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ARTICLE 1
GENERAL. PROVISIONS

1.1 Purpose

The purpose of these Guidelines is to provide the framework and rules for the
structural and functional unbundling of the busimess activities of Electric Power
Industry Participants so as to, among other things:

(a) implement the unbundling requirements of Section 36 of the Electric
Power Industry Reform Act (the EPIRA) and Rule 10 of the Implementing
Rules and Regulations issued pursuant to that Act (the IRR), namely to
unbundle at least generation, transmission, distribution and supply
activities and to have a clear separation of operations and accounts
between regulated and non-regulated business activities;

(b) implement the requirements of Section 20 of the EPIRA and Rule 6,
Section 11 of the IRR that separale audited accounts be maintained for
each related business undertaking in order to ensure that the transmission
business conducted by TRANSCO or its Buyer or Concessionaire neither
subsidizes in any way such business undertaking nor encumbers its
transmission assets in any way to support such business;

(c) implement the requirements of Section 26 of the EPIRA and Rule 7,
Section 5(c) of the IRR that separate audited accounts be maintained for
each related business undertaking in order to ensure that the distribution
business conducted by a Distribution Utility neither subsidizes in any way
such business undertaking nor encumbers its distribution assets in any way
to support such business;

(d) . ensure that the costs of regulated services and activities are allocated on a
fair and reasonable basis and reflect the efficient costs of the respective
services and activities; and

(e) monitor compliance with the prohibition on cross-subsidies contained in
this Guideline. '

1.2 Content of the Guidelines
These Guidelines set out:

(a)  the rules and principles for the separation of accounts necessary o satisfy
the requirements of the EPIRA and the IRR as described in Section 1.1
above, including:
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(1

the accounting records that must be maintained,

(it}  the requirements and format for reporting to the ERC and when such
reports must be provided to the ERC;

(iii) how revenues and costs must be allocated, including between
regulated and non-regulated activities;

(iv) how certain intra-group transactions must be reported; and

(v} audit requirements.

(b)  the structural and functional unbundling requirements that must be
implemented and observed by Electric Power Industry Participants,
including obligations relating to discrimination in the provision of
services, the use of customer-related information, the disclosure of
information relating lo electricity networks and generation facilities, the
cross-subsidization of non-regulated activities, business separation and
common directors, officers and employees.

Definitions

In these Guidelines, unless the contrary intention appears, the following words
and phrases have the following meanings:

Accounting
Separation
Statement

Accounting
and Cost
Allocation
Manual (or

ACAM)

Ancillary
Services

Act

Auditor

A statement described in Section 3.1.3,

An Accounting and Cost Allocation Manual prepared and
amended by an Electric Power Industry Participant in
accordance with Section 2.2.

Those services that are necessary to support the transmission
of capacity and energy from resources to loads while
maintaining the reliable operation of the Grid and/or
Distribution Systems in accordance with good utility practice,
the Grid Code and the Distribution Code. Such services
include those listed in clause 3.3.1.2 of the WESM Rules.

Republic Act No. 9136, otherwise known as “Electric Power
Industry Reform Act of 20017,

An auditor who is registered as a certified public accountant
under the Revised Accountancy Law (Presidential Decree

-

/e
")



Business
Segment

Competition

Rules

Connection
Assets

Connection
Point

costs

CPI

Distribution
Connection
Assets

Distribution
System
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No. 692) and who possesses the independence as delined in
Part II Section 14 of the Code of Professional Ethics for
Certificd Public Accountants as promulgated by the Board of
Accountancy and approved by the Professional Regulation
Commission.

A Business Segment as defined in Article IV,

The rules promulgated by ERC to promote and ensure
competition in the electric power industry pursuant to the Act
and its Implementing Rules and Regulations.

With respect to the Grid, the components used to provide
transmission connection services as defined in Section
4.3.6(a), and with respect 1o a Distribution System, the
components used to provide distribution connection services
as defined in Section 4.4.6(a).

With respect 1o the Grid, a point of connection of a User
System or Equipment to the Gnd, and with respect to a
Distribution System, a point of connection of a User System
or Equipment to that Distribution System. For the avoidance
of doubt, a Connection Point includes both a point where
electricity may flow out of the Grid or Distribution System (as
the case may be) and a point where electricity may flow into
the Grid or Distribution System (as the case may be).

