt
by

3

u¢ Ire. @ cdefinttionaf oy L of
at ' dprr ¢ ;.

efinition of Terms. —

“reitrs L a person or entivy, lin
s o1e owerde ndd end-usersin e cor ble
_ ose of pure dresciir e))

¢« refer i those » oF Jhat are
ion uf cuy - and ergy Hom
shile ma atamming rehable o ;10 ol the

L

.1 Accoraance with goody 0 sy - ind
Wor ec naccordance .. U

: refers to electricity ! who do

e p. ~felectrioity, ss mar - determined

"o o (LRCYwn e lance with

n ch're” stotheproce:sof issuing direct

LI power ustry partidipants by - rid

0 dmicoperation Ay n ince of

Y hty 2ad security of the tr 1on

ora k- & refers roow facilivy which

Aoy ¢ wcl.. =lenergy and forme. o

bl

im whichareu  * inaw al
zoaling purposes throy -h v s sequentaal

st swon-mal Ve oo
o al nc o 4) . BVI
38 '
fers to i rd by
a v ~ntity of the1 ~- nsibs.
o andir | maimtanuang a ir
W 1z [N
referstoth _. .. ity end-users
stricity, a: ma’ T nned
o shis Act:




4

() “Customer Service Charge” refers to the component in
the retail rate intended for the cost recovery of customer-related
services including, but not limited to, meter reading. billing
administration and collection:

G “Demand Side Management” refers to measurces
undertaken by distribution utilities to encourage end-users in the
proper management of their load to achieve efficiency in the
utilization of fixed infrastructwres in the system;

(k) “Department of Energy”’ or “DOE” refers to the
government agency created pursuant to Republic Act No. 7638
whose expanded functions are provided herein;

(1) “Department of Finance" or "DOF” refers to the
government agency created pursuant to Rxecutive Order No. 127,

(m) “Distribution Code” refers to a compilation of rules and
regulations governing electric utilitics in the operation and
maintenance of their distribution aystems whuch includes, among
others, the standards for service and performance, and defines
and establishes the relationship of the distribution systems with
the facilities or installations of the parties connected thereto;

(n) “Distribution of Electricity reierst  1e conveyance of
¢ =ctric power by a diatribu o1 utility throt its distribution
sy «1 pursuant to the provisic = of this Act:

(n) “Distribution System” rcfers to the svstem of wires and
sssociated facihities belonging to a franchised distribution utility
extending between the delivery points on the transmission or
subtransmission system or generator connection and the point of
connection to the premises of the end-user;

M “Distnbunion Wheeling Charge” refers to the ¢ r
charge regulated by the ERC for the use of a distribution sys 1
and/or the avaalment of related scrvices:

(@) “Distribution Utility” refers to any electric cooperative,
private corporation, government-owned utility or existing local
government unit which has an exclusive franchise Lo operate a
distribution system in accordance with this Act;

(1) “Electric Cooperative” refers to a distribution ut
organized pursuant to Presidential Decree No. 269, as
or as otherwase provided m this Act;

th

(&; "Blectric Power Indv v Partwipant” r <. .0 any
percar gy entity en d weration, o om,
distribution or supply « ciecn mty;

ity "Fpd-user' rciersto any personoren  requiring the
supply and delivery of electricity for itz own

“Knergy Regulatory Board” or I B" refors to the
Mue endent, quasi-judicial t atory body created under
Mxecutive Order No. 172, as nded:

vy "F~ v R datory C mmi-swon” or "ERCT refers to

the regul . jc¢  tedh

(w) “Franchise Area” refers to~ copiaphe @~ ' vely
assigned or pranted fo a distribution utihty for dhsr n of
electricity;

x) "Generation Comuany” refers to any n or entity
authorized by the KRCte v facihur usedin ation
¢ tricity;

(v) “Gzer ration Tl vetnict Ty T ito e production of

vhva o tio1 ampant . c0- ration faahity
pursuant 0 AC
y Gl o 1o . ah voltave backbone s stem of

nuereo necte o ns: cion e, substations and related
facilit

) Cnd Code™ v 7 a “rules and reaulailons
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andit.,. ted faciliti
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1 BN wotl rsubs N customey seciov- i order to
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dd) “Inte " Grud Cross Subsidy” refer n amount
embeddedinthee et tyrar  ~f NPCchargedtoy ere
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(i1 “Power Development Pingram”™ or "PDP” ref he
ind: lan for manag tricity « nd through: -
efficie p ramsandforthevw  admg. pansion, rehaby .,
reparr ¢ malntenance of power gon 1and trz on
facili* .. formulated and updated vearly by the DOE mn
coordinat m with the generation, transmsgion and distmbution
utility com) imes;

(oo) "Pawer Secior Assets and L 1ilit 1
Corporation or "PSALM (C rp. r
pursuant to Section 49 her..

trent
“wstothe ¢ rpors e

(pp)"Privatization” re rs 1o the =’ Sp n, change

and transfer of ownership and control r a5 TPL (L acts
f om " Government or a governmer  rporal b
erson or untity:

(qq)"Renewnble Energy Resources v " vy ypy
resonrens that do not have an upper himt: orn BIASE)
be used. St sources are rencwable on a re S :
renewa ite s rapid enough to @derav bt ¢ over a0
mdefim:  time. These include, amor b s wind,
hydroa  ceanenergy:

(r  Restructunng” refers tot eovoar ar he

~ eie powerandustry inorder tor odu o] e

¢ terinnovaiion and end-userch. o Itshe bounders

cov rr rarang: of alternativ. n ozox cof u oy
tbcomp ative mz et forw
‘ alll ™ 7 g st epsidby ;
congls  ng £ 7eQ: rgenerat tomemis om oand :
anellary ces,  tribution, supp: “otl Todeh e
for clectric  vvire;
(ty Small Power Unlitiez G 7 ¢ <t -
f acsional unit of NPC created to purs > missonary elect:

L1000

{uu) "§  ~dedcon act « FNPCordistmbut aor v
refertotroey  softhecc tract 1c¢ st . etmoty - vohgid
contracts over .  ac e te orir or’ { IS
output of such « . =in hum rket. Such contracte hall
have been approvea oy KB Mecember 31, 2000:

I
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(vv)“Stranded Debts of NPC” refer to any unpaid financial
obligations of NPC which have not been liquidated by the proceeds
from the sales and privatization of NPC assets;

(ww) “Subtransmission Assets” refer to the facilities related
to the power delivery service below the transmission voltages and
based on the functional assignment of assets including, but not
limited to step-down transformers used solely by load customers,
associated switchyard/substation, contro! and protective
equipment, reactive compensation equipment to inprove customer
power factor, overhead lines, and the land where such facilities/
equipment are located. These include NPC assets linking the
transmission system and the distribution system which are neither
classified as generation nor transmission,

(xx) “Supplier” refers to any persc or entity authorized
by the ERC to sell, broker, market or aggrer, :electricity to the
end-users;

(vy) “Supplier's Charge” refers to the charge 1imposed by
electricity suppliers for the sale of electricity to end-users, zxcluding
the charges for generation, transmission and distribution wheeling;

(zz) “Supply of Electricaity” means the sale of © ctricity
by a party other than a generator or a distributor in th: franchige
area of a distribution utihity using the wires of the ' tribution
utility concerned;

(aaa) “Transmission Charge” refers to the regulated cost
or charges for the use of a transmission system which may include
the availment of ancillary services;

(bbb} “Transmigsion Development Plan” or “TDP” refevrs to
the program for managing the transmission system through
efficient planning for the expansion, upgrading, rehabilitation,
repair and mamtenarce, to be formulated by DOE and implemented
by the TRANSCO pursuant to this Act;

(cee) “Transmission of Electricity” refers to the conveyance
of electricity through the high voltage backbone system; and

(ddd) “Universal Charge” refers to the charge, if any, imposed
for the recovery of the stranded cost and other purpores pursuant
to Section 34 hereof.
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CHAPTERII

ORGANIZATION AND OPERATION OF THE BEi.iCrRIC
POWER INDUSTRY

SEG. 5. Orgamization. — The electric power industry shall
be divided into four (4) sectors, namely: generation; transmission;
distribution and supply.

SEC. 6. Generation Sector — Generation of electric power, a
business affected with public interest, shall be competitive and
open.

Upon the effectivity of this Act, any new generation company
shall, before 1t operates, secure from the Energy Regulatory
Commission (ERC) a certificate of compliance pursuant to the
standards set forth n this Act, as well as health, safetv and
environmental clearances {rom the appropriate government
agencles under existing laws.,

Any law tothe contrary notwithstanding, power generation
shall not be considered a public utihity operation. For this puipose, .
any person or entity engaged or which shall engage in power
generation and supply of electricity shall not be required to secure
a national franchise.

Upon implementation of retail cornpetition and open access,
the prices charged by a generation company for the supply of
electricity shall not be subject to regulation by the ERC except as
otherwise provided n this Act.

Pursuant to the objective of lowering electriaity rates to end-
ugers, sales of generated power by generation companies shall be
value added tax zero-rated.

The ERC shall, in determining the existence of market power
abuse or anti-competitive behavior, require from generation
companies the submission of their financial statements.

SkC. 7. Transmission Sector. - The transmission of electric
power shall be a regulated comimon electricity carrier business,
subject to the ratemaking powers of the ERC.

The ERC shall set the *~ndards of the voltage transmission
that shall distinguish the ansmission from the subtransmission
assets. Pending the 1ssuance of such new standards, the distinction
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between the trunsmission and subtransmisgsion assets shall be as
follows: 230 kilovolts and above in the J.uzon Grid, 69 kilovolts
and above in the Visayas and in the isolated distribution systems,
and 138 kilovolts and above in the Mindanao Grid: Provided, That
for the Visayas and the isolated distribution system, should the
69 kilovolt line not form part of the main transmission grid and
be directly connected to the substation of the distribution utility,
it shall form part of the subtransm  i1on system.

SEC. 8. Creation of the National Transmijssion Company. -
There is hereby created a National Transmission Corporation,
hereinafter referred to as TRANSCO, which shall assume the
electrical transmission function of the National Power Corporation
(NPC), and have the powers and functions hereinafter granted.
The TRANSCO shallassu  the authority and responsibility of
NPC for the planning, co ction and centralized operation and
maintenance of its high * Itage transmission facilities, including
grid interconnections and ancillary services.

Within six (8) months from the effectivity of this Act. the
transmission and subtransmission facilities of NPC and all other
aseets related to transmission operations, includ:ng the nationwide
franchise of NPC for the operation of the transmission system
and the grid, shall be transferred to the TRANSCO. The TRANSCO
shall be wholly owned by the Power Sector Assets and Liabihties
Management Corporation (PSALM Corp.).

The subtransimission functions and ~hall be tnd
from the transmission functions, . :sets and ha 5 for
transparency and disposal: Provided, T* tthe subtransmission
assets shall be operated and maintaine RANSCO unuil their
disposal to qualified distribution utilitn :v uch are ina position
to take over the responsibility .. operati g, maintaining,
upgrading, and expanding said : = Al ymission and
subtransmiss.. ¢ adliabilities NP sh» isferred to
and assumed by | SALM Corp.

T N .CO aall nego withandtl re #artrans ~-such
fun *~° . iset  and assc “liabilt s toth v fied
distribution ut* y or1 es connected tu such subtt  smission
facilitiesno =~ rtr  two (2)y -m the effectivity of this
Actor the star . of open access, wi r comes earlier: Provided.
Thatinthec  ofelect ¢ operat.. ... TRANSCO shall grant

conceesion™' - goveraperiod ot y (20) years: Provided,

howev r, That the it allment payments to TRANSCO for the
acqu’ 10fsubtrar  iseon facilities shall be given first priority
by tb _lectric cooperatives out of the net income derived from
such tacilities. The TRANSCO shall determine the disposal value
of the subtransmission assets based on the revenue potential of
such assets.

