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CHAPTER |

TITLE AND DECLARATION OF POLICY

SECTION 1. Shorr Trele. — This Act shall be known as the
_ "Electric Power Industry Reform Act of 2001", It shall hereinafter
be referred to as the Act
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SEC, 2. Declaration of Folicy. — 1t 15 hereby declared the
policy of the State

{a) Taensure and accelerate the total electrification of tha
country:

(b} To snsure the quality, reliability, security and
affardability of the supply of electric power;

{c) Toensure transparent and reasonable pricesof electriaty
m a regime of free and farr competinon and full public accountability
to achieve greater operational and ecanamic efficlency and enhance
the competitiveness of Plulippine products in the global market;

(d) Taenhance the inflow of private capital'and broaden
the ownership base of the FAOWEr generation, transmission and
diseribution setlins!

te) Toensure farand non-discrimimatory treatment af
publicand private suctur entities in the process of restructuning
the electric power tndustry:

A0 To protect the public interest as it 1s atfected by che
ratesand services of electrie utifities and ather providers of elsctrme
poaser

2] To assure somally and environmentally compatible
Energy sources andinfrastructure:

(h) Topromote the utilization of indigenous and new and
renewable energy resaurces in power generationmaorder to reduce
dependence on imparted BMETEY;

(b To provide for an orderly and tra Hsparent privatizauen
aof the assets and habiliyes of the Nauonal Power Corporation

NP

) Toestablish a strong and purely independent regulatary
and system to ensure consumer protection and enhance the
competitive operation of the lectrnicity market: and

badsy

(k) To encourage the efficiont usé af energy and other
modalities of demand suls mandgemant,

SEC. 3. Scope — This Act shall provide a framework for the
restructuring of the electric power industry, including the
brivatization of the aszets of NPO, the transition to tha desiped
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competitive structure, and the definition of the responsibilities of
the various government agencies and private entities.

SEC. 4, Pafimrion of Terms, —

la) "Aggregator” refers to a person or entity, engaged 1n
consolidaung electne power demand of end - users in the contestable

market, for the purpose of purchasing and reselling electricity an
a group bass: '

(B "Ancillary Services” refer to those services that are
necessary tosuppert the transmisson af capacity and snergy from
rescurees to loads while mamntaining reliable operation of the
transimission system in accordance with good urility pracuce and
the Uzind Code to be adopted in secordance with this At

(e} "Capuive Market" refers to electricity end- users who 4o
not have the chaice of a supplier of electnoity, as may be determined
by the Energy Regulatory Cammussion (ERCY) tn sccordanee with
thiz Aet,

tdl "Central Dispawh refers to the provess af1ssuing direct
instructions to electric power industry participants by the giud
operator to achieve the econamic operation and maintenance of
quahey, stabiiey, reliahility and secunity of the tranemissinn
AV ELEIN.

) “Co-Generation Facility” refers 1o a facility which
produces electrical andfor mechanical energy and forms of useful
thermal energy such as heat or steam which are vsed for ind usirial
commercial heating or cooling purposes through the sequential
use of energy:

i) "Commizzion refors to the decision-making body of the
ERC composed of 1 Chairman and four (4} members as pravided
under Szction 38 hereof,

(g) "Concession Cantract” refers to the award by the
guvernment to a qualified private enuty of the respansibility far

financing. operating, expanding, maintainmeg and managing
speaific Government-owned assats:

(h) "Contestable Market" vefersto the electreity end-users
whio have a choice of 3 supplier of electricity, as may be determined
by the ERC in sccardance with this Act;
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(1} "Customer Service Charge” refers to the component in
the retail rate intended for the cost recovery of customer-related
services including, but not hmuted to, meter reading, billing
admimistration and collection;

§) "Demand Side Management" refers to measures
undertaken by distmbution utilities to encourage end-users in the
nroper management of their load to achieve efficiency in the
utihzation of fixed infrastructures i the system;

(k) “Department of Energy” or "DOE" refers to the
government agency created pursuant to Repubhic Act Mo, TE48
whose expanded functions are provided heremn

{) "Department of Finance” ar "DOF" refers to the
government Agency credted pursuant to Executive Order Mo, 127,

(my “Distribunion Cade” refers to acompilstion of rules and
regpulations goverming electrie unliies in the operation and
maintenance of ther diztribution systems whichiineludes among
others, the standards for service and performance; and defines
and eztablishes the relationshap of the distribution systems with
the facilites nr installations of the parties connected thereto;

i) “Distribution of Electineity” refers ta the convevance of
slectric power by a distnibuticon utiity through its distribution
systemn pursuant to the provisions of this Act;

fo) "[istribution System” refers 1o the system of wires and
aszociated faciliries belonging taa franchised distmbution utihity
extending between the delivery points on the transmission or
subtransmission system or generatar connection and the pointof
connection Ly the premiges of the end-user;

ipl “Thstnbuton Wheehing Charge” refers to the cost ar
charge regulated by the ERC for the use of a distribution system
andfor the avallment of related services;

(i “Distiibution Uttty refers toany electnie cooperativa,
privite corparntion, gm‘ermuent-uwnmi utility or existing local
government unit which has an exclusive franchise to operate a
distribuntion system in accordance with this Acg

ity "Electrie Cooperative” refers to a disteibution utihity
argamized pursunsnt to Presidential Decree Nao 269, as amended,
or as otherwise provided i this Act;
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st "Electric Power [Industey Pavnopant” refers to any
person or entity engaged in the generation, transmission,
distribution or supply of electricity;

it} "End-user” refers to any person or entity requiring the
supply and delivery of electricity for its own use;

{u) “Energy Regulatary Board” or "ERB" refers ta the
independent, guasi-judicial regulatory body created under
Executive Order No. 172, as amended;

{(v) "Energy Regulatory Commission” or "ERC” refers to
the regulatory agency created herein; '

{w) “Franchise Area' refers toa geographical area exclusively
assigned or granted to a distribunon wohty for distobution of
alectricity;

) "Generation Company” refers to any person or entity
authorized by the ERC tooperate facibities used 1n the generation
of electricity;

w1 “Generation of Blectrieity” refers to the production af
electrimiey by a generation company or @ co-generation faedity
pursuant wthe provisions of this Act;

{z) “Grid" refers to the high valtage backbone system of
interconnected transmission hines, substations and related
facilities,

vaa) “Ond Code” refers to the set of rules and regulations
suvernmg the safe and rehable speration; mamtenance and
development of the high voltage backbone transmission system
and 1z related faadities;

ibh) “Independent Power Producer” or "IPP" refers to an
gxisling power generating entity which 1s notowned by NPC;

(o) “Inter-Class: Cross Subsidy” refers to an amount
charged by distribution utibities toindustrial and commeraal end-
users as wellas to ather subsidizing customer:sectors i order to
reduce electricity rates of ather customer sectors such as the
residential end-users, hospitals, and steeetlights;

dd) “Inter-Reponal Grid Cross Subsidy” refers to an amount
embedded 1n the alectricity rates of NPC charged o its customers
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lacated in a viable regional grid in arder to reduce the electricity
ratesin a less viahle reglonal grid;

{ee) “Intra-Regional Grid Cross Subsidy” refers to an
amount embedded 1n the electricity rates of NPC charged to
distribution utihties and non-utilities with hagher load factor and/
or delivery voltage inorder to reduce the electricity rates charged
to dhistribution utilities with lower load factor andfor delivery voltage
loeated i the same regional gnd:

(/) “IPP Administrator” refers to quahfied independent
entities appointed by PSALM Corporation wha shall administer,

conserve and manage the contracted energy nutput of NPC [PP
contracts;

igg} “lsolated Distribution System” refers tothe backbone
system of wires and associated facilities not directly connected ta
'l.hl.:‘ :'I,'-I.tl.l,]l'lil] transmissE1on $Y sIen,

(hhy "Lifeline Rate” refers to the subsidized rate given to
low-tncome caplive market end-users who cannot afford to pay at
fullcost;

i) "Nauonal Electrification Administration” or "NEA”
refers to the government agency created under Presidential Decree
Mo 769, az amended, and whose additional mandate 18 furcher
set forth herein,

i) “Natwnal Power Carporation” or "NPC" refers to the

government corperation created under Republic Act No. 6395, as
amended;

kky “Natenal Transmission Corporation” or "TRANSCO"
refers to the curporation arganized pursuant to this Act to acguire
all the transmission assets of the NPC,

iy "Opan Access” refers to the system of allowing any
quabified person the use of ransmission; andior distribution system
and asgzociated facihings subject to the payment of transmission
andlor distnbution retail wheeling rates duly approved by the ERC:

{mm) "Philippine Energy Plan” or "PEP refers to the overall
epergy program furmulated and updated yearly by the DOE and
submitted to Congress pursuant 1o Hepublic Act Na, 7638,
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{nn) "Power Development Program” or "PDP" refers 1 the
indicative plan for managing electricity demand through enerpey-
efficent programs and for the upgrading, expansion, rehabibitition,
repalr and maimntenance of power generation and transmission
facilities, formulated and updated vearly by the DOE in
coordination with the generation, transmission and distrihution
utility companies;

o) "Power Sector Assets and Liabulities Manapgement
Corporaton’ or "PSALM Carp " refers to the corporation crented
pursuant to Section 49 hereaf;

(pp} ' Privatization” refers ta the sale, disposition, change
and tranzfer of ownershup and control of assets and [PP contracts

fram the Governmentor a EOVErNMent Corparailon 1o a privale
PETSOTL T entiky:;

(yg)'Renewable Energy Resources” refers to enorgy
resources thiat du not have an upper himit on the total guantity to
be used, Such resources are renewable on a regular basis and the
renewahls rate 15 rapid enoueh to consider availabiity over an
indefinute ume. These include, amangothers, biomass, salar, winid,
hydroand ccean energy;

[rr) “Restructuring ' refers to the procesz of reovgamzning the
glectric power industey in order to introduce mgher efficiency,
greater innovation and end-user choice. [t shall be understood as
covering a range of alternatives enhuanang exposure ef the mdustiry
to competitive market forces,

(==) "Retad Rate” refers to the total price paid by end-users
conststing of the charges for generation, transmission and related
anallary services, distribution, supply and ather related charges
forelectric service;

(te} "Small Power Urlities Group™ or "5PUG" referstothe
functional unit af NPC created o pursue missionary electrification
function;

(uu) “Stranded contract costs of NPC or distribution utibiy”
refer to the excess of the contracted cost of electriaty under eligible
contracts over the actual selling price of the contracted energy
output of such contracts in the market. Such contracts shall
have been appraved by the ERB as of December 31, 2000,

B E Hahdn B T
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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 ta the facilities relatad
ta the pawer detivery service below the transmission voltages and
based on the functional assignment of assets including, but not
linnted 1o step-down transformers used solely by load customers,
associated switchyard/substatien, control and protective
equipment, Feactive compensation equUipment Lo Lmprove customey
power factar, averhead lines, and the land where such facilities/
equipment are located, These include NPC nssets Linking the
tyansmission system and the distnbution system which are natther
clazsifhizd ps seneration nor tranamission,

(%) “Huppher’ refers toany person or entity authorized
by the ERC ta zell, heoker, market or apgregate electriaity 1o the
eind-users;

) “Supplier's Charge’ vefers to the charge unposed oy
electroiny supphers fur the sale of electricity to end-users, excluding
the charges for generation, transmission and diswibution wheeling.

221 "Supnly of Electricity” means the sale of electricity
by a party other than a generator ora distrbutorin the franchise
area of a distpbution utility using the wires of the distrnibution
utility concernad;

(aza) “Transmission Charge” refers to the regulated cost
ar chavges for the use of a transmussion system which may inelude
the avarliment of ancidlary services;

(hbb) “Transmission Development Plan” or "TDP" refers 1o
the program for managing the transmission system through
efficient planning for the expansion, upgrading, rehabilitation,
repatr and maintenance, o be formulated by DOE and implemented
by the TRANSCO pursuant tothis Act;

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

{ddd) "Universal Charge" refers to the charge, Wfany, imposed
for the recovery of the stranded cost and ather purposes pursuant
to Section 34 hereof
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CHAPTERII

ORGANIZATION AND OPERATION OF THE ELECTRIC
POWER IMDUSTRY

SEC. 5. Organization. — 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
apen,

Upan the effectinity of thus Aet, any new generation company
shall, before it operates, securs from the Energy Regulatary
Commission (ERC) a certsifieats of compliance pursuant to the
standards set forth 1o this Ace, as well as health, safery and
envirenmental ¢learances from the appropriate government
agencies underexisting laws,

Any law ta the contrary notwithstanding, power generation
shall not be considered a public utiity spersuon, For thas PULEE
any gerson or entity engaged or which shall engage in power
generation and supply of electricity shall nur be required to secure
danational franchise.

Upon implementation of rerail competition and OOEN Actess,
the prices charged by a generation tompany for the supply of
electnaity shall not be subject to regulation by the ERC EXCEPE a8
atherwise provided in thes Act,

Pursuant to the objective of lowerning electrienty rates w end-
users, sales of generated power by generation campanies shall he
value added tax zeva-rated.