Includes both costs and expenses.

The All Items Consumer Price Index published by the
National Statistics Office of the Philippines or, if it is no
longer published or a change in its calculation occurs which
renders its continued use inappropriate, such alternative price
index as the ERC determines to be appropriate.

The components of a Distribution System used to provide
distribution connection services as defined in Section 4.4.6(a).

In respect of a Distribution Utility, the Distribution System
(as defined in the Grid Code) operated by that Distribution
Utility, together with such Subtransmission Systems as are
connected to it and as are operated only by that Distribution
Utility.




Electric Power
Industry
Group

EPIRA

Equipment

Financial Year

General
Purpose
Financial
Statements

Grid

Inter-
segmental Cost

Inter-
segmental
Revenue

Inter-
segmental
Transactioen

IRR

Last Resort
Supply
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In relation to an Electric Power Industry Participant, that
Electric Power Industry Participant and its Affiliates (if any).

Republic Act No.9136, otherwise known as the Electric
Power Industry Reform Act.

Equipment as defined in the Grid Code.

In respect of an Electric Power Industry Participant, the period
covered by the General Purpose Financial Statements that
pertain to the Electric Power Industry Group of which the
Electric Power Industry Participant is a member.

The audited or duly attested annual financial statements of the
members of an Electric Power Industry Group that are
prepared (where so required) in accordance with Republic Act
No. 8799, otherwise known as the Securities Regulation
Code, and are provided to the Philippine Securities and
Exchange Commussion.

The Grid as defined in the Grid Code, together with such
Subtransmission Systems as are connected to it and as are
operated by TRANSCO or its Buyer or Concessionaire.

A cost that arises from transactions between Business
Segments or between a Business Segment and another activity
that is conducted by a member of the relevant Electric Power
Industry Group.

A revenue that arises from transactions between Business
Segments or between a Business Segment and another activity
that is conducted by a member of the relevant Electric Power
Industry Group.

An Inter-segmental Cost and an Inter-segmental Revenue.

The Implementing Rules and Regulations issued pursuant to
the EPIRA.

The supply of electricity that a customer will receive from a
SOLR. This involves the sale of electricity, billing, collection
and provision of basic customer service.
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Last Resort Any of the following siluations where a contestable customer
Supply Event  is served by the Supplier of Last Resort:

a. the customer’s Retail Electricity Supplier (RES) has
ceased to operate;

b. the license of the customer’s RES has been revoked or
not renewed by ERC;

c. the arrangements for distribution wheeling service
between the customer’s RES and the distribution utility
have been terminated;

d. the customer’s RES is no longer permitted 1o trade
electric energy through the wholesale electricity spot
market (WESM), if WESM member; or

e. the customer fails to exercise its option to choose its
supplier of electricity upon the implementation of retail
competition and open access. :

Quarter A period of three months from 1 January to 31 March (both
dates inclusive), 1 April to 30 June (both dales inclusive),
1 July to 30 September (both dates inclusive} or 1 October to
31 December (both dates inclusive).

Retail Any person or entity licensed by ERC to sell, broker, market
Electricity or aggregate electricity to end-users.
Supplier (RES)

Significant An Inter-segmental Transaction, or a number of Inter-
Inter- segmenlal Transactions iniended to achieve a common
segmental commercial effect, that has, or collectively have, a value of
Transaction more than the lesser of}

(a) 10 million Pesos x [(CPL/CPI,,) — 1]

where:

CPI, is the CPI for the last Quarter in the Financial Year
for which the Accounting Separation Statements, in
which the relevant Inter-segmental Tramsaction or
Inter-segmental Transactions are disclosed, are

prepared; and

CP1l, is the CPI for the Quarter eriding on 30 June 2003;
and

(b) 3% of the revenue of the relevant Electric Power
Industry Group.
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Supplier of A regulated entity designated by the ERC to serve end-users
Last Resort in the contestable market following a Last Resort Supply
(SOLR) Event.

SOLR An end-user in the contestable market who is served by the
Customer SOLR following a Last Resort Supply Event.

Transmission  The components of the Grid used to provide transmission
Connection connection services as defined in Section 4.3.6(a).

Assets

User System User System as defined in the Grid Code.

