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CHRONOLOGY OF EVENTS

2010
SUPREME
COURT
ORDER

MACTAN ELECTRIC G.R. No. 172960
COMPANY, INC.,
Petitioner, Present:

-versus-PERALTA,

DEL CASTILLOZ and

MENDOZA, .JJ.
NATIONAL POWER
CORPORATION, MACTAN
CEBU INTERNATIONAL
AIRPORT AUTHORITY and

NATIONAL TRANSMISSION
CORPORATION,
Respondents. Promulgated:

-

THIRD DIVISION

CORONA, J, Chairperson,
VELASCO, JR.,

Department of Energy
Powering the Nation

Section 18 of RA7638,
DOE act of 1992

The non-price regulatory jurisdiction,
power and functions of the Energy
Regulatory Board as provided for in
Section 3 of Executive Order No. 172
are hereby transferred to the
Department [of Energy]

Section 37 of RA9136,
EPIRA of 2001

In addition to its existing powers and
functions, the DOE is hereby
mandated to supervise the
restructuring of the electric industry.
XXX




CHRONOLOGY OF EVENTS

MAY 2014
ERC endorsed to
DOE all Direct
Connection
Application

« Department of Energy

% Powering the Nation

12 APPLICATIONS
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CHRONOLOGY OF EVENTS

NOV 2014
Department
Order Creating
the D-REC was

iIssued

Republic of the Philippines
DEPARTMENT OF ENERGY

DEPARTMENT ORDER NO. D&Zolg-11 - 0019

e
CREATING THE DIRECT CONNECTION REVIEW AND EVALUATION
COMMITTEE FOR THE PURPOSE OF PROCESSING AND RESOLVING
DIRECT CONNECTION APPLICATIONS OF INDUSTRIAL

ENTERPRISES/END-USERS




D-REC Composition per DO 2014-11-0019

Permanent Alternate
Chair Undersecretary Assistant Secretary supervising the
supervising the Electric Power Industry EPIMB
Management Bureau (EPIMB)
Vice Chair Director - EPIMB Assistant Director - EPIMB
Members  Director - Legal Service (LS) Chief - Contract Division, LS
Director ~ Financial Service (FS) Chief - Compliance Division, FS

Representative, National Electrification
Administration (NEA)

Representative - National Grid
Corporation of the Philippines (NGCP)

Representative, National Transmission
Corporation (TransCo)

Representative, Power Sector Assets and
Liabilities Management Corporation
(PSALM)

Representative, Philippine Electricity
Market Corporation (PEMC)

»2s Department of Energy
b
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D-REC TWG Composition per DO 2014-11-0019

Chairperson . Director, EPIMB

Vice Chatrperson ~ + EPIMB Division Chief Concerned

Members o Staff/s from EPTMB
- Staff/s from FS
statt /s from 1S




CHRONOLOGY OF EVENTS

MAY 2016

House Rules was
Promulgated

Republic of the Philippines
DEPARTMENT OF ENERGY

HOUSE RULES GOVERNING THE REVIEW AND EVALUATION OF DIRECT
CONNECTION APPLICATIONS OF INDUSTRIAL, COMMERCIAL AND OTHER

QUALIFIED ELECTRICITY END-USERS, ECONOMIC ZONES AND ECOZONE
ENTERPRISES

Department of Energy

Powering the Nation




APPROVED APPLICATIONS

1.Pueblo de Panay Development, Inc,but
limited to Pueblo de Panay Technopark only
(28 September 2017)

2.Summit Iron & Steel Smelting
Corporation
(15 March 2018)




CONFIRMED APPLICATIONS

1.General Milling Corporation
(21 December 2017)

2.International Broadcasting Bureau
(20 March 2017)

3.SFA Semicon Philippines Corporation
(24 July 2017)

4. Texas Instruments Philippines, Inc.
(05 February 2017)




DENIED APPLICATIONS

1.St. Anthony Academy of Iriga, Iriga Ice
Plant and Cold Storage and Iriga
Telephone Company
(20 February 2018)

2.SM Prime Holdings, Inc. (SM City Naga)
(26 February 2018)

Department of Energy




TERMINATED APPLICATIONS

1.La Suerte Copra Industries, Corp.
2.MJBJ Hatchery

3.VICSAL Development Corp.

