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FINAL REPORT

AN EVALUATION STUDY ON RE-FRANCHISING

I. INTRODUCTION

The operation of electric distribution utilities in the Philippines is governed
by a Constitutional provision, which requires that, in order to operate, a
person must first secure a franchise issued by Congress of the
Philippines.

The government’s desire to accelerate and achieve 100% electrification of
all barangays by year 2004 has brought the franchising policy into focus.
The entire country has been subdivided into electricity franchises (see
Annex 1 – Electric Distribution Franchise Map). The achievement of the
government’s rural electrification target will therefore hinge on the ability of
electric distribution franchisees to deliver the services they are obligated to
do according to their franchise agreements.  Most of the remaining
unelectrified barangays are located in remote, thinly populated areas that
are already difficult and more expensive to energize. For many of the
remote areas, decentralized electrification using renewable energy may be
the more cost-effective option.

From its inception up to the present, the rural electrification program has
always been mainly dependent on government financing. However, given
the scarcity of government funding, participation of the private sector in
rural electrification is now considered essential. For this reason, DOE’s
Accelerated Barangay Electrification Program (ABEP), now known as “O
Ilaw” Program has specified the need to  “encourage greater private sector
participation in rural electrification activities”.

To attract private sector investments into rural electrification, it is
necessary that they be allowed some playing space in the currently filled-
up rural electrification arena.
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Objective of the Study

The objective of this study is to:

1. Review and evaluate the Philippine electricity distribution
franchising law in relation to the DOE’s “market packaging”
paradigm for off-grid electrification

2. Research, evaluate and analyze the economic and technical
soundness of re-franchising, both in theory and practice; and

3. Formulate recommendations and draft DOE Policy directive
regarding re-franchising in the Philippines

Scope and Limitation of the Study

This study basically focuses on the existing franchise areas of the ECs,
considering that a) the ECs are the primary implementors of the rural
electrification program; b) majority of the off-grid concerns are located
within their franchise areas; and c) the market packages identified under
Task #3 of the Technical Assistance to DOE for Enhancing Private Sector
Participation in Renewable Energy Investments for Off-grid Electrification,
are also within the EC franchises.

The study shall include a review of the franchising law and how this is
being implemented.  It shall identify and analyze issues and concerns
relative to the effectiveness of franchisees in undertaking their rural
electrification privileges and evaluate the economic and technical viability
of continued grid connection in order to determine the validity of the re-
franchising concept.  From the results of the review and evaluation,
recommendations an appropriate instrument (Department Circular) would
be drafted for carrying out the recommended policy direction. (see Annex
7)

The scope of the study is essentially limited by the timeframe available to
conduct the necessary research and evaluation of the conditions of the
franchises of the ECs.  In this regard, the study will be limited to the use of
available data from the ECs as submitted to NEA. The study will focus on
evaluating the capability of the ECs to further expand their services while
maintaining overall operational viability. This will essentially show whether
or not maintaining the current franchises would allow government to meet
its desired rural electrification targets. Because of limited time, the study
will not be able to do sufficient sampling of ECs but will instead use
sample cases to illustrate the viability of expansion projects by current



5

franchisees as basis for determining whether or not re-franchising is a
better option.

II. REVIEW OF RELEVANT LAWS AND FRANCHISING PRACTICES IN
THE ELECTRICITY DISTRIBUTION SECTOR

A. Constitutional Basis

The authority to issue franchises to public utilities is vested in Congress by
the Constitution of the Republic of the Philippines.  Article XII Section 11
of the Constitution on the “National Economy and Patrimony” states:

“Sec. 11.  No franchise, certificate of any other form of
authorization for the operation of a public utility shall be
granted except to citizens of the Philippines or to
corporations or associations organized under the laws of
the Philippines at least sixty per centum of whose capital
is owned by such citizens, nor shall such franchise,
certificate, or authorization be exclusive in character or
for a longer period than fifty years.  Neither shall any
such franchise or right be granted except under the
condition that it shall be subject to amendment,
alteration, or repeal by the Congress when the common
good so requires.  The State shall encourage equity
participation in public utilities by the general public.  The
participation of foreign investors in the governing body of
any public utility enterprise shall be limited to their
proportionate share in its capital and all the executive
and managing officers of such corporation or association
must be citizens of the Philippines.”

The above quoted section of the 1987 Constitution is a reproduction,
almost verbatim, of the provisions of Section 5, Article XIV of the 1973
Constitution, with an additional proviso imposed upon the participation of
foreign investors in the governing body of any public utility enterprise, that
is, “all executive and managing officers of such corporation or association
must be citizens of the Philippines.”

B. Franchise Powers Delegated to NEA

In 1973, the franchising authority of Congress was delegated to the
National Electrification Administration (NEA) by virtue of Presidential
Decree (P.D.) 269.  Such delegation of authority granted to NEA all the
powers to grant, repeal, alter or amend franchises, whether new or
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existing. This effectively amended and also transferred to NEA the
franchising authority formerly enjoyed by Local Government Units (LGUs).

The term “franchise” is defined to mean “the privilege extended to a
person to operate an electric system for service to the public at retail
within a described geographical area, whether such privilege had been
granted by the Congress, by the municipal, city or provincial government
or, herein provided, by the NEA”.1

Section 43 of P.D. 269 reads:

 “ Section 43.  Franchising Powers Delegated to the NEA.
The power hereafter to grant and thereafter to repeal,
alter or amend new franchises, to repeal, alter or amend
all franchises heretofore granted by the Congress (or by
the President, or by the National Assembly after it comes
into existence), and to repeal, alter or amend all
franchises heretofore granted by any municipal, city or
provincial government, is hereby delegated to the NEA,
whose Board of Administrators shall, acting as a
Commission, administer the provisions of this Chapter.
Provisions of Republic Act 2677 to the contrary
notwithstanding, no municipality shall hereafter initiate
the operation or after December 31, 1973, continue any
operation heretofore initiated, of any service for sale at
retail unless it shall first obtain a franchise from the NEA
in accordance with the provisions of this Chapter.  In
exercising the powers herein delegated, the NEA shall at
all times seek to serve the National objective of the most
rapid total electrification of the Philippines on an area
coverage basis.  Without limiting the generality of the
foregoing sentence, the NEA is hereby authorized,
empowered and directed: (underscoring supplied)

a) Within one hundred eighty days after the
effective date of this Chapter (and periodically
thereafter, at least once annually) to notify and require
every person holding a franchise to report to it, within
not less than ninety days after such notice, an
accurate description of the geographical area
encompassed in such franchise, the number of
households therein receiving services which is not
adequate and dependable, the number and type of
other retail customers therein receiving adequate and

                                                          
1
 P.D. 269 Section 3.  Definitions
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dependable service or service which is not adequate
and dependable, the approximate total numbers of
households therein the date such franchise was
granted and such other information and date as the
NEA for the purpose of implementing this section may
require and, on the basis of such reports and
otherwise, including complaints:

(1) to review such franchises to
determine whether the holders thereof are
furnishing services on an area coverage basis or
are engaged in effective measures to furnish such
service within a reasonable time;

(2) to repeal and cancel any franchise if
the NEA finds that the holder thereof is not then
furnishing, and is unable or unwilling within a
reasonable time to furnish, adequate and
dependable service on an area coverage basis
within such area; and

(3) to alter and condition such or other
existing franchises and to issue new franchises to
the end of assuring area coverage service
throughout the Nation as in this Decree
contemplated;  Provided, that no franchise shall be
altered, conditioned, repealed or cancelled, and no
franchise shall be granted, without first affording
the holder thereof, or the contending applicants
therefor, if such be the case, and any other
interested parties opportunity for hearing; and

(b) Upon determining, after affording
opportunity for hearing to all interested parties, that
such is necessary or appropriate to assure of
expedite the furnishing of service on an area
coverage basis; to require any public service entity to
interconnect its generation transmission or distribution
facilities with and through such interconnection to
exchange, sell or purchase power and energy with, to
or from or to transmit power and energy on behalf of,
any other public service entity or, if it so requires or
consents, the NPC; and, if such public service entities
(and, if such be the case, the NPC) are unable
between or among themselves to agree upon such, to
establish the manner and  degree to fix and apportion
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the financial responsibility and sharing of costs, and to
determine the other terms and conditions of such
interconnection, exchange, sale, purchase or
transmission;  Provided, however, that the provisions
of Section 45 to the contrary notwithstanding, the
provisions of this paragraph shall apply to industrial
plants, factories, mills, mines, and similar or
generating entities in which case they shall quality as
public entities for purposes of Section 4 (f).