The ERC shall, in detérnuining the existence of market pawer
abuse ar anti-compettive behavior, require from gensration
companies the submission of their Ainanoal statements;

BEC, 7. Transnussion Sector. - The transmission of elactrie
power shall be a regulated common electricity carrier business,
subject to the ratemaking powers of the ERC.

The ERC shall set the standards of the voltage transmisson
that shall distingwish the transmission from the subtransmission
assets. Pending the 1ssuance of such new standards, the distinetion
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between the transmissien and subtransmission assets shall be as
follows, 230 kilavolis and above in the Luzon Gnd, 69 kilovalrs
and above in the Visayas and in the 1solated distribution systems,
and 138 kilovelts and shove in the Mindanao Grid: Provided That
for the Visayas and the 1solated distribution system, should the
B89 kilovelt 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 subtransmission system.

SEC. 8. Creation of the National Transmission Company. -
There 15 hereby created a Natonal Transmission Corporation,
hereinafter referred to as TRANSCO, which shall assume the
electrical transmission function of the National Power Corporation
(NPC), snd have the powers and functions hereinafter granted.
The TRANSCO shall assume the authority and responsibility of
NP for the planning, construction and centralized operation and
waintenance of its fnigh voltage transmizsion facthines, including
grid interéonnections and ancillary services.

Within six (8) menths from rhe effectivity of this Act, the
transiisswon and subtennsmission faclitics of NPC and all ather
assets related to transmission operations, including the nationwide
frinchize of NPC fur the aperation of the transmission system
and the gnd, shall be tranaferrad to the TRANSCO. The TRANSCO
shall be wholly awned by the Power Sectar Assets and Linbihitios
Management Corparation (PSALM Carp ),

The subtransmission functions and assets shall be segregated
from the transmissiwn functions, assets and liabilities for
transparency and dispazal. Provided, That the subtransmission
assetsshall be opevated and maintamed by TRANSCO until their
dispozal to qualified distribution utilities which are ina positien
to take aver the responsibility far operating, maintalning,
upgrading, and expanding said assets. Al transmission and
subtransmission related hahilities of NPC shall be transferred to
and azsumed by the PSALM Corp

TRANSUO shall negotiate with and thereafter transfer such
functions, assets, and associated liabilities to the qualified
distribution utihity or utilities connected Lo such subtransmission
facilities not later than twe (2) vears from the effectivity of this
Actor the start of open dccess, whuchever comes earlier: Provided
That iy the case uf electric cooperatives, the TRANSCO shall Frant
eoneesgonal Anancing over s period of twenty (20 vears: Provided
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However, That the installment payments to TRANSCO for the
acqusition of subtransmission facilities shall be gaven first priarity
by the electric cooperatives out of the net income derived from
such facilities. The TRANSCO shall determine the disposal value

of the subtransmission assets based on the revenue potential of
such aasets,

Incase of disagreement in valuation, procedures, ownershup
participation and other issues, the ERC shall resalve such jzzues,

The take aver by a distnbution utility of any subransmission
asset shall not cause a diminution of service and quality o the
end-users, Where there are twa or more connected distobution
utilities, the consortium ar juridical entity shall be formed by and
composed of all of them and thereafter shall be granted a franchize
toaperate the subtransmission asset by the ER(.

The subseription vights of each distribution utility nvolved
shall be propertionate to their load requerements unless otherwize
agreed by the parnies,

Aswde from the PSALM Corp,, TRANSCO and connected
distribunion unlines, no third party shall be allowed awnership or
wanagement participation, in whole or 10 pact, 1n such
subtransmission entity.

The TRANSCO may exercise the power of eminent domain
subject ta the requirements of the Constitution and existing laws,
Except as provaded herain, no person, Ccompany ar entcy octher
than the TRANSCO shall own any transmission facilities.

Prior to the transfer of the transmission functions by NFC
to TRANSCO, and before the promulgation of the Gnd Code, ERC
shall ensure that NPC shall provide to all electric power industry
participants open and non-discriminatory access 1o its
transmission system, Any violation thereof shall be subject to the
fines and penalties imposed herem,

SEC 9. Functons and Responsibilities. — Upon the effectivity
of thas Act, the TRANSCO shall have the following functions and
responsibilities:

(2} Actaszthe system aperator of the nationwide electrical

transmission and subtransmission system, to be transferred 1o it
by NP
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(b} Pravide open and non-discriminatory access 1o its
transmission system to all electricity users;

{¢) Ensure and maintain the reliability, adequacy, secunty,
stabshity and integrity of the naticnwide electrical gnd in
accordance with the performance standards for the operation and
maintenance of the grid, as set forth in a Grid Code to be adapted

and promulgated by the ERC within six (6) months from the
effectrvity of this Act;

(@) Improve and expand 1ts transmission facilities,
consistent with the Grid Code and the Transmasion Development
Plan (TDP) to Le promulgated pursuant to this Act, to adequately
serve generation companies, distribution uuilities and suppliers
requiring transmission service andfor anoillary services through
the transmuzsion system, Srovided, That TRANSCO shall subniue
any plan fur expanston orimproverent ofits facilities for approval
by the ERLS

e} Subject 1o techaical constraints, the grid operatar af
the THANSCO shall provide central dispatch of all generation
facihities cupnnected, directly or indirgctly, to the transmission
system in accordance with the dispatch schedule submitted by
the market operator, taking 1nta account outstanding bilateral
contracts; and

i) TRANSCO shall undertake the preparation ef the TDP

In the preparation of the TDP, TRANSCO shall consult the
ather participants of the electric power industry such as the
gensration companies, distribution utilities, and the electricity
end-uzers. The TDP shall be submatted to the DO forintegration
with the Power Development Program and the Phubippine Energy
Plan, provided for in Republic Act Mo. 7638 otherwise known as
“the Departmentof Energy Actof 19927,

A generation company may develop and own or operats
dedirated point-to-point limited transmission facilities that are
consistent with the TDP:  Pravided That such facilites are
required only for the purpose of connecting to the transmissian
svatem, and are used solely by the generating facility, subject to
pricr authorization by the ERC: Provided, further, Thatin the
avent that such assets are regquived for competitive purpuses,
awnership of the same shall be transferred to the TRANSCO ata
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fair market price: Frowvided, fnally. That in case af disagreemoent

on the fair market price, the ERC shall determine the fair markit
value of the asset.

| SEC. 10, Corporate Powers of the TRANSCO, - Asa corpors b
| entity, TRANSCO shall have the following carporate powers:

{a}) Tohave continuous succession under its LArporate name
until stherwise provided by law,

{(b) Toadopt and use a corporate seal and to change, aller
or modify the same, if necessary;

it} Tosueand besued.

(d) To enter into a contract and exscute BOY INStrament
Necessary or converent for the purpose for which 1t s created:

| () To borrow funds fram sny source, whether PELATE
| public, forergn or domestic, and 15sue bonds and other evadenen of
| indebitedness: Proveded, That in the case of the bond 1ssues. 1t
[ shall be subject to the approval of the Presidont of the Pralippiocs

I vpon recommendation of the Secretary of Finance Provrded,
furcher, That fureign loans shall be obtained in accordance with

| existing laws, rules and regulations of the Bangko Sentral ny
|
]

Piipinas;

i} To maintain a provident fund which consists of
contributions made by both the TRANSCO and 1ts officials and
employess and thewr earmings {or the payment of benefits o such
officials and employees or their heirs under such terms an
conditions as it may prescribe

ig) Todoanyact necessary or PEORCE L0 CATTY (Ul Lhe purpose
forwhich itiscreated, or which, from tume toti me, may be dechapol
by the TRANSCO Board as necessary, useful incidental or
auxiiary to sccomplishits purposes and objectives: and.

| (h) Generally, to exercise all the powers of a curporation
under the corporation law insafar as they are not incunsistent
! with this Aer

SEC. 11 TRANSCO Bosrd of Directors. — Al the pawersuf
the TRANSCO shall be vested in and exercised by a Board of
Threctors, The Bourd shall be composed 0f a Chairman and six (6)
members. The Secretary of the Department of Finaace (DOF)
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shall be the ex officio Chairman of the Board. The other members
of the TRANSCO Board shall include the Secretary of the
Department of Energy (DOE), the Secretary of the Department of
Environment and Natural Resources (DENR), the President of
TRANSCO, and three (3) members to be appointed by the President,
each representing Luzon, Visayas and Mindanao.

The members of the Board so appointed by the President of
the Phulippines shall serve for a term of six (8) years, except that
any person appointed to fill-in a vacancy shall serve only the
unexpired term of histher predecessor in office. Al membersof
the Board zshall ke protessianals of recognized competence and
expertise 1o the felds of engineering, inance, economies, law or
business management. No member of the Board or any of his
relatives within the fourth el degree of consanguimty or affinity
shall have any interest, erther asinvestar, officer or dizectar, in
any cenerabion company or disoribution uality or ather entity
|'_~]1g;_l'___'{-LE 1 transmitting, generating and s.upplymg electriaity
specified by ERC

SEC, V2 Pawears amdf Duties of the Bosrd — The following
arethopewers of the Board,

) To provide strategie direction for TRANSCO, and
formudate mediom and long-term strategres pursuant ta the vision,
tissian, and abjecnves of TRANSCO,

(1) To develop and adopt policies and measzures for the
eificient and effective management and operation of TRANEC,

¢} To organmize, re-orgamze, and determine the
srparizational structure and staffing pattern of TRANSCO; abohich
and ereate affices and positions; fix the number af its afficers and
employess, transfer and re-align such officers and persennel; fix
their compensation, allowance, and henafits;

(d) Tafix the compensation of the President of TRANSCO
and ta appoint and fix the compensation of ather corporate officers;

(#] Forcause, to suspend ar remove any corporate officer
appownted by the Board;

ifi To adopt and set guidehnes for the employment of
personnel on the basis of mernt, technical competence, and moral
character; and
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(g} Any provisions of the law to the cantirary
notwithstanding, to write-off had debts.

SEC. 13. Board Meetings — The Board shall meet as often
as may he necessary upon the call of the Chairman of the Broard or
by a majority of the Board members.

SEC. 14. Board Per Djems and Allowances. - The members
of the Board shall receive per diem for each regular or spueial
meeting of the Board actually attended by them, and, ITEEEY

approval of the Secretary of the Department of Finance, such othor
allowances as the Board may preseribhe.

SEC. 15. Quorum. — The presence of at least four (4) membirs
of the Board shall constitute a quorum, which shall be necessary
far the transaction of any business  The affirmative vole of a
majority of the members present 111 4 quorum shall be adegume
for the approval af any resalution, decision or order, except wlen
the Buard shall utherwise agree that a greater vate is requuril

SEC. 16. Powers of the President of TRANSCO. - The
Presidentof TRANSCO shall be appointed by the President of the
Phulippines. [n the absence of the Chasrman, the President <hall
preside cver Board meatings.

The President of TRANSCO shull be the Chief Executive
Officer of TRANSCO and shall have the following powers and
duties:

(a) Toexecute and administer the policies and mea-ures
approved by the Board, and take vesponsibulity for the efficent
discharge of ntanagement functians.

(b} Tooversee the preparation of the budget of TRANS( ek

(c} Ta divect and suparvise the operatian and internal
admimstration of TRANSCO aad for thiz purpose, may dolegate
some or any of lus adnunistrative responsibibities and dutics
other officers of TRANSCO:

(d) Subject tothe gudelines and policies set up by the Boored,
toappoint and fix the number and compensation of subordinate
afficials and employees of TRANSC, ard for cause, to remuve,
suspend, or atherwize dizapline any subordinata emplovie of

TRANSIO;
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ie) Tosubmit an annual report to the Board on the activities
and achievements of TRANSCO at the close of each fiscal year
and upon approval thereof, submit a copy to the Prestident of the
Philippines and to such other agencies as may he required by law;

() Torepresent TRANSCO in all dealings and transactions
with ather offices, agencies, and instrumentalities of the
Government and with a1l persons and other entities, private ar
public, domestic ar forewgn; and

(g} To exercise such ather powers and duties as may he
vested 1 hun by the Board from time to time.

SEC VT Evemption from the Salary Standardization Law
- The salares and benefitsof employees in the TRANSCO shall

be exemuyt from Repubhic Act No. 5758 and shall be fixed by the
TRANSCO Board.

SEe 18 Profirs - The net profit, tany, of TRANSCO shall
be reniteed 1o the PSALM Carp not later than minety (905 day
after the immeadiately preceding quarter

SET 19, Transmission Charges — The transmission charges
of the TRANSCO shall be filed with and approved by the ERDC
pursuantte Paragraph () of Section 43 hereof,

SEC 20 TRANSCY) Rolated Businesses — TRANSCO may
engugen any related business which maximizes utilization of 1ts
assels: Provided, That a partion of the net income derived from
such undertaking utlizing assets which form pirrt of the rate
base shall be used to reduce transmission wheehng rates gs
determined by the ERC. Such portion of net income used to reduce
the transmission wheeling rates shall not exceed fifty percent (50%
of the netincome derived from such undertaking

Separate accaunts shall be maintained for each business
undertaking to ensure that the transmission business shall neither
subsidize 1n any way such business undertaking nor encumber
IL5 LTUNSTNISSI0N A550s 10 any way 1o support such business.