In case of disagreernent in valuation, procedures, ownership
participation and other issues, the ERC shallr solve such issues.

The take over by a distrib1 10n utility of any subtransmission
asset shall not cause a diminution of service and quality to the
end-users. Where there are two or more connected distribution
utilities, the consortium or juridical entity shal be formed by and
composed of all of themn and thereafter shall he manted a franchise
to operate the subtranamission asset by thel  Z

The subscription rights of each distrnibution utility involvzd
chall be proportionate to thew load requiremeriis unless otherwise
agreed by the parties.

Aside from the PSALM Corp., TRANSCO and connected
distribution utilities. no third arty shall be allowed ownership or

management par ¢ ° wol : whole or in par?, in such
subtransmission .. y.

The TRANSCO may 1s5¢ the power of eminent domain
subjecttothe1 qv me.. .. the Constitution and existing laws.
Except as provided heren w0 »D. COmPpany or entity other
than tk ANSCO shall own 2ny wronsmission facilities.

Priortothet .n " -of the transniission furictions hy NPC
to TRANSCO, and! he promulgation of the Gnid Ci.de, ERC
shall ensure the shall prosnde to all electric power indust. -y
participants open and non-discrin = atory access to its
transmission ¢ Any violation t shall be subject t«
fines and pena s umposed herein.

SeC. 9 ¥ ‘netionsand,  .on by -Upon the effectivity
of this /v¢’ ‘RANSCO sl k we ~ wwing functions and
resnonsibil

(A) Ac as stem oy B
transmission and n  ssw ve - o be it
by NPC:
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() Provide open and non-discriminatory access to its
transmission system to all electricity users;

(&) Ensure and maintain the rehability, adequacy, security,
stability and integrity of the nationwide electrical grid in
accordance with the performance standards for the operation and
mainteiance of the grid, as set forth in a Grid Code to be adopted
and promulgated by the ERC within six (6) months from the
effectivity of this Act;

(@ Improve and expand its transmission facilities,
oconsistent with the Grid Code and the Transmission Development
Plan (TDP) to be promulgated pursuant to this Act, to adequately
gerve gereration companies, distribution utilities and supphers
requiring transmission service and/or ancillary servicea through
the transmission system: Provided, That TRANSCO shall submit
any plan for expansion or improvement of its facilities for approval
by the ERC;

(e) Subject to technical constraints, the grid operator of
the TRANSCO shall provide central dispatch of all generation
facilities connected, directly or indirectly, to the transmission
system in accordance with the dispatch schedule submitted by
the market operator, taking into account outstanding bilateral
contracts; and

® TRANSCO shall undertake the preparation of the TDP.

In ihe preparation of the TDP, TRANSCO shall consult the
other participants of the electric power industry such as the
generation companies, distribution utilities, and the electricity
end-users. The TDP shall be submitted to the DOE for integration
with the Power Development Program and the Philippine Energy
Plan, provided for in Republic Act No. 7638 otherwise known as
“the Department of Energy Act of 1992”.

A generation company may develop and own or operate
dedicated point-to-point himited transmission facilities that are
consistent with the TDP: Provided, That such facilities are
required only ‘or the purpose of connecting to the transmission
cystem, ire used solely by the generating facility, subject to
prior authorization by the ERC: Provided, further, That in the
event that such assets are required for competitive purposes,
ownership of the same shall be transferred to the TRANSCO ata
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fair market price: Provided, finallv, That in case of dic t
on the fair market price, the ERC shall dete1mine the et
value of the asset.

SEC. 10. Corporate Powers of the TRANSCO. rporate
entity, TRANSCO shall have the following corpora powers:

(@) Tohave continuous succession under its corporate name
until otherwise provided by law;

() To adopt and use a corporate seal and to change, alter
or modify the same, if necessary;

() Tosue and be sued,;

(d) To enter into a contract and execute an nt
necessary or convenient for the purpose for which i re_. d;

(e) To borrow funds from any source, w-- her rivate or
public, foreign or domestic, and isst  3nds and other evidence

indebtedness: Provided, Thatinthe « :of ' Tondh 37
shall be subject to the approval of the President: .. Ph p

upon rccommendation of the Secretary of Fir . wded,
further, That foveign loans shall be obtaineu c¢ rd- ach

existing laws, rules and regulations of the Bangko & nir  ng
Pilipinas;

@® To maintain a provident fund whirh cor  ts of
contributions made by both the TRANSCO and 3¢ fic 3+ d
employees and their earnings for the paymentof!  efits to suc
officials and employees or their heire under -—h terms r a
conditions as it may prescribe;

{g) Todoany actnecessary or proper o carry o rpose
forwhichitis created, or which, from time to time, may e ..red
by the TRANSCO Board as necessary, useful. inaider al or
auxiliary to accomplish its purposes and objectives: and

(h) Generally, to exercise all the powers of a corporation
under the corporation law insofar as they are 1:0v jnconsistent
with this Act.

SEC. 11. TRANSCO Board of Directors. — All e powers of
the TRANSCO shall be vested in and exeressed by 1 rd of
Directors. The Board shall be composed of a Chairmia’ six (6)
members. The Secretary of the Departraent of Finz . )OF)
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shall be the ex«¢ ‘hairman of the B 4 *members
of the 1T'RA: O Board shall inclu - . ¢ u of the
Deparl_ n sergy (DOE), the Secretar he Dep: tment of
fnvirc ;and Natural Resources (DERN 1), the ] dent of
TRANSCC , and » (3Yymembers wo be appointed by the P ._dent,
each ent: 1zon, Visayar and Mindanao.

The members of the Board so appointed by the P1 sident of
Philippines shall serve for a term of six (6) year ept that
any person appointed to fill-in a vacancy shell erve only the
unexpired term of huis/her predecessor in office.  All members of
the Board shall be professionals of vecognized competence and
expertise in the fields of engineering, finance, economics, law or
business management. No member of the Board or any of hie
relatives within the fourth civil degree of consanguinity or affinity
shall have any interest, either as investor, officer or director. in
any gencration company or distribution utility or other entity
:aged 1n transmitting, generating and supplying eleciricity

Hed by ERC.
oL 12. Pos ind Dutjes of the Bowrd. - The following
L wers of the 3oard:

@ o Hwid ¢ m  r TRANSCO, and
1 ul wi m obw viSion.,
mi: ., a } CO:

() To develop a ada  poli cs. -? I$1 % T the

at and effective.  nz ~ _lop ar  __f" ANSCO;

() To ¢ 1ize, re-organize, and deferm 1e the
orgaruzariona struct re a 1staffing pattern of TRANSCO-  Lsh
and creaic off  san pos 1ons: fix the number of its off and
employees: ar and ve-align such office s 2nd personnel; fix
their com) n, allowance. iand benefits:

(d T «f PENELLIt 100 . A 0
andtia) m d 0Ay ationofc o . ra ffic

) oLorva tn id urremove: «  orate officer

appoir by the

@® To adop gurdelir e n
picsonn T nthe”  i¢ 1 chn aleom, . ice,ar 1me
charac ¢
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0 Any provisions of the law to the contrarv

notwi nding, to write-off had ' ts.
SEC. 13. Board Meetings. _ Board. w  .asoften
as be necessary upon the call  tne Chairman or Board or

bv a majunty of the Board me: | avs.

Skc. 14. Board Per Diems and Allowances  The members
of .. loard shall reccive per diem for each regular or special
v ti z of the Board actually atte “2d by them. and, upon
approval of the Secretary of the Department of Finance, such other
allowances as the Board may prescribe.

SEC. 15. Quorum. The pr eofatlea :four (4) members
of the Board shall con=titute a quorum, v hall be necessary
for the transaction of any businn .. The : hirmative vote of a
majority of the members pres_. 1r 1guorun shall he adequate
for the approval of any resolution ' cision or order. ¢ cept when
the Board shal] otherwise agree t.,,. .er vote L2 raquired.

SrC. 16. Powers of the President of TRANSCO. - The
President of TRANSC( shall be a) »omted  y the Presiden >frhe
Philippines. Inthe aveence of the rman, the Presid shall
preside over Board meetings.

The Presidens of TRANSCO ~ " he whe Chief E ve

Officer of TRANSCO and shall b ve the following pov 3 and
dutr

(a, »oexecut 1ad ~ e : and measures
approved by the Bo , onsibility for the efficent
discharge of ruanag: nent fund %

®) 1 2 the . 10 hebu | taf TRANSCO;

(¢ To direct and s-- rviec he operat nd nal
administrati 1of TRANSCO : :d,.. . hispurpos.. may ‘ate
some or any o1 11s admir ve vesponsibilities and duties to

r officers nf TRANSCO:

d “ " tto C "o tupby -~ oard.
to appoin ar nu  ar- o f5 o hordin
officinlsan” it Re Y:and{ rcause o Ve,
suspend. of otherwis  iscipline any wabordina ¢ 1y’ > of
TRANSCO:
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e) Tosubmit an annual report to the Board on the activities
and achievements of TRANSCO at the close of each fiscal vear
and upon approval thereof, submit a copy to the President of the
Philippines and to such other agencies as may be required by law;

® Torepresent TRANSCO in all dealings and transactions
with other offices, agencies, and instrumentalities of the
Government and with all persons and other entities, private or
public, domestic or foreign; and

® To exercise such other powers and duties as may be
vested in him by the Board from time to time.

SEC.17. Exemption from the Salary Standardization Law.
— The salaries and benefits of employeesin the TRANSCO shall
be exempt from Republic Act No. 6758 and shall be fixed by the
TRANSCO Board.

SEC. 18. Frofits. - The netprofit, if any, of TRANSCO shall
be remutted to the PSALM Corp. not later than minety (90) days
after the immediately preceding quarter.

SEC. 19. Transmission Charges. — The transmission charges
of the TRANSCO shall be filed with and approved by the ERC
pursuant to Paragraph (f) of Section 43 hereof.

SEC. 20. TRANSCO Related Businesses. — TRANSCO may
engage 1n any related business which maximizes utilization of its
assets: LFrovided, That a portion of the net income derved from
such undertaking utilizing assets which form part of the rate
base shall be used to reduce transmission wheeli ¢ rates as
determmmed by the ERC. Such portion of net inconme to yeduce
the transmission wheeling rates shall not exceed fifty per :nt (50%)
of the net income derived from such undertaking.

Separate accounts shall be maintained for each business
undertaking to ensure that the transmission business shall neither
subsidize in any way such business undertaking nor encumber
its transmission agsets 1n any way to support such business.

SEC. 21. TRANSCO Privatization. — Within six ( )y months
from the effectivity of this Act, the PSALM Corp. shall: (tbmirt a
plan for the endorsement by the Joint Power Gommission and the
approval of the President of the Philippines. The President of the
Philippines thereafter shall direct PSALM Corp. to award. in open
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competitive bidding. the tr nsston faaili - oo r1d
interc ctions and ancil vy servicest o uahfied)  ver wr
throu n outright sale or 1 mtract. ) '
concess —~areshallber  or abte for “Urovem ¥hen an,
opera L al ts nsn - ona

operation of ¢ 1y related busines ] ward  all rezult in
MaxIMum p- . value of pr _toth natin_ arnment.
In case a con Veontractt ay " thecomn g re
have a contract v twanty-five 1t i) years s en v oy
and renewal for am num period of ano tu v 1253
years.

In any case. the awardee shall conpiy wath © - C 1O
and the TDP az app ved. Thesaleagr 'ment/coric s~ v ract
shall inciudce. bul mited to. the pro 1for,  for:
and finanuial g arantecsoranvothercovena == ythoy o1
governmentm vi1 .. . Failure tocomply with uchal 0 s
shall result in nvon of appropnate s¢ P

hy the ERC.