 Further, Section 45 provides:

Section 45.   Furnishing Service Without a
Franchise Prohibited.  – No person shall furnish or
extend service to the public within an area for which
person has not been granted a franchise or after such
franchise has been repealed and cancelled or so
conditioned or altered as to prohibit service therein;
Provided , that such service may be continued and
extended herein, and the NEA after affording opportunity
for hearing to any interested party, may by order require
that it be so continued and extended, until service to the
customers of such person is made available by a public
service entity lawfully authorized to service therein.

C. Franchising as Practiced

By the authority delegated upon it through P.D. 269, the NEA has been
issuing and amending franchises of both electric cooperatives and private
utilities since 1973.  As practiced, temporary franchises are first given to
ECs upon its organization, or to a would-be private operator, upon filing of
his application for a franchise.  The NEA later, upon conduct of public
hearings, converts these into permanent franchises. The NEA Board,
acting as a Commission, per P.D. 269 conducts the hearings (through
their hearing officers) and issues the Certificate of Franchise.  The
franchises are granted for a period of 50 years, renewable. (see annex 2
for a sample of Certificate of Franchise)

Area Coverage Concept

In implementing the franchising law, the NEA pursues the area coverage
concept, as provided for in P.D. 269.  According to the definition, “Area
Coverage” shall mean dependable and adequate service that, on the
basis of reasonable and standard extension and service policies, rates,
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charges and other terms and conditions, will be or is being made available
to all persons within the affected area as above defined (meaning,
geographic areas franchised) or of their proximity to existing and proposed
service facilities: Provided that the financial feasibility of the public service
entity’s operation is not thereby impaired.2 ( quotation marks, parenthesis
and underscoring supplied) Under the area coverage paradigm, the
electric utilities are therefore expected to service “more thinly settled areas
and therefore more costly to electrify” using their earnings from densely
populated or urban core.  “Accordingly, every public utility should
thereafter cooperate in a national program of electrification on an area
coverage basis, or else surrender its franchise in favor of those public
service entities which will.” 3  (italics supplied)

Performance of Franchises vs. Area Coverage Obligation

The entire country is cut up into 138 electric distribution franchises. These
franchises are held by 119 Electric Cooperatives (ECs ), 16 Private
Investor Owned Utilities (PIOUs) and 3 municipal systems.  The Rural
Electrification Program is implemented through the ECs, which are given
priority over other systems under P.D. 269.  In the early years, the EC
franchises were carved out based on: a) territorial coverage, b) customer
base, c) the level of economic activity, and d) population density.
However, it has been observed that as government tried to pursue in
earnest the area coverage concept in rural electrification, the general
criteria was set aside, as pressures from socio-political interests set in.
When rural electrification extended to small islands, new ECs were
established even if economic conditions and size were not ideal for
sustainable operations. 4

Thirty years hence, the attainment of 100% rural electrification remains to
be as challenging as ever.  Although all the municipalities are already
energized, a significant number of franchise holders are not able to serve
all the barangays in their area coverage.  And even in areas where all
barangays are reportedly served, a number of smaller populations clusters
or sitios are left unserved.5  This condition exists not only in the EC

                                                          
2
 P.D. 269, Section 3.  Definitions

3
 P.D. 269,  Section 2. Declaration of Policy

4
 For example, Cagayan de Sulu Electric Cooperative (ASELCO), which has been in operation for 6 years,

has connected only 713 consumers, as of 2000 or 20% of potential.  It was given a loan of P 5.4 million by
NEA and has since accummulated arrears of 32 quarters or loan amortization due of P32.07 Million.
CASELCO is a category E cooperative and its average system rate is P5.94/kwh.

5
 By NEA definition, a barangay with at least 10 household connections is considered energized.
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franchises but also in areas covered by PIOUs.6 As of end 2000, some
8,127 barangays7 are still in the dark, so to speak, due to the inability of
electricity franchise holders to service their coverage areas.  The people in
these areas either rely on the use of kerosene for lighting or are served by
local entrepreneurs who invest in small diesel power generating sets and
operate for only 4 hours per day.  For these communities, the price of low
quality energy is very high.8

The continuing challenge of rural electrification indicates that franchises
are not able to keep up with the requirements of “total electrification on an
area coverage basis”.  While NEA has been regularly monitoring the
status of energization in each franchise, the strict adherence to the
conditionality of area coverage within the franchise was never observed.
To date, there is no record of any franchisee penalized nor any franchise
ever been withdrawn, except by voluntary transfer to another by the
franchise holder himself or in one instance where the EC dissolved itself
and its franchise was transferred to an entity organized and created in its
stead.   This may be attributed to the dual role that NEA plays in the
sector, i.e, as financier and regulator of the ECs at the same time.  Since
government has not been able to fully provide funds for the sector, NEA is
not in a position to require strict adherence from the ECs to expand.
Supposedly, under NEC Policy No. 501, the target for total electrification
by each of the franchise has been set for 1990.  (see Annex 3) This policy
obviously was not carried out. The current status of electrification per EC
would show the extent by which the franchises are logging behind in their
area coverage electrification mandate.  Of the 119 ECs, only 15 or 12.6%
have reported 100% electrification of barangays and none has reported
100% connection of potential consumers.  There are still 75 ECs or 63%
of total that are below 90% in their barangay electrification level. (see
Table 1 and Annex 4). With this current status, it is most unlikely that the
government would be able to attain its ambitious 100% target by 2004,
unless the ECs can drastically improve on their performance between now
and year 2004 or some new strategies are developed to accelerate the
rural electrification process.

                                                          
6
 Based on private discussions with some PIOUs; PEI has received requests from PIOUs to assist them in

developing decentralized energy systems for their unserved areas.

7
 NEA Statistical Report

8
 As per Market Assessment Report prepared by Madecor Environmental Management Systems, Inc.,

households pay an average P147.50 ( a high of P242.28) for energy consumption alone, or about 6.5% of
the total household expenditure in a month. Compared with the grid where monthly expenditure for
electricity is P136.19, it is obvious that the people in the unserved areas pay a much higher price for their
energy compared to those on the grid.
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Table 1
Performance by EC Franchises

2000

Level of Barangay
Electrification

No. of ECs % of ECs

100% 15 12.6
90-99% 29 24.4
80-89% 32 26.8
70-79% 14 11.8
60-69% 10 8.4
50-59% 9 7.6
Below 50% 10 8.4
TOTAL 119 100%

NEA Power to Review and Amend Franchises

By virtue of its delegated powers under P.D. 269, the NEA after review
and due evaluation, may “repeal and cancel any franchise”, “alter and
condition such or other existing franchise and to issue new franchises to
the end of assuring area coverage throughout the nation…”.  In this
respect, it is therefore clear that with valid reason, NEA has within its
powers the authority to revise or modify current franchises if such is found
necessary to accelerate countryside electrification.

The passage of RA 9136 otherwise known as, the Electric Power Industry
Reform Act of 2001 (EPIRA), the environment changes somewhat.  There
are three relevant sections in the law that affect the franchises.  These are
Sections 23, 27 and 59. Under Section 27, the powers to issue franchises
will revert back to the Philippine Congress. However, all existing
franchises shall be allowed to their full term.  In the case of the ECs,
renewals and cancellations shall remain with NEA for 5 more years after
the enactment of the bill into law. There will be a need to clarify this
provision in the IRR to include also revision or modification of EC
franchises by NEA during the 5-year moratorium period.  Nevertheless,
Section 23 of the EPIRA also provides that “areas which a franchised
distribution utility cannot or does not find viable may be transferred to
another distribution utility, if any is available, who will provide the service,
subject to approval of ERC. In cases where franchise holders fail and/or
refuse to service any areas within their franchise territory and allowed
another utility to service the same then the status quo remains”.