SEC. 21, TRANSCO Privatization, — Within s1x (8] months
from the effectivity of this Act, the PSALM Corp. shall submit a
plan fur the endorsement by the Joint Power Cammission and the
approval of the Presudent of the Philippines. The President of the
Philippines thereafter shall direct PSALM Corp. to award inapen

M.
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competitive ldding. the transmission facihities, mclurhing pead
interconnections and ancillary services to a qualified party either
through an gutright sale or a concession contract. The buyer/
concessionaire shall be responsible for the improvement, cxpansion,
operation, and/or maintanance of Its transmission asscis and the
operation of any related business. The award shall result in
maximum present value of proceeds to the national goveriment.
In case a concession contract s awarded, the concessionaire shall
have a contract period of wenty-fve (25) years, subject to review
and renewa!l for a maximum perod of ancther twenty-five (25)
yEArs

It anv case, the awardee shall comply with the Gieid Code
and the TDF asapproved. The sale agresmenticoncessien contract
shall inciude, but not houted to, the provision for performance
and hnaneial guarantees or any other covenants which the natiwna)
government may reguire Fulure tocomply with such obligations
shall resuli in the impozitivn ol appropriste sanctions or penalties
by the ERC

The awardes shall be financually and technically =apable
with proven domestue andior international experience and experuse
as a ledding transmission system operator. Such experience nust
be with a transaussicn system of comparable capacity and
caversee as the Phalippines,

SEC 22 Dierribdnon Seerar - The distitbation af electioity
teend-usersshail he a revulated conumon carmer business requiring
3 national franchise. Distnbution of electne power to all end.
users may be undertaken by private distmibution wnlities,
cooperatives, local gavernment units presently undertaking thas
function and other duly suthorized entities, subject to regulation

by the ERC

SEC. 23 Funconsof Distrbution Lndities - Adistnibution
utility shall have the chhgaton to provide distnibution services
andd conaectians tinits system for any end-user within 1ts franchise
area conststenl with the distnibution code. Any entity engoged
therein shall provide open and non-diseriminatory access 10115
distnbution syetam toall users.

Any distmbution utility shall be entitled t wunpose and collect
distnbution wheeling charges and connection fees from such end-
users asapproved by the ERC.
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A distrihution utility shall have the abligation to supply
electrictty 10 the least cost manner ta its captive markert, subject
tathe collection of retail rate duly approved by the ERC.

To achieve economies af scale 1n utility operations,
distribution utilities may, after due notice and public heaning,
pursue structural and operational reforms such as but not limited
uz, joant actions between aramong the distnbution utihities, subject
to the guidelines 1ssued by the ERC. Such joint actions shall
resultin unproved sfhiciencies, reliability of service, reduction of

costs and compliance ta the pevformance standards presenibed in
the [RR of this Act

Dhstripution utibities shall submit to the ERC a statemeant
of their comphance with the techiucal specifications preseribed in
the hstrbution Code and the perfermance standards prescribed
inthe LHE of thisiAct. Dhsteihuton atilives which do not comaply
with any of the presenbed techinical speaificauons and performance
standuards shull subout tothe ERC a plan tocomply, withinthres
i) yeurs, with saul preseribed technical specifications and
purivrmance standards. The ERC shall, within sixty (60) davs
upun receipt of such plaon, evaluate the same and notify che
distiibution utihty concerned of 1ty actgn: Falure to submi 4
fisszilile and credible plan andfor fallure to implement the same
shall serve as grounds fur the imposiuen of appropriate sanctions,
firigs or petalties

[hstribution utihties shall prepare and submit to the DOE
thew snnual distmbunon development plans [nthe case of électrie
coujectativiss such plans shall he submitied through the National
Flemmfication Admistration.

Distribution utilines shall provide universal service within
their franchise, over a reasanable ume from the requirement
therewfincluding unviable areas. as partof thew social ohliganons:
mamanner that shall sustam the economie viability of the unility,
subject to the approvasl by the ERC 1n the case of private or
government-owned utilities, To this end, distribution utlities shall
submit to the DOE their plans for serving such areas as part of
thew distribution development plans, Areas which a franchised
distabution utility cannot or does not find viable may be transferred
taanpther distrbution utlivy, 1f any 13 available, who will provide
the service, subject taupproval by ERC. In cases where franchise
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holders fail and/or refuse to service any area within their franchis:
territory and allowed another utility to service the same. then the
status quo shall be respected.

Distmbution utilities may exercise the power of eminent

domain subject to the requirements of the Co nstitution and existung
laws:

SEC. 24, Distribution Wheeling Charge — The distribution
wheeling charges of distribution utihities shall be filed wath and
approved by the ERC pursuant to Paragraph () of Section 43 hereaf

SEC. 25. Retail Rare. — Tha retail rates chiarged by
distribution utihities for the supply of electricity 1o ther Capllve
market shall be subject ta regulation by the ERC baszed an the
principle af full recovery of prudent and reasoriable o CONBIIE COStsa
incurred, or such other prineiples that will promate efficieney as
may be determined by the ERDC

Every distnbution utility shall dentifv and SEErREate in Ly

hills to end-users the componentsof the reta] vate, az defined 1n
this Act.

SEe 26 Diserrhution Bolared Busitgsses

— Mstelbiution
uthtiesmay_ dirgetly or

mdirectly, enuage in any related business
undercaking which maxmmizes the utlization of themr assets
Pravided, That a portion of the aet neame derived from such
undertaking utihaing sssets which form part of the rate bage shall
be used to reduce 1ts distyibution w heehng charges nsd

etermined
by the ERC: Provided, further, That such portan of net 1ncarme

tzed toreduce their distribution wheehng charges shall not excecd
ity percent (50%) of the net inmcome derived fram sueh
undertaking:  Provided, finally, That separate gccounts sie
maintamned for each business undertaking to ensure that the
distribution business shall neither subsidize I any way such
business undertaking norencumber ire distribution assets inany
witk t support such buginess

SEC. 2T Franchising Pawer in the Elsctrie Powar Saptar
- The power to grant franchizes to perscns engaged o the
ransmizsion and disteibution of elactrivity shall bhe
exclusively in the Congress of the Philippines and all laws
inconsistent with this Act partcularly, but not limited o, Sectien
43 6f PD 269, otherwise known as the “Mational Electrif
Deeyee,”

wvestod

catinn
are herehy deemed repealed or modified accordipe]y:
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Frovided, That all existing franchizes shall be allowed to their ful)
term: Provided, further, That in the case of electric cooperatives,
renewals and cancellations shall remain with the National
Electrificanon Comonssion under the National Electrificaton

Admirsstraton for five (5) more years after the enactment of thus
At

SBEC. 28, De-Monopalization and Shareholding Dispersal -
In compliance with the constitutional mandate for dispersal of
ownership and de-monopohization of public utilities, the holdings
of persons, nateral or juridical, including directors, officers,
stockholders and related interests, in a distmibution utility and
their respective holding comparnues shall not exceed twenty-five
(25%) percentof the vating shares of stock unless the utility.or the
company holding the shares or 1ts centrolhing stockholders are
already listed in the Philippine Stock Exchanpge (PSE): Provided,
Thavvontrolling steckholders of small disteibucion utilities are
hereby required to list in the PSE within five (5) years from the
enactment of this Act 1f thay already own the stocks. New
cotitrulling stockholders shall uadeviake such bsting within five
{0 vears from the nme they acquire swnership and control. A
smail distribution eompany 15 one whose peak demand 13 equal 1o
orless than Ten mepawatts (TOMW)Y

The ERC shall, wiehin sivty (60} days fram the effectivity of
thits At promudgate the rules and regulations toimplement and
eifect this provisun.

This Sectisn shal! not apply.to electric cooperatives.
BELY P

SEC 29 Supph- Sector. — The supply sector 15 a business
affected with pubilic interest. Except for destmbution utthties and
electric conperatives with respect to thew exizuing franchise arens,
all suppliers of electrioity to the contestuble market shall require
a lieensze from the KR,

Fur this purpose, the ERC shall promulgate rules and
regulations presorbing the qualifications of electricity suppliers
which shall include, among other requirements, a demonstratuon
af therr technical capabibity, financial capability, and
creditworthiness Provided, That the ERC shall have authoroy ta
require electricity suppliers o furnish a bond or other evidence of
the ability of & supplier to withstand miarket disturbances ar ather
events that may inerease 1he cost of providing service.
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Any law to the contrary notwithstanding, supply of
electmeity to the contestable market shall not be considered a pubihe
utility operation. For this PUrpose, any person or entity which
shall engage in the supply of electricity to the contestable mar ket
shall not be required to secure a national franchise,

The prices to be charged hy suppliers for the supply of
electricity to the contestable markst shall nat be subjecr ta
regulation by the ERC.

Electricity suppliers shal] be subject to the rules and
regulations concerning abuse of market power, carrehzation, and
ather anti-competitive or discriminatery behaviar bo
promulgated by the ERC

Tnits bulbings to end-users, every supplier shallidentify nnd
segregate the components of itz supplicr's churge, ae defined heroin,

SEC30, Whodesafe Flecrricry Spot Marker. = Within one
(1) year from the effectvaty uf this Act, the DOE shall astablish g
wholesale electricity spot market composed of the whoelesale
electyicity spot market participants. The:market shall provide
the mechanism fur wentifyine and setung the price of actual
varatans from the quantities trapsacted vadee CODTACES bl o
sellers and purchasers af electricity.

dontly with the electyie power industey participants, 1he
DOE shall formulate the dovailed rules for the wholesale electniony
spot market. Said rules shall provide the mechanism for
determirung the price of slectewty notcovered by bulaterad contracts
between 2ellers and purchasers of electrienty users. The price
determination methodology contained i saud roles shall be sulijet
ta the approval of ERT, Saud rules shall also reflect Feceitel
sconomic principles and provide a level plaving field woall olectine
puwer industry parmicpancs, The rules shall provide, among others
procedures for

ta) Establishing the merit order ispatch instructions foy
each time perod;

b} Determining the market clearing price for each time
period,

ey Admanistering the market, including eritera for
admission ta and termigation from the market which irvchades



security or performance band requirements, voting rights of the
participants, surveillance and assurance of compliance of the
participants with the rules and the formation of the whalesale
electricity spot market governing bady;

{d} Prescribing guidelines for the market operation in
System emergencies; and

el Amending the rules,

The wholesale electricity spot market shall he implemented
by a market operator in accordance with the wholesale electricity
spot market rules. The market operator shall be an autonomous
group, to be conztituted by DOE, with equutable representation
from electric power wndustey participants, mitially under the
administrative supervision of the TRANSCO. The market operator
shall undertake the preparvatory work and inital operation of the
wholesale electrimity spat mavket. Not later than one (1) year
after the implementanon of the wholesale electricity spot market,
anindependent entity shall be formed and the functions, assets
and hatihties of the market nperator shall be transferred to such
entity with the jaint endorsement of the DOE and the electrie
puwer miustry partcipants. Theresfter, the admimstranve
supervision of the THANESCO aver such entity shall cease.

Subject tethe compliance with the membarshuperiteria, all
gEnerating compames, distmibution utilities, suppliers, bulk
cofisumersind-uzers and other stmilar entites authorized by the
ERC shall be elipble to become membars of the wholesale electroity
spot marker

The ERC may authorize other similar entities to become
eligible us members eithar directly or indirectly; of the wholesale
electricity spot market. All generating companmes, distnibution
utilities, supphers, bulk consumers/end-users and other similar
entites autharized by the ERC, whether direct ar indirect members
of the whaolesale electricity zpot market, shall be bound by the
wholesale electrienty spot market rules with respect o transactions
it thiat marke:

NEAmay, in exchange for adequate secunty and a ruarantes
fee, act as a guarantor for purchases of electrieity in the wholesale
electricity spot market by any electrie cooperative ar small
distribution utility 1o suppart their credit standing conzistent with
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the provisions hereof. Far this purpese. the authorized copital

stack of NEA 1s hereby increased to Fifteen billion pesas
(P15,000,0600,000.00),

All electrie eooperatives which have outstanding uncollocted
billings to any lucal government unit shall report such billings to
NEA which shall, in turn, report the same to the Departmnent of
Budget and Management (DBM) for collection pursuant to
Executive Order 190 izssued on December 21, 1999,

The cost of admimistering and operating the whalesale
electricity spot market shall be recovered by the market oprrator
through a charge imposed to all market members: FProwided That
such charge shall be filed with and approved by the ERC

Incases of national and international secuUnty emergonoes
or natural calamities, the ERC is hereby empowerad to suspend
the operation of the whalesale electricity spat market or deilare
temporary wholesale electricity spot market failure.