The aw; ' - shall be fimanaally and techmceally ca "o
with proven . icand/or inte 1ationalexpervience and cvt ct ¢
asaleadi  trar miz ~ A - Suchey Ty
be with a (. ansm sion m feom ~=able cape v oa 3
COVOrEe A8

SEC. 22 D mbutiont ctor. - Thedistr tionoefel o v

to end-users sha . d ecnmmon messyery  ng
an wonal franchise. Ihe abution of clectr xer fo Ul '
ugers mav u ; en by privatc d trihvniop o 0
Coope v © ot “sunder  ar
fun  mandc v v Lorzed entr S 0
byt e ERC.
e Bu o wnee Distributionl ¢ lietnbt n
v sho be ob o te ooy dis S
eCiNNS smi oranver v v gt s o
n wit the 1 n Any ¢ ooae A
thorem v VYL T el 36 10T L ' a o
dizznbutic v ‘0 all nepre
Any o ' " ysha: oeent ' o¢  d t
b 4m¢ chareegand connee onf HG0
USCYR a8 app v ) RC.
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A distribution utility shall have the obligation to supply
electricity in the least cost manner to its captive market, subject
to the collection of retail rate duly approved by the KRC.

To achieve economies of scale in utility operations,
distribution utihties may, after due notice and pubhc hearing,
pursue structural and operational reforms such as but not limited
to. jont actions between or among the distribution utihities, subject
to the guidelines issued by the ERC. Such joint actions shall
result i improved efficiencies, reliability of service, reduction of

costs and compliance to the performance standards prescribed in
the IRR of this Act.

Distribution utilities shall submit to the ERC a statement
of their compliance with the technical specifications prescribed in
the Distribution Code and the performance standards prescribed
in the IRR of this Act. Distribution utilitics which do not comply
with any of the preseribed technical specifications and performance
standards shall submit to the ERC a plan to comply, within three
(3) years, with said prescribed technical specifications and
performance standards. The ERC shall, within (60) days
upon receipt of such plan, evaluate the same and notify the
distribution utility concerned of its action. Failure to submit a
feasible and credible plan and/or failure to implement the same
shall serve as grounds for the imposition of appropriate sanctions,
fines or penalties.

Distribution utilitics shali prepare and submit to the DOE
their annual distribution development plans. In the case of electric
cooperatives, such plang shall he submitted through the National
Electrification Administration.

Distribution utilities shall provide universal service within
their franchise, over a rcasonable time from the requirement
thereof, including unviable areas, as partof their soqial obligations,
in a manner that shall sustain the economic viability of the utibty,
subject to the approval by the ERC in the case of private or
government-owned utihties. To this end. distribution utilities shall
submit to the DOE their plans for serving such areas as part of
their distribution development. plans, Areaswhiclh a franchised
distribution utility . ot or does ot find viable may be transferred
to another distribution utility, if any is available, who will provide
the service, subject to approval by ERC. In cases where franchise
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holders fai) and/or refuse to service any area within their franchise
territory and allowed another utility to service the same, then the
status quo shall be respected.

Distribution utilities may exercise the power of eminent
domain subject to the requirements of the Constitution and existing
laws.

Sk¢ 4. Distribution Wheelhng Charge. — The distribution
wheeling « 1arges of distribution utilities shall be filed with and
approved t, e ERC pursuant to Paragraph (f) of Section 43 hereof.

SEC. 25. Retarl Kate. — The retail rates charged by
distribution utilities for the supply of electricity in their captive
market shall be subject to regulation by the ERC based on the
principle of full recovery of prudent and reasonable economic costs
incurred, or such other principles that will promote efficiency as
mav be determined by the ERC.

Every distribution utility shall identify and segregate in 1ts
hlls to end-users the components of the retail rate, as defined in
this Act.

Src. 26. Distribution Related Businesses — Distribution
utilities may, directly or indirectly. enguge in any related business
undertaking which maximizes the utihzation of their assets:
Provided, That a portion of the net income derived from such
undertaking utilizing assets which form part of the rate base shall
be used to reduce its distribution wheeling charges as determined
by the KRC: Provided. further, That such portion of net income
used to reduce their distribution wheelbing charges shall not exceed
fifty percent (50%) of the net income derived from such
undertaking: Provided, finallv, That separate accounts are
maintained for each business undertaking to ensure that the
distribution business shall neither subsidize in any way such
business undertaking nor encumber its distribution assets in any
way to support such business.

SEC. 27. Franchising Power in the Electric Power Sector.
The power to grant franchises to persons engaged 1n the

tr nssion and distribution of electricity shall be vested
v von the Congress of the Philippines and all laws
incor. . _.ntwith this Act particularly, but not hmited to, Section

43 of P 269, otherwise: known as the "National Electrification
Decree.” are hereby deemed repealed or modified accordingly:
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Provided, That all existing franchises shall be allowed to thew ful)
term: Provided further. Thatn the case of electric cooperatives,
renewals and cancellations shall remain with the National
Electrification Commission under the National [ljectri cation
Admiwstration for five (5) more years after the enactme T has
Act.

8EC. 28. De-Monopolization and Shareholding Dispersal -
In compliance with the constitutional ma: *~te for dspersal of
ownership and de-monopohzationof pu.  utalit _he holdings
of persong, natural or juridical. includ ¢’ cuors, officers.
stockholders and related interests, ina ¢« ribution utility and
their respective holding companies shall not exceed twenty-five
(25%) percent of the voting shares of stock unicze the utality or the
company holding the shares or its controlling siockholders are
already histed in the Philippine Stack Exchange (PSE): Provided,
That controllin “halders of smal) distribunion utilities are
hereby required to st in the PSE wathin Qv (5) vears from the
vactment of this Act 1f they already own the stor 8. New
cc olling stockholders shall undertake such i attan five
(5) v¢ rs from the time they a e ownere ;. d control. A
smalld ibution company s one whose pealk tcmesndas cqual to
orlessth  Tenmegawatts (10MW),

The BRC Y v axty (60 " ceft tiviey of
this Act. romulgat werule: andyee 1a Lwin lement and

effect i provision.

This Section shall not apply wo lect ~ coaperatives.

SEC. 29, Supply Sactor. - The su piv A usIness
affect dwith publicin® rest. Except i tmb  snutth -« nd
electr cooperal & wilh regpect ot s Limg 5.
all suppliers of ¢ ¢ ytothecontest: v - stahail  uire

a license from the }

For this pur ¢, the RO shall promulea’ rules and

regulations pr n wahiticatems ol elioty v supphers
which shallinclude mmon her requr Toade mstration
of their techmi=:  apabihiv. §  n «.nab oty and
creditworthineas /20" " “hatthe ¢ 1C b 1} JorIty o
require ¢ty Up, oos s fw as g he A sy ~vrdence f
the ityofa ' >withstand may’ vedayl _orother
cvemtsthi vav.ne vr . ccostof vl = ervIcw
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Any law to the contrary notwithstandi; - supply of
electriity to the contisrable market shall not be consid apublic
utihity operatron. Fur this purpose, any pevson or er v which
shall engage in the supply of clectricity to the contestable market
shall not be required to secure a national franchise.

The prices to be charged by suppliers for the supply of
electnicily to the contestable market shall not be subject to
regulation by the ERC

le - y supphers shal' b subject to the rules and
regulations ermng abuzeof 1a  tpower, cartelization. and
other anti-com “ve or | erimminatory behavior Lo hbe

promulgated by the KRC.

Imitahill gt end evisy suppher wdentify and
segregate thue compenients {10 suppher’sch~  asdefined hevein.

SEC. 30, Whole = Fi sy Spot Market — Within one
(1) year frum the effectivi > thns Act. the DOE shall establish a

wholesalc »lectmaty s market composed of the wholesale
electricity spot markei partic ats. Then ' shall provide
the niechamsm for wentr nd  ngi o oprice of  ual
vanations from * rqu - at und.reontracts”  ween
sellersand pur . 2oty

Jomntly with © -« o 9 vow 1 Ty particips the
DOE shall formulate he or the wholesale uect ty
spot markcr. & oaa v’ o grovid - the mechamsr  for
deteymining the price nf i 1ty Le dh odar ral contracrs
bet 4 sellers ar 1y a ct _odE The price
determinations .. IS rwdme dr shall be subject
to the appr  dott 1 Sadru » sl llals ro.. ct accepted
economic prineiplesar oy ca a0 1dwallelectric
power industry participant  The « provide. among vthers.
procedures for:

(@) bhshing the nievit nrder dispateh instructions for

each time penod;

() Determming tt narket-clearing price for each time
poried;

() Adm wuster.. | th -~ ket ar 'ad

1g criteria for
adm: 0 i nation  m the t which ineluades
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sccurity or performance hond requirements. voting rights of the
participants. surveillance and assurance of cou}phancc of the
partiaipants with the rules and the formation of the wholesale
electricity spot market governing body;

(1) Presernbing goidelnes for the market cperation n
svstom emergencies: and

(&) Amending the rules.

The w holesale electricity spot market shall be un ented
by a market operator 1n accordance with the wholesale et * 7 ity
spot market yules, The market operator shall be an autonomous
group, to be constituted by DOE, with equitable representation
from electric power industry participants, initially under the
administrative supervision of the TRANSCO. The market operator
shal! undertake the preparatory work and inttial operation of the
wholesale electricity spot market. Not later han one (1) - ar
after the implementation of the wholesa! ' 'nc  spormar et,
an independent entity shall be formed and the functions, assets
and liabilities of the market operator shall e transferred to such
entity with the joint endorsement of the DOE and the electric
power industry participants. Thereafter, the admimistrative
supervision of the TRANSCO over such entaty shall cease.

Subject to the compliance with the memnbership a, all
generating companies, distribution uti ties, st hphers, bulk
consumers/end-users and other similar« es anthorized by the

ERC shall be eligible to become members of the wholesale electneity
spot market.

The ERC may authorize other similar enuties to become
eligible as mambers, either directly or indirectly, of the wholesale
electricity spot market. All generating compames, distnbution
utilities, supphers, bulk consumers/end-users ane others o v

entilies authorized by the ERC, whetherdy i mbr s
of the wholesale elactricity spot mar- >  be be 1by :he
wholesale electricity spot market rules hre | ylran ms

in that market.

NEA may, incexchange for adequate secunity an - aara tee

fee, act as a puarantor for pwechases *“ ' atvint ¢ ' 7 ale
electricity spot market by any cloctrnic o) ve or & all
distribution utihity to support their credi entw h
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the provisions hereof. [for this purpose. the authorized capital
stock of NINA 15 hereby increascd to Iifteen hillwon pesos
(P15.000.600.000.00).

All electric cooperatives which have outstanding uncollected
billings to any local government unit shall report such billings to
NEA which shall, in turn, report the same to the Department of
Budget and Management (DBM) for ra :ion pursuant to
Executive Order 190 1ssucdon D ber2 1999

The cost of administering and operating the wholesale
electricity spot market shall be recovered by the marker operator
through a charge imposed to all market members: Provided. That
such charge shall be filed with and approved by the ERC.

In cases of national and mmternational security amergencies
or natural calamitiey, the KRC is hereby empowered to suspend
the operation of the wholesale electnoty spot market or declare a
tempaorary wholecale electricity spot market failure.

SEc 31, Retarl Competition and Open Access. -- Any law to
the contrary notwithstanding, retall cor "~ >nand open access

on distribution wiris shall be impleme  d later than three
(3) years upon the effectivity of this s - ¢t othe following
conditions:

() Establishment oi the wholesale electricity spot market;

(h) Approval of unbundled transm n and distribution
wheeling charges:

{c) Imitial 1im} =men at. of the cross subsidy renioval
schenie;

(@ ivatizatinn of at le.. - seventy (70%) percent of the
total - of gener ar f NPCin Luzon and Visayas:
and

(&) 'I'ransfer of the wanagement and control of at least
seventy percent (70%) of the total energy output of power plants
under contract with NPC to the (PP Ad:miimstrators.