Hence in the context of the “market packaging” paradigm for off-grid
electrification, there is therefore no legal hindrance to the possibility of re-
franchising in order to open otherwise monopolized areas to entry of new
service providers, particularly in the identified “market packages”. Such
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refranchising can be done by the powers of NEA within the next 5 years (if
clarified in IRR to include modification) or under Section 23 of the EPIRA.
In the case of Section 23, however, the franchise will remain with the EC
and it will only “allow” another utility to service its franchise.  In which
case, the temporary waiver of franchise will have to be exercised.  It must
be pointed out also, that by virtue of Section 23, transfer of franchise is
limited among and between utilities only.  If it is not possible to expand this
to include “other service providers” in the IRR, the entry of other players
as desired under Section 59 of the same law will be constrained by the
need to obtain franchise from Congress.

III. EVALUATION OF RE-FRANCHISING

A.     Why consider Re-franchising ?

The idea of re-franchising or modifying the existing franchises evolved
from the general observation that current franchises have been
unsuccessful in abiding with their obligation to deliver electricity services
to all areas within their franchise.  As rural electrification focus shifts to the
off-grid areas, the concern is that the remaining areas are geographically
distant, with dispersed population and low energy consumption patterns.
These market characteristics do not give the franchise holder the right mix
to economically or financially justify the extension of the grid, especially
considering that cost of line extension has increased tremendously over
the years. 9 Hence, outside of government subsidized efforts, expansion of
services by electric utilities have slowed down.

For social and economic consideration, it is imperative that electricity
services must be delivered to these areas despite government’s financial
difficulties.  To fill the gap, re-franchising, is considered a step towards
allowing more players to move into the rural electrification sector.  By so
doing, additional investments, innovative delivery mechanisms and new
approaches may be put in place.

B.     Is Modification of Franchises Justified?

The apparent difficulty in achieving the desired results of the area
coverage policy of rural electrification stems from many factors and
underlying issues facing the electric distribution franchises.  The
confluence of policy issues, prevailing market conditions as well as social
and political considerations, are contributory to the present state and
performance of these franchises.

                                                          
9
 Average cost per kilometer of line is P468, 000.
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These interrelated/interlocking issues are discussed in the following key
observations that justify the need to modify the Utility Franchises:

•  The territorial delineations of franchises are no longer optimal for
grid extension to unserved areas.

Over the last thirty years, there have been significant differences in the
growth and pace of development, among the municipalities within the
coverage areas.  These developments have affected the economics
underlying the distribution networks. In some instances, geographical
conditions, largely brought about by the road network access, make it
more economical to extend distribution lines to target areas from the
neighboring franchise rather than from the grid of the franchise holder.
This is evidenced by the number of cross-border arrangements being
implemented among ECs just so they can accommodate requests for
services, particularly those coming from politicians.

An example of such arrangement is that of Surigao del Sur I Electric
Cooperative (SURSECO I) and Surigao II Electric Cooperative
(SURSECO II)  wherein San Agustin town, under the area coverage of
SURSECO II is being energized and served with power coming from
SURSECO I by internal arrangement.  Such internal arrangement proved
to be detrimental to both parties.  SURSECO II was unable to pay its
obligation to SURSECO I “due to high system losses and other technical
problems on the lines”, such that, SURSECO I ended up subsidizing the
operation at San Agustin.  Because of this circumstance, SURSECO II
was forced to temporarily waive its franchise over San Agustin to
SURSECO I.  However, such waiver is also creating complications
because according to their agreement, SURSECO I shall cover all
administrative expenditures on the lines but all other costs incurred, other
than purely administrative in nature, would still be for the account of
SURSECO II.  Moreover, any capital expenditure introduced by
SURSECO I shall be for the account of SURSECO II.10  This case is just
one example of the many similar cases existing and monitored by the
NEC.  Other similar cases include that of a waiver by a PIOU of some of
its area coverage to an EC because of proximity to the area to be
energized (as in the case of Dagupan Electric Corporation and La Union
Electric Cooperative) and waiver of franchise for 25 years by Bukidnon II
Electric Cooperative (BUSECO) in favor of Misamis Oriental I Electric
Cooperative (MORESCO) to energize the municipality of Talakag and 17
of its barangays due to the inability of BUSECO to service this part of its

                                                          
10

 Contract on Temporary Waiver of Franchise signed by and between SURSECO I and SURSECO II
signed in 1987.
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franchise.11  All these cases obviously point to the fact that the territorial
delineations of the franchise areas are no longer optimal.

•  A number of EC franchises are no longer capable of taking on the
burden of “missionary electrification”.

By virtue of the area coverage approach, ECs are expected to engage in
“missionary electrification” meaning, to energize all areas within their
franchise including those that are not viable or considered “missionary
electrification areas”.  The two-pronged but inherently divergent objectives
of operational viability and missionary electrification have resulted in
chronic inefficiency and instability in the operations of a number of ECs.
There are many other factors, which have contributed to this condition.
Foremost of these are: a) limited capitalization, b) depressed tariff levels,
c) franchise handicaps, d) over-extended systems, e) politicized decision-
making, and d) poor management, among others.

A number of the above factors are interrelated and their impact on the
ECs are described below:

From day one, the ECs have been dependent on the government for
financing.  The ECs were originally organized by NEA and registered as
ECs under the NEA charter.  Upon organization, the ECs were provided
loans to build their distribution systems.  They are allowed to charge fees
but these tariffs are regulated using a “cashflow” formula that did not allow
for profit margins to be accumulated so that the ECs can self-finance the
expansion or rehabilitation of their systems. The original tariff formula
adopted in the ‘70s did not include margins because of the general notion
that since ECs are non-profit organizations, then they should not be
allowed to generate surplus from operations.  This concept however
confuses margins (retained earnings for self-financing) with the notion of
non-retained profits (dividends).  It was only in 1990 when the formula was
revised to include 5% of total revenue as allowance for re-investment.  But
even with this change, the 5% allowance proved to be sufficient for large,
urbanized ECs but inadequate for rural ECs with low mWh sales.
Consequently, the ECs have remained totally dependent on NEA for
financing both their expansion and rehabilitation programs.

The market within which the ECs operate are handicapped compared to
its more urban PIOU counterpart.  Even while ECs service 90% of
municipalities, 85% of barangays and 52% of house connections, EC
sales comprise only 20% of total power sales in the country.  Ninety (90%)
percent of EC connections are residential, averaging only 65 kWh per
month in energy consumption.  Moreover the density of population in EC

                                                          
11

 MOA between BUSECO and MORESCO, signed Feb. 13, 2001
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coverage area averages only 39 connections per kilometer of line. 12

Given these market characteristics compounded by the rising cost of line
expansion, most EC franchises find themselves in no position to cross-
subsidize their “missionary” areas with earnings from their urban core as
conceived under the “area coverage” concept.  Since 1990, some P3.577
Billion in government subsidies for expansion of lines to unviable areas
have been allocated to the ECs. However, beyond these capital subsidies,
the ECs are left to deal with the increasing expenses for operations,
maintenance and replacement of system due to line deterioration or even
destruction due to calamity.  Because capital expenditures using subsidies
are not included for recovery under the “cashflow” tariff formula, the ECs’
finances suffer in the long run.  It is not uncommon therefore to hear of
some ECs refusing to accept subsidies from NEA in order to preserve the
financial integrity of their operations.

Nevertheless, due to the socio-political nature of their program, ECs are
often bound to sway to the pressure of political leaders in their franchise.
Often, they are forced to implement projects beyond their carrying
capacity to the detriment of the entire operation.  This causes the over-
extension of their lines beyond the technical capacity of the network
resulting in high system losses and low voltages at the end of the line.
Promises of rate reduction are also often heard of many political leaders
and the ECs are forced to comply13. Such politicized decision-making
contributes to the technical inefficiencies and financial non-viability of the
ECs.  This poor financial condition is reflected, in recent years, in the
collection efficiency performance of NEA, which has declined from 94% in
1997 to only 84% in 2000.