4.Flo Water Resoueces, Inc.

5.Pacific Cordage Corp.

6. XRC Mall, Inc.




TERMINATED APPLICA

/. RPMC Plastic Philippines

8. NPC Alliance Corp.

9. Sirawal Plywood Lumber

IONS



RATIONALE FOR THE ISSUANCE OF THE CIRCULAR

1. House Rules to Department Circular

The D-REC TWG to address comments from
stakeholders regarding the House Rules not
being issued through a Department Circular.

»2s Department of Energy
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RATIONALE FOR THE ISSUANCE OF THE CIRCULAR

2. Amending DO 2014-11-0019

The D-REC TWG proposed to amend the
composition of D-REC on the DO 2014-11-0019
to limit the processing time of the evaluation.

Members from the attached agencies are
proposed to be Resource Persons

.. Department of Energy

‘ Powering the Nation



RATIONALE FOR THE ISSUANCE OF THE CIRCULAR

3. Other amendments of Some Provisions of
the House Rules

Some amendments to the provisions of the
House Rules have been introduced for the
systemized, efficient and early resolutions of
direct connection applications.

28 Department of Energy
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GENERAL PRINCIPLES

1. Recognition of franchise
DU to serve and provide required power
qguality and guantity
« Walver
2. Implementation of RCOA and economies of
scale — 5 MW threshold
3. Economic benefits
* |Investment opportunities
« Job creation
« Taxes




Outline of Department Circular

Sections Title

Section 1 | Definition of Terms

Section 2 | General Principles for Direct Connection
Section 3 | Coverage

Section 4 | Applicability of Direct Connection
Section 5 | Application for Direct Connection
Section 6 | Renewal of Direct Connection

Section 7 | Disapproval/ Termination of Application
Section 8 | Transfer of Sub-transmission Facilities

Section 9 | Capability Evaluation of Franchised Distribution
Utility

&8 Department of Energy
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Outline of Department Circular

Sections Title

Section 10 | Connection and Disconnection Protocol of
DCC’s

Section 11 | Resolution of Pending Cases Endorsed to the
DOE

Section 12 | Other Provisions

Section 13 | Effectivity

»&8 Department of Energy

’ Powering the Nation



Draft Department Circular- Section 1

Section 1. Definition of Terms.

a. Applicant refers to an Electricity End-user, or Ecozone
Enterprise/Developer/Operator which submitted application for
renewal or approval of new direct connection.

b. Contestable Customer refers to an Electricity End-user or
Ecozone Enterprise that belongs to the Contestable Market.

c. Directly Connected Customer or DCC refers to an industrial or
bulk electricity end-user, or an Ecozone
Enterprise/Developer/Operator which are supplied through the
transmission or sub-transmission assets that are still owned by the
National Transmission Corporation (TransCo).

. Department of Energy
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Draft Department Circular- Section 1 (Cont.)

d. Direct Connection refers to an arrangement for the supply of
energy to an Electricity End-User or Ecozone
Enterprise/Developer/Operator using the transmission or sub-
transmission assets with voltage level requirement beyond the level
that can be provided by the Distribution Utility or Ecozone Utility
Enterprise where the Electricity End-User or Ecozone Enterprise is
located; directly connecting to the grid using facilities that cannot be
economically and technically provided by the Distribution Utility or
Ecozone Utilities Enterprise.

e. Direct Connection Review and Evaluation Committee

(D-REC) refers to a committee created under Department Order No.
2014-11-0109.

2 Department of Energy
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Draft Department Circular- Section 1 (Cont.)

f. Ecozones or “Special Economic Zones” (SEZ) shall refer to
selected areas with highly developed or which have the potential to
be developed into agri-industrial, industrial, tourist, recreational,
commercial, banking, investment and financial centers whose
metes and bounds are fixed or delimited by Presidential
Proclamations. An Ecozone may contain any or all of the following:
Industrial estates (IEs), export processing zones (EPZ), free trade
zones and tourist/ recreational centers.