Wholesale The sale of electricity to distribution utilities, by an ERC-
Aggregation registered wholesale aggregator.

Wholesale The electricity market established by the Department of
Electricity Energy {DOE) in accordance with the Act.

Spot Market

(WESM)

In addition, words and phrases used in these Guidelines which are defined in the
EPIRA or the IRR have the meaning given to them in the EPIRA or the IRR (as
the case may be).

Business Separation and Unbundting Plan

Rule 10 of the IRR requires each Electric Power Industry Participant to
structurally and functionally unbundle their business activities in accordance with
a business separation and unbundling plan prepared by the Electric Power
Industry Participant and approved by the ERC. Upon submission by the Electric
Power Industry Participant of its business separation and unbundling plan, the
ERC shall:

(a)  adopt that plan;
(b}  recommend modifications to that plan; or

(c)  reject that plan for revision and direct the Electric Power Industry
Participant to file a new plan based on its comments.

The ERC must render its decision within 6 months from the filing of the business
separation and unbundling plan, and compliance with the requirements of these
Guidelines (except as otherwise approved by the ERC) is a necessary component
of each such business separation and unbundling plan.
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2.2

221

ARTICLE 11

GENERAL PRINCIPLES FOR ACCOUNTING SEPARATION

General accounting policies

The Accounting Separation Statements prepared by an Electric Power Industry
Participant for the purposes of these Guidelines must:

(a) comply with the relevant Accounting and Cost Allocation Manual
prepared by that Electric Power Industry Participant under Section 2.2 (as
amended from time to time in accordance with Section 2.2) and with the
requirements of Ariicles III and IV;

(b) comply with generally accepted accounting principles (as defined in
rule 68 of the Implementing Rules and Regulations issued pursuant to
Republic Act No.8799, otherwise known as the Secwritics Regulation
Code), unless a particular provision of this Guideline requires non-
conformity with those principles;

(c) result in financial information that is relevant and reliable and that reflects
the substance of the underlying transactions and events {(sce Section 2.3);
and

(d) report all material items (see Section 2.4).

The Accounting Separation Statements prepared for the purposes of these
Guidelines are additional to any other statutory financial reporting obligations of
Electric Power Industry Participants and their Affiliates.

Documentation of accounting policies used

Bach Electric Power Industry Participant must prepare an Accounting and Cost
Allocation Manual (ACAM) which provides full and proper documentation of the
accounting policies and principles used to prepare the Accounting Separation
Statements in accordance with these Guidelines, including:

(a)  the allocation methodologies used to allocate costs and revenues to and
between Business Segments, including:

(i)  a description of the basis, formula(e) and/or methodotogy(ies) used
in respect of each cost and revenue item;

(i) the reason for choosing the basis, formula(e) or methodology(ies);
and

(iii) the quantification of any factors applied in allocating unattributable
COStS Or revenues,

12
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2.3

being in each case an allocation methodology that complies with the
principles set out in Section 3.4;

(b) depreciation policies and methodologies for each class of assets
(depreciation charges must be calculated based on either the appraisal
value or the historical cost of the relevant asset (book value), depending on
whether or not those assets have been reappraised, the economic life of

that class of assets, and the weighted average remaining life of that class
of assets); and

(c) the transfer pricing policies used for transactions between Business
Segments or between a Business Segment and another activity that is
conducted by a member of the relevant Electric Power Industry Group
(including where such Business Segments and other activities are
conducted within a single corporate entity), being policies that are
consistent with the requirements of Section 3.6.

An Electric Power Industry Participant must provide the ACAM that is required to
be prepared by it in accordance with Section 2.2.1 to the ERC by the later of June
30, 2004 and the date on which these Guidelines apply to that Electric Power
Industry Participant.

The ERC may, from time to time, require an Electric Power Industry Participant
1o make such changes to the ACAM prepared by it as the ERC considers
appropriate (including replacing that ACAM: with one prepared or approved by
the ERC) and the Electric Power Industry Participant must thereupon make such
changes and provide a copy of them to the ERC.