The broad-based ownership of the ECs is looked upon as the vehicle for
member-control of the ECs. It is not unusual to see in many of the ECs the
declaration “owned by the members it serves”.  However, because of the
minimal contribution required (P 5.00) to gain membership in the EC, there
is very minimal interest among members to participate in the actual
management of the organization.  Moreover, members often view
themselves more as consumers rather than owners of the ECs.  This
perception results in an apparent lack of member interest and therefore
low consumer awareness of the affairs of the ECs, which consequently
renders the organization open to manipulations.  Officials and
management are thus exposed to temptations to abuse their prerogatives
as may be manifested in the hiring of unnecessary or unqualified
employees, non-collection of accounts of select consumers or purchases

                                                          
12

 Statistical Data from NEA - MIS Division, Planning Department

13
 In 1988,  then Pres. Corazon C. Aquino announced that island ECs shall not charge any rate higher than

P2.50.  For many years, the ECs were forced to peg their tariff lower than their actual costs.
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from favored suppliers.  Even with the oversight by NEA, under-performing
managers and Boards are observed to have low risk of losing their jobs.
In case of a NEA take-over, the EC Board or management may lose face
but they are usually retained, while a NEA management team takes-over
the daily operations of the EC.

•  The grid expansion paradigm is no longer cost-effective. Over-
extension of lines results in more inefficiency and unviability for
the ECs.

The Philippine rural electrification program follows the conventional
approach through expansion of the grid.  As the service areas become
more remote and population densities in these areas thin, the extensions
of lines from the central grid have become more and more unviable for
electric utilities.  Currently the cost of extending one kilometer of line
averages  P 468,000 ($9,364).  To connect remote barangays  of over 10
kilometers from the tapping point would be very prohibitive for the EC,
especially if there are only about 10-20 households per kilometer of line. In
order to save on capital costs, ECs usually settle for single-phase lines
rather than a 3-phased line to connect distant barangays.  Although this
saves on initial cost, the subsequent result is that such line extension
ultimately impacts on the technical performance of the network,
particularly, in high system losses as well as low or fluctuating voltage
along the lines. A case study on Cagayan I Electric Cooperative
(CAGELCO I) below clearly illustrates this issue (see box below)14.  The
high system losses incurred due to over-extension of lines to connect
remote areas affect the entire network, the burden of which, will have to
be shouldered by all the consumers of the EC.  As of 2000, over half of
the ECs (59%) are still over the prescribed 14% system loss cap set under
the Anti-Pilferage Law.

                                                          
14

 Special Study done by Engr. Thomas Villaflor, Head, AM/FM Group at NEA
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Recognizing the unviability of continued grid extension, and in order to cut
On line losses, some ECs have submitted plans to implement
decentralized new and renewable energy (NRE) systems.  Results of the
Market Assessment survey conducted for DOE showed that 34% of
households in the off-grid are potential to be energized through NREs15.
These will have to be covered through investments in either isolated mini-
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 Per Market Assessment Study prepared by MADECOR Environmental Management Systems, Inc.

Case Study
Impact Of Line Expansion To System Loss

Cagayan I Electric Cooperative (CAGELCO I)
(see also Annex 5)

CAGELCO I power requirement is provided for by 3 Substations as follows; a 10 MVA Substation
located at the Headquarters compound in Solana, a 15 MVA NPC owned Substation located in
Tuguegarao, and a 5 MVA located in Alcala.

This study involves the municipality of Sto Niño located in the northern part of CAGELCO I
coverage area and served by the 10 MVA Substation at Solana, about 40 kms. away.

The distribution line that serves Sto Niño is being shared by four other municipalities under the
coverage of CAGELCO I namely Solana, Tuao, Piat and Rizal (the farthest).  This feeder line also
serve a portion of KAELCO coverage due to its accessibility to CAGELCO I. This feeder line
presently draws about 3.6 MVA, a figure technically considered excessive for a standard feeder line,
and contributes a primary line loss of  10.5%. Standard primary line loss of a typical feeder is
estimated at about 1.5% to 2%, therefore, the current loss level is not only very alarming, but requires
drastic solutions that will reduce this line loss to acceptable level.  This line also suffers a very low
service voltage of about 182 Volts, at some of the line sections near the end of the feeder.

Sto. Niño is being served by an overextended single-phased primary line.  Energizing the whole
coverage of the town will require upgrading of the source side of this line to three-phased or vee-
phased line, so that load balancing can be implemented downstream. However, for simulation
purposes, this option was not considered and the unenergized barangays were assumed to be installed
with a single-phased primary extension, which is the usual practice. The impact on the line losses to
CAGELCO was evaluated using an engineering analysis model incorporated in the Automated
Mapping and Facilities Management (AM/FM) software that the EC recently acquired.

A run of the engineering analysis software considering the energization of all barangays of Sto. Niño
showed that the line losses of the EC on this particular feeder shall further increase to 11.3% or an
equivalent of (P459,900.00) revenue loss yearly. Meanwhile, if the town was to be separated from the
feeder line, the simulation showed a reduction in line losses to about 9.4% or a recovery of about P
696,420.00 yearly savings.

To further demonstrate the effect of connecting Sto. Niño to this feeder line, the model was subjected
to a growth rate of 25% and 50% more load.  This simulation represents the status of this line in the
next 5 to 10 years of operation.  The study yielded a line loss of 14.6% and 18.1% respectively. These
line loss figures translate into a yearly revenue loss equivalent to (P3,416,400.00) and (P7,135,020.00)
respectively.

Several options were considered in order to correct this problem, the most appropriate however, will
require CAGELCO I to construct a new Substation at the vicinity of Piat, and a 30 Km. 69kV
transmission line from Solana. This will entail around  P 45M of investment for the EC.
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and micro grids or in solar home systems.  However, it is obvious that the
ECs are only looking at PV system as their inferior alternative.16 While a
number have actually started utilizing PV systems, the implementation of
PV electrification however leaves much to be desired.  In almost all cases,
the ECs would only install 10 units or a battery charging station good for
10 households in a barangay so that it can report the barangay as
energized.17

Moreover, because of their experience and focus on on-grid operation the
ECs are not geared nor experienced in providing such decentralized
electricity services.  Hence, other more appropriate players have to be
brought in.  This again justifies the need to open up the unserved portions
of the previously monopolized franchises to other players.

•  The introduction of supply competition in the distribution grids
will compel ECs to concentrate on their grid connected
operations in order to remain competitive.

The open access18 provision under the proposed Electric Power Industry
Reform Act (EPIRA) will introduce free market access to power suppliers
into what was before the monopoly market of the ECs, their franchise
areas. Under the EPIRA, 3rd party suppliers will be allowed to compete
with the EC for the larger customers within the franchise, subject to the
payment of wheeling charges for the use of transmission and/or
distribution lines. Therefore, unless ECs are able to improve operating
efficiencies and offer competitive prices, they will see the erosion of their
market base. The 1999 Navigant Consulting Report points out correctly:
“In a restructured environment a clear delineation must be made between
the conduct of missionary electrification (subsidized by the national
government) and the provision of competitive electric service.  ECs do not
have a sole mission to conduct missionary electrification.  They will have,
in the restructured sector, a dual mission – to provide competitive electric
service and to conduct missionary electrification.”  In the light of this new
development, the ECs are of the mind to concentrate on improving their
competitiveness.  Due to the open access provision, the ECs perceive
their franchise to be defined by the wires.  Thus, they do not feel obliged
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 Given the choice the ECs would always want to extend their lines. This is evidenced by the small
number of ECs that have incorporated NRE applications in their electrification plans submitted to NEA.

17
 NEA allocates only 10 SHS per barangay.  A barangay with 10 household served is considered an

energized barangay.

18
 “Open Access” in the latest version of the Omnibus Bill means “allowing any qualified user the use of

the transmission and/or distribution system and associated facilities, subject to the payment of transmission
and/or distribution wheeling rates duly approved by the ERC.
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to undertake missionary electrification in the new competitive environment.
However, this is not the case.  The EPIRA does not supercede the
franchising provision in P.D. 269, in that, the law still defines the franchise
area as the “geographic boundaries” and the area coverage concept
remains in principle as the policy for implementing these franchises.