SEC. 31 Rerar! Competition and Opén Aceess — Any Liw ta
the contrary notwithstanding, retail competinion and OPE T e
o distribution wires shall he implemented not later than {hree
|4} years upon the effectivity uf thiz Ast, subject to the fullawing
eonditions;

{a) Establizhment of the wholesale electrieny spot minrket;

b} Approval of unbundled transmission und distrihurion
wheshng charges;

e} Irutial implementation of the cross subsidy remaval
schame:

(d) Privatization of at least seventy (70%) percent of Lhe
total capacity of generating assets of NPCin Luzon and Visayas
and

(e) Transfer of the management and control of at least
seventy percent (70%) of the total energy outputof power plants
under contract with NPC to the IPP Administrators,

Upon the imitial implementation of open access, the BRT
shall ailow all electricity end-users with a muonthly average peak
demand of at least one megawatt (| MW) for the precesding twelve
{14} manths to be the contestable market, Two (2} years thereafter,
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the threzhold level for the contestable marker shall be reduced to
seven hundrad fAfty kilowatts (T30kW), Avthis level, aggregators
shall be allowed w supply electricity to end-users whose aggregate
demand within a contiguous area is at least seven hundred fifty
kilowatts (T50kW). Subsequently and avery year thereafter, the
ERC shall evaluate the performance of the market. On the basis
of such avaluation, it shall gradually reduce the threshaold level
untd it reaches the household demand level Inthe case of electnie
cogperatives, retall competition and apen access shall be

implemented not earher than five (3) years upon the effectivity of
thas Act.

SEC. 32 NPC Stranded Debt and Contract Cost Recovery
Stranded debu of NPC shall refer to any unpaid financial
nblipations of NPC

Stranded contract costs of MPC shall refer to the excsss of
the contracted cost of electricily underehpble 1PP cantracts of
S over the actual selling price of che contracted energy cutput
it such contracts i the market Such eontraces shall have been
approved by the KRB azof December 31, 2000

The nationa! gusvernment shall ihreetly assume a partion of
the finanaal obligations of NPC in anamount not to exceed Two
updved llion pegos (P200,000,000,GO0, 00

The ERC shall verniy the reasenahle amounts and detérmne
the manner and duration for the full recovery of stranded deht
and stvanded contract costs as defined herein Srovided, That the
furation for such recovery shall not be shorter than fifteen (159
vegrs nor longer than twenty-five (25) years. The ERC shail, at
the end of the first year of the implementation of stranded cost
recovery and every vear thereafter, conduct a review to determine
whether there 1z under-recovery or over-recovery and adjust (true-
apl the level of stranded cost recavery charge accordingly, Any
amournt 1o be included for stranded cost recovery shall be refleciad
A4 separate item in the consumer billing statement,

BEC. 33, Dhstributinn Utilities Stranded Contract Costs
fecovery, — Stranded contract costs of distrbution utilities shall
refer ta the excess of the contracted cost of electricity under eligible
cantracts of such unlities over the actual selling price of such
cuntractsin the market Such contracts shall have been approved
by the ERB as of December 31, 20000,
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Adistribution utility shall recover stranded contract costa:
Provided, however, That such costs of the [PPs of distribunion
utilities are subject to review by ERC in order to determine fairnicss
and reasonableness in relation to the average price of land-based
[PP projects entered into by NPC at the time they were contracted
The ERC shall take into consideration all factors thataffect the
total cost of NPC IPP generation prajects, including direct or
indirect subsidies or incentives provided by the Government.

Within one (1) year from the start of OpEen acress, any
distnibution utilicy that seeks recavery of stranded contract costs
shall file with the ERC notice of such intent together with an
estimate of such obligations, including the present valus thereof
and such other supparting data as way be required by the ER(
Any distribution utility that does not file within the date specified
shall not be eligible for such EECOVELY

Any distribution unhity which seeks to recaver stranded cost
shall have a duty to mitigate its patential stranded contract costs
by making reasonable best efforts to:

(a) reduce the costs of its existing contracts with [PPz to 4
level not exceeding the average buying price of other land. hassd
electric power generatars: and

(b} submit to an annual sarnings review by the ERC and
Use i1ts earmings above s authorized rate of return to reduce the
bock value of contraces until the and of the stranded cost recovery
pernod

Other mitigating measures which are reasonahly known
and generally accepted within the electric pawer industry shsll bo
utilized, The ERC shall not require the disteibution utility to talke
a loss to reduce stranded contract costs or divest assets, unless
the divestiture 15 imposed as a penalty as pravided herein.

The relevant distribution utility shall submit to the ERC
quarterly reports showing the amount of stranded eosts recovered
and the balance remaining to be recovered,

Within three (3) months from the submission of the
application for stranded cost recovery by the relevant distrbution
uttlitizs, the ERC shall verify the reasonable amounts and
determine the manner and duration for the full recovery of stranded

ST AN E T M T T T e
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contract costs as defined herein: Provided, That the duration for
such recavery shall not be shorter than ffteen (13) 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 vear of the
implementation of stranded cost recovery and every year thereafter,
canduct a review o determine whether there s under-recavery ar
over recovery and adjust {true-up) the level of stranded cost recovery
charge accordingly. In case of an aver-recovery, the ERC shall
ensure that any excess amount shall be remitted to the Special
Trust Fund created under Section 34 hereof, A separate account
shall be ereated for these amounts which shall be held in trust for
any future elaims of distobution utilities for stranded cost recovery.
At the end of the stranded cost recovery period, any remaining
amaount in this account shall be used w reduce the electricicy
ratesta the end-users,

SEC M. {nrversal Charge — Within one (1) year from the
effectivity of thizs Acr, & universal charge to be determined. fixed
and approved by the ERC, shall be imposed onall electricity end-
users for the following purposes:

) Payment bor the steanded debtsin excess of the amount
assumed by the Nanona! Government and stranded contract costs
af NPC and as well as gualified stranded contract cests of
distribution uwtilines resulting from the restructurning of the
dustry;

b} Misswonary electrification;

() The equalization of the taxes and rovalties applied ta
udigenous or renewable sources of energy vis-d-vis imported energy
fuals;

{d) An environmental charge equivalent to one-fourth of
ane centava per kilowatt-hour (PO 0025/kWh), which shall acerue
to an environmental fund to be used szolely for watershed
rehabilitation and management, Said fund shall be managed by
NPC under existing arrangements; and

(el A charge to acesunt for all forms of cross-subsidies fora
pertod not exceeding three (3) years,
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contract costs as defined herewn: Provided, That the duration for
such recovery shall not he sharter 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 a review to determine whether there 1s under-recovery or
uver recovery and adjust (tue-up) the level of stranded cost recovery
charge accordingly. In case of an over-recovery, the ERC shall
ensure that any excess amount shall be remirtted to the Special
Trust Fund created under Section 34 hereof. A separate account
shall be created for these amounts whuch shall be held in trust for
any future claims of distnbution utihities for stranded cost recovery
At the end of the strandad cost recovery period, any remaining
amount in this aceount shall be used to reduce the alectricity
ralesto the end-usérs,

SEC. M Universal Charge — Withinone (1) year from the
effectivity of thus Ace, a univeraal charge to be determined, fixed
and approved by the ERC. shall be un posed on all electricity end.
users for the following purposes:

i2) Payment for the stranded debts in excess of the amount
assumed hy the Nauonal Government and stranded contract costs
of NPC and as well as gualified stranded contract costs-of

distribution utihties resulting from the restructunng of the
indusiry;

b} Missionary electnification:

(¢} The equalization of the taxes and rayalties applied to

indigenous or renewable saurces af energy vis-a-vis imported ENErgy
fuels:

(W) An environmental cha rge equivalent to one-fourth of
one centava per kilowatt-hour (PO 0025/kWh), which shall aeerue
te an envivonmental fund to he used solely for watershed

rehabibtation 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
period not exceeding three (3) years.
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The universal charge shall ke a non-hypassable charge which
shall be passed on and collected from all end-users on a monthly
basis by the distribution unilities. Collections by the distribution
utilities and the TRANSCO 1n any given month shall be rematted
to the PSAIM Corp. on ar before the fifteenth ( 15%) of the succeeding
manth, net of any amount due to the distribution utility. Any
end-user or self-generating entity not connected to a distribution

utility shall remit its corresponding universal cha rpe directly to
the TRANSCO.

The PSALM Carp., as admimstrator of the fund, shall create
a Speaal Trust Fund whach shall be disbursad only for the purposes
specified herein in an open and transparent manner. All amounts
collected for the universal charge shall be distnibuted to the
respective benefictaries within a reasonable period 1o be provided
by the ERC.

SEC. 35, Royalties Returns and Tak Rates for Indigenous
Energy flesourves - The provisions of Section 79 of Commonwealth
Ace Mo, 187 (€A No, 137 and any law ta the contrary
notwithstanding, the Presudent of the Philippines shall reduce
the rayalties, returns and taxes collected for the explatation of all
indigenous sources of energy, including but not limited 13, natural
gas and geothermal steam, s0 as to effect parity of tax treatment
with the existing rates for imported eoal, erude a1, bunker fue!
and other imported fuels

Taensure lower rates for end-users, the ERC shall forthwith
reduce the rates of power from all indigenous sources of energy

SEC. 36. ['rbundling of Rates and Funections — Within six
(6) months from the effectivity of this Act, NPC shall file wich the
ERC its revised rates. The rates of NPC shall be unbundled
between transmission and generation rates and the rates shall
reflect the respective costs of providing each service. [nter-grid
and intra-grid cross subsidies for both the transmission and the
generation rates shall be removed in accordance with this Aet.

Within six (6) months from the effectivity of this Act, sach
distribution utility shall file its revised rates for the approval by
the ERC. The distribution wheeling charge shall be unbundled
from the retas rate and the rates shall reflect the FESPECIIVE Ccosts
of providing each service. For both the distnbution retail w hieeling
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and supplier's charges, inter-class subsidies shall be remaved 1o
accordance with this Act.

Within stx (6) months from the date of submission of revised
rates by NPC and each distnibunion utility, the ERC shall notify
the ennties of thewr approval

Any eleetric power industry participant shall functionally
and structurally unbundle its business activities and rates 1n
accordance with the sectors as denufied in Section 3 hereof, The
ERC shall ensure full comphance with this provisian,

CHAPTER 111
BOLE OF THE [EPARTMENT OF EMNERGY
SEC AT Powersand Functionsaf the DOE — o addition ta

Its extsting pewers and funcoons, the DOE 15 hereby mandated 1o
supervize the restructuring of the electricity industsy. In
pursuance chereof, Section 3 of B A 7638 othevwise known se "The

Depariment of Energy Actof 1992”15 hereby amended ta read as
fallows

"l Farmudate polcies for the planning and implementation
ufa comprehensive program fur the effieient supply and economical
use uf energy consistent with the approved national economic plan
and with the pobcies onenvironmental protection and conservauon
and maintensnce of ecolopieal balance, and provide a mechaniam
for the integration. raticnabization, and coordination of the vamous
enerpy programsof the Clovernment:

(b) Develop and update annually the existing Philipring
Energy Plan, heremnafter veferred to as “The Plan’, which shall
provide for an integrated and comprehensive exploration,
development, utilizanon, distribution, and conservation af erergy
resources, with preferental bias for envivonment-friendly,
indigenous, and low-cost sources of energy. The plan shall include
a poliy direction tawards the pnivatization of povernment agencies
related Lo energy, deregulation of the power and energy industry,
and reductian of dependency on oil-fired plants. Said Plan shall

be submitted to Congress not later than the fifteenth day of
September and every vear thereafter:

ic) Prepare and update annually a Pawer Development

Program (PDP) and integrate the same into the Philippine Enargy
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Plan, The PDP shall consider and integrate the individual or joint
development plans of the ransmission, generation, and distnbution
sectors of the electric power industry, which are submitted to the
Department: Provided, fowever, That the ERC shall have exclusive
authority covering the Grid Code and the pertinent rules and
regulations it may 1zsue;

{d} Ensure the rehability, quality and security of supply of
electric power,

{e) Fallowing the restructuring of the alectriaity seceor, the
DOE shall, ameng others:

ity  Encourage private sectar investments in the
electricity zectar and promote development of indigencus and
renewahble energy sources;

i) Facibitate and encourage reforms in the stricture
and aperations of hiatributon utilities tor greater efficiency
and lower casts;

pih [noconsultation wath other government agencies,
promote 3 system of incentives to encourage industry
parucipants, including new genersting compantes and end-
uszers to provide adequate and reliable electrie supply: and

(iv) Lindertake, 1n coordination with the ERC, NP,
NEA and the Philippme Information Agency (PLA), informanien
campaign to educate the public on the restructuring of the
electricity sector and privatization of NPC assets;

ifi Jomtly with the electric power industry participants,
establish the whalesale electnoity spot market and formulate the
detailed rules governing the sperations thevent;

{g} Establish and administer programs for the exploratian,
transportation, marketing, distbunion, ublizatian, conservatian,
stockpiling, and dtorage of energy resources of all forms, whether
conventicnal or non-conventional;

il Exercize supervision and contrel over all government
activities relative to energy projects in order to attain the goals
embodied in Section 2 of B.A T6H8;

i) Develop polictes and procedures and, as appropriate,
promote asystem of energy development incentives to enable and



30

encourage electric power industry participants to provide adequate
capacity o meet demand including, among others, reserve
requirements;

() Manitor private sector activities relative to energy
projects in arder to atiain the goals of the restructuring,
privatization, and modernization of the electric power sector as
provided for under existing laws: Provided, That the Department
shall endeavar to provide for an environment conducive to free

and active private sector partioipation and mvestment in all energy
acuvities;