. Department of Energy

Powering the Nation



Draft Department Circular- Section 1 (Cont.)

g. ECOZONE Developer/Operator” refers to a business entity or
concern duly registered with and/ or licensed by the PEZA to
develop, operate and maintain an ECOZONE or nay or all of the
component |IE, EPZ, Free Trade Zone or Tourist/Recreational
Center and the required infrastructure facilities and utilities such as
light and power system, water supply and distribution system,
sewerage and drainage system, pollution control devices,
communication facilities, paved road network, administration
building and other facilities as may be required by the PEZA. The
term shall include the PEZA and/or the Local Government Unit
when by the themselves or in joint venture with a qualified private
entity, shall act as the Developer/Operator of the ECOZONES. As
such, they shall be entitled to the same incentives under Rule XIV
of these Rules in accordance with the pertinent provisions of the
Act and the Code.

Department of Energy
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Draft Department Circular- Section 1 (Cont.)

h. Ecozone Enterprise refers to an entity or concern within the
Ecozone and duly registered by Phillipine Economic Zone Authority
(PEZA), engaging in manufacturing, services, tourism and any other
kind of trade.

I. Ecozone Utilities Enterprise shall refer to a business entity or
concern within the Ecozone duly registered with and/or franchised/
licensed by the PEZA with or without the incentives provided under
Republic Act No. 6957, as amended, (the Build-Operate-Transfer
Law) and/or with or without financial exposure on the part of the
PEZA, such as contractors/operators of light and power systems,
water supply and distribution systems, communications and
transportation systems within the ECOZONE and other similar or
ancillary activities as may be determined by the Board.

2 Department of Energy
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Draft Department Circular- Section 1 (Cont.)

j].  End-User refers to any person or entity requiring the supply and
delivery of electricity for its own use.

K. Subtransmission Assets - refers to the facilities related to the
power delivery service below the transmission voltages and based
on the functional assignments of assets including but not limited to
the step-down transformers used solely by load customers,
associated switchyard/substation, control and protective equipment,
reactive compensation equipment to improve customer power factor,
overhead lines and the land such facilities/equipment are located.
This includes NGCP or its successor in interest assets linking the
transmission system and the distribution system which are neither
classified as generation nor transmission.

. Department of Energy
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Draft Department Circular- Section 2

Section 2. General Principles For Direct Connection. The
following principles shall be adopted by the D-REC in the review and
evaluation of applications for Direct Connections:

a. The applicant Electricity End-user or Ecozone Enterprise load
should not be less than 5 megawatt (MW) and the delivery
voltage shall be in accordance with the following transmission
voltage:

A. 69-230 kilovolts (kV) for Luzon Grid
B. 69-138 kV for Visayas Grid
C. 69-138 kV for Mindanao Grid

/ Department of Energy
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Draft Department Circular- Section 2 (Cont.)

b. The Electricity End-user or Ecozone Enterprise that is planning to
apply as a Directly Connected Customer (DCC) shall furnish the
concerned Distribution Utility a copy of the application submitted to
the DOE. The affected Distribution Utility shall be obliged to submit
its comments to the DOE within fifteen (15) days from the receipt of
the application. The D-REC shall prescribe the technical, operational
and financial capability standards for the Distribution Ultilities for
purposes of Direct Connection applications.

The requirements provided herein shall not apply to PEZA
registered or accredited Ecozone Utility Enterprise.

/ Department of Energy

%2 Powering the Nation



Draft Department Circular- Section 2 (Cont.)

c. Any franchised Distribution Utility (DU) which opposes any
application for Direct Connection by an electricity End-User or
Ecozone Enterprise shall be accorded adequate and reasonable
opportunity to contest an applicant’s allegations about the DU'’s
technical and financial capability to serve the quantity and quality of
electric power supply required by the applicant.

d. In all cases, the affected franchised DU shall provide sufficient proof
that it can satisfactorily guarantee to meet the quantity and quality of
electric power supply required by the applicant Electricity End-User
or Ecozone Enterprise including the cost for the supply of electricity
to support the operation and viability of the applicant Electricity End-
User or Ecozone Enterprise. As such, the franchised DU shall
sufficiently meet the required technical and financial standards.