•  The continued pursuit of the area coverage concept within the
current franchises fosters continuing dependence on government
for financing.

Knowing well the unviability of the remaining unserved areas, most ECs
have settled to just simply waiting for government to provide subsidies
before considering expansion to unserved areas.19  Hence, government
funding has become the driver for line expansion rather than the ECs
capability to cross-subsidize expansion using its profits from its urban
core. Basically, this defeats the purpose of the “area coverage concept”
but at the same time, it is consistent because even P.D. 269 specifies that
area coverage should be pursued “Provided that, the financial feasibility of
the public service entity’s entire operation is not thereby impaired.”20 This
situation fosters a continuing dependence by the franchise holders on
subsidies, which the government can no longer afford to provide.  Without
such substantial subsidies, the expansion of services to unserved areas
will be restricted. Further, the reliance on full subsidy from government
leads to unsustainable operation and runs contrary to the government’s
goal of sustainable development.

•  The emergence of independent micro-grid operators in remote,
isolated areas justifies the need to re-delineate the franchise
boundaries to recognize these enterprises and put them in the
mainstream of rural electrification.

The inability of the franchise holders to fulfill their franchise obligations has
resulted in the emergence of unregistered electricity service providers in
many areas, especially those located in far-flung upland or coastal
barangays, despite the legal provisions of the franchise law.21  A number
of these operators, particularly those that are diesel-based, often charge
high fees for low quality (low voltage), intermittent and limited services (4-
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 Loan applications by ECs submitted to NEA are mainly for rehabilitation and upgrading.  Remaining
unserved areas are submitted for subsidies.

20
 P.D. 269, Section 3 (h)

21
 Results of  DOE’s Rapid Rural Assessment done in 1999 showed that 90 of the barangays surveyed are

already served by private diesel operators; the number of community-based energy projects continue to
grow in the Cordillera Region, Visayas and Mindanao: examples are those set-up by PEI/SIBAT, CPU-
ANEC, Yamog, etc.
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6 hrs. and for diesel operators, whenever diesel is available).
Nevertheless, because they are the only choice the people have,
households are forced to accept such services in order to gain access to
energy services.  This shows that despite the common perception that
people in rural areas have low capacity to pay, but the reality is, people in
the rural areas are willing to pay higher for something they need.  By re-
defining the franchises and recognizing these operators, government
would be able to monitor their activities, and thereby protect the
consuming public.  Likewise, with some assistance, these local
entrepreneurs may, in fact, become useful and more active players in rural
development.

C. Analysis of Franchise Capability to Further Expand to
Unserved Areas: Some Case Examples

According to P.D. 269, repeal, cancellation, amendment, alteration of the
existing franchises may be done only if NEA finds that the franchise holder
is not furnishing, is unable or unwilling within a reasonable time to furnish
adequate and dependable service within its franchise.  In order to
determine therefore the validity of re-franchising, it is necessary to, first of
all, evaluate the capacity of the existing franchise holders to extend such
service as prescribed in their franchise agreements.

For this study, it was not possible to evaluate all the ECs that up to this
period have not complied with the mandate to serve all areas within its
franchise.  To illustrate however, an evaluation of 4 ECs franchises to find
out the applicability and validity of the need for re-franchising was
conducted. The 4 ECs selected for this exercise are: Nueva Viscaya
Electric Cooperative (NUVELCO) in Region II, Northern Luzon; Masbate
Electric Cooperative (MASELCO) in Region IV, Southern Luzon; Northern
Samar Electric Cooperative (NORSAMELCO) in Region VIII, Eastern
Visayas and Davao del Sur Electric Cooperative (DASURECO) in Region
XI, Mindanao.22 The objective is to find out whether further expansion by
the ECs to serve its entire area coverage would be feasible from the point
of view of its entire network.

In this exercise, the existing NEA REC Investment Analysis (RIA) Model23

was used to evaluate the feasibility of projects submitted by the ECs.  The
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 The ECs were selected on the basis of the large number of their unserved areas in Luzon, Visayas and
Mindanao.  Except for Dasureco, the other ECs were included in the long-list of ECs with potential market
packages.

23
 The NEA RIA Model was prepared in 1991 by de Lucia and Associates under contract with USAID. The

model calculates the NPV and IRR over a 25-year planning horizon to approximate the life of the electrical
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use of this model was deemed practical since this is the evaluation
process that NEA is familiar with and one that is already acceptable to the
ECs.

As structured the model evaluates the future investment plans of the EC to
determine which of the ECs’ proposed projects can be pursued within
certain set viability parameters. The discount rate is the primary parameter
used in the analysis. (see Manual on NEA Rural Electric Cooperatives
Investment Analysis Model for details on how the economic analysis is
done).  The economic and financial discount rates are based on NEDA
and NEA set parameters as follows:

•  Economic IRR of 15% as set by NEDA
•  Financial IRR of 12% set by NEA

The model defines the projects into:24

a) rehabilitation/up-grading
b) line expansion
c) support facilities

The model is basically grid-based.  However, using the model, the
EC/NEA can determine the viability of an expansion project from the
standpoint of the grid and assess whether this is to be pursued
independently or in conjunction with all other projects.

Sample ECs: Profile and Planned Development

The profile of the ECs and their planned expansion projects (2001-2004)
are presented in the tables 1 and 2 below: (see also Annex 6)

                                                                                                                                                                            
equipment.  It permits parameter inputs for the first 10 years of the planning horizon.  For add-ons and
expansion projects, the methodology for estimating WTP by consumers is based on (1) the revealed WTP
from the substitution of electricity for on-going or pre-existing activities and (2) the consumer surplus
associated with the use of electricity for new activities.

24
 Model is limited to evaluation of on-grid projects.  In future, NEA has to update and expand this to

include off-grid technology choices.
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Table 1
Selected Data on EC Operation

As of 2000

COOP/RELEVANT STATS   NUVELCO MASELCO NORSAMELCO  DASURECO

Membership Size 44714 21256 55056
Status of Barangay
Electrification (%) 68 32 44 64
Connection per  Consumers
type (%):
- Residential
- Commercial
- Industrial
-   Others (St. lights, P.Bldg)

90
4
1
5

91.1
5.75
0.75
2.4

92.3
5.1
0.02
2.4

80.8
8.2
0.5
10.5

Ave. Consumption/month
per consumer type:
- Residential
- Commercial
- Industrial
-    Others (St. lights,

P.Bldg)

65
202
1395
168

84.6
389
1554.9
267

62.3
221
2125
406

73.5
376
8081
75

System Loss (%) 19.74 22.58 15.16 9.65
Load Factor 55 51 49 51
Collection Eff. (%) 88 92 92 99
Conn/employee 217 91 182 207
Ave. System Rate 5.19 4.35 5.14 3.22
Gross Revenue 219634 102521 107119 302240
Operating Margin 2419 -3286 2143 27476
Net Margin/Loss 832 -18132 -2970 6575
EC Category B D E A+

Table 2
Planned Expansion Projects by ECs

2001-2004

EC Length of Line (kms) New Connections

3-ph 2-ph 1-ph O.S. U.B. PV HH Com Others

1. NUVELCO 139.93 18.66 72.73 320 728 17 35
2. MASELCO 45.62 777.42 87.82 148.76 5529 14 20
3. NORSAMELCO 20.5 46 728.1 46.9 121 9160 183 441
4. DASURECO* 142 23.8 81.7 880 5623 262 204

* Expansion Plan up to 2006

Based on the computer runs of the investment analysis model the results were
not promising.  All the ECs registered negative EIRR and FIRR for their
expansion projects.  Only the rehabilitation projects registered positive results,
however, the gains in the rehabilitation of lines are not sufficient to subsidize the
expansion projects.  (see tables 3 -5 below)