(k) Aszess the requirements of, determine priorities for,
provide direction to, and disseminate information resulting from
energy rezearch and development programs faor the optimal

development uf various forms of energy production and utilization
tecnnalagies,

i Formulate and implement programs, including a system
af providing incentives and penalues. for the judicious and etficent
wae of energy 1 all energy-consuming sectors of the economy:;

{m) Formulate and implement 4 program for the accelerated
development of nov-conventivnal cnergy systems and the promaotion
and commercialization ol its applications;

i Dlevize wavs and means of giving direct henefit to the
provinoe, oty or mumcipalivy, especally the communiey and
people affected, and equitable prefarential benafit ta the region
that hosts the energy resource andfor the energyv-geneérating
facilivys Provided. fowever, That the other provinces, cities
muniapalities, or vegions shall not be deprived of their energy
FEQUITEmMenLs,

) Eneourage private enterprises engaged 1n energy
projects, including corporations casperatives, and similar collective
crganmzations, tobroaden the base of thewr cwnership and thereby

encourage the widest public ownership of energy-oriented
LlU]'E.J':J!'IiL:E.TI.:'-‘r'_

pr Formulate such rules and regulations as may be
necessary tomplement the ohjectives of this Act; and

{q) Exercise such ather powers as may be necessary or
incidental to attan the objectives of this Act”
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CHAPTERIV
REGULATION OF THE ELECTRIC POWER [NDUSTRY

SEC. 38. Creation of the Energy Regulatory Commission. -
There i3 hereby created an independent, quasi-judicial regulatory
body to be named the Energy Regulatory Commission (ERC). Fur
this purpose, the exisiing Energy Regulatory Board (ERB) creater
under Executive Order No 172, as amended, is herehy abalished,

The Commission shall be composed of a Chairman and four
(1) members to be appointed by the President of the Phulippines
The Chairman and the members of the Commission shall be
natural-barn citizens and residents of the Philippines, persons of
good moral character, at least thurty-five (35) yearsof age, and of
recogruzed competenca in any of the following fields: energy, law,
ecancmics, inance, commerce, orengmeerning, with at lesst three
() years actual and distingwshed expertence in their rEspecLIve
fields of experuse: Provided, That out of the four (4) members of
the Commission, ac least one (1) shall be a member of the Phulippine
Barwith atleast ten (10) years experience in the sctive practice uf
law. and une (1) shall he a certifed public aceountant with at least
ten {10} years experience in active practice

Within three (3) months from the creation of the ERC, the
Chairman shall submit for the approval by the President of the
Philippines the new orgamizatonal structure and plantlla positions
necessary ta carry oul the powarsand functions of the ERC,

The Chairmanof the Commission, wha shall be a member
of the Philippine Bar, shall act as the Chiel Executive Officer of
the Commission,

All members of the Commussion shall have a term of seven
(T)years: Proveded, That for the first appointees, the Chairman
shall hald office for seven (7) years, two (2) memhbears shall hold
office for five (3) vears and the other two (2) members shall hald
office for three (3) vears: Prowvided, further, That appointment to
any future vacancy shall only be for the unexpired term of the
préedecessor; Provided, {finally, That there shall be no
reappointment and 1n noease shall any member serve for more
than seven (T)vearsin the Commession

The Chairman and members of the Commaission shall
assume otfice at the beginmuing of their terms; Provided, That if
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upon the effectivity of this Act, the Commission has not been
vonstituted 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 personnel of the ERB, 1f qualified, shall be given
preference in the filling up of plantila pusitions created in the
EHC, subject to existing civil service rulesand regulations.

Members of the Commission shail enjoy security of tenura
and shall not be suzpended or removed from affice except for just

cduse as specified by law _
The Charrman and members of the Commission ar any of

their relatives within the faurth eivil degree of consanguinity ar
affiruty. legtunare or coinmon law, shall be probubited from holding
anyintarest whatsoever either as investor, stockholder, officer or
dhirectur, yn Any company or entity enegaged 10 the business of
Lransuitiing, generating, supplying or distributing any form of
gnergy and must thereforedivest through sale or lepal dispasition

uf any and allinterestz o the CNErgy secior Upon assumption of
affice

The presence of st least three () members of the Commission
shall constitute a quorum and the majority vote of two 2) members
113 ameeting where g quorum s present shall be necessary for the
adaption of any rule, ruling, arder, resolution, décision or other
setof the Commission i the exeroize ofits quasijudinal functions.
Provided, Thatin iixing rates and tunffs, an affirmative vote of
three (3 members shall be reguired

SEC 39 Compensation and Other Emoluments for ERC
fersonnel — The compensation and other emolumeniz for the
Chawrman and members of the Commission and the ERC personnel
shall be exemypted {from the coverage of Republic Act No. 6758,
otherwise known as the “Salary Standardization Act”. For this
purpose, the schedule of compensaugnof the ERC personnel, EXCEDT
for the imtial salaries and compensation of the Chairman and
members of the Commissicn, shall be submitted for approval by
the President of the Philippines, The new schedule of compensation
shall be implemented within six () meonths from the effectivity of
this Act and may be upgraded by the Presidencof the Phihippines
as the need arizes; Provided, That 1o no case shall the rate be
upgraded more than onee a year.



33

The Chairman and members of the Commission shall
initially be entitled to the same salares, allowances and benefits
as these of the Presiding Justice 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 elipble for retirement under existing laws, be entitled
to the same retirement benefits and privileges provided for the

Presiding Justice and Associate Justices of the Supreme Caurt,
respectively,

SEC. 0. Enhancement of Technical Competence, - The ERC
shall establish 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
memtoring of comphance with service and performance standards,
performance-based ratessetting reform, envaronmental standards
and such other areas as will eneble the ERC to adequately perfarm
s duties and functions,

SEC 41 Promotion of Consumer Interests. - The ERC shall
nandle consumer complaints and ensure the adequate EIofmeLian
of consumer interests

SEC A3 Budgerof the KEC —The amount of One hundred
fifty mulion pesas (P 150,000,000 00} 15 hereby allocated from the
existing budget of the ERB for the initial operation of the ERC,
Any balance shall mutially be sourced from the Office of the
President of the Phihippines, Thereafter, the annual budget of the
ERCshall be included in the regular or special appropriations,

SEC 43, Funections of the ERC - The ERC shall promate
competition, encourage market development, ensure customer
choice and penalize abuse of market power in the restructured
electricity industry. [n appropriate cases, the ERC is authorized
o :zsue cease and desist order after due natice and hearing
Towards this end, it shall be responsible for the following key
functionsz in the restructured industry

(al Enforce the implementing rules and regulations of this
3 =2

by Within six (6) months from the effectivity of this Act,
promulgate and enforce, in accordance with law, a National Grud

Code and a Distrbution Code whiuch shall include, but not mited
to, the following,
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i) Performance standards for TRANSCO O & M
Coneessionaire, distrbution utilities and suppliers: Prowded,
That in the establishment of the performance standards, the
nature and funection of the entities shall be considered; and

(i1) Finaneial capability standards for the generating
companies, the TRANSCO, distobution utilities and suppliers:
FProvided, That in the formulation of the financal capahbility
standards, the nature and functon of the entity shall be
considered: Prowvided, furcher, That such standards are set to
ensure that the electrie power industry participants meet the
minimum financial standards to protect the public interest.
Determine. fix, and approve, after due notiee and pubhic heanngs
the uruversal charze, to be imposed on all electricity end-users
pursuant to Section 34 hereol

) Enforce the rules and regulations governing the
uperdtions ui the alectricity spot market and the activities of the
spat mark=t operator and other parnoipants in the spot market,

for the purpose of ensunng a greater supply and rational pricing
af electrmeity

idd Determne the level af crogs subsidies in the existing
retan] vute wnnd the same s removed pursuant o Seetion 74 hereol

ey Amend or revoke, after due notice and hearing, the
suthority to operate of any person or entity which fals to comply
with the provizions nereaf, the JHE ov any order or resolution of
the ERC. In the event a divestment 1s requared, the ERC shall
allow the affected party suificient time w remedy the infraction or
tor an orderly dispozal, but shall 1n no case excesd twelve (12}
months from the issyance of the arder:

) In the public interest, establish and enforce a
methodclogy for setung transmission and distribution wheeling
rates and retall rates for the captive market of a distribution utdicy,
tubing inta account all relevant considerations, wcluding the
efficiency ornefficiency of the regulated entities. The rates must
be such as toallow the recovery of justand reasonable costs and o
reazonable return on rate base (RORD to enable the entty to
vperate viably, The ERC may adopt alternative forms o
internatwnally-accepted rate-zetring methodology asit mav dean
appropriate. The rate-setting methodology so adopted and apple:
must ensure a reasonable price of electricity, The rates prescribe
shall be non-diserimmatury, Toschieve this objective and to ensur
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the complete remaval of cross subsidies, the capon the recoverable
rate of system losses prescribed in Section 10 af Republic Act MNao.
7832, is hereby amended and shall be replaced by caps which
shall be determined by the ERC hased on load density, sales mix,
costof service, delivery voltage and other technical considerations
it may promulgate. The ERC shall determine such form of rate-
setting methodology, which shall promate efficiency. Incase the
rate setting methodology used is RORB, 1t shall be subject to the
f following guidelines:

I (i) For purposes of determiming the rate base, the
TRANSCO or any distribution utility may be allowed to revalus
1ts ebgible assets not more than once every three (3) years by
anmdependent appraisal company. Provided, however, That
ERC may give an exemption in case af unusual devaluation!
Provided, further, That the ERC shall exert efforts to minimize
price shocks in order to protect the consumers:

i} Interestexpenses are not allowable deductions from
permissible return on rate base;

I——

) Tn determining ehigible cost of services that will be
passed on to the end-users, the ERC shall establish minimum
efficiency performance standards for the TRANSCO and
distribution utilities tncluding systems losses, interruption
frequency rates, and collection efficency;

(iv) Further, in determining rate base, the TRANSCD
or any distribution uthty shall not be allowed to include
management ineficiencies like cnst af project delays not excised
by force majeure, penalties and related interest during
construction applicable to these unexcused delays: and

(v} Any significant operaung costs or project
investments of the TRANSCO and distnbution utihities whach
shall become part of the rate huse shall be subject w verfication
by the ERC ta ensure that the contracting and procurement aof
the equpment, assets and services have heen subjected to
transparent and accepted industry procurement and purchasing
practices to protect the public interast

(¢) Three (3) years after the imposition of the universal
charge, ensure that the charges of the TRANSCO or any
distribution utility shall bear no cross subsidies between grids,

within grids, or between classes of customers, except as provided
herein;
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thy Review and approve any changes on the termsa and
conditions of service of the TRANSCO or any distribution utility;

i) Allaw the TRANSCO ta charge user fees for ancillary
services to all electrie power industry participants or self-gene rating

entities connected to the grid, Such fees shall be fixed by the ERC
after due notice and public hearing;

) Setalfzhne rate for the marginalized end-users:

(k) Menitor und take measures in accordance with this Act
to penalize abuse of market power, cartelization, and anci-
competilive ar discriminatory behavior by any electrie power
mdustry paracipant: '

(Il Impose fines or penalties forany pon-compliance wicth
ar breach of this Act; the IRR of this Act and the rules and
regulations whichit promulgates or administers:

im) Tuze any other sction deleguted 1o it pursuant to ths
Aet;

in) Before the end of Apn) of rach year, submit to the Office
of the President of the Philippines and Congress, copy furnished
the DOE, an annual repert contaiming such matters or cases which
hawve been filed befora ar referred ta it during the preceding vear,
the actions and proceedings undertaken and its decizion or
resolution mn each case, The ERC shall make sopies of such reports
available to any interested party upan paymentofa charge which
reflects the printing costs. The ERC shall publish all 1ts decisions
tnvuliing rates and anti-competitive casea in at least one i1
newspaper of general circulation, and/or pest glectromcally and
circulate to all interasted electric power industry participants
copies of its resolutions to ensure fawr and impartial treatment:

() Moniter the activities in the generation and supply of
the electric power industry with the end in view of promoting free
markel compétition and ensuring that the allocation or pass
through of bulk purchase cost by distrihutors is transparent, non-
discriminatory and that any existing subsidies shall be divided
pro-rata among all retail suppliers;

(p) Actonappheations for or modifications of certificates of
public convemernce andfor necessity, licenses or permits of
franchised slectric utilities in accordance with law and revoke,
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review and modify such certificates, licenses or permita 1n
appropriate cases, such asin cases of violatons of the Grd Code,
[hstribution Code and other rulesand regulanions 1ssued by the
ERC in accordance with law:

{g) Act on applications for cost recovery and return an
demand side management projects;

ir} In the exercise of its investigative and quasi-judicial
powers, actagamst any participant or playar in the energy sector
forviolations of any law, rule and regulation governing the same,
including the rules oncross-ownership, anti-compatitive practices,
abuse of market pozitions and similar or related acts by any
participant in the energy sector or by any person, as may he
provided by law. and require any person or entity to submat any
repart or data relativetan Yy mnyvestigation or hr.‘--'ﬂ-ﬂﬂﬂ conducted
pursuant tothis Act,

is) Inspect, an s own or throuegh duly avthorized
representatives, the premises, books of sccounts and records of
any pErson or entity at any tume, i the exercvise of 1ts Juast-
judicial pewer for purposes af deternmining the existence of any
anti-competitive behavior and/or market power abuse snd apy
viclation af rules and regulations issued by the ERC,

it} Perform-such other regulatory functions as are
appropriaze and necessary 1o order to ensure the successiul
restructuring and modermzaton af the electrie powerindustry,
such as, butnot lasited 1o, the rules and gudelines underwhich
generation companies, distribution ctihities which are pat publicly
ligtedd shall offer and =ell to the public a purtion not less than
fitteen percent (154%) of their comnmion shares of stocks: Provided
however, That goneration compames, distribution utilities or their
respective holding companies that are slready histed in the PSE
are deemed in comphance, Forexisting companies, such pubhe
offering shall be implemented not later than five (3) vears from
the effectivity of this Acr. New companies shallimplement their
respective public offerings not later than five (3) years fram the
issuance of their certifieate of compliance; and

(uy The ERC shall have the orniginal and exclusive
jurisdiction over all cases contestng rates, fees, fines and penalties
imposed by the ERC in the exercise of the sbovementioned powers,
functions and responsitabines and over all cases imvalving disputes
between and among participants or plaversin the energy sector,
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A1l natices of hearings to be conducted by the ERC for the
purpose of fixing rates or fees shall be published at least twice fur

two successive weeks in twa (2} newspapers of nationwide
circulation.