Upon the imtial 1 nicntation of apen acces  the BRC
shall allow 1llelectriatye  w swithamonthlvay _gey ak
deman?  tleastone megaw (1MW) for the pre ngt e

(12y e to be the covtestable market. Two (2) vo rs thereaftur
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the thresheid level for the contestable market shall be reduced to
seven hundred fifty kilowatts (750kW). At this level, aggregators
shall be allowed to supply electricity to end-users whose aggregate
demand within a contiguous area s at least seven hundred fifty
kilowatts (750kW). Subsequently and every year thereafter, the
ERC shall evaluate the performance of the market. On the basis
of such evaluation, it shall gradually reduce the threshold level
until it reaches the household demand level. In tt e of electric
¢ ratwves, retail ¢ (petition and open acces  hall be
im lemented: 2 than five (5) years upon the ¢ ectivity of
.ct.

SkC. 32. NPC Stranded Pebt and Contract Cost Recovery.
- anded debt of NPC shall refer to anv unpaid financial
oblij tions of NPC.

Stranded contract costs of NPC shall refer to the excess of
the contracted cost of electricity under eligible TPY conwracts of
NPC ¢ erthe: tual selling price of the contrac _nergy output
of contra . themarket. Suchcor - shali have been
approvi Lby the ERBa o.Decemher 31, 2000.

‘Ihenational g¢ mment shall directly assume # portion of
the financial ob. rati ~e of NPC in an amount not to exceed Two
hundred billion 12200,000,000,000.00).

The ERC ¢hall verify the reasonable am ints o ietermine
the manner and duration for the full m :or v of  anded debt
and stranded contract costsasdefined h *~in:  rovr =4, That the
duration for such recovery shall nott  horter than fifteen (15)
vears nov longer than twenty-five (25) years. The ERC shall, at
the end of the first vear of the implementatinn of stranded cost

recovery and y vear thereafter, conducta  ~ w todeterniine
whether the nder-recovery or over-recover y and adyust (true-
up) the lev i ¢ “ed cost recovery charge accorc | Any

amountto be mc  ed for stranded cost recovery shall be reflected
3= aseparate tiem in the consumer billin  stiiement.

SEn. 33, Distribution Ut & randed Contract Costs

vry.—Strunded contract costs [c.. ..outio .. ieszhall
1 rtotheexc  ofthe contracted  totelcctricity und religible
i racts of 5. utilibies over the actual sclhng p1 e of such
contracts m the mzrket. Such contracts shzll have been approved
by the ERI3 as of December 31, 2000.

A distribution utithty g over stranded contract costs:
Provided. however, "h.  ~uch cu = of the IPPs of distributyon
utilitics are subject.to review by ERC ir srder to deterniine fanrness
and reasonablen sinr "t o’ rage price of land-hased
[PP projectsentere  toby NP0 het nevhey were contracted.
The ERC shail take ir "2 consider: 1on all factors that affect the
total cost of NPC IPP generation jects, including direct or
indirect subsidies or incentivess prov.  : the Government.

Within one (1) year from the st~ L of open access, any

distribution utili ~ hat seeks recover. anded contract costs
shall file with tt  IRC notice of such1=* : together with an
estimate of suc’ Catwns, including tt ré 2nt value thereof

and such other supporting data as riay be requived by the 1KRC.
Any distribution utilitv that does not file within the date s:ecified
shall not be eligible § r¢ 11 cavery.

Any drsrrbution utilit wvhue  tnrecaver stranded cost
shall have a duty tommtigs © 53~ nal stranded contract costs
by making rcasonable best effc )

(a) reduce the coste ofits existing contracts with IPPs to a
level not exceeding the average buying price of other land-based
electric power generators; and

(h) 1t to an arnnnal carn raview by the ©RC and
vseitsearn. zaboveitsanth  ed:  rofreturntoreduce the
book value ¢ .untracts nntil the ¢ «d of the stranded e -ecovery
penod.

Otiher mi inomwo v harcreasonably kr  n
and generzilya ot 1y 1cpower industry .. e
utilized. The I RCshall notre .ire the distribution utthty i ke
a loss to reduce ndad c ) or daveat asse : unlees
the diveatiture isir ac- 8 ¢ as provided heren.

The relevant die ribut. u Ly shall s« y the KRC
quarterly repor sl wir ountof stranc  ¢c recovered
and the balance rev ain: .., . seered.

Wit nh e @D mor s om h Jmission of
applicati nfmre  dedec o v elevan i “1on
utiiities - F ¢ vhall v S mount  nd
deternmyr  t¥ wreromd d ~thefull rec of stra; *
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contract costs as defined herein: Provided, That the duration for
such recovery shall not be shorter than fifteen (15) years nor longer
than twenty-five (25) years. Any amount to be included for
stranded cost recovery shall be reflected as a separate item in the
consumer billing statement.

The ERC shall, at the end of the first year of the
implementation of stranded cost recovery and every year thereafter,
conduct @ review to determine whether there is under-recovery or
over recovery and adjust (true-up) the level of stranded cost recovery
charge accordingly. In case of an over-recovery, the ERC shall
ensure that any exccizs amount shall be remitted to the Special
Trust Fund created under Section 34 hercof. A separate account
chall be created for these amounts which shall be held in trust for
any future claims of distribution utilities for stranded cost recovery.
At the end of the stranded cost recovery period, any remaining
amount in this account shall be used to reduce the electricity
rates to the end-users.

SEC. 34. Universal Charge. — Within one (1) year from the
effectivity of this Act, a universal charge to be determined, fixed
and approved by the ERC, shall be imposed on all electricity end-
users for the following purposes:

() Payment for the stranded debts in excess of the amoun?
assumed by the National Government and stranded contract costs
of NPC and as well as qualified stranded contract costs of
distribution utilities resulting from the restructuring of the
industry;

(b) Missionary electrification;

(©) The equalization of the taxes and royalties applied to
indigenous or renewable sources of energy vis-a-vis imported energy

fuels;

(d) An environmental charge equivalent to onc-fourth of
one centavo per kilowatt-hour (P0.0025/kWh), which shall accrue
to an environmental fund to be used solely for watershed
rehabilitation and management. Said fund shall be managed by
NPC under existing arrangements; and

(e) A charge to account for all forms of cross-subsidies for a
period not exceeding three (3) years.
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The universal charge shali be a non-bypassable charge which
shall be passed on and collected from all end-users on a monthly
b shv the distribution utihties. Collections by the distribution
utl ithe TRANSCO 1 any given month shall be remitted
to the PSATM Corp.onor before . .iftrenth (158Y) of the succeeding
month, net of any amount du  to the distrabution utslity. Any
end-user or self-generating enti not connected to a distribution
utility shall reniit its corresg ng universal charge directly to
the TRANSCO.

The PSALM Comp.. asad.  ustrator of the fund, shall create
aSpecial Trust Fungd which sF hehursed only for the purposes
spectfied herein in an open and transpavent manner. All amounts
collected for the umversal charge shall be distributed to the
respective heneficianes within a reasonable period to be provided
by the LRC.

S, hd. Rovalties, Returns and Tax Rates for Indigenous
“nergy Hesnurces. — The provisions of Section 79 of Commonwealth
Act N 737 (C A No 137) and any law to the contrary
notwithst  hing. the Preaident of the Philippines shal) reduce
the royaltics.  .uns and taxes collected for the exploitat:on of al)
indigenous sources of energy . imcluding but not limited to, natural
gas and geothermal steam, so as to effect parity of tax treatment
with the existing rates for imported coal, crude oil, bunker fuel
and other imported fuels.

To ensure lower rates for end-users. th= ERC shall forthwith
reduce the rates of power from allipdipenous sources of energy.

SEC.36. Unbundhing ofs 1+t - nd Functions. - Within six
(6) months from the ef 1, his Act, NPC shall file with the
ERC its revised rates. The rates of NPC chall be unbundled
hetween transwmission and g n rates and the rates shall
reflect ther  ective costs of providing each service. Inter rid
andintra- .. 4 cross subsid s for both the transmission 1 the
generation rates shall be romoved in accordance withth . .ct.

Within six (6) months fre  he effectivity of this Act, each
distribution utility shall filey trevi:  rat :for the approval by
the KRC.  he distriburion wheeling cnarge shall be unbundled
from the re ail rate and the rates A: lect the respective costs
ofprovidin “-hservice. For' af{  distribution retail whecling
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and supplier'sch ;, iInter-class subsaidies ¢hall be removed in
accordance with'  iact.
Wiirn six (6) months from the _Jmssion of revised

ratea by NPC and each distribution unt -y, the ERC shall notify
tho o of their approval.

Any electricpowery ' tryp  cip. 1t hall functionally
and structurally unbundle its bu = s ct ities and rates in
accordance with th asider {1n Secizon 5 hereof. The

ERC shall ensure full co  pliance witht 1is provision.
CHAPTER 11
ROLE OF THFE DEPARTMENT OF ENERGY

SEC. 37. Powers and Functions of the DOFE  naddivionto
ifs existing powersand i *-ans, the DOK1s 2reby mandated to
supervige the restructu: ng of the electricity industry. In
pursuance thereof, Section 5 of R A 7638 otherwise known as “The
Department of Energy Act of 1992 is hereby amended to reag as
follows:

“(a) Formulat_ .. _cies for the planning and implementation
of acomprebhensiv  ‘cj am for the efficient supply and economical
use of energy consis  t with the approved national economic plan
and with the policies ¢ nvironmental protection and conservation
and maintenance of ecological balance, and provide a mechanism
for the integration, rationalization. and ¢ nation of the vanous
energy programs of the Governmenr:

(b) Develop and update annuallv- _ ing Philippine
Energy Plan, hereinafte »  red to »s 1l 111an’, which shall
provide for an integ 1ted l comprel n ve exploration,
development, utiliz  sn, distribution, and conservation of energy
resources, with >rential bia fi © e»vironment-friendly,
inchgenous, and K st sources of e1 . " ne plan shall include
apolicy directior :owards the privatizal su of government agencies
related to energy, deregulation of the power and energy industry,
and reduction of dep ~ ncy on oil-fired plants. Said Plan shall
be submitted to . & not later than the fifteenth day of
Scptember and every yeur thercafier:

{c) Prepare and 1 »d... nually a Power Development
Program (PDP)andyr *  ate the samc into the Philippine Energy
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Plan. The PDP shall consider and 1 " egrate the individual or joint
development plan: f: etransmis or eneration, and distribution
sectors of the 1c power indusiry, which are submitted to the
Department: Provided, however. 'h.. ne ERC shall have exclusive
authority covering the Grid Code and the pertinent rules and
regulations it may issue;

'(d) Ensure the reliability, quality and security of supply of
electne power,

{¢) Following the restructuring of the electriaity sector, the
DOF shall. among others:

(1) I} wcourage private sector investm nts in the
electricity + ctor and promote development of inéd  nous and
renewable energy sources;

(1) Faealitate and encourage reforms in the structure
and operatiuns of distribution utilities for greater efficiency
and lower costs;

(1)) In conzgultation with other government agencies,
promote a system of incentives to encourage mdusiry
participants, including new generating companises and end-
users to provide adequate and rehable electric supply; and

(1v) Undertake, 10 coordination with the ERC, NPC,
NEA and the Philippine Information Agency (P14), information
campaign to educate the public on the restructuring of the
electricity sector and privatiza fian of NPC aseots,

) Jointly with electric power industry participants,
establish the whole~: oty spot market and formulate the
detatled rules governing the operations thereof:

(8) Establish and administer programs for the exploration,
trangportation, marketing, distribution, utiization, conservation,
stockpiling, and storage of energy resources of all forms, whether
conv ntional or non-conventional:

1) Exrreise supervision and control over all government
actiy lies relative to energy projects in order to attain the goals
embodied in Section 2 of RA 7638;

(1) Develop policies and procedures and, as appropriate,
promote a system of energy development incentives to enable and
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encourage electric power industry participants to provide adequate
capacity to meet demand including, among others, reserve
requirements;

() Monitor private sector activities relative to energy
projects in order to attain the goals of the restructuring,
privatization, and modernization of the electric power sector as
provided for under existing laws: Provided, That the Department
shall endeavor to provide for an environment conducive to free
and active private sector participation and investmant in all energy
activities;

(k) Ascess the requirements of, determine priorities for,
provide directhion to, and disseminate info nation resulting from
energy research and develnpment programs fnr the optimal
development of vanous forms of energy production and utilization
technologies;

@) » Formulate and impiement programa. indudi ;¢
of providing incentivi:s and penaltie  ir 3he judicious and cificient

use of energy in aii rne 1v-cor 1 “ecrors of the economy;

(m) Formulate and n anta” o . for the accelerated
developmentofr  conven ner /systen and the promotiou
and commmer.. 1z ..o 1 IN&:

(n) Devie n’ " direct brnefit to the
province, city, or .m mal 1 anity and
people affected. » ° ren to the yegion
that hos . . . Cner; o e andlor e~ y- erating
facility: #rovided, how. That the ¢ :r prov 1c
municipalities. or regiens spall not be die ivec '1r energy
requirements:

(®) . acouraye private enterprises engaged 1 ‘nergy
projects, : 1ing corp:  ations, cooperatives. and s) .ol dve
organiza 1s, b 'e1 the base of theirowr:ar © and thereby
encourage the wide t public ownership of energy-oriented
corporations;

(@ Formu . .lh rules and regulations ns may be
-necessary to imylement the objectives of this Act; and

(@ Exeras such other powers az mayv be necessary or
incidental toatta 2 objectivies of thys Act.”
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CHAPTERIV
REGULATION OF THE ELECTRIC POWER INDUSTRY

SEC. 38. Creationofthe b v Regulatory Commission. —
Therve ;s hereby created anind pendent, quasi-judic:al regulatory

body 't be named the Inersy | latory Commis ion (ERC). For
this purpose, the existing I wlatory Boa:  ~ RB)created
under Executive Order No 172 amended isher 7 abolished.
The Con U imposed of a Char anand four
(4) members to be anpoint v 2 Prexdent ¢ ¢ Philippines.
The Chairman arv =~ 1 t ¢ he Comr t¢ 1 be
natural-borncitizens  d . wippi 26,57 onsof
good moral charact - b N . and of
re nized cor o otence ! v rfieldsien gy, iaw,
€... M nanc coy  3rce .. err v, withatle st three
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upon the effectivity of this Act, the Commission has not been
constituted and the new staffing pattern and plantilla positions
have not been approved and filled-up, the current Board and
existing personnel of ERB shall continue to hold office.

The existing personne] of the ERB. if qualified, shall be given
preference in the {illing up of plantilla positions created m the
ERC, subject to existing civil service rules and regulations,

Members of the Commission shall oy security of tenure
and shall not be suspended or removed -office except for just
cause as speciiied by law.

The Chairman and members of the Commission or anv of
their relatives within the fourth civil degree of consanguinity or
affinity, legitimate or common law, shall be prohibited from holding
any interest whatsoever, either as investor, stockholder, officer or
director, 1n any company or entity engaged in the busincss of
transoitting, generating, supplying or distnibuting any form of
energy and must, therefore. divest. through sale or legal disposition
of any and all interests in the energy sector upon assumption of

office.

The presence of at least tl ee (3)~ = bers of the Commussion
shall constitute aquorumandt  najor y vote of two (2) members
Inameeting wherca« orumispr  n thall be necessary for the
adoption of any rulc ruling, order, r  lution, decision or other
act of the Commissionin the »xereise o1 its quasi-judicial functions:
Provided, Thatin fixing v and taniis. an affirmative vote of
threc (3) members shall be required.

SEC. 39. Compensation and Other Emoluments for FRC
Personnel — The compensation and other emoluments for the
Chairman and members of the Commission and the ERC personnel
shall be exempted from the coverage of Republic Act No. 6758,
otherwise known as the “Salary Standardization Act”. For this
purpose, the schedule of compensation of the ERC personmel, except,
for the initial salaries and compensation of the Chairman and
members of the Commission, shall be submitted for approval by
the President of the Philippines. The new schedule of compensation
shall be implemented within six (6) months from the effectavity of
this Act and may be upgraded by the President of the Philippines
as the need arises: Provided. That in no case shall the rate be
upgraded more than once a year.
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The €hairman and members of the Commission shall
mmtially be entitled to the same salanes, allowances and benefits
as those of the Presiding Justic: and Associate Justices of the
Supreme Court, respectively. The Chairman and the members of
the Commission shall, upon completion of their term or upon
becoming cligible for retirement under existing laws, be entitled
to the same retirement benefits and privileges providead for the
Presiding Justice and Associate Justices of the Supreme Court,
respectively.

SxC. 40. Enhancement of Technical Competence. - The ERC
shall estabhish rigorous training programs for its staff for the
purpose of enhancing the technical competence of the ERC in the
following areas: evaluation of technical performance and
monitoring of comphance with service and performance standards,
performance-based rate-setting reform, environmental standards
and such other areas as will enable the ERC to adequately perform
1ts duties and functions.

Skc.41. Promotion of Consumer Interests. - The ERC shall
handle consumer complaints and engure the adequate promotion
of consumer interests.

SEC. 42. Budget of the ERC -The amount of One hundred
fifty million pesos (I 150,000,000.00) is hereby allocated from the
existing budget of the ERB for the initial operation of the ERC.
Any balance shall initially be sourced from the Office of the
President of the Philippines. Thereafter, the annual budget of the
ERC shall be included in the reg:ilar or special appropriations.

SEC. 43. Functions of the KRC. — The ERC shall promote
competition, encourage market, development, ensure customer
choice and penalize abuse of market power in the restructured
electricity industry. In appropnate cases, the ERC is authorized
to 18sue cease and desist order after due notice and hearing.
Towards this end, it shall be responsible for the following key
functions in the restructured industry:

(@) Enforce the implementing rules and regulations of this
Act;

(b) Within sjx (6) months from the effectivity of this Act,
promulgate and enforce, in accordance with law, a National Grid
Code and a Distribution Code which shall include, but not limited
to, the following:
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() Performance standards for TRANSCO O & M
Concessionaire, distribution utilitics and suppliers: Provided,
That in the establishment of the performance standards, the
naturc and function of the entities shall be considered; and

(u) Financial capability standards for the generating
companies, the TRANSCO, distribution utilities and suppliers:
Provided, That in the formulation of the financial capability
standards, the nature and function of the entity shall be
considered: Provided. further, That such standards are set to
ensure that the electric power industry participants meet the
minimum financial standards to protect the public interest.
Determine, fix. and approve, after due notice and public hearings
the universa] charge; to be imposed on all electricity end-users
pursuant to Section 34 hercof:

(¢} Enforce the rules and regulations governing the
operations of the electricity spot market and the activities of the
spot market operator and other participants in the spot market,

for the purpose of ensunng a greater supply and rational pricing
of electricity;

d) Determine the level of cross subsidies in the existing
retail rate until the same is removed pursuant to Section 74 hereof:

(e) Amend or revoke, after due notice and hearing, the
autbority to operate of any person or entity which fails to comply
with the provisions hereof, the IRR or any order or resolution of
the ERC. In the event a divestment is required, the ERC ghall
allow the affected party sufficient time to remedy the infraction or

for an orderly disposal, but shall in no case exceed twelve (12)
months from the issuance of the order:

® In the public interest, establish and enforce a
methodology for setting transmission and distribution wheeling
rates and retail rates for the captive market of a distribution utility,
taking into account all relevant considerations, including the
efficiency or inefficiency of the regulated entities. The rates must
be such as to allow the recovery of just and reasonable costs and a
reasonable return on rate base (RORB) to enable the entity to
operate viably. The ERC may adopt alternative formsa of
mtermationally-accepted rate-setting methodology as it may deem
appropniate. The rate-setting methodology o adopted and apphed
must ensure a reasonable price of electricity. The rates prescribed
shall be non-discriminatory. To achieve this objective dnd to ensure
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the complete removal of cross suhsidies. the cap on the recoverable
rate of svstem losses prescribed in Section 10 of Republic Act No.
7832, is hereby amended and shall he replaced by caps which
shallbe d¢  mined by the ERC based on load density, sales mix,
costofwer ™, delivery voltage nnnd othier® ' ical considerations
it may pron: lgate. The ERC shalldetermn :such form of rate-
setting methodology, wh * shall promote efticiency. In case the
rate setting methodology uscd is RORB, it shall be subject to the
following guidelines:

(i) For purpos f determinir the rate base, the
TRANSCO or any distr wution ntr ty »allowed to revalue
its eligible assets not more th - ace - ry three (3) years by
an independent appraysal com| iny: Provided, however, That
ERC may give an exemption in case of unusual devaluation:
Provided, further Thatthe | RC shall exert efforts to minimize
price shocks1n order t ct the consumers;

(m) Interestexp care not allowahle deductions from
permissible returnon  ite base:

(1) Indetermininge bl cost ofservices that will he
passed on to the end-usere. C ahallestablish minimum
efficiency perform e v+ dards for the TRANSCO and
distribution utilitt 5 including svatems losses, interruption
frequency rates, ana colleciion efficiency:

(v) Further, in determining rate base. the LANSCO
or any distribution utility shall not be allon "t nclude
management inefficiencies like cost of project delavs not excused
by force majeurc. penaluics and related interest during
construction applicable to thrse unexcused delays: and

™ Any significaut aperat costs or project
investments of the TRANSC( mdd--  uunon utihties which
shall become part of the rate base shall be subject to verification
by the ERC to ensure that the contracting and procurement of
the equipment, assets and services have been subjected to
transparent and accepted industry procurement and purchasing
practices to protect the public interest

(8 Three (3) years after the impc  ion of the universal
charge, ensure that the charges of the RANSCO or any
distribution utihty shall bear no cross subsid . between grids,
within grids. or between classes of customers, except as provided
herein;
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(h) Review and approve any changes on the terms and
conditions of service of the TRANSCO or any distribution utility;

(1) Alow the TRANSCO to charge user fees for ancillary
services to all electric power industry participants or self-generating
entities connected to the grid. Such fees shall be fixed by the ERC
after due notice and public hearing:

() Setalifeline rate for the margimalized end-users;

(k) Momtor and take measures in accordance with this Act
‘to penalize abuse of market power, cartelization, and anti-
competitive or discriminatory behavior by any electric power
industry participant;

() Impose fires or penalties for any non-compliance with
or breach of this Act, the IRR of this Act and the rules and
regulations which it promulgates or administers:

(m) Take any other action delegated to it pursuant to this
Act;

(n) Before the end of April of each year, submit to the Office
of the President of the Philippines and Congress, copy firrnished
the DOJ, an annual report containing such matters or cases which
have been filed before or referred to it during the preceding vear,
the actions and proceedings undertaken and its decision or
resolution in each case, The ERC shall make copies of such reports
available to any interested party upon pavment of a charge which
reflects the printing costs. The ERC shall publish all its decisions
involving rates and anti-competitive cages in at least one (1)
newspaper of general circulation, and/or post electronically und
arculate to all interested electric power industry participants
copies of 1ts resolutions to ensure fair and impartial treatment:

(0) Monitor the acfivities in the generation and supply of
the electric power indusiry with the end in view of promoting frec
market competition and ensuring that the allocation or pass
through of bulk purchase cost by distributors is transparent. non-
discriminatory and thar any existing subsidies shall be divided
pro-rata among all retail suppliers:

(P) Acton applications for or modifications of certificates of
public convemencs and/or necessity, licenses or permits of
franchised electric «tilities in accordance with law and revoke,
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All notices of hearings to be conducted by the ERC for the
purpose of fixing rates or fecs shall be published at least twice for
two successive weeks in two (2) newspapers of nationwide
circulation.