23

Table 3

Evaluation Results: Expansion Projects

EC Economic
NPV              IRR

Financial
NPV               IRR

1. NUVELCO -9084 0% -123505 0%

2. MASELCO -524168 0% -710711 0%
3. NORSAMELCO -345501 0% -551627 0%
4. DASURECO* -214110 0% -239891 0%

*Planned projects up to 2006

Table 4

Evaluation Results: Rehabilitation Projects*

EC Economic
NPV              IRR

Financial
NPV               IRR

1. NUVELCO 27487 18.7% -51763 0.7%

2. MASELCO 118379 159.3% 26765 39.2%
3. NORSAMELCO**
4. DASURECO 78490 128.9% -14868 0%

*Planning period 2001-2006
** No rehabilitation plan submitted

Table 5

Evaluation Results: All Projects

EC Economic
NPV               IRR

Financial
NPV              IRR

1. NUVELCO -817132 0% -983174 0
2. MASELCO -574342 0% -800349 0
3. NORSAMELCO -793502 0% -739702 0
4. DASURECO* -773050 0% -769165 0

*Planning period 2001-2006

The results of the investment analysis show that the costs of extending the lines
by the ECs are so much more than the economic benefit to the consumers.  This
is the outcome of a much higher incremental increase in the costs of line
materials and electricity supply compared to the incremental increase in the cost
of kerosene/replacements and the depressed tariff rates that the ECs are allowed
to charge.  Considering this situation, it appears that not one of the ECs
evaluated would be able to absorb the costs of expanding its lines to service its
entire coverage area, otherwise their entire network will suffer.  This condition is
very much evident in the case of NORSAMELCO which for years has been
experiencing financial difficulties due to indiscriminate expansion of lines.  An
examination of the financial picture of the EC shows that over the last 6 years, it
has been suffering net losses on its operations.  As of June 2000, the EC
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accumulated substantial arrearages with NEA of 59.179 M. equivalent to 37.13
quarterly amortization.  As shown in Table 6, its operating margin has been
declining in part due to maintenance and consumer expense costs which had
been increasing at the rate of 20% and 40%, respectively from 1976-2000.
These expense items combined comprise 55% of total non-power costs and both
are directly related to the condition of the lines and characteristics of the
consumers served, i.e., disperse population means more expense in terms of
collection.

For the remaining unserved areas, it is therefore logical to consider decentralized
solutions rather than further grid expansion in order to lessen the installation and
maintenance cost for the connections.

III. Conclusion and Recommendations

Based on the foregoing analysis, there is sufficient basis to consider the re-
franchising or revision of some of the EC franchises after careful review and due
hearing.

The preliminary results of the economic and financial of the evaluation on the 4
sampled ECs showed that any further expansion of lines from the grid will not
have any positive effect on the ECs. Without full government subsidy, it is not
logical for the sampled ECs to keep on expanding services to the unserved
areas. Consequently, there is no way that the ECs would be able to comply with
their obligation to service the entire franchise on an area coverage basis as per
their franchise agreements. Government cannot afford to continue providing full
subsidies for these projects. Further, many factors have been contributing to
change the condition of the franchises through the years.  Foremost, among
these factors is the impending restructuring of the power sector, which would
require that the ECs should give more attention to the business rather than
politics of delivering services. All of the above, combine to provide the compelling
reasons for a full review of franchise performance, leading to a possible revision
of the franchise boundaries. The off-grid areas, which are no longer viable for

Table 6

1995 35299 31430 3869 (558.00) 0.78
1996 48304 44249 4055 (401.00) 0.83
1997 65596 59904 5692 509 0.83
1998 85811 82143 3668 (1209.00) 0.77
1999 86977 86434 543 (4024.00) 0.94
2000 107119 104976 2143 (2970.00) 0.92

Gross Revenue

NORSAMELCO Historical Financial Status, 1995-2000

Total Operating 
Expense

Collection 
Efficiency

Net MarginOperating Margin
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interconnection to the EC grid should then be opened for bid by other interested
parties, especially those that can operate decentralized systems.

Obviously, today’s focus on the off-grid has brought rural electrification into a
new stage of development.  This stage calls for new, innovative, decentralized
solutions.  Solutions that will address a new kind of market – one that is
dispersed but could be promising in terms of consumption patterns, if
electrification can be developed as the driver to economic and livelihood
activities, rather than just simply used for lighting purposes. The planning and
execution of these types of projects would be much different from what DOE,
NEA and conventional utility operators are familiar with.

The following are seen as key steps towards the paradigm shift: to an Off-Grid
Electrification Program:

Re-franchising or modification of franchise boundaries is the crucial first step
towards developing a new strategic direction for off-grid electrification.  The
opening-up of the unserved areas in existing franchises to the entry of new
players would enable private investor’s entry and participation into the rural
electrification sector. Given current budget deficits, we can expect a dwindling of
government resources for the sector.  This would impact directly on the off-grid
sub-sector.  Hence, private sector entry into the financing of rural electrification is
a logical option to take in order to continue and accelerate the pace of rural
electrification.

This shift towards a new paradigm of off-grid rural electrification is not one that
can be easily done.  The question is, would government have the political will
and resolve to do the appropriate changes?  Definitely, there will be barriers that
would deter the implementation of these changes.  Foremost would be the
politics in rural electrification.  While most ECs admit that further expansion to
unserved areas is no longer feasible, i.e., given the economics of their
franchises, there is still resistance towards giving up portions of their franchises.
For most ECs it is betraying their rural electrification mandate if this happens.
Moreover, since all the areas are under the representation of a Board Member,
the revocation of franchise in some of the areas would also mean giving up the
position of a Board Member.  This consideration is one of the issues raised by
the EC Managers during the consultations with stakeholders. However, from the
point of view of the consumers, there is really not much difference as to who
delivers the electricity, provided that the service is dependable and reliable.  In
fact, in many areas where PEI and SIBAT have been working to put up
community-based renewable energy projects, there appears to be a common
realization among the communities that if they wait for the ECs, it will take a long
time before service would come their way.  Therefore, if they can do it
themselves with some external assistance, the communities are wont to initiate
their own community-based energy projects.
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The second important step is the organization and creation of the market – both
in terms of identifying and attracting industry players and organizing and enabling
the consumers to pay for the price of electricity.  Just a mere re-franchising effort
would not lead to the acceleration of off-grid electrification, if new players are not
found, or if the market is not ready to absorb new investments.  Hence it is very
crucial that efforts to re-franchise should be matched by double efforts to prepare
the market through appropriate information dissemination, capacity building and
investment enhancing mechanisms.  A re-franchising that will not attract new
players will not be accepted graciously by franchise holders and would only
frustrate everyone in the process.

Thirdly, projects can only happen if sufficient funding is available.  New and
appropriate financing windows should be developed to cater to the requirements
of the off-grid market. The proposed World Bank Loan would be a very good
starting point.  However, the rules on the implementation of the loan should be
carefully designed so that the funds would indeed find its way to the intended
beneficiaries. To the extent necessary, flexible, non-bank financing should be
considered for the very remote, low income communities where community-
based projects are the choice of the people.  Government should invest its own
funds to make this happen.

A fourth consideration in this paradigm shift would be the willingness and
capacity on the part of government to appropriately change its role and function
in the administration and supervision of the sector.  Organizational refocusing as
well as retooling would be required for successful implementation of the Off-grid
Program.  Since the off-grid would need more attention in terms of organization
and capacity building, coordination among the various social services and
technical agencies have to be strengthened in order to improve synergies.
Because the implementation process in the off-grid is less structured and
requires a lot of flexibility, rules will have to set and implemented in a creative
manner.  Retraining of staff in project evaluation and even “deal-making” or
“investment engineering” would be a plus factor.

In view of the above, the following specific recommendations are proposed:

•  Develop and design a new Off-grid Electrification Program. The
government should take the initiative to develop and design a concrete off-
grid electrification program based on the premise of allowing entry of new
players into the rural electrification sector.  The framework for the program
and subsequent execution plan should be able to define the concrete
components of the program and identify the approaches for each component.
To begin with, a policy directive via a circular from the DOE on the Re-
franchising Policy would send the right signal among current players.  With
the passage of the Electric Power Industry Reform Act, the rules should be
incorporated in the Implementing Rules and Regulations (IRR), relative to
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Section 59 of the new law.  In defining the rules, it should be clear that a
different set of rules will govern in the off-grid vis-à-vis the rules on-grid.