SEC. 44, Transfer of Powers and Functions. — The pawers
and functions of the Enargy Regulatory Board not inconsistent
with the provisions of this Act are hereby transferred to the ERC
The foregoing transfer of powers and functions shall inciude all
applicable funds and appropnations, records, eqmpment property

and personnel as may he necessary

SEC. 45, Cross Ownership. Market Power Abuse and Anii-
Comperitive Behavior. - No participant in the electnaity industyy
ar any othier person muy engage in any ant-compettive behavior
including, but aat hmited o, crnss-subsidizanon, price or mavket
manmpulation, or other unfair trade practices detnmental ta the
encuuragement and pratection of contestable markets.

Mo generation commpany, distribution utility, or its respective
subsidiary or affiliate or stockholder ar offical of a generation
company or distrshution utihivy, or other entity engaged 1n
penerating and zupplving electricity specified by ERC within the
faurth vl degres of consangwimty or affimty, shall be allowed 1o
hold any interest, directly or indirectly, in TRANSCO or 1ts
concesalonatre. Likewise, the TRANSCO, orits concessionairs
orany of 1ts stockholders ar officials ar any of thear relanveswithin
the faurth civil degree of consanguinisy or affimity, shall not hold
any interest, whether directly or indirectly, in any generation
company or distribution uality, Except for ex officogovernment.
appuinted representalives, no person whoisan officer or directar
of the TRANSCO or 1ts concesgionaire shall be an officer or duirsetor
af 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 mon
intermediarnes, controls, 15 controlled by, or 13 under comman
contral with another person, Asused herein, "control” shall mear
the power to dircet or cause the direction of the managemen
policies of a person by cantract, agency or otherwise.

To promote true market competition and prevent hanm fu
monopoly and market power abuse, the ERC shall enforee th
tollowing safeguards:
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{a) Nocompany ot related group can own, Operate or contral
more than thirty percent (30%;) of the installed generanung capacty
of a grid andfor twenty-five percent (25%) of the national installed
generating capacty. “Related group” includes a person's business
interests, includmeg 1ts subsidiaries, affiliates, directors or afficers
or any of their relatives by cunsanguinity or affimty, legitimate ar
common law, within the fourth civil degrae;

(b} Distnbution utilinies may enter into hilateral power
supply contracts subject ta review by the ERC: Provided, That
such review shall only be required for distribution utilitiesw hose
markets have not reached household demand level Feor the purpose
of preventing market power abuse between assocated firms
snpaged in generation and distribution. no distribution uthity shall
b allowed to source from bilateral power supply contracts more
than fifty percent (50%) of 1ts tatal demand from an assectated
firm engaged 1 generation but such linntation, however, shall
not prejudies contracts entered inta price to the effectivity of this
sct. An assuciated firm with respect to another entity refors Lo
any perzan which, alane or together with any uther person, directly
or indirectly, throupgh one or mors imermediaries, controls, 18
controiled by, aris under commoen control with, sueh entity; and

iy Forthe first five (3) years from the establishment of the
wholesale electricity spot market, no drstribution utility shall
source more than ninety percent (90%) of 113 total demand from
bilateral power supply contracts

For purpases of this Section, the grid hasis shail consist of
three (3] separate grds, namely Luzon, Vizayas and Mindanao.
The ERC shall have the authority to modity or amend this
dafipition of a prid when two ar maore of the thres separate grdsa
become sufficiently interconnected to constitute a single grid or 85
conditions may otherwise peront

Exceptions from these Limtations <hall be allowed for isclated
grids thatare not connected to the high veltage transmission
system. Except ns otherwise provided for in this Section, any
restriction on ownership and/er control betwaen ot within seetors
of the electricity industry may be impased by ERC only insofuras
the enforcement of the provisions af this Section 1s concerned

The ERC shall, within one (1) year from the effectivaty of
this Act, promulgate rules and regulations to ensura and promote
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competition, encourage market development and customer chowcs
and discourage/penalize abuse of market power, cartelization and
any anu-competitive or disenminatory behawvior, in order to further
the intent of this Act and protect the publicinterest. Such rules
and regulations shall define the following:

fa) the relevant markets for purposes of establishing abuse
ar misuse of monopely or market position,

ib) areasafisolated grids; and

tc) the pericdie reportorial requirements of electric power

industry participants 3s may be necessary 1o enforea the provisions
of this Sectian.

The ERC shall, mory progrio, momter and penalize any
market power abuse or unti-competitive or discruminatory act ar
behavior by any particpant in the glectric power industry. Upan
finding that a market parucipant has engaged 1n such act ov
bebavier the ERC shall stog and redress the zame. Such remedies
shall, without hsatatien, inelude the npoesition of price controls
ssuanee of inunctions, requirement of divestment or disgorgement
af excess profits and imposition of ines and penaliwes purswsnt to
thas At

The ERC shall, within sne (1) year from the effectivity of
thiz Act, promulgate rules and regulations providing for a
cwmplaint procedure that, without imatation, provides the aceused
party with natice and anepportunity to be heard

SEC AR Finesand Panaltice —'The fines and penalties that
shall be tmpased by the ERC for any violetion of or non-comphance
with this Act ur the TRR shall range from 5 minimum of Fifty

thousand pesos (P50,000.00) taa maximum of Fifty million pesos
CPR0 B0 000,00

Any person whoes found guilty of any of the prohibited sets
pursuant to Section 13 hereof shall suffer the penalty of prrsion
arayarand afine ra nging from Ten thousand pesos (P1O,000 00)
10 Ten nuthon pesos (P10 000,000,00), orbath, at the diseretian of
the court.

The members of the Board of Divectors of the juridieal
tompanies purticipannginor covered in the generation companies,
the distribution utibities, the TRANSCO or its concessionatre or
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supplier who vielate the provisions of this Act may be fined by an
amount not exceeding double the amount of damages caused hy
the offender or by imprisonment of one (1) vear or two (2) years or
both at the diseretion of the court. Thas rule shall apply to the
members of the Board who knowingly or by neglect allows the
commission or omission under the law.

If the offender s a government official ar employee, he shall,
in addition, be dismissed from the povernment service with
prajudice to reinstatement and with perpetual or temporary
disqualification from holding any elective aor appaintive office,

[fthe offznderis an alien, he may. in addition to the penaltes
prescribed, be deported without further proceedings after serrice
of sentence.

Any case whach tnvalves questian of fact shall be appealable
tothe Court of Appeals and those which involve question of law
shall be directly appealable to the Supreme Court

The admimistrative sanction that may be smpoased by the
ERC shall be without prejudice tathe flingof 3 cininal action, af
warranted

To ensure complianee with this Act, the penalty of prision
correcifonalor a fime ranging from Five thowsand pesas (5, 000.00)
te Frve mulhion pesos  P3,000,000.00), ar hoth, at the disereticn of
the cowart, shall be imposed on any person, neluding but not limited
Lo the president, mewmber of the Board, Cluel Executive Officer ar
Chief Uperating Officer of the corporation. partnership, or any
ather entity invalved, found gulty of viclaning or refusime to comply
with any proviston of thus Act or its IRB other than those provided
harein

Any party to an admimstrative proceeding may, at any time,
make an offer ta the ERC, condibionally or otherwise, for a
consented decree, voluntary comphiancs or desistance and ather
settlement of the case. The offer and any or all of the ultimate
facts upon which the nffer 15 based shall be considered for settlement
purposes only and shall not be used as evidence against any party
for any other purpose and shall not constitute an admission by
the party making the offer of any violation of the laws, rules
regulations. orders and resolutionsef the ERC, nor as a waiver to
file any warranted erininal actions,
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I addition, Cangress may, upon recommendation of the
DOE and/or ERC, revoke such franchise or privilege granted to
the party who violated the pravisions of this Act.

CHAPTER WV

PRIVATIZATION OF THE ASSETS OF THE NATIONAL
POWEN CORPORATION

SEC AT, NP Privatization. — Except for the assets of SPUGG
the generation assets, real estate, and other disposable assets as
well as | PP contraces of NPC shall be privatized 10 accordance
with this Act. Within six (8) manths from the effectivity of this
Act, the PSALM Corp shall submit 2 plan for the endorsement b
the Joint Congressional Power Commission and the appraval i1
the Presudent of the Philippines, on the tatal privatization of the
BENETalion assets; Teal estate, other disposahle pszete as well 4
2ussting [PP contracts af NPC and thereafter, implement the same
in aceordance with the fullowmg guidelines, axcopt as provided foo
m Paragraph (B herain

i3} The privatzation value ta the National Government o
the NPU penerstion asscts, real estata, other dizposable sszeis
wellus TPP contracts shall be npumized:

(0} The partwipation by Filipino ettizens and COTPAraticn
inthe purchase of NP assets shall be encouraged.

[31 the case of fursign investors, at least seventy-five peraen
(75%5] of the funds used to acquive NPC-generation azsets and 1P
cantracts shall be mwardly remitted and registered with 1l
Bangho Sentral ng Pilipinas

(e The NPC plants and/or its IPP contracts assigned t
IPP Admumsieators, its related assets and assigned liabilines,
any, shall be gravped ina manney which shall promote the viabilit
of the resulting generation companies (gencos), ensure econon
elficiency, encourage eompetition, foster reasonable electmeity rat
and create market appeal to uptimize returns to the governme:
from the sale and disposition of such assets in s manner consiste
with the objectives of this Act, Inthe grouping of the generatu
assets and [P eontracts of NPC. the fellowing critera shall b
considerad

(1A suthelent seale of operations and balance she.
strength to promate the financial wabality of the restruccured wnis
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(2) Broad geographical groupings o ensure efficiency of
operations but without the formation of regional companies ar
consolidation of market power;

{3) Portfolio of plants and [PP contracts to achieve
management and operational synergy without dominating any
part of the market or of the lead curve; and

(4) Such other factors as may be deemed beneficial to the
best interest of the Natwonal Government while ensuring
attractiveness to potential investors,

id) All assets of NPC shall be seld in an open and
transparent manner through public bidding, and the same shall
apply tathe disposition af IPP contracts;

(et Ineasesaf transfer of possession, control, operation or
privatization aof mult-purpose bydre facthities, sufeguards shall he
prescribed to ensure that the national government may direct
water Usdage i cases ol shortzge 4o protect potahle water, lemganion,
and all other requirements imbued with publicinterest,

) The Agus and the Pulangu compleses in Mindanao
shall be excluded from among the generation companies that will
be tunally privatized. Thew awnersiup shall be transferred to
the PSALM Corp. and both shsll continue to be operated by the
MNPC. Said complexes may be privatized notearlier than ten (10}
vears from the effectivity af this Act, and, exeept far Agus 1L
shall nor be subject to Buld-Operate-Transfer (B-0-T), Busld-
Rehahilitate-Cpepate-Transfer (B-R-0-TY and other variations
thereaf pursuant to Repubibe Act No. 8957, as amended by Republic
Act Mo 7718 The privatization of Agus and Pulangw complexes
shall be left to the diseretion of PSALM Corp o ennsultation wich
Congress;

(g} The steamfield assets and generating plants of zach
geothermal complex shall not be sold separately They shall he
combined and each geothermal complex shall be sold az one package
through public bidding, The geothermal complexes covered by
this reguirement include, but are not lunited to, Tiwi-Malkhan,
Leyte Aand B (Tongonan), Palinpinon. and Mo Apo;

it The ownershipofthe Calirava-Botokan-Kalavaan (CBI)
pump storage complex shall be transferred to the PSALNM
Corporation;
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(1} Nuotlater than three (3) years from the effectivity of this
Act, and inno case later than the initial implementation of open
access, at least seventy percent (70%) of the tatal capacity of
generating assets of NPC and of the total capacity of the power
plants under contract with NPC located 1n Luzon and Visaya3s
shall have bean privatized: Provided. That any unsold capacity

shall be privatzed not later than exght (8) years from the efectivity
of this Act; and