SEC. 44. Transfer of Powers and Functions. - The powers
and functions of the Energy Regulatory Board not inconsistent
with the provisions of this Act are hereby transferred to the ERC.
The foregoing transfer of powers and functions shal!l include all
applicable funds and appropriations, records. equipment, property
and personnel as may be necessary.

SEC. 45. Cross Ownership, Market Power Abuse and Anti-
Competitive Be havior. — No participant in the electricity industry
or any other person may engage in any anti-competitive behavior
including, but not hmited to, cross-subsidization, price or market
manipulation, or other unfair trade practices detrimental to the
encouragement and protection of contestable markets.

No generation company, distribution utility, or its respective
subsidiary or affiliate or stockholder or official of a generation
company or distribution utility, or other entity engaged in
generating and supplying electricity specified by ERC within the
fourth civil degree of consanguinity or affinity, shall be allowed to
hold any interest, directly or indirectly, in TRANSCO or its
concessionaire. Likewize, the TRANSCO, or its concessiongire
or any of its stockholders or officials or any of their relatives within
the fourth civi} degree of consanguinity or affinity, shall not hold
any interest, whether directly or indireetly, in any generation
company or distribution utility. Except for ex officio government.-
appointed representatives, no person who is an officer or director
of the TRANSCO or its concessionaire shall be an officer or director
of any generation company. distribution utility or supplier.

An “affiliate” means any person which, alone or together
with any other person, directly or indirectly, through one or more
intermediaries, controls. is controlled by, or is under common
control with another person. As used herein. “control” shall mean
the power to direct or cause the direction of the management
policies of a person by contract, agency or otherwise.

To promote true market competition and prevent harmful
monopoly and market power abuse, the ERC shall enforce the
following safeguards:
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(a) Nocom 1y orrelated group canown, operate or control
more than tharty 1t (30%) of the installed generating capacity
of » #rid and/or twent  ve percent (25%) of the national installed
generating capacity. tclziad group” includes a person’s business
interests, includimeg s subsidiaries, affihates. directors or officers
or any of their relatives by consanguinity or afhinity, legitimate or
common law. within the fourth civil degree;

(b) Distributic 1 ut ities may enter into bilateral power

supply contracts s' < review by the ERC: Provided, That
such review shallo .y be W r distribution vtilities whose
markets have not “lee 20w i lemand level For the purpose
of preventing ma, ' ...or al i8¢ hetween associated firms
engagedingene  on: addis’ " ¢, nodistribution utility shall
beallo  1tosoure m*ml: = ower supply contracts more
than fifty percent (50%) ¢ 1ts demand from an associated
firm engaged in generationp bve  :h himitation, however, shall
not prejudice contracts enter . rior to the effectivity of this

Act. An associaied firm witt  sp ot to another entaty refers to
any person which, alone or togeth  Jith any other person, directly
or indirectly, thraugh one or m ‘ntermediaries, controls, 1s
controlled hy, er1z . common control with, such entity; and

() ¥ 7 five(5) years from the establishment of the
wholesale € >rtr t ck o distribution utility shall
SOUYCe Mmort ammny centt %)ofitstotal demand from
bilateraly w -supply cor racts.

o ‘@S¢ ., the grid basis shall consist of
thy e = - na ly  zen Visavas and Mindanao.
Th RC shal uthority fo modify or amend this
del nuonofay . wh vo or more of the three separate grids
become suff._ . 71 _amected Lo constitute a single grid or as
conditron: "0 vi :permit.

Fxe o th ions shall be allowed for isolated
grids tar o 1+ the high voltage transmission
8y« . Keey A w ~ided for 1n this Section, any
r 5 I i} between or within sectors
of the af us v+« 1 ope 1by ERC only insofar as
the ¢ RIYeN his Saetion is concerned,

The (- - ir me )year from the effectivity of

this Act . atwn: ro ¢nsure and promote
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competition, encourage market develc= entand customer choice
and discourage/penali  buse of mar. tvower, cartehzation and
any anti-competitive or discnminatory b ravior, inorder to further
the intent of this Act and protect the public interest. Such rules
and regulations shall define the following:

(@) the relevant markets for purposes of establishing abuse
or misuse of monop:ly or market po

(b) arcasof :sulated grids; and

) the perodic reportorial requirements of 7 wtric power
industry participants as may be necessary to enfora Jroviainns
of this Section,

The ERC shall, motu proprio, momtor and penalize anv
market power abuse or anti-compeittive oy discriminatory act or
behavior by any participant in the electiic power indu ry. Uipon
finding that a market participan has engaged in ¢ ich act or
behavior, the ER(C shull stop and ) ?-css the same. Suen remedios
shall, without hmitation, incl he 1mposition of price cantrols.
issuance of injunctions, requirement of divest * rdwyorgement
of excess profits and imposition of fines and po 1alties parsuant to
this Act.

The ERC shall, wit’ n one () vear from the cffectivity of
this Act, promulgate ruies an’ ralations providing for 4
complaint procedure that, without tion, provides the acensed
party with notice :nd an opportunit:  ~ heard.

SEC. 46. Fines and Penalties. I fines and penalties Lhat
shall be imposed by the ERC for any viola  1ofor non-comy:hiance
with this Act or the IRR shall range fi m & minimum of Fifty
thousand pesos (P50,000.00) to a maximum of Fifty million pesos
(P50,000.000.00).

Any person wha is found guilty ol anv oft = preniiced seta
pursuant to Section 45 hereof shall: = - ti penalty of prision
mayorand a fine ranging from Ten thous: 1d pe: 5 (F10,000.00)

to Ten mithion pesos (’10.000.000.00). o1 both “iscretion of
the court.

The_mem of the Boi 'd of Directors of the juridical
complamcs particyy Or cCover mt generation compantes,
the distribution v ahe TRy SCO ¢ ite concessionatre or
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supphier who wviolate the provie 1= of this Act may be fined by an
amount not excedmp 4z o the amount of damages caused by
the offender or by impn nt of e (1) veuar or two (2) vears or
both at the discretion ¢ art. This rule shall apply to the
members of the Board w o knc  2zly or by neglect allows the
commission or omission under - Jaw.

[fthe offenderisay nt offical or emplovee, he shall,
1 addition. be dismissed rom the government serviee with
prejudice to reinstatéme  .nd wrth perpetual or temporary
digqualification from holc ny: ' five or appointive office,

Iftheoffenderisanalien,  ..ay, inaddition to the penalties

presenibed, be deported withou ' weecedings after service
of sentence.

Any case whach mvol ’ { fact shall he appeslable
to the Court of Appeals and th v chipvalve qu dorn of law
shall be dircctly appealable t upreme Court

The admimistrative sanction that ma yimp  d by the
ERC shall b2 without prejudice toithe iling 1o lae onif
warranted.

Toensure. i har 1th s Ac enalty of prision
correccionafor: v oya™ roml ver (P5.000.00)
to Frve millhwon: .00C ) o thoatther  retwonof
the court. sh [} pe 1y 1.1 uding but not lunited
tothe | nt memberof hel .. ¢ uc Executive Officer or
Chief Oper: T rof e twon. partne 1, or any
otherentitvan - ni 2 cor refus to comply
withany prov  notil {R. Jan s provided
hercin.

Anyparty to  vad o e nEy, Aty bime.
make an offer o cKRO ¢ o om0 oor o e, for a
consented d Ve wy compliance . ance and other
e« caentrf he oases The Y rar lanyor: lofth ulimate
ta onwhict heo -t ia e b vicved for  tlement
pr pe sonlvand sh Gnothet viden - agay stany party
for any stherp v nd el eane tU oz ar “"1on hy
the party ' ot an i e laws, rules.
regulatton  r¢ v edresc it nzafthe PRC 0 rasa waiver to
file any warran  crienns] achions
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In addition, Congress may, upon 1 rendation of tha
DOE and/or ERC, revoke such franchi: . privilege granted to

the party who viclated the provisions ottt Act.

CT{APTERV

PRIVATIZATION OF THE ASS 5 OF THI NATION &
POWER CORPORAT NN

SEC. 47. NPC Privatization -V T oth fSPUG,
the generation assets, real csta » - o+ sl oha setsas

well as IPP contracts of NPC  1all e privatized in accordance
with this Act. Within six (6) months from the effec v of this
Act, the PSALM Corp. shall submit 2 plan for the endor: ._.ent by
the Joint Congressional Power Comm:ssion and the approval of

the President of the Philippines. on t}  tatal privat wn of the
generation assets, real estate. oth. ' asable swell as
exasting IPP contractsof ., Tapdt fter. implement the same,
10 accordance with the foliov e, ept as prowvided for

mn Paragraph () herein:

(3 The privatization valuc tithe M 12 Government of
the NPC generation 2ssets, real 2sta - nther wahle assets as
well as IPP contracts shall I opiimiz

() The participation » pme tr ns; oad corporations
in the purchase of NPC nuser be s

Inthe case of foreipniny  ors - “Y v e percent
(75%) of the funds uscd tn acqur :F ’C; srat mass _1d PP
contracts shall be inwardly r miue 4 and re with the

Bangko Sentral ng Pilipinas.

() The NPC plants anc’ "PP contr " ned to
IPP Administrator Hdated : seven, a1 11 hes, of
any,shallbe groupe  yan whichst  mot ¢ viability
of the resulting generation « panic  (gencos), ~* il ~conomic
efficiency, encourage comp. 1tion. ~ ess bl 1 vrates
and create market appeal tc  tunize return “he o nment
from the sale and disposition of such n i nsistent
with the objectives nfts  Aet inth 51N vation
assets and IPP con'rracts “NPC, the e oo .. oaall be

conawdered:

(1) A sufficient seale of operattons and balance sheet
strength to promote the financws) wabiity of the victructured units:
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(2) Broad geographic:! - «o sings to cusure sfficiency of
operations but without the foraration of reglonal compames or
consolidation of market power;

(3) Portfolio of plav:s .. d IPP contracts te achieve
management and operan L. nergy without dominating any
part of the market or of the liud curve; and

(4) Such other factor v 1y be deemed bensficial Lo the
heat 1nte «ni of the Natv 12 Government while ensuring
attractiver ta potent oY,

@) All assets of NPC « 21l be sold in an open and
transparent maneer throuwgh pu bidding. and the same shal)

apply to the disposition of 1PP s

() Tricasesof transfor o+ _z#10n contre  _peration or
prvatization of multy-pury. nv. 7 alities zafes rds shall be
prescribed t#~er wre that the  ativnal governr :nt may direct
water om fshor et potable witey, irnpation.

nnd allola ~reqe ~mentsimba Lwith pubhcinterest,

) The Apus and the Pu’ 1 complexc=in Mindanao
shallbe ¢ fed from oy~ i ation comyp nies that will
be tmtial - privavised. ! ST - o=nall be teansferred to
the PSAL o Corp and ot Leonomue io be perated by the
NP, ¢ S L oovanized riie thanten (10)
years from  “Hecive o of toe Act, and. o cept for Agus TIL
shall not be s aject 20 Bv -Operate-Transfer (¢ O Ty Buld-
Reha' tate-( it Tran - BR-0-TY and « variations
thereod p nee. ACUNG B98T asam nded Ly Republice
Act No 77 4 77 sy vt " Tgusand Pulangutcomplexes

shall be b ttothedisecers FPSALM Corp.in consultation with
Congre:-«

() The < -t ce o od ogeneranng plants of each
ge thern e lexshaii t1 o] separately They shall ke
culy in lan 14 “herma! pples be s0ig as one package
throv _.p.. ebid ng. Trhoe o hermal complexes covered by
thisy atn ade, bu ot hmited o, Thiwi-Makban,

Levie Ao BC o on). sl monand Mo Apa

T W ofr Thlirayn. wan T yaon (CBK)
Pi slurc o oMy ex s Le trar rred tn the PSALM
(o n:
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(1) Notlater than three (3) years from the effectivity of this
Act. and 1n no casge later than the 1mitial implementation of open
access, at Jeast seventy percent (70%) of the total capacity of
generating assets of NPC and of the total capacity of the power
plants under contract with NPC located in Luzon and Visiyas
shall have been privalized: Provided, That any urecld macity
shall be privatized not later than eight (8) years fro activity
of this Act; and

) NPC mav ¢ zrate an ’ "1ty only from the
undisposed gener: ssets and IPP  ntr  SALM Corp.
and shall not incur any new obligations to w  hase power through
buateral contracts with generation comp  es or other suppliers.