/8 Department of Energy
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Draft Department Circular- Section 2 (Cont.)

e. In all cases, the affected franchised Distribution Utility shall provide
sufficient proof that it can satisfactorily guarantee to meet the
guantity and quality of electric power supply required by the
applicant including the cost for the supply of electricity to the
operation and viability of the electricity applicant.

f. The DOE shall continue to recognize all existing and valid Direct
Connection in force at the time of the effectivity of these rules until
the expiration of their supply contracts.

g. Any Power Supply Agreement and Transmission Supply
Agreement, whether new or renewed, entered into by the DCC
shall be subject to the terms and conditions mutually agreed upon
between the parties concerned.

/ Department of Energy
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Draft Department Circular- Section 2 (Cont.)

h. In cases where the sub-transmission facilities to which the Electricity
End-user or Ecozone Enterprise is connected has been acquired by
the franchised DU, the Electricity End-User or the Ecozone
Enterprise shall be subject to payment of wheeling charges duly
approved by the ERC.

I. In the Implementation of Retail Competition and Open Access
(RCOA), regardless of its demand level, the Electricity End-User or
Ecozone Enterprise having the privilege of direct connection may
continue to source its power supply from the PSALM, an SGC, an
IPP or an IPPA, subject to payment of applicable wheeling charges,
as determined by the ERC, until the expiration of their supply
contracts. Provided, however, if at the time of the expiration of its
contract with its counterparty, the Electricity End-User or Ecozone
Enterprise has a load demand falling within the RCOA threshold
level as indicated in the timeline provided by ERC and DOE for that
particular expiration year, the same shall be subject to the RCOA
rules.

&
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Draft Department Circular- Section 2 (Cont.)

The DCC, upon the implementation of retail aggregation, may opt to
aggregate its demand with other contiguously located Electricity
End-users and source its supply from ERC-licensed Retail Electricity
Supplier (RES)/Aggregator.

]. The DOE shall approve any direct connection application if the DU
voluntarily allows, by way of executing a Waiver, the direct
connection of the Applicant notwithstanding its technical and
financial capability.

/ Department of Energy
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Draft Department Circular- Section 3

Section 3. Coverage. The evaluation of applications for direct
connection by the D-REC shall only cover the following:

a. Any existing DCC Iintending to renew its direct connection
arrangements either with PSALM, SGC, IPP, IPPA, including its
Service Agreement with the NGCP, provided that the DU

remains to be technically and financially incapable of serving
the DCC,; and

b. Any Electricity End-User or Ecozone Enterprise with a load
requirement of at least 5 MW intending to secure supply of
electricity with PSALM, an SGC, IPP, or an IPPA, provided that
the DU remains to be technically and financially incapable of
serving the Electricity End-User or Ecozone Enterprise.

2 Department of Energy
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Draft Department Circular- Section 4

Section 4. Applicability of Direct Connection. Direct Connection
shall not be granted in any of the following cases:

a. If the Applicant is already in operation and already being served
by a franchised DU at the time of the effectivity of these rules,
except in cases where the Applicant presents, for the
determination of the D-REC, sufficient proof that the concerned
franchised DU fails to satisfy the provisions of Section 9(b)
hereof to the concerned Applicant;

b. Applicants that have been issued Certificate of Contestability by
the ERC whether or not currently served by RES; except in
cases where the Applicant presents, for the determination of the
D-REC, sufficient proof that the concerned franchised DU fails
to satisfy the provisions of Section 9(b) hereof;

/ Department of Energy
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Draft Department Circular- Section 4 (Cont.)

c. Residential customers; and

d. Any prospective Electricity End-user or Ecozone Enterprise that
Intends to connect thru the sub-transmission assets already
acquired by the concerned DU/consortium from TransCo. This
shall include sub-transmission asset as listed under ERC
Resolution No. 4, Series of 2013, entitlted “A Resolution
Amending Resolution No. 26, Series of 2011".