•  Rationalize policy on provision of subsidies. Government as a whole
should revise its rules on the provision of subsidies. Subsidies from
government come in various forms and sources.  These include, those being
administered by DOE, i.e., Host Community Fund, IPP contributions, DOE
grant funds, NEA Subsidy Fund for electrification of non-viable areas, CDF
Funds, etc.  The rules for the awarding of these funds need to be
synchronized for the objective of leveraging these limited funds for private
investments and risk capital.  Current strategy emphasizes on the granting of
full subsidies rather than limiting these to what is only necessary. This may
have been effective during the early years of rural electrification when grant
monies from institutions like USAID, were abundant.  However, with the
country’s current budget deficits, the practical way is to shift the strategy
towards provision of “smart subsidies” where subsidies are channeled only to
those that need it, at the levels that these are needed.

     Specifically, NEA should specify that a) it will no longer provide subsidies for
expansion projects of ECs that will negatively affect the financial condition of
the franchise and b) that subsidies may be given to franchise holders for the
off-grid, provided they compete for the subsidies under a transparent
competitive bidding process and bring in equity or risk capital into the
projects. The ECs may also qualify as off-grid service providers if they decide
to undergo the same competitive process or otherwise they can enter into
joint venture with a partner who can bring in the equity requirement. Without a
categorical statement from NEA that it will no longer provide subsidies for
unviable expansion programs,  some ECs will always expect the subsidies
and will stubbornly  refuse to give up the unreached portions of  their
franchise. This rationalized policy should be issued and implemented by the
entire energy sector covering all energy agencies in order to maximize the
use of limited government resources and at the same time ensure that
subsidies are directed towards the segment of the sector that really needs
such subsidies.  In this regard, the DOE should define and issue said policy
for implementation by line agencies, particularly NEA as lead agency for rural
electrification. The policy should cover all subsidies being given out by
government , either capital subsidies, pre-investment grants, and subsidies
out of the Universal Levy.

•  Review performance of all franchises, redefine boundaries and identify
off-grid areas. 25The NEA should proceed to review the performance of all
franchise holders and negotiate for the modification of franchise for those that

                                                          
25

 This is consistent with  Sec. 23 and 59 of the new EPIRA.
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are adjudged to be unable to comply with their franchise obligations within a
specified grace period.  Areas that are already being energized from another
franchise or those proximate to the neighboring franchise may be transferred
officially to said utilities.  This is consistent with the intent of Sec. 23 of RA
9136.  For those areas that are not viable or attractive to any current
franchise, temporary waivers of franchise may be allowed to begin the
process of getting third parties to enter into the otherwise monopolized areas.
These waivers would be logical to allow for market development to happen
and the investment climate in the off-grid to improve.  NEA should develop
the new criteria for the delineation of franchises and subsequent identification
of new areas for off-grid electrification. In this respect, NEA should take into
consideration the “market packaging” approach as well as draft bidding rules
and guidelines developed for DOE under this technical assistance by USAID.
These should be use as building blocks for implementing a “new franchising
policy”.  In the light of the anticipated transfer of franchising powers back to
Congress, there is a need to specify in the IRR, the rules that would allow the
entry of new players in the off-grid areas without having to pass through
Congressional approval for a new franchise. It may be most expedient and
practical if instead of a franchise, new players in the off-grid may simply be
given operating permits by ERC or NEA within the next 5-years, prior to
turning over the franchising powers back to Congress.

For the purpose of evaluating franchise performance and defining new off-grid
areas it is recommended that all ECs be subjected to an evaluation process
that would determine the capacity of the ECs to deliver service in a viable
manner within a specified timeframe.   In this regard, it is recommended that
NEA’s investment analysis model should be revised to reflect recent market
developments and to incorporate new off-grid technology options.  The
economic analysis can also be improved by considering other benefits other
than simple substitution for kerosene. For example, the new model may utilize
HOMER and VIPOR principles but adapted to the local situation.  The
analysis should also include other technology options particularly NRES.

•  Continue efforts to seek waivers of franchises from ECs.  NEA should
pursue the step already taken through this assignment in getting signed
Board Resolutions from ECs for either temporary or better still, permanent
franchise waivers of their respective unserved areas.  As much as possible,
the areas identified in the market packages should have this waiver in
principle from the ECs concerned.  The waivers should be useful for attracting
new players to invest in the “market packages”.

•  Within the limitations of the EPIRA, institutionalize re-franchising
strategy. Eventually, with the new franchising policy in place, NEA should
proceed to negotiate the revision of the EC franchises on a non-adversarial
manner.  Care should be taken that burden shedding is not done, meaning,
the ECs also give up even those areas that are still within the capacity of the
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franchise to finance.  Institutionalizing the re-franchising strategy would put
the house in order, so to speak, because the duly constituted authorities can
now recognize even the existing changes that have been done through
internal arrangement.  The modification of the franchises would eventually
free some of the ECs from the burden of missionary electrification and allow
them to concentrate on improving their on-grid operations, a must for all the
ECs in the new restructured environment.

•  Develop and implement new set of operating rules for the of-grid
electrification sector.   A new set of rules should be developed for the off-
grid electrification business.  These rules should apply only to the off-grid
areas and would differ from the set of rules governing on-grid electrification.
Those who will join the program should be given the appropriate “carrots and
sticks” to encourage entry and at the same time ensure protection of
consumers. For example, there could be lighter regulatory oversight for these
areas such as unregulated pricing, but some minimum technical standards
may be imposed to ensure consumer protection. The “carrots” should be able
to leverage limited government financing with new investments from players.
“Smart subsidy” components may have to be employed in certain cases.  If
so, there should be effort to limit such subsidies to the minimum and only for
capital expenditures.

•  Clarify agency roles. A clear delineation of functions among the agencies,
primarily, DOE, NEA, NPC should be defined and implemented, particularly
with respect to the new off-grid electrification program. The objective is to
avoid duplication of functions and ensure that responsibility areas are well
defined for easy and effective monitoring. This would also help to clarify to the
private sector which of the agencies they need to approach in order to
participate in the new off-grid electrification program.

The following functional delineations are recommended:

a) DOE as the policy agency must set the direction and planning guidelines
as well as strengthen its coordinative capabilities not only among energy
agencies but also between national agencies charge with social services
and economic development in the countryside.  As the oversight agency,
DOE should be able to monitor and integrate the implementation of the
program, from a policy perspective. For this purpose, it is recommended
that DOE should organize a unit within its current structure to be the
oversight and coordinating unit for rural electrification.

b) NEA should take on the lead role in implementing and supervising the off-
grid electrification program and ensure coordination between the on-grid
and off-grid activities of the various industry players and stakeholders.
NEA should set up the operating rules and come up with strategies for
attracting private sector into the off-grid areas.  It can also take charge of



30

the market development effort such as, disseminating information about
new technologies at the field level.  NEA should also undertake the
issuance of contracts for delivery of services in the off-grid as well as
administration of subsidies to leverage these with private capital based on
the policy set by DOE.

c) On the other hand, NPC-SPUG must be ready to take on the role of
operator of the last resort, should there be no takers in some areas which
are not viable or attractive for private sector to come in.

•  Develop and implement an effective marketing drive. The success of the
new program would depend on the extent that government can generate
interest and participation from industry players. To create a market for
renewable energy for decentralized rural electrification, concrete steps should
be done to open the market.  Experience in other countries, i.e., in both the
UK and US, reveal that market creation can only begin with some form of
portfolio standard.  In the same vein, the Philippines may possibly consider
the implementation of a “Renewable Energy Portfolio Standard” to create an
off-grid market.  This may focus on suppliers/generators of energy and would
involve requiring them to either implement, buy or invest in renewable energy
projects in the off-grid areas.  These projects can be done either through
investments in RESCO operations, financing or investment in NGOs and
community-based projects, etc. This strategy should also be able to create
off-grid industry players and ensure investments to flow into the off-grid sub-
sector.  Some initial discussions of this author with some IPPs indicate that
they are not objecting to this idea provided that the rule is going to be
applicable equally among them and that this would involve only a small
percentage of their operating capacity. In addition, current obligations
imposed on the IPPs may be implemented in a manner wherein, any
investment they do in the off-grid would be considered as compliance of their
obligation.  Care must be made to avoid contributions from the IPPs by way of
donations as this may only lead to unsustainability and wrong perception
among private sector.