(1) NP may generate and sell electrioity anly from the
undisposed generating assets and [PP contracts of PSALM Corp,
and shall not incur any new abligatons to purchase power through
bilateral contracts with generation companies or ather supplers,

passageof thys Act, Section 6 of A G3Y5 as amended, and Secticn
13 of RA 7633, as amended, referring to the compozsition of the
Natwnal Pawer Board of Directors, are hereby repealed and a new
Hoard shall be inmediately orgamzed, The new Board shall be
compesed of the Secretary of Finanee ds Chajrman, with the
folluwing as members: the Secretary of Energy, the Secretary of
Budger and Manasgement, ihe Secretary af Agriwculture, the
Mrector-Ceneral of the Natonal Feonomic and Development
Authorny, the Secrctary of Enviranment and Matural Rescurces,
the Secretary of the lnterior and Locsl Guvernment, the Secretary
uf the Departiment of Trade and Industiy, and the President of the
Nauopal Power Corparation

CHAPTERMW]
DaOwER SECToR ASSETS AT LIABILITIES MANAGEMENT

See. 49, Creston of Power Sector Assets and Liabilities
Vanagement Corporation - There s herehy crested a government
owned and -controlied corporation to be known as the "Power
Qectar Assets and Liabilities Management Corporation,
hereinafter refarved 1o as the "PSALM Corp.", which shall take
mwnership of all existng NPC generation assets, liabilities, IPT
contracts, roal estate and all other disposable assets, All
gutstanding obligstiensof the NPC arising from loanz, 1ssUance:s
of bonds. securities and other instruments of indebted ness shall
be transferred to and assumed by the PSALM Corp. within ane
hundred erghey { 1801 days from the approval af this Act
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SEC. 50. Purpose and Objective, Domiecile and Term of
Existence. — The principal purpose of the PSALM Corp. is to
manage the orderly sale, disposition, and privatization of NPC
generation assets, real estate and other disposable assets, and
IPF contracts with the shjective of hquidating all NPC financial
obligations and stranded contraet costsinan optimal manner,

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

The PSALM Carp. shall exist for a period of twenty five {(25)
years from the effectinity of this Act, unless otherwise provided by
law, und all assets held by it, all moneys and properties belonging
towt, and all 1ts habidities outstanding upon the expiration of its

term of existence shall revert to and be assumed hy the National
Government.

SEC Bl Pawers — The PSALM Corp. shall, in the
performance of its functions and for the attamment of 115 obective,
Bave the following powers:

Toformulate and unplement a program for the sale and
privatizanon of the NP assers and IPP contraces and rhe
liguidation af WPC debts and stranded contract costs, such
liguidation to be compleled within the tevm of existence of the
FSALM Corp.;

iy Ta take title to and possession of, adoimister and
conserve the assets transferred o i te sell or dispose of the same
at such price and under such terms and conditions as 1t may

B2 necessaty or proper, subject to apphieable fnws, yrules and
regulations:

ic) Totake title to and possession of the NPT PP contracts
and to sppoint, after public idding in transparent and open
manner. qualified independent entities who shall acr as the [EP
Admuinestratorsan accardance with this Act;

id) To ealeulate the amount of the stranded debts and
stranded contrace costs of NPC wluch shall form the bazis for
ERCin the determination of the universal charge

{e) Toliguidate the NPC stranded contract costs, utithzing
the praceeds from sales and other property contributed to it,
incluiling the proceeds from the universal charge:
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if) Toadoptrules and regulations as may be necessary ar
pruper for the orderly conduct of its business or operations:

{g) Tosueandbe suedin its name;

(h) To appaint or hire, transfer, remove and fix the
compensation of its personnel: Provided, however, That the
Corporation shall hire its own persannel only if absolutely
necessary, and as far as practicable, shall avail itself of the services
af personnel detailed frum nther government agencies:

) Ta awn, hold, acguire, or lease real and perscnal

properties as may be necessary or required in the discharge of 1ts
functions:

() Tobarrow money and incur such liabilities, including
the 1ssuance of bonds, securities or other evidences of indehtedness
utiltzing 1es aszats as collateral and/or th rough the guaranreess of
the Mational Government, Provided. Aowever, That all such debis

or bareawings shall huve been paid off before the end of its corporate
life

k) Torestructure existing leans of the NPC;

I Tacollect, sdmimister, and apply NPC's portion of the
uriyversal charges and

tm) Tostructure the sale, privauzaton or disposinon of NPO
assets and [PP contracts andlor their snergy output based on suck
terms and condhtions whach shall optnize the value and sale pricies
of said aszets.

SEC. 32 Power Sector Assetsand Liabilities A lanagement
Corporation, Meetings, (Quorum and Vorrng. — The Corporation
shall he administered, and its powers and functions exercised, by
a Board of Directors which shall be composed of the Secretary of
Finance as the Chairman, the Secretary of Budget and
Management, the Secretary of the Department of Energy, the
Uirector-General of the Natonal Econamic and Development
Audthuority, the Becretary of the Department of Justice, the
mecretary of the Departmert of Trade and Industry and the
Presidentolthe PSALM Corp asex officio members thereof,

The Board of Divectars shall meot regularly and as Frequentiy
as may be necessary 1o enable 1t to discharge its functions and
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rasponsibilities, The presence at a meeting of four (4) members
shall consutute a quorum, and the decision of the majority of

three (3) members present at a meeting where there 1s quorum
shall be the decision of the Board of Directors.

SEC. 53. Powers of the President of PSALM Carp. - The
Presidentof the PSALM Carp. shall be appointed by the President
of the Philippines. In the absence of the Chairman, the President
shall preside over Board meetings.

The President of the PSALM Carp. shall be the Chief
Executive Officer of the PSALM Carp, and shall have the following
powers and duties: ”

(a) Toexecute and admimister the policies and measures
approved by the Board, and take responsibility for the efficient
discharge of management functions:

thy Taoversee the preparation of the budgst of the PSALM
Cor

fe) Ta dhirect and supervise the operation and internal
admainistration of the PSALM Corp. and, for this purpose, may
delegate some ar any of his administrative responsibilities and
duties ta ather officers of the PSALM Corp ;

(d] Subject to the gudelines and policies set up by the Board,
to appoint and fix the number and compenzation of subordinate
otfictals and employees of the PSAILM Corp.; and for cause, to
remove, suspend, or otherwise disapline any subordinate employee
of the BEALM Carp.;

{el Tosubmit anannual report to the Board on the activities
and achievements of the PSALM Carp. at the close of each fiscnl
year and upon approval thereof, submit a copy to the President of

the Philippines and tu such other agencies as may he requred by
faw

ifi Ta represent the PSALM Corp. in all dealings and
transactions with other offices, agencies, and instrumentalines of
the Guvernment and with all persons and nther entities, private
orpublie, domestic or forewpen; and

ig} To exermze such ather powers and duties 53 may he
vested in him by the Baard feom time to Lume,
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SEC. 54. Evemption from the Salary Standardization Law.
— The salaries and benefits of employees in the PSALM Corp.

shall be exempt fruom Republic Act No. 6758 and shall he fixed by
the PSALM Corp. Baard

SEC. 35 Property of the PSALM Corp. = The following funds,
assets, contmbutians and other praperty shall constitute the
property of the PSALM Corp

fa} The generation assets, real estate, IPP contructs, other
dispasable assets of NPI2, proceeds from the sale or dispesition of

such assats and the residual assets from B-0-T, R-0-T. and other
variations thereof

ik} Transfers {rom the Nanonal Government:

el Proceeds from loans incurved to restructure or refinance
NS transferred hahilives:  Provided, however, That all

borrowings shall he fully paid for by the end of the life of the
FSALM Corp |

il Proceeds from the unuversalcharge alloested fop stranded
epntractcusts and the stranded delbrs of NPO:

ted MNerprofe of NPO

ifi Netprofit of TRANSCO:

g

COficial assistunce. grants. and donations from external
sources; und

ik} Othier sourccs of funds as may be determined by PSALM
Corp nzeessary for the ahove-mentioned puUrposes,

SEC 3B, tfmims dgamst the PSALM Corp, - The fallowing
shallcansutute the clavms against the PSALM Corp:

a) NPC habihtes transferved to the PSALM Corp.
(b1 Transfers from the National Government:
ich WNew loans; and

idy MNPC steandodd contract costs
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CHAPTER Y11
ProMoOTION OF RURAL ELECTRIFICATION

SEC. 57. Conwversion of Elsctric Cooperatives, — Electric
cooperatives are hereby given the option to convert inta either
stock eooperative under the Cooperatives Development Act or stock
corporation under the Corporation Code. Nothing contained in
this Act shall deprive electric cooperatives of any privilege or right

granted to them under Presidential Decree No. 269, as amended,
and other existing laws.

SEC. 58, Additional Mandate of the National Elfectrification

Admirusiratron (NEA). — NEA shall develop and implement
Drograms:

fa} To prepare electric cooperatives in operating and
competing under the deregulated efectricity marvket within five
(3) years from the effectivity of this Act, specfically in an
environmentof open accezs and retal wheeling:

) To strengthen the technical capalbity and financial
viabilitv of rural electrie cogperatives; and

() Toreview and upgrade regulatory pelicies with a view
toenhansing the viabality of rural electric cooperatives as electric
utilities,

HNEA shall continue ta be under the supsrvision of the DOE
and shall exercize 1ts functions under Presidential Deeree No
269 asamended by Presidential Decree No. 1645 insefar as they
are consistent with this Aet,

SEC 59 Alternagrnve Electric Service ior [sofated Villages -
The provision of electric service in remote and unviable villages
that the franchised utldity 15 unable to service for any reason shall
be opened toother guabified third parties

SeC. 60, Debts of Electric Cooperatives — Upon the effectivity
af this Act, all outztanding financial obligations of electrie
cooperatives to NEA and other government agencies incurred for
the purpose of Anancng the rural electrification program shall be
assumed by the PSALM Corporation in accordance with the
program approved by the President af the Phulippines within one
(1) year from the edectovity of thus Act whach shall be implemented
and completed within thres (3) years from the etffectivity of this

§ ey . A
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Act. The ERC shall ensure a reduction in cthe rates of electrie
cooperatives commensurate with the resulting savings due ta the
removal of the amortization pavmentsof theiwr loana. Withan five
{5) years from the condonation of debt, any electric cooperative
which shall transfer ownership or control of its assets, franchise
oroperations shall repay PSALM Corp. the tatal debts including
accrued interests thereon,

CHAPTER VI
GENERAL PROVISIONS

SEC. 81, Reporrorial Requirements, —The DOE shall take
Lhe necessary measures to ensure that the provisions of this Act
are praperly implemented, and shall submit to the:Power
Cummission g semi-annual report on the implementation of this
Acton or befare the last week ofApril and Oetober of each yvear,

SEC. 62 dane Congressionad Power Commussion. — Upon
the effocuvity of this Act, g congres=sional commussion, hereinafter
veferred toas the "Power Commussion”, is hereby constituted. The
Power Commission shall be composed of fourteen (14) members
with the chawmen of the Cammittes on Energy af the Senate and
the House of Bepresentatives and so (8 additional members rom
each House, to he designated by the Sepate Presidenc and che
Speaker af the House of Representatives, respectively, The minonty
shall be entitled to pro rata representation bust shall have at least
ane (1) representative in the Power Commission.

The Commissiwon shall, in awl of lepislation, perform the
following functions, amongathers:

i) Bet the puidehines and overall framework to manitar
and ensure the proper implementation of this Act;

b Endorse the iminal privatzation plan within one (1)
month fram submisswon of such plan to the Power Commission by
FSALM Corp for approval by the President of the Philippines;

i

i) Ta ensure transparency, require the submizsion of
reports from government agencies concerned on the conduct af
public bidding procedures regarding privatization of NPC
generation and transmission R R IELEH

id) Review and evaluate the performance of the industyy

participants in relation to the olyectives and imelines set forth in
tlis Act;
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{e}) Approve the budget for the programs of the Power
Commizsion and all disbursements therefrom, including
compenrsation of all persannel;

(f) BEubmit periodic reports to the President of the
Philippines and Congress,

{g) Determine inherent weaknesses in the law and

recommend necessary remedial legislation or executive measures:
and

(h) Perform such other duties and functions as may be
necessary Lo attain s UbjECT.l'h‘Eﬁ.