SEC. 48. National Power Board of Direciors. — Upon the
passage of this Act, Section 6 of RA 6395, as amended. and Section
13 of RA 7638, as umended, riferring to the composition of the
National Power Board of Dircetors, are hereby repeaied and a new
Board shall be i ately organized. The new Board shall be
composed of the ec ary of Finance as Chairman. with the
following as mem  s: the Secretary of Knergy, the Secretary of

Budget and Mar t, the Secretary of Agriculture, the
Director-General ¢ Naftional Economic and Develop~ nt
Authortty, the Sear of Environmentand  tural Resourc .
the Secretary of tt aterwor and Loces! Goverume: . the Secretary
ofthe Department¢ _ _de and Induciry. and the President of the

National Power Corporation.

CHAPTER VI

POWER SECTOR ASSETS & TIABI'ITIES MANAGHAENT

SEC. 49. Creation of Power or Assets and Liabilitios
Management Corporation. - Thers1s ni ated a government
-owned and -contr 3 o ation .o be knowna tb _er
Sector Assets : 11 " s M ap C fion’,
heremafter referre o as the *PSALM Co . “w 1shall uake
ownership of all “"PC generatiorn as Tities, IPP
contracts, real e« nd ~ other d assets, All
outstanding obhi fthe  PCaris m loans, 1ssuances
ofbonds © cur -+ Gth 1w 1 1e uf indebtedness shall
be trans rred (o w he PS2 1 Corp. within one
hundredc¢  ty (180 s: >m - roftins Act.
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SEC. 50 Purpose and Objective, Domicile and Term of
Exrstence. — The prinaipal p ose of the PSALM Corp. is to
manage the orderly sa ¢ o tion, and privatization of NPC
generation assets, real te and other disposable assets, and
IPP contracts with the objue ve of liquidating all NPC financial
cbligations and stranded contract costs in an optimal manner.

The PSALM Corp. shall have its principal office and place
of business within Metro Manila.

The PSALM Corp. - er st for a period of twenty five (25)
years from the effectivity of t ct, unless otherwise provided by
law, and all assets held by it, all moneys and properties belonging
to it, and all its liabilitiea outstanding upon the expiration of its
term of existence shall revert to and be assumed by the National
Government.

Sea. 51, Powers. 'The PSALM Corp. zhall, 1in the
performance of its functions and for the attainment of its objective,
have the following powers:

() Toformulate and implement a program for the sale and
privatization of the NPC assets and IPP contracts and the
liquidation of NPC debts and stranded contract costs, such
hquidation to be completed within the term of existence of the
PSALM Corp.;

(®) To take title to and possession of, administer and
conserve the assets transferred to 1t; to sell or dispose of the same
at such price and under such terms and conditions as it may
deem necessary or proper, subject. io applicable laws, rules and
regulations;

() To take title to and possession of the NPC IPP contracts
and to appoint, after public bidding in transparent and open
manner. qualified independent entities wha shall act as the IPP
Administrators in accordance with this Act;

(d) To calculate the amacunt of the sfranded debts and
stranded contract costs of NPC which shall form the basis for
ERCin the determmation of the universal charge;

{e) Tolhquidate the NPC stranded contract costs, utilizing
the proceeds from sales and other property contributed to it,
including the proceeds from the universal charge;
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® Toadopt rules and regulations as may be necessary or
proper for the orderly conduct of its business or operations;

(g) To sue and be sued in its name;

(h) To appoint or hire. transfer, remove and fix the
compensation of 1t rsonnel: Provided however. That the
Corporation shall h -e its own personnel only if absolutely
necessary, and as far ;2 practicable, shall avail itself of the services
of personnel detailes from nther government agencies;

(1) To own, hold, acquire, or l real and personal
properties as may bz nacessary or required in  he discharge of its
functions:

() To borrow money and incur such liahilities, including
the issuance of bonds, securities or other evidences of indebtedness
utilizing its assets as collateral and/or through the guarantees of
the National Government: Provided, however, That all such debts
or borrawings shall have been paid off before the end of its corporate
life;

(k) To restructure existing loans of the NPC;

() To coliect, »dminister, and apply NPC's portion of the
universal charge; 2nd

(m) To structr " e sale, privatization or dispost f NP(
assetsand IPP cont s and/or their energy output.  :d onsuch
terms and conditions which shall optimize the value anc prices

of said assets.

STC. 52. Pow: - Sector Assets and Iiabilities Manageme.is:
Corporation. Meetings, Quorum and Voting. — The Corporation
shallbe admir __2red, and its powers and functions exercised, by
aBoard of D ector ° chshall be composed of the Secretary of
Finance : the ( \airman, the Secretary of Budget aiid
Management, the retary of the Department of Energy, the
Director-General of National Economic and Development
Authority, the Se ryv of the Department of Justice, the
Secretary of the I -artment of Trade and Industry and the
President of the PSALM Corp. as ex officio members thereof,

The Board o tors shall meet resualarly and as frequently
as may be necessary t ible 1t to discharge its functions and
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responsibilities. The presence at a meeting of four (4) memt
shall constitute a quorum, and i© ~ usion of thw .najorit
three (3) members present at a ang where there 1s quorum
shall be the decision of the Boar Nirectors.

SEC. 53. Powers of the President of PSALM Corp. - The
President of the PSA1LM Corp. shall be appointedl  he President
of the Philippines. Inthe absence of the Chairma:  1e President
shall preside over Board meetings.

The President of the XS { Corp. shall be the Chief
Executive Officer of the PSALM Cor  .nd shall have the following
powers and duties:

(a) Toexecute and adminy - the policies and measures
approved by the Board, and ¢ iponsibility for the efficient
discharge of management func oo

(h) Tooversee the preparation of the budge .. of the PSALA:
Coip.;

(¢) To direct and supervive the  rat’ 1 internal
administration of the PSALM Corp. and, tl s airpose, may
delegate some or any of hi= administrativ: responsibilities and
duties to other officers of the PSALM Corp :

(d) Subject to the gand line Ipolicisse ybvthe  ard,
to appor  ind fix the numbe an compensat™ £ (b nate
officials md employces of the PSALM Corp.; 1d . - cause, to
remove, suspend, or otherwise discipline any subc ' nate employee
of the PSALM Corp.;

(¢) Tosubmitanzanuw to the Board on the activities
and achievementsofthe A1 Corp. at the close of each fiscal
vear and upon approv ' reot, mitacopy to the President of

the Philippines and to such other agencies as may be required hy
law:

- ) To v resent the corp. i ! dealings and
Lransaction 1other offy 3, Aing -u At _of
the Gocern ot and with; 0. 34 h . private
orpub  d: tie or foreign; and

& suv “aotl o wer 7 :as may be
vesiedinhi b, 2 Board fronm oti ..
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SEC. 54. Exemption from the Salary Standardization Law.
— The salaries and benefits of employees 1e PSALM Corp.
shall be exempt fri::n Republic Act No. 674 nd shali he fixed by
the PSALM Corp. Board.

SEC. 55. Property of the PSALM Corp. -- The following funds,
assets, contributions and other property shall constitute the
property of the PS::!.M Corp.:

(@) The ge. ‘ation assets re  siate, [PP contracts, other
disposable assets« NPC.tr e¢  om thesale or disposition of
suchassetsand th :sid -~ 5 ora B-O-T, R-O-T, and other
variations thereof.

(b) Transfers from the National Government;

(¢) Proceeds ivom loans incurresd to restructure or refinance
NPC’s transferrea liabilities: Provided. however, That all
borrowings shall b fully paid for by the end of the life of the
PSALM Corp

(d) Proceedsf»m the universal charge al . forstranded
contract costs and ti e strandead debts of NPC;

{e) Netprofit of NPC:
® Netprofit f TRANSCO;

(g) Official asuistance, grants, and donations {rom external
sources; and

(h) Othersot <offundsasmaybed.. m.. d 2SALM
Corp. necessary for ' sve-mentioned pu s.

SLC. 56. Claim.: Apamnst the 'SALM Corp. - The following
shall constitute the claims agamnst the PSALM Corp.:

(a) NPC liabiliwestr: [erred ws the PSAT M .
() Transfersf-om th sional Go it
(¢) New loan:;; ond

(d) NPC stranded contract costs.
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CHAT VI

PROMOTION OF RU Al ELLCTRI  CATION

Swe 57, Chveroon of Bl Cooperativ s, -- Electnic
CODPOE TIVES rohy gjven f suon to con' ortointo either
stock ¢ atn w rt Qo v neesDevelop nt Actor stock
corporat  under che Cory »at n Jonde. Nothing contained in
thas Act =F L NVC wes of any privilage or nght
grantedtot > under Pr vree No. 269, as amended,

and other existing laws.

%8, Additionalh? ““he Nauonal Eloctrification
Admrr ration (NEA). - . .+ .. L ve p and mmplement
progra s

(a) To prep cc elee at  _ip o] 'rating and
competingy = ctnh e y mark - withim five
(3) years irom o : & A . 8 2y an an
environment of oper vl 1

Ly To etre wn tb e ccarabilivv and {inancial
viabtlity of rural riv¢ Opers s and

() Tore —andr  re ' spolie with aview
toenhancing ¢f tv ol ru r18 COOT ves ns electric
utilities.

NEA s1o” > derthes pervi onof the DOE
and shall exeroise u S| “ien " Decree No.
269, as amended by ree N 16 1y sofarasthey
are consigtent wit f

SKC.589. Alternative Ele, ¢ rvice for v Jated Vidlages —
The pro 10f electnc servic n  aviable villages
that -anc ~Jutilityisuar- yzervice fo1 \ reason shall
be opened oother  _ified thir  3» 2¢.

SEC.860 Debrsof Rlectric Co tivex. Upon the effectivity

of this A tandi al g ns of electric
cooper  ve Az T h ti ;enc neurred for
the purpe ¢ ¥ al p ramshallbe
asauny wl LN on . ac 1 with the
progran  provi Lhy e ~ she Philippines within one
(1) vear th Fe . .- wlrchehall be impiemented

and compliied wib (3 vears from the eftectivity of this
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Act. The ERC shall ensure a reduction in the rates of electric
cooperatives commensurate with the resulting savings due to the
removal of the amortization payments of their loans. Within five
(3) years from the condonation of debt, any electric cooperative
which shall transfer ownership or control of its assets, franchise
or operations shall repay PSALM Corp. the total debts including
accrued interests thereon.

CHAPTER VIII
(GENERAL PROVISIONS

SEC. 61. Reportorial Requirements. — The DOE shall take
the necessary measures to ensure that the provisions of this Act
are properly implemented, and shall submit to the Power
Commission a semi-annual report on the implementation of this
Act on or before the Jast week of April and October of each year.