/ Department of Energy
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Draft Department Circular- Section 5

Section 5. Application for Direct Connection. An Applicant or a
DCC seeking approval to avail of or to renew a Direct Connection
arrangement shall be guided by the following:

a. The DCC or the Applicant shall file with the DOE through the D-
REC a written application containing and/or enclosing thereto
the following information/documents:

.  Name and Dbusiness address including a  Dbrief
corporate/business  profile of the applicant;

li. Location of Applicant's/DCC'’s installation, plant, or factory for
which direct supply is sought, including the nearest NGCP/DU
substation, as well as the power demand, delivery voltage,
requested schedule for connection, load curve, and other
relevant technical information;

Department of Energy
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Draft Department Circular- Section 5 (Cont.)

lii. Certification from the NGCP that the current demand including
the five (5) years projected demand can be accommodated by
existing transmission facilities, otherwise the customer may be
allowed to fund the required infrastructure. Provided, however,
that the Electricity End-user or the Ecozone Enterprise shall
retain ownership of such dedicated facilities until such time that
such facilities are required for competitive purposes and its
ownership shall be transferred to the National Transmission
Corporation (TransCo) or its successor-in-interest, or the
franchised DU, as applicable, at a fair market price, In
accordance with the provisions of the EPIRA,;

Iv. Certification of willingness to shoulder the cost of needed
connection assets and subtransmission facilities.

/ Department of Energy
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Draft Department Circular- Section 5 (Cont.)

v. Cost Benefit Analysis. Proof that the Direct Connection status
will give rise to the continued growth and/or survival of its
business and shall result to positive economic impact to the
community where the Applicant is located. The analysis shall
Include among others:

Comparative operational or production costs;
Capital infusion;

Additional employment;

Projected taxes or income to the government;
Comparative product or service cost;

Other measures as applicable (e.g. improvement in
Infrastructure, export growth, etc.); and

o 0 h wWbhPE

. Department of Energy
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Draft Department Circular- Section 5 (Cont.)

vi. Such other documents which the D-REC may deem necessary in
support of the application.

The application should be addressed to:

The DOE Secretary
Attention: The Chairperson Direct Connection-Review and
Evaluation Committee c/o Electric Power Industry
Management Bureau

Department of Energy Energy Center, Rizal
Drive  Bonifacio Global City, Taguig City, Metro
Manila

Telephone No. 840-2120

The concerned DU shall be copy furnished with the letter of
application.

/ Department of Energy
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Draft Department Circular- Section 5 (Cont.)

b. The applicant Electricity End-user or Ecozone Enterprise shall pay a
corresponding application fee in accordance with the Schedule of
Fees and Charges in compliance with Executive Order No. 31.
Dated 1 October 2012, and Implementing Rules and Regulations for
Executive No. 31, Series of 2012, to cover processing expenses as
follows:

I.  Administrative costs
II. Publication

c. The concerned DU shall inform the DOE of its action on the
application for Direct Connection within fifteen (15) calendar days
from receipt of the copy of the application. Otherwise, the D-REC
shall consider that the DU has waived its right to file any action on
the application.

/ Department of Energy
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Draft Department Circular- Section 5 (Cont.)

d. Upon receipt of copy of the application, the D-REC Chairperson
shall refer the application, within two (2) days from receipt to the D-
REC TWG.

. D-REC TWG shall determine the completeness and
authenticity of the documents submitted by the applicant
within three (3) working days from receipt of the
application, and issue notice to the applicant of the
completeness of the supporting documents, or if there are
additional information requirements needed to warrant the
full evaluation of the application.

i. The D-REC TWG shall commence immediately its
technical, financial and legal evaluation of the application
In accordance with Section 3(1) of these rules.

/ Department of Energy
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Draft Department Circular- Section 5 (Cont.)

lii. The D-REC TWG shall complete its evaluation of the application
within forty five (45) working days including conduct of site
Inspection or field verifications as may be directed by the D-
REC. The cost incurred for the conduct of site inspection shall be
for the account of the Applicant.

Iv. The D-REC TWG shall inform the D-REC on the developments
of its evaluation on weekly basis until its submission of the final
result of the evaluation and recommendation to the D-REC for its

approval.