•  Develop support mechanisms both for industry and consumers.
Clearly, while a significant number of the population remains unserve, these
cannot outright be considered as ready markets for renewable energy.  These
potential markets need to be organized and developed to become viable for
entry by the business sector. For example, the development of livelihood
activities relative to the delivery of energy services in the off-grid areas should
be given attention.  Forward and backward integration for up-scaling industry
and productive uses should be done by DOE/NEA in coordination with other
government agencies, such as, LGUs, DTI, DA, DILG, and GFI. Consumer
support in terms of information, technical advisory and financing should be
provided.  These consumer support program may include, among others: a)
information dissemination program on the benefits and uses of renewable
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energy, b) advice on technology choices based on needs of the market and
resources available in the areas, c) assistance in project packaging and
financing for community-based systems, and d) micro-financing to improve
the aborptive capacity of local consumers.

•  Finally, Donor agencies should begin to consider direct assistance to
projects in order to make things happen on the ground.  This assistance
could be by way of a concrete fund to help disadvantaged groups or
communities finance their projects.  Because they lack the basic credit
essentials, communities will never be able to access financing through the
banking system.  Hence, non-bank financing intermediation will be required.
While most donor agencies would be happy to see real projects on the
ground, most assistance are limited to the soft components, i.e., technical
assistance, capacity building, etc.  Without the capital however, project
gestation takes longer than desired because after projects are identified and
developed, it takes a long while before actual funds for implementation can be
sourced.  This situation results in the piling-up of projects in various stages of
development and eventual frustrations among the intended
beneficiaries/project sponsors at grassroots level.  A project like the WB-
ESMAP assisted Pilot Village Power Fund is a good start.26  It is hoped that
soon after the pilot stage, other donors would buy-into the program and
provide additional funding to make the Fund really work.

Intentionally, the above recommendations did not only focus on the re-franchising
policy, simply because re-franchising is only a first step.  Without the follow-
through, efforts, the re-franchising exercise will not be of any value.

/Grace S. Yeneza, 6/30/01

                                                          
26

 The Village Power Fund (VPF) is a non-bank intermediation facility conceived by Preferred Energy,
Inc.(PEI) for the purpose of incubating and making funds available to community-based type projects that
cannot access financing from the mainstream banking sector due to the non-formal form of the sponsor
organization, lack of credit track record, and absence of credit guarantees.  The idea is to help the target
communities in project preparation and structuring in order to create a sustainable project, which will be
provided with a flexible loan through the VPF.  The pilot project to develop and test the feasibility of the
project incubation and  financing model is currently being implemented by PEI with funding assistance
from the WB-ESMAP.  The challenge is how to build-up the fund, after the first two projects are
implemented using the initial fund from WB-ESMAP.
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Annex 5

Section id Value Section id Value Section id Value Section id Value Section id Value

KVA TOTAL 3603 3707 3383 4681 5665

Power Factor 91 90 91 88 87

KW Network Loss 344 379 291 604 887

% Loss 10.5 11.3 9.4 14.6 18.1

Min. Section Loss 22S-550 182.1 22S-30 175.8 22S-550 177.3 P22S-30 157.5 P22S-30 138.4

Max. Section Loss 22T-10 20.9 22T-10 24.8 22T-10 19.6 22T-10 39.3 22T-10 57.4

Max. Section Load 22T-10 59.3 22T-10 63 22T-10 58.5 22T-10 80.4 22T-10 97.3

KW Loss Savings -35 52 -260 -543

LF 0.5

Loss Factor 0.3

Average Loss Savings -10.5 15.9 -78 -162.9

Average Energy Savings -91,980 kwhr/yr 139,284 -683,280 -1,427,004

EC Selling Rate P5/kWhr.

Cost of Savings / yr. P -459,900 P696,420 P -3,416,400 P -7,135,020

SYSTEM STUDY IN CAGAYAN 1 ELECTRIC COOPERATIVES, INC.
Scenario: Proposed Nine (9) barangays of Sto. Nino energized

OPTION 4OPTION 3
25% Growth 50% GrowthFeeder 22

OPTION 2
Bgys. In Sto. Nino Disct'd
(Section 22T-280 opened)

BASE RUN
Bgys. In Sto. Nino

(energized)

OPTION 1
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Annex 7
Draft for DOE Consideration

DEPARTMENT CIRCULAR No. ____________

ENCOURAGING PRIVATE SECTOR PARTICIPATION
IN RURAL ELECTRIFICATION BY ALLOWING THIRD PARTY ENTRY INTO

THE FRANCHISE AREAS OF ELECTRIC COOPERATIVES
BY VIRTUE OF TEMPORARY WAIVER OF FRANCHISE

IN SELECTED AREAS

WHEREAS,  consistent with the national policy of economic growth with social
equity, the Department of Energy (DOE) aims to improve access to energy
by all sectors of society through the acceleration of rural electrification;

WHEREAS, the DOE, through NEA targets to energize 100% of barangays by
year 2004;

WHEREAS, by virtue of their franchise, the ECs have the sole right and
responsibility to provide adequate, dependable and reasonably priced
electric services within their franchise areas;

WHEREAS, the ECs desire to extend electricity services to all barangays within
their coverage; however, some ECs would not be able to economically
extend their distribution lines, particularly to those located far from its
existing grid without full government subsidies;

WHEREAS, the government lacks the necessary resources to continue granting
full subsidy to support the expansion plans of ECs.

WHEREAS, the government wishes to optimize the use of its resources and
leverage its funds with other non-government fund sources in the rural
electrification sector;

WHEREAS, increased private sector and other third party participation in the
rural electrification efforts is essential; and in order for this to take place, it
is necessary to provide the legal means for third party access to the
unserved areas within the EC franchises;

NOW THEREFORE, the DOE hereby adopts and promulgates the following
policy directives for the rural electrification sector.

Section 1. Entry of New Players.  New players may be allowed to
provide energy services in the unserved areas of the EC franchises,
provided that the EC franchise holders agree to such arrangement;
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Section 2. Franchise Waiver by ECs.  The entry of new players into the
EC franchise areas shall be governed by a Franchise Waiver Agreement
entered into between the EC and the Service Provider as approved by the
National Electrification Commission/NEA.

Section 3.  Use of Standard Franchise Waiver Agreement.  To facilitate
negotiations between parties, the ECs are encouraged to use the attached
Standard Franchise Waiver Agreement (SFWA) in forging their
agreements with new players.

Section 4. Encouraging ECs to Allow Private Sector Participation. NEA
shall encourage the ECs to undertake the Franchise Waiver approach to
allow private sector participation in their respective coverage areas,
particularly, in selected sites, where ECs can no longer economically
connect to the grid; Provided however, that if an interested party is willing,
the EC may also consider waiving its franchise for selected areas which
are already connected to the grid but continued operation, of which, is a
financial burden to the EC.

Section 6. Conduct of Information Drive. In support of this policy
direction, the NEA is directed to conduct appropriate information drive
among ECs to disseminate this new policy and encourage ECs to use the
SFWA.

Section 7. Review of Franchise Agreements. It is recognized that over
the last thirty years, there have been significant changes in the economic
and physical developments in each of the franchise areas that justifies the
need to review the franchises granted to ECs.  For this reason, the NEA is
therefore directed to review all existing franchises for the purpose of
determining the need to re-modify said franchises based on current
condition of the EC and the franchise area itself. If such need is found to
be inherently beneficial, the NEA shall then proceed to prepare an
implementation plan for undertaking an appropriate franchise reform
program.

Section 8. This Circular shall take effect immediately a day after its
complete publication in at least two (2) newspapers of general circulation.

Fort Bonifacio, Taguig,  Metro Manila  _____________, 2001

___________________
             Secretary
     Department of Energy

Gsy/draft DOE Circular/4-26-01
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