An Electric Power Industry Participant may from time to time change the ACAM
prepared by it, in which case it must thereupon provide the ERC with a statement
that sets out:

(a) the precise details of the proposed change;

(b) the reasons for that change; and

(c) the effect of that change on the Accounting Separation Statements.
Substance to prevail over legal form

For the purposes of Section 2.1.1(c), in determining the substance of a transaction
or event, all its aspects, including the expectations and motivations for the
transaction and/or events, must be considered. Where a group of transactions
and/or events is designed to achieve an overall commercial effect, the group of
transactions and events must be considered together.1

' See also Accounting Standards Council (ASC) of the Philippines, Framework for the Preparation and Presentation of
Financial Statements, paragraph 35.

13
)
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2.5

2.6

2.7

2.7.1

Materiality

For the purposes of Section 2.1.1(d), an item is considered material if its
omission, misrepresentation or non-disclosure has the potential to prejudice the
understanding of the financial position and nature of the business activities of an
Electric Power Industry Group, or any member of it, which is gained by reading
the relevant Accounting Separation Statements.”

Information must be verifiable

An Electric Power Industry Participant must maintain (or ensure the maintenance
of) general record keeping and accounting arrangements which enable
information provided in the relevant Accounting Scparation Statements to be
verified.

Management Responsibility Statement

The Accounting Separation Statements prepared by an Electric Power Industry
Participant for the purposes of these Guidelines must be accompanied by a
statement which evidences the responsibility for the information contained in
those Accounting Separation Statements (Management Responsibility Statement)
in the form provided in Appendix 1. A Management Responsibility Statement:

(a) must be signed and dated by the chief executive officer of the Electric
Power Industry Participant or by such other person who is specifically
authorized in writing by the governing body of that Electric Power
Industry Participant for that purpose; and

(b) must be approved by a resolution of the governing body of the Electric
Power Industry Participant that is passed not more than 14 days before the
date of the Management Responsibility Statement (a certified copy of this
resolution must be attached to the Management Responsibility Statement).

Records and audit trails supporting Accounting Separation Statements

An Electric Power Industry Participant must keep (or ensure the keeping of)
accounting records that:

() correctly record and explain the events and financial position of each of
the relevant Business Segments;

(b)  enable an Auditor to properly form an opinion on the Accounting
Separation Statements prepared by it in accordance with the requirements
of these Guidelines; and

2 See also Accounting Standards Council {ASC) of the Philippines, Framework for the Preparation and Presentation of
Financial Statements, paragraphs 29 and 30.
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2.8.1

2.8.2
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(c) provide sufficient information about transactions with and between the
relevant Business Segments to allow an Auditor to reach an opinion about
compliance with these Guidelines.

An Electric Power Industry Participant must maintain (or ensure the maintenance
of) an audit trail which includes:

(a) all information contained in the Accounting Separation Statéments
prepared by it, including the allocation of costs to Business Segments and
information in relation to transactions with related parties; and

(b) all relevant records, including but not limited to copies of contracts or
engagements between related parties.

Audit requirements

All Accounting Separation Statements prepared for the purposes of these
Guidelines must be accompanied by a report prepared, signed and dated by an
Auditor (Auditor’s Report) that:

(a) contains the Auditor’s opinion on whether the Accounting Separation
Statements are presented fairly in accordance with the requirements of this
Guideline, clearly identitying any exceptions and the effect of each such
exception on the Accounting Separation Statements; and

(b} is in the format provided in Appendix J.

It is the responsibility of the Auditor to understand the requirements of these
Guidelines but the ERC is available to consult with the Auditor if necessary in
order to enable the Auditor to obtain sufficient understanding of these Guidelines
to prepare the Auditor’s Report referred to in Section 2.8.1.

An Electric Power Industry Participant must ensure that, under the terms of
engagement of the relevant Auditor, that Auditor is obliged (at the ERC’s request)
to meet with the ERC and provide it with such information regarding the
performance of its functions under this Section 2.8 as the ERC requires.

The ERC may appoint an Auditor, or require the Auditor engaged to provide the
Auditor’s Report under Section 2.8.1, to prepare a new or amended report that
complics with Section 2.8.1 if:

(a) the ERC becomes aware that information provided in the Accounting
Separation Statements is incorrect or does not comply with the
requirements of this Guideline; or

(b)  in the ERC’s opinion, the Auditor’s Report prepared under Section 2.8.1 is
unsatisfactory or does not comply with the requirements of this Guideline.