In furtherance hereof, the Power Commission is hereby
empowered torequire the DOE, ERC, NEA TRANSCD, gener;ﬁur}ﬂ
companies, distribution uilities, suppbiers and other glectne power
industry participants to submit reporta and all pertinent data
and information relating to the performance of their respective
functions 1n the indusiry. Any person who willfully and
deliberately refuses without just cause 1o extend the support and
assstance requurad by the Power Commession 10 «Hectively attain
its ohjectives shall, upan conviction, be punished by imprisonment
of mot less than ane (1) yvesr but not more thin six (6) vearsara
fine of not less than Fifty thousand pesos (1750 000 00) buy net
mure than Five hundred thousand pesos (PROO,OO0.00) or both at
the diseretion of the court

The Power Commission shall adept 113 internal rules af
procedurss; conduct hearings and receivs testimomes, reports and
techreal advice; nivite orsummaon by subposna ad tastificandum
any publicofficial, private citizen or any other persan 1o tesufy
before i, or require any person by subpoena duces tecwm to produce
before it such records, reports, documents or other materials as it
way require; and gensrally require all the powers necessary to
attain the purposes for which itis created The Power Commuission
shall be assisted by a secretanit to be composed of personnel who
may be seconded from the Senate and the House of Representatives
and may retaminconsultants. The secrataratshall be headed by
an executive director who has sufheent background and
competence on the policies and ssues relating to electrioty industyy
reformas as provided in thes Act, To carry out 1ts powers and
functions, the initial sum of Twenty-five million pesaz
(P25,000,000 00) shall he charged against the current
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appropriations of the Senate. Thersafter, such amount necessary

for its continued operation shall be included in the annual General
Appropriations Act.

The Power Cammission shall exist for period of ten (10) vears
from the effectivity of this Act and may be extended by a jaint
concurrent resalution,

SRC. 63 Separation Benefits of Officrals and Employees of
Affected Agencies. - National Government employees displaced or
separated from the service a5 a result of the restructuring of the
electricity industry and privatization of NPC assets pursuant ta
this Act, shall be entitled to either a separation pay and other
benefits in aceordance with existing laws, rules or regulations ar
be entitled woawvmb of the privileges provided under a separation
plan whach shall be ane and ane-half month salary for every vear
af servicg inthe povernment: Frovided, however, That those who
avadd ol such provaleges shall start ther government service anew
ifabzorbed by any government.owned successor company In no
cade sitall thers he any hminuton of benefits under the sepacanon
plan wnnl the full implementatien of the restructuring and
BrEvALLZALION

IMzplaced or sepdroted persannel as a result of the
provatizetion oFguelified, shall be given preference in the hiring
of the manpower sequirements of the privatized companies.

The salaries of employ ees of NPC shall continue to be exempt
from the caverage of Republic Act No: 6758, atherwise known s
"The Salary Standardizavon Act

With rezpect to amplovees who are not retained by NPC,
the Govermiment, through the Department of Lahor and
Employment, shall endeavor ta implement re-tramming, joh
ceunseling, anid job placement programs,

SEC. 64, Fiscal Prudence — To promate the prudent
managemental governinent resources. the creation of new positions
and the levelsoforinerenses in salaries and all other emoluments
atd benelitz of TRANSCO snd PSALM Corp. personnel shall be
subject to the approval of the President of the Phalippines, The
compensabion and all cther amoluments and benefits of the afficials
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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SEC. 85. Environmental Protection. — Participants in the
generation, distribution and transmission sub-sectors of the,
industry shall comply with all environmental laws, rules,
regulations and standards promulgated by the Department of
Environment and Natural Resources including, in appropriate
cases, the establishment of an environmental guarantee fund.

SEC, 86, Bepefits to Host Communsties, — The obligations
of generation companies and energy resource developers to
communities hosting energy generating facilines and/or energy
resource developers as defined under Chapter [[, Sectivns 289 to
294 of the Lacal Government Code and Section 5(1) of Repubbic Act
Ma. 76838 and their implementing rules and regulations and
apphesble orders and circulars consistent with this Act shall
continue: Provided, That the obligations mandated under Chapter
II, Section 291 of Republic Act No. 7160, shall apply to privately-
owned corporations or entities utihizing the natienal wealth of the
loeality

Toensure the effectuve implementation of the reduction in
costof elecricity 1n the communities where the source of energy
15 tocated, the mechanies and-proceduras prescribed in the
Departmentof the [ntenarand Loeal Gavernment (DILG)-DOE
Cireulars No 95.01 and 98-01 dated October 31, 1995 and
September 30, 1998, respectively, and other 1ssuances related
therzro shall be pursued.

Tuwurds this end, the fund generated from the eighty
percent (30%) of the national wealth tax shall, in no case, be used
by any local government umst for any purpose other than thase fur
which it was intended,

li case af any viclation or noncompliance by any local
government official of any provizwon thereaf, the DILG shall, upen
prior notice and hearing, order the project operator, through the
DOE, to withhold the renttance of the rayalty payment to the
host community concerned pending eompletsn of the tnvesugation.
The unremitted funds shall be deposited 1n a government bank
under a trust fund.

SEC. 687 NPC Oferof Transinon Supply Contracts. — Within
six (B) months from the effectivity of this Aet, NPC shall file wath
the ERC for its approval a transition supply contract duly negotiated
with the distrbution uelities contauung the terms and conditions
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of supply and a curresponding schedule of rates, consistent with
the provisions hereof including adjustments andfor indexation
formulas which shall apply ta the term of such contracts. The
term of the transition supply contracts shall not extend beyond
ane (1) year from the introduction of open access. Such contracts
shall be based on the projected demand of such utilities less any of
their currently commatzed quantities under elipible PP contracta
as defined in Section 33 hereof: Provided That the wotal generation
capaaity of such signed transition supply contracts shall not eRceed
the level uf NPC owned. controlled ar com mittted capacity as of the
effectivity of this Act, Such transition supply contracts shall he
assignable to the NPC successor generatllng companies.

Within % (6) months from the dare of submission aof the
transiton supply contract by NPC, the ERC shall natify NPC of
their approval of the rates contaimed therein.

The ERU shall maintam a record of the SONLTECT Terms dnd
rates ottered by NPC. Likewize, the ERC shall update monthiy,

the rates using tha ippropriate adjustment andfor indexatian
furmula

Nutwithstanding the provisions of Section 25 hersaf the
vates charged by adistribution utiliy for the BENEration component
af the supply cfelectrieny oo there retanl sate shall, for the term of
the transition supply contracts. nat excead the transition supply
mantract rates, ns updated monthiyv, The recovery of costz incurred
by a discribunion enihity for any generation COMponent in excess of
the transition supply contract #ates shall he disallowed by the
ERC, except fur chigtble contracts as defined under Section 42
hereofi Provadad Thatsuch Limitation o the recovery of generation
Lumponent costs by o disinbution ueilicy shall apply only 1o the
eqwvalent quabty and quanoty ab electricity stll availabls to the
distribution unility frem NP

SEC. 68, Review of [PE Contracts - An inter-agency
committee chared by the Secretary of Finance with the Secretary
of the Department of Justice and the Diwector General of the
MNatinnal Feonenie snd Develapment Authonty as members thersaf
13 hereby created upon the effectivity af this Act, The Committes
shall immediacely undercake a thorough review of all PP
caontracts In cases whers such contracts are found to have
provigans which arve grossly disad vantageous, oronerous ta the
Government, the Committee shall cause the appropriate
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gevernment agency to file an action under the arintration clauses
provided in said contracts or imitiate any appropriate action under
Prulippine laws. The PSALM Corporaten shall diligently seek to
reduce stranded costs, ifany,

SEC. 9. Renegotiation of Power Purchase and Energy
Conversion Agreements between Government Entities. — Within
three (3) months from the effectiaty af this Act, all pewer purchase
and energy conversion agreements between the PNOC-Energy
Development Corporation (PNOC-EDC)yand NPC, including but
not limited o the Palinpinon, Tongonan and Mt. Apo Geothermal
complexes, shall be reviewed by the ERC and the terms therect
amended to remove any hidden costs or extraordinary mark-ups
10 the cost of pawer or steam above their true costs. All amended
contracts shall be submicted wa the Jont Congressional Paower
Commission forapproval, The ERC shall ensure thatall savings
realized from the reduction of smd mark-ups shall be passed on o
all end-users

SEe 70, Missionary Electriffcation — Nowwsthstanding the
divestment andfor privatization of NPC assets, |PP contracts and
spun-oif corporations, NPE shall remain as a Mational
Government-owned and -controlled carporation ta perform the
missignary electrification funcnion through the Small Power
Utithities Group (SPUG) and shall be responsible for providing
puwer generation and 1ts assoaated power dilivery systoms in
apess that are nat cannected o the transmussien system, The
missionary eleetriiication functon shall be funded frum the
revenues from sales in missionary areas and from the universal
charge 1o be collected frum all electnoty end-usersas determaned

by the ERC.

Sz 71, Electrie Power Crisis Provisron. — Upon the
determination by the President of the Phulippines of an imminent
shortage of the supply of electriaty, Congress may authorize,

through a joint resolution, the establishment of additional
| generaning capacity under such terms gnd conditions as 1L may
approve

3eC, 72 Mandated Rate Reduction. - Upon the effectivity
of thiz Act. residential end-users shall be granted a rate reduction
from MPC rates of thirty centavos per kilowatt-hour (PO.30MKWH)
Sueh reduction shall be rellected as a separate itew in the constuner
biiling statzment.
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SEC. 73. Lifeline Rate — A socialized pricing mechanism
called a Lifeline rate for the marginahized end-users shall be set by
the ERC, which shall be exempted from the cross subsidy phase-
out under this Act for 4 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. T4, Cross Subsidies. — Cross subsidies within a grid,
between grids and/or classes of customers shall be phased outina
penod not excesding three (4) years from the establishment by the
FRC of a universal charge which shall be collected fram all
electricity end-users. Such level of cross subsidies shall be made
transparent and wdenubied separacely in the billing stalements
pravided to end-users by the supphers.

The ERC may extend the period for the remaval aof erass
subsidies fora maximum pered of one (1) vear upan finding that
eessation of such mecharwsm would have a material adverse effect
agior the public mreeest particularly the residential end-user; or
wauld have animmediate freparabie, and adverse Anancial efecr
anviistribution undity

CHAPTERIN
Frssl. PROVISIGONS

SEC. 75, Statutory (onstruction. - Tihis Act shall, unless
the context indicates otherwise, be construed in favar of the
establishment, prumetion, preservation of competition and people
ciipuwerment so that the widest pariicipation of the people,
whether directly ar indirectly, 15 ensured. With respect to NPC's
debts and 1PP and related contracts, nathing in this Act shall be
construcd as: (1) an tmphed warver of any right, aetion or claim,
agalstany persanorentity, of NPC or thie Phulippine Government
arising fecm oe relating o any such conteacts: ar (2) & conferment
of new or better rights w ereditors and 1PP contractors in addition
to subsisting rights granted by the NPO or the Philippine
Government under existing contracts.

SEC TR Educstion and Pretection of End sers. - End-
usgersshall be educated about the implementation of retail aceess
and 1ts impact on end-users and on the proper use of electric power.
Such education shall include. bur not limited to, the éxistence of
competitive ¢lectricity suppliers, choice of compentive electricity

Ll o g it



a 37

services, regulated transmission and distnbuton services, systems
reliability, aggregation, market, itemized billing, stranded cost,
uniform disclosure requirements, low-income hill payment, enargy
conservation and safety measures.

The DOE, 1n coordination with the NPC, NEA, ERC and
the Office of the Press Secretary-Philippine Information Agency
(OPS-P1A), shall undertake an information campaign toeducate
the public on the restructuring of the electric power industry and
privatization of NPC.

SEC. 77 Implemennng Rules and Regwlations. — The DOE
shall, in eonsultation with relevant government agencies, the
slectre power industry partiapants, nan-government Organizations
and end-users, promulgate the Implementing Rules apnd
Regulations (IRR) of this Act within six (B) months from the
affectivity af this Act. subject to the approval by the Power
Commisson

Sy, 78 [oyunction and Restraining Order, — The
implementation of the provisions uf this Actshall not be restramned
or enjoined #xcept by an order issued by the Supreme Court uf the

Phibippies

SEC. 79 Separafifity Clause. — U foroany reason, any
pravizion of this Act s declared upeonstitunonal o invahd, the
ather parts or provisions heraof ahich are not alfected therehy
shail continue ta be in full force and effect,

SEC. 80, Applicabihity and Repealing Clause. — The
upplicabiity provisionsof Commonwesith Act Mo 146, asamended,
stherwize known as the “Public Services Act’, Repubihc Act 6395,
22 amended, revising the charter of NPC; Presidential Decree
26} as amended, referred 1o as the National Electrificanon DNecrae;
Rupublic Act 7638, otherwise known as the "Department of Encrgy
Actof 1992 Executive Order 1732, as amended, creaung the ERB;
Republic Act 7832 otherwise known as the “Anti-Electrioity and
Flecune Transmission LinesNMatenals Pilferage Actof 19947, shall
continue 1o have full force and effect except insofar as they are
inconsstent with ths Act.

The provisions with respect ta electric power of Section 11(c)
of Republic Act T916, as amended, and Seeton 50 of Republic Act

7027 are hersby repealed or modified accordingly
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Presidennal Decree No. 40 and all laws, decrees, rules and
regulations, or portions thereof, inconsistent with this Act are
hersby repealed or mudified accordinely,

S Bl Efvcrovty (lause. — This Actshall take effect on
the fifteenth day following 1ts publication 1n at least two (2) national
papers of general circulation

Approved.
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