SEC. 62. Joint Congressional Power Commission. — Upon
the effectivity of this Act, a congressional commission, hereinafter
referred to as the “Power Commission”, is hereby constituted. The
Power Commission shall be composed of fourteen (14) members
with the chairmen of the Committee on Energy of the Senate and
the House of Representatives and six (6) additional members from
each House, to be designated by the Senate President and the
Speaker of the House o tepresentatives, respectively. The minority
shall be entitled to pro rata representation but shall have af Jeast
one (1) representative -n the Power Commission.

The Commissiou shall, in aid of legislation. perfor 1 the
following functions, among others:

(1) Set the guidelines and overall framework to momtor
and ensure the proper implementation of this Act:

(b) Endorse the initial privatization plan within ene (1)
month from submission of such plan to the Power Commission by
PSALM Corp. for approval by the President of the Philippines:

(©) To ensure wransparency. require the submission of
reports from government agencies conceined on the conduct of

publw bidding proce ures regarding privatization of NPC
generation and transn ssion a: g

(@) Review and valuatet'  srformance of the industry

participants in relation to the ohj]  ves and timelines set forth in
this Act:;
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(e) Approve the budget for the programs of the Power
Commission and all disbursements therefrom, including
compensation of all personnel;

) Submit periodit reports to the President of the
Phiihppines and Congress:

(g) Determine inherent woaknesses - the law and
recommend necessary remedial legis!rtion 1five measures;
and

(h) Perform such other ° and functions as may be

necessary to attain its objectives.

In furtherance hereof, the Pr ver Commmission is hereby
empowered to require the DOE, ER! A, TRANSCO, generation

comparues, distribution utilities. su ssanc ither clectric power
industry participants to submit . rts -~ 1 1 pertinent data
and information relating to the - rmance of their respective

functions in the industry. A per- 1 who wiilfully and
deliberately refuses without just c: 1seto  end the support and
assistance required by the Power C  missw 1t “fectively attain

1ts objectives shall, upon convietic punii... . by imprisonment
of not less than one (1) year but i moret” 1 3ix (6) vearsor a
fine of not less than Fifty thove ¢ jescs 00.00) but not
more than Five hundred thousan  esos (7 2.00) v both at
the discretion of the court.

‘The Power Commission sh: & adopt 1 .1 al of
procedures; conduct hearings and “2f Mo ce&.repor :and
technical advice; invite or summe v subpoenaadt  fica dum
any public official, private citi: a rany otherpe nte ©  ify
before it. or require any person y.: bpc nadw . nproduce
before it suchre >rds, repor ¢ 1lents r« 1ntenals as it
may require; and _:rallyrequ  Wllthe . w  necessary to
attain the purposesic whichit’ ated. '('he Power Commission
shall be assisted by a secretariati 2 composed of personne! who
mayl  conded from the Se the Ho: epresentatives
and msay . ain onsultants. The ~~cretar:. 1 be headed by
an execut lirector who bhax sufficien'  1ck  und and
competenc: on the poheies and 1s la® 1v  :ctr ndustry
reforms as nrovided in this A .. car “ pO' rs and
functions. the initial sum o1 Twer 1ve million pe
(P25,000,000.00) shall be ct rged ag the curr nt
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appropriafions of the Senate. Thereafter, such amount necessary
for its continued operation shall be included in the annual General
Appropriations Act.

The Power Commission shall exist for period of ten (10) vears
from the effectivity of this Act and may b extended by = Joint
concurrent resolution.

SEC. 63. Separation Benefits of Offic Jsand =~ loyees of
Aflected Agencies. - Nationa! (xovernmen splaced or
separated from the servic vr sultof” u¢ uring of the

electricity industry and pri atization of NPC assets pursuant to
this Act, shall be entitled to cither a separation pay and other
benefits in accordance with exasting laws, rules or regulations or
be entitled to avail of the privileges provided under a separation
plan which shall be one and onc-half month salary for every vear
of service in the government. Frovided Aowever. That those who
avad of such privileges shall start their government service anew
if absorbed by any government-owned succe: or company. Inno
case shall there be any diminttion of benel  under the separation
plan until the full implementation of the restructuring and
privatization.

Displaced or separs: d personnel as a result of the
privatization, if qual sht | be given preference in the hiring
of the manpower re uireme  of the privatized compames,

The saluriesof employ  of NPCsh,  or mue to be wxempt
from the coverage of Republi Act No. 6755, otnerwise known as
“The Salary Standardization Act”

With respect. ta carplovess whoe are not reraned by NPC,
the Government, through the Department of Labor and
Employment, shall endeavor to implement re-traiming. job
counseling. and job placemcr programs.

SkC. 64. Fiscal Pro " nce. To pranrote ihe prudent.
managementof governmentri ¢ o thew ealion oi new positions
and the levels of ar mereasesin alar ad ail=th  anolumente
and benefits of TRANSCO ar:d PSALM Corp.per  nelzhall be
subject to the approval of the | sident vi the Phihppines. The
compensation and all othererr  iments and benefits of the officials
and members of the Board of TRANSCO and PSALM Corp. shall
be subject to the approval of the President of the Philippines.
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SKC. 65 Fnvironmental Protection. — Participants in the
generation, distribution and transmission sub-sectors of the
industry shall comply with ali environmental laws, rules,
regulations and standards promulgaled by the Department of
Environment and Natural Resourc.s including. in appropriate
cases, the establishmentof an envirs rantal guarantee fund.

Syke. 66. Benefits to Host Com:munities. — The obligations
of generatbion companies and energy resource developers to
commumties hosting energy generating facihities and/or energy
resource developers as defined u aer Chapter [1, Sections 289 to
294 of the Local Government Code ection 5(1) of Republic Act
No. 7638 and their imp! ' ules and regulations and
apphcable orders and circulars consistent with this Act shall
continue: Provided That the obhyanons mandat~d under Chapter
1I. Section 291 of Republic Act No. 7150, shall apply to privately-

owned corparations or entities ut. g the national wealth of the
locality.

Toensuve the effective imples tatton: the reduction in
cost of electriaity in the commun”™ here tne urce of energy

18 located, the mechanics and pri edures prescribed 1n the
Department of the Interor and | Government (DILG)-DOE
Circulars No. 95-0) and 98-01 ed Octouer 41, 1995 and
September 30, 1998, respectively and other 1ssuances related
thereto shall be pursued.

Towards this end, the fu enerated from the eighty
percent (80%) of the natio  we; ax shall, in no case, be used
by any local government unit ir any purpose other than those for
which 1t was intended.

In case of any violation « ' noncompliance by any local
govern officral of any provisio reof, the DILG shall, upon
Prior no! nd hearing, order the  oject operator, through the
DOE, to wil hold the remitta: ‘he rayalty payment to the
host e~ munity concerned pending sompletion of the investigation.
Th emitted funds shall be deposited in a government bank
under a trust fund.

SEC. 67, NPC Offer of Transirion Supply Contracts. -- Within
six (6) months from the effectivity of this Act, NPC ghall file with
the ERC for rts approval a transitic .,upply contract duly negotiated
with the distribution utilities con ng the terms and conditions
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rnm vt a chonunderth tion clauses
prin v “n under
Philippin aws, T P (LM C o n .. n yseekto
reduce strande St any.
B9, it “Pu ok e and Knergy
Conve wshe  en ] < —Within
three (y)ymon isfr = @ o msAct, il e purchase
and ¢ne onv rwiun agreemen twe NOC-nergy
Bevelopment O rporation (PNOC-T - J)and NPC, cluding but
r au o tc > Palimpinon, 1o yand . (Genthermal
pl 1l e reviewed by " Canc rm¢ “hereof
n e e emov  nyhidden rextrac arv i-ups
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C Coraval, T ) all ¢ W avings
realized fr- ¢ creduchon sa <oy donto
allend- wrs
s e LI04), 13te - ~the
dive . ne privahy of  >Ca.. P omtr 3and
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SEC. 73. Lifeline Rate — A sociahized pricing mechanism
called a lifeline rate for the marginalized end-users shall be set by
the ERC, which shall be exempted from the cross subsidy phase-
out under this Act for a period of ten (10) years, unless extended
by law. The level of consumption and the rate shall be determined
by the ERC after due notice and hearing.

SEC. 74, Cross Subsidies. — Cross subsidies within a grid,
between grids and/or classes of customers shall be phased out in a
pericd not exceeding three (3) years from the establishment by the
ERC of a universal charge which shall be collected from all
electricity end-users. Such level of cross subsidies shall he made
transparent and identified separately in the billing statements
provided to end-users by the suppliers.

The ERC may extend the pericd for the removal of croass
subsidies for a maximum period of one (1) year upon finding that
cessation of such mechanism would have a material adverse effect
upon the public interest, particularly the residential end-user: or
would have an immediate, irreparable, and adverse financial effect
on distribution utility.

CHAPTER IX
FINAL PROVISIONS

SEC. 75. Statutory C.  truction. - This Act shall. unless
the context indicates othe  se, be construed in favor of the
establishment, promotion, p :servation of competition and people
empowerment so that the widest participation of the people,
whether directly orindire . isensured. With respect to NPC's
debts and [PP and related ¢ racts, nothing in this Act shall be
construed as: (1) an implied waiver of any right, action or claim,
against any person or entity, of NPC or the Philippine Government
arising from or relating to any such contracts: or (2) a conferment
of new or better rights to creditors and IPP contrs in addition
to subsisting rights granted by the NPC or he Philippine
Government under existing contracte.

SEC. 76. Education and Protection of End Users. — Knd-
users shall be educated about the implementation of retail access
and its impact on end-users and on the proper use of electric power.
Such education shall include, yut not limited to, the existence of
competitive electricity supphrs, choice of competitive electricity
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services, regulated transmizsion and distribution  vices, systems
rehability, aggr an, market. temized bil. | stranded cost,
uniform disclosu  r junrements, low-necome b i pavment, energy
conservation anv ~ufety measures.,

The DOK, in voordination w=h the NPC, NEA, ERC and
the Office of the Press Secretarv-Phy -=ine Information Agency
(OPS-’JA). shall undertake ani fo  ation campaign to educate
the public on the restructuning o ' stric power mndustry and
privatization of NPC.

Srke. 77 Implementing K. "Regulations.— The DOE
shall, in consultation with releva: eovernment agencies, the
clectric powerindustry participants,  -government organizations

and end-userg, promulgate the | aplementing Rules and
Regulations (IRR) of “hix Act within six (6) months from the
effectivity of ftins Act. subject to the approval by the Power
Commission.

Sec. 78 Jnjunction and estraining Or - — The
implementation of the provisions ¢ 1s Act shalino' ser¢ __nined
or enjoined except by an ordc 7 the Supreme Court of the

Philippines

Sec /9 . thility Clan, . - 1If for soy reason, any
provision of ¢t declared ur Jnstitutirnal or invalid, the
nther parts or rov = f  chare not affected thereby

shall contmue tot  ~full force  n offect.

SEc. RO, App., T T e 1 Repealing Clause. - The
applicabihity provisions of e alth Act No. 146, asamended,
other  :kno Tul wvices At . Act 6395,
as amen d, revising the char v 2f NPC: Pie rtial Deceree

269, as: nendid, referred o asthe ™ twonal Blectr wation Decree.
Republic Act T63R, otherwase kn sthe "Deparm i Hf Energy
Actof 1992 Executive Order 172 amend 1 creais g the ERB:

Repu! © "et7  lothe sknow asthe’ «n Tlectricity and
El Cx ANSDLw. T LY aPife A of 19947 shall
xont ue to huav or t excer Ay qs they are

1 stent with this Act.

T ms with respc lectvrr mower of Sectton 11(c)
of R " A t7916. as amen nd Secticn 3 of Republic Act
7227, srepealedorme od accordmgly.
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