/ Department of Energy

%2 Powering the Nation




Draft Department Circular- Section 5 (Cont.)

e. In the conduct of consultations, focus group discussions/and or
meetings, as deemed necessary by the D-REC in order to validate
all facts relating to the direct connection application, the D-REC
Secretariat shall inform the Applicant, the concerned Distribution
Utility and other affected entities of the details of the conduct of
consultations including the date, time, venue, invited participants
and resource persons and other pertinent information relating to the
consultations.

f. In all instances, the D-REC shall approve or deny any application
for Direct Connection based on the affected franchised DU'’s
meeting the technical, operational and financial capability
standards as prescribed by in these rules.

g. The Electricity End-User or Ecozone Enterprise, which has been
granted authority for Direct Connection shall submit to D-REC a
copy of its Power Supply Contract with PSALM, SGC, IPP, IPPA,

and Service Agreements with the NGCP, for monitoring purposes.
2 Department of Energy
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Draft Department Circular- Section 5 (Cont.)

h. The costs of putting up, operating and maintaining all ‘dedicated
facilities’ associated with the power service delivery for new
connections may be borne by the Electricity End-User or Ecozone
Enterprise. The electricity End-User or the Ecozone Enterprise shall
retain ownership of such dedicated facilities until such time that such
facilities are required for competitive purposes and its ownership
shall be transferred to the TransCo or its successor-in-interest or the
franchised DU, at a fair market price, in accordance with the
provisions of the EPIRA.

For purposes of these rules, dedicated facilities shall include all
radial transmission lines, substations and associated equipment
solely utilized by the Electricity End-User or Ecozone Enterprise to
enable power service delivery. Such proposed connection facilities
shall be in compliance with existing ERC rules and resolutions
Including the connection requirements and procedures of NGCP.

. Department of Energy
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Draft Department Circular- Section 5 (Cont.)

The applicant shall inform the DOE of such arrangement and submit
copies of pertinent documents on the construction of such facilities
Including its intent to enter into a PSA with the Generation Company.

I. Provided that all information and documentary requirements shall
have been complied with, the D-REC shall approve or deny any
application for new direct connection within forty-five (45) working
days from the date of complete submission of documentary
requirements, unless otherwise the situation warrants a thorough
evaluation and consultation.

/ Department of Energy
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Draft Department Circular- Section 6

Section 6. Renewal of Direct Connection Status. The following
shall govern the process for the renewal of Direct Connection
Agreements:

a. The Electricity End-User or the Ecozone Enterprise shall advise
the D-REC in writing, copy furnished the franchised DU or
Ecozone Utility Enterprise, of such intention to renew the
contract at least three (3) months before its PSA expires. The
electricity End-User or the Ecozone Enterprise shall ensure that
the Service Agreements shall have an expiration term similar to
the PSA, but not later than the expiration of the franchise of the
transmission service provider.

. Department of Energy
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Draft Department Circular- Section 6 (Cont.)

b. Provided that all required information shall have been complied
with, the D-REC shall complete the evaluation and inform the
Applicant and concerned DU of its decision to approve or deny
any renewal of contract within forty-five (45) working days from
the date of complete submission, as duly certified by the D-REC.

c. Any Electricity End-User or Ecozone Enterprise which has been
granted authority by the D-REC to renew its Direct Connection
status but need to upgrade its dedicated facilities due to
expansion shall shoulder all costs of putting up, and maintaining
the new/upgraded “dedicated facilities” pursuant to the required
transmission voltages in the concerned grid. The same facilities
shall be turned-over to TransCo or its successor-in-interest when
so required in accordance with the provision of the EPIRA.

/ Department of Energy
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Draft Department Circular- Section 7

Section 7. Disapproval/ Termination of Application. The D-REC
shall disapprove or terminate the application in the following cases:

a. Failure of the Applicant or DCC to submit the pertinent
documents as required in Section 5 of this Circular;

b. The Applicant or DCC expressly withdraw in writing its
application for whatever reason;

c. Application for Direct Connection where the concerned DU is
deemed technically and financially capable to serve the
Applicant. The D-REC shall advise the franchised Distribution
Utility to serve the Electricity End-User or Economic Enterprise.

