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Part 1: Power Sector Reform

Universal
“Within six (6) months from 
the effectivity of this Act, 
each distribution utility (139 
DUs) shall file its revised 
rates (Test Year 2000) for 
the approval by the ERC.”

(RA 9136, Sec. 36)

The Statute:

Republic of the Philippines

Republic Act 9136

Electric Power Industry 

Reform Act (EPIRA)

2001



Part 1: Power Sector Reform

True Cost
“For both the distribution 

retail wheeling and 
supplier’s charges, inter-
class subsidies shall be 
removed in accordance with 
this Act.”

“…the rates shall reflect the 
respective costs of 
providing each service.”

(RA 9136, Sec. 36)

The Statute:

Republic of the Philippines

Republic Act 9136

Electric Power Industry 

Reform Act (EPIRA)

2001



Peeling Off The Layers Of 
Cross Subsidies

A) Inter-Grid Cross Subsidy

LUZON

VISAYAS

MINDANAO

Fully withdrawn by

the Commission in

September 2002

Part 1: Power Sector Reform
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B) Intra-Grid Cross Subsidy

Removal of Cross 
Subsidies

Oct. 2003 – 1/3 removal

Oct. 2004 – 1/3 removal

Oct. 2005 – 1/3 removal

Urban Areas

Peeling Off The Layers Of 
Cross Subsidies

Part 1: Power Sector Reform



C) Inter-Class Cross Subsidy 

LUZON

Gradual withdrawal 
of cross subsidies 
in 3 to 4 years

DU

Industrial

Commercial

Residential
Complete removal 
of cross subsidies 
in MERALCO 
by October 2005

Peeling Off The Layers Of 
Cross Subsidies

Part 1: Power Sector Reform



Part 2: Power Rates Unbundling
• When everyone is on the learning curve, the regulator
should take the lead. 

• ERC prepared standard Excel worksheet for uniform filing



Part 2: Power Rates Unbundling

A. Costs are directly assigned based on 
direct causal relationship

Step 1.  Determination of Revenue Requirement
Step 2.  Functionalization based on causation:

understanding what activities drive a
particular cost

Generation

Fuel oil
power plants

Transmission

High voltage
towers & wires

Distribution

Medium & low
voltage wires

Retail 
Supply

Accounting, billing
customer service



Part 2: Power Rates Unbundling

B.  Indirectly attributable costs are part of a 
common pool of costs but can be attributed
to a particular activity

• Costs of office supplies are allocated using
payroll as allocation factor

• Property taxes are allocated using value
of plant in service as allocation factor



Part 2: Power Rates Unbundling

• Demand-related costs vary with kW of
instantaneous demand (transmission/distribution)

Step 3.  Classification of functionalized costs based
on what the costs are sensitive to

• Energy-related costs vary with kWh of
usage (generation)

• Customer-related costs vary with the
number of customers (supply)



Part 2: Power Rates Unbundling

Transmission Cost

Distribution Cost

Supply

Metering Cost

Coincident Peaks

Non-coincident Peaks

Number of customers

Number of meters

Step 4.  Assignment of Costs Among Customer
Classes:  Residential, Commercial, Industrial



Sample Bundled Power Bill Sample Unbundled Power Bill

Part 2: Power Rates Unbundling



Bundled Power Bill Unbundled Power Bill

Basic

PPA

CERA

Generation

Transmission

Distribution

Supply

System Loss

Universal Charge

Part 2: Power Rates Unbundling



How Rate Components Move

Generation
Utility Specific

Automatic
Formula

Uniform
Automatic 

Formula

Deferred 
Mechanism

Deregulated

Transmission

Return on
Rate Base

Performance-Based
Regulation

Return on
Rate Base

Performance-Based
Regulation

Distribution
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MERALCO UNBUNDLED RATE MOVEMENTS
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The Next Step: Business Separation 
Unbundling Plan

• Clearly separate accounts between 
regulated and non-regulated business 
activities

DISTRIBUTION UTILITIES

Generation

Transmission

Distribution

Supply



The Next Step: Business Separation 
Unbundling Plan

• Clearly separate accounts between 
regulated and non-regulated business 
activities

Distribution

Generation

Transmission

Supply

Distribution

Regulated Distribution
Services (All)

Regulated Retail Services 
(Captive Market))

Non-regulated Retail Services
(Contestable Market)

Connection Services (All)

Related Businesses

Supplier of Last Resort



The Final Step: When Necessary 
Structural Unbundling

• “ Separation of different activities 
through the creation of separate 
divisions within a single company or
separation into different juridical
entities xxx ”

• “ A distribution utility, which has not
structurally and functionally unbundled
its business activities shall be prohibited 
from operating in a Contestable Market”



Part 3:  Lessons Learned

1. Ideal sequence:  
Business Separation Rates Unbundling Revised Rates

2. Policy Making  Situational vs. Universal

3. Adequate Staff Training

4. Consumer participation should have been managed

5. Time lines were unrealistic
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Mabuhay!

Website: http://www.erc.gov.ph