2 Department of Energy
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Draft Department Circular- Section 7 (Cont.)

d. Applicant Electricity End-User or Ecozone Enterprise which are
already within the RCOA threshold regime (Section 2i). The
same shall be endorsed by the D-REC to the ERC for the
Issuance of Certificate of Contestability.

e. Applicant Electricity End-user or Ecozone Enterprise load
requirement cannot be accommodated by the current load
capacity of transmission facilities (lines, transformers and other
high voltage devices) unless said Electricity End-user or
Ecozone Enterprise is willing to fund the upgrading works at its
Initial cost subject to the usual regulatory processes and
approvals.

f.  Applicant fails to prove that its business will provide a significant
socio-economic contribution within the locality where it is
located.

2 Department of Energy
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Draft Department Circular- Section 8

Section 8. Transfer of Subtransmission Facilities.

Upon the franchised DU’s acquisition from the TransCo of the
concerned subtransmission facilities to which the DCC is connected,
the DU shall assume the responsibility to continuously serve the
DCC and shall impose and collect the corresponding wheeling rates
as duly approved by the ERC. Provided, however, that the supply
arrangement of DCCs should be respected until its expiration,
afterwhich, the DCC will then be free to source its supply from any
Generation Company or the WESM, and if qualified as a
Contestable Customer (CC), to enter into a Retail Supply Contract
(RSC) pursuant to the RCOA policies.

/8 Department of Energy
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Draft Department Circular- Section 9

Section 9. Capability Evaluation of Franchised Distribution
Utility. The following guidelines and procedures shall apply in
determining the capability of the franchised DU to satisfy the supply
requirements of the Applicant for Direct Connection:

a. New Applications

For the D-REC's evaluation if the franchised DU or the Ecozone
Utility Enterprise is capable to meet the electricity supply
requirements of the applicant, the franchised DU or the
Ecozone Utility Enterprise shall submit the following operational
data requirements pertaining to the past three (3) years
Immediately preceding the year of the application for Direct
Connection:

/8 Department of Energy
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Draft Department Circular- Section 9 (Cont.)

TECHNICAL/OPERATIONAL

.  System operating map (single line diagram) indicating the
voltage level and load carried at each points;

i. Details of power supply agreements with Generation
Companies, list of embedded generators, load forecast,
contracted capacity, duration, other terms such as outage
allowances, replacement power supply provision,
Distribution facility’s expansion plan and copies of
application to ERC for capital cost recovery (medium-
and/or long term), as provided on Distribution
Development Plan (DDP);

lii. Rates per supply agreement and rate schedule per
customer class;

Department of Energy
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Draft Department Circular- Section 9 (Cont.)

Iv. Distribution Reliability Reports and Performance Targets;
Technical and Non-Technical System Loss against applicable
System Loss Cap; Distribution Utility Use against Approved
Distribution Utility Use Allowance; and Copy of Target vs.
evaluated Customer Service Performance, in compliance
with the distribution code;

v. Cost benefit analysis showing the advantages to DU or to the
Ecozone Utility Enterprise of having the applicant as
customer, which may include improvement in the distribution
costs, load profile and other benefits that will result to lower
electricity rates in the DU’s franchise area,;

2 Department of Energy
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Draft Department Circular- Section 9 (Cont.)
FINANCIAL

vi. Copy of audited Financial Statements for the two (2) most
recent 12 months period and Projected Cash Flow
Statements for 5 years;

vii. Certification from the Market Operator that it has sufficiently
complied with the WESM prudential requirements and has
not received any notice of default;

viil. Certification of good credit standing with power supplier
and transmission service provider;

IX. To measure liquidity: (ability to meet financial obligations as
they become due).

/ Department of Energy
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Draft Department Circular- Section 9 (Cont.)

a. Current ratio. A liquidity ratio that measures a company’s

ability to pay short-term liabilities with its current assets.
This ratio should not be less than 1. This shall be
calculated by dividing the current assets over current
liabilities. Or

Quick Ratio. A liquidity ratio that measures the ability of a
company to pay its current liabilities when they become
due with only quick assets. Quick assets are current
assets that can be converted to cash within 90 days or in a
short term. This ratio should not be less than 1:1. This
shall be calculated by adding cash, cash equivalents,
short-term investments and current receivables then
dividing them by current liabilities.
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Draft Department Circular- Section 9 (Cont.)

X. To measure solvency. (Ablility to pay long-term obligations or
the ability to sustain operations indefinitely by comparing the
debt levels with equity, assets and earnings).

a.Debt Ratio: This ratio should not be more than 50%. This is
calculated by dividing total liabilities by total assets.

b.Debt-to-Equity Ratio: Measures the number of times the
shareholders’ capital has been leveraged by the use of debt.
This is calculated by dividing total liabilities by total equity.

Xl. To measure profitability.  This analysis focuses on the
relationship between revenues and expenses and on the level of
profits relative to the size of investment in the business.
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Draft Department Circular- Section 9 (Cont.)

Xil. A positive net margin and return on assets. The positive net
margin shall be calculated as the percentage of revenue
remaining after all operating expenses, interest, taxes and
preferred stock dividends have been deducted from a
company’'s total revenue. Return on assets should be
calculated as net profit margin divide be total assets.

xiii. Other documents and records relevant to support its
compliance to technical and financial capability criteria set
herein.
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Draft Department Circular- Section 9 (Cont.)

b. Applications for Renewal

If the franchised DU or Ecozone Utility Enterprise opts to contest
the renewal of direct connection application of the Electricity
End-User or Ecozone Enterprise within its franchise area, it shall
submit the operational data requirements pertaining to the past
three (3) years immediately preceding the year of application as
provided in Section 9(a).

The D-REC shall then evaluate the capability of the franchised
DU or Ecozone Utility Enterprise to meet the power supply
requirements of the Electricity End-User or Ecozone Enterprise.
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Draft Department Circular- Section 10 & 11
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Section 10. Connection and Disconnection Protocol of DCCs. The
Philippine Electricity Market Corporation (PEMC) and the NGCP shall
recommend to the DOE a draft a protocol on the connection and
disconnection of DCCs, consistent with DOE Department Circular Nos.
DC2010-05-0006 and DC 2010-08-0010.

Section 11. Resolution Of Pending Cases Endorsed To The DOE.
These rules shall be applied to govern the review and evaluation of
applications on Direct Connections and pending cases pertaining to Direct
Connections already filed or pending before the ERC, which were endorsed
to the DOE by virtue of the Supreme Court decision on G.R. No. 172960.

The D-REC shall evaluate all the records of the hearings conducted by the
ERC as duly endorsed, if any. Except in cases where the D-REC deems it
necessary to conduct conferences/consultations or require additional data
from the parties, on the basis of such records of the hearings conducted by
the ERC, may render its decision based on the guidelines as set in these
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Draft Department Circular- Section 12 & 13

Section 12. Other Provisions. These rules shall be amended, replaced or
repealed in due time as may be deemed necessary by the DOE to
rationalize availment by Electricity End-user or Ecozone Enterprise of Direct
Connection and as an electric power industry move toward an increasingly
competitive industry structure.

Section 13. Effectivity. This Circular shall take effect upon its publication
In one (1) newspaper of general circulation.

All previous pertinent orders, resolutions or memorandum circulars
Inconsistent herewith are hereby amended or repealed accordingly.
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Proposed Composition of D-REC

Chair Undersecretary Supervising the Electric
Power Industry Management Bureau
(EPIMB)

Vice Chair Assistant Secretary Supervising the

Electric Power Industry Management
Bureau (EPIMB)

Members Director — EPIMB
Director —-DOE Legal Services
Director- DOE Financial Services
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Proposed Composition of D-REC TWG

Chair Assistant Director- EPIMB

Vice Chair Chief of the Power Market Development
Division (PMDD)

Members Chief of the Power Legal Division (Legal
Services)

Chief of the Power Compliance Division
(Financial Services)

Designated PMDD Personnel

Other Members Representatives from attached agencies
such as NEA, PEMC, TransCo, NGCP
and PSALM
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Kindly submit your comments until 15 May
2018

Thank you!

Email: epira.epimb@gmail.com

Tel. No.: (02) 840-1773
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