
ELECTRIC COOPEIZATIVE 
OWNERSHIP 

IN THE PHILIPPINES 

.PREPARED BY NRECA INTERNATIONAL, LTD. under 
Contract 492-0429-C-00-0065-00 with USAID 

BEST AVAILABLE COPY 



TABLE OF CONTENTS 

INTRODUCTION ............................................. Pg . 3 

EXECUTIVE SUMMARY ........................................ Pg . 5 

BACKGROUND AND IMPORTANT TRENDS .......................... Pg . 8 

FINDINGS AND RECOMMENDATIONS ............................ Pg . 13 
ANSWERS TO SPECIFIC QUESTIONS RAISED PRIOR TO REPORT ..... Pg . 22 
APPENDICES: 

. ............................ . A TRENDS IN NET MARGINS Pg 28 

... . B TOTAL NET MARGINS OF ALL ELECTRIC COOPERATIVES P g. 30 

C . NEA MEMO RE: CATEGORIZATION OF ELECTRIC 
COOPERATIVES ..................................... Pg . 32 

............... . D CATEGORIZATION OF EACH COOPERATIVE P g. 39 

E . NEA CATEGORIZATION SUMMARIZED .................... Pg . 43 
F . 1992 EC MARGINS: RECALCULATED BASED ON LINE LOSS 

ADJUSTMENTS ...................................... Pg . 45 
G . OPINION OF MINISTRY OF JUSTICE THAT ECs 

ARE PRIVATE ENTITIES ............................. Pg . 50 
. PERSONS CONTACTED IN PREPARATION OF REPORT ............... Pg 54 

LIST OF BACKGROUND DOCUMENTS .............................. P g  55 

AUTHOR OF THE REPORT ..................................... Pg . 56 

This document was made possible 
through support provided by USAID 
under the terms of contract NO . 492- 
0429.C.00.0065.00 . The opinions 
expressed are those of the author 
and do not necessarily reflect the 
views of USAID . 



RURAL ELECTRIC COOPERATIVE OWNERSHIP 

INTRODUCTION 

In recent years there has been some controversy and difference of 
opinion over the legal status of the rural electric cooperatives 
(ECs or cooperatives) in the Philippines. Additionally, questions 
have been raised regarding the advantages and/or disadvantages of 
possible changes in ownership of.the ECs. 

It is the goal of this report to reduce the uncertainty on these 
issues. 

This report is founded on written and electronic information 
gathered in the Philippines and on an extensive interview process 
with people in the Philippines who have considerable insight into 
rural electrification in the country. Additionally, a thorough 
knowledge of rural electrification in the United States was brought 
to bear where applicable to rural electrification matters in the 
Philippines. Also, to the extent that reliable data was available, 
electric cooperatives in other parts of the world were also 
analyzed. 

Many analyses have previously been performed on Philippine rural 
electrification issues. In reviewing these earlier works it was 
determined that much valuable labor has already been done in the 
field. This report can build on the foundation of previous work, 
it can update previous work and it can bring new perspectives to 
the field. It is very important that previous work still has 
considerable use at this time. That work has been done by multi- 
national, U.S., and Filipino lending institutions and consultants 
working for those institutions. It should be comforting to those 
interested in Filipino rural electrification to know that funds 
spent on previous studies are still providing benefit to the 
nation. These studies will be referenced throughout this report. 

Considerable data for use in this report was available from the 
National Electrification Administration (NEA), the Energy 
Regulatory Board (ERB) , the World Bank, the U.S. Agency for 
International Development (USAID) and the National Economic and 
Development Authority (NEDA). The information from NEA was made 
available in hard copy and in electronic form on disk. The large 
volume of the information, the fact that it is current information 
and the willingness of the staff of NEA to make it readily 
available assisted greatly in the preparation of this report. The 
author wishes to thank the staff of NEA for its outstanding 
cooperation and congratulate it for having so much information 
readily available to aid it and others in the decision making 
process. 



The report will answer the following list of questions which were 
raised prior to the initiation of this analysis. It will also go 
on to explore issues that came to light as the analysis progressed. 

1) What is the status of the cooperatives? Are they in the 
public sector or in the private sector? 

2) Should or could the electric cooperatives be sold to the 
private sector? 

3) Who has the authority to sell the cooperatives? 

4) Who owns the current assets? 

5) Who would receive the proceeds of the sale? 

6) How would the assets be valued? 

7) What are the advantages/disadvantages to a change in 
ownership? 

8) 1f'the cooperatives are to be sold, then which 
cooperatives - those that are financially viable or those that 
have financial problems? 

9) Can the Philippine capital market absorb the sale of the 
cooperatives? 

10) What would be the impact on private power development, if 
any? 

11) What would be the impact on efforts to expand rural 
electrification? 



EXECUTIVE SllMMXtY 

The most important findings in the report will be summarized in 
this section. The reader can refer to the body of the report and 
the appendices for additional support for the findings. Two 
companion reports to this report also provide much useful 
information. Those reports, by the same author, are titled 
"Electric Cooperative Mergers/Consolidations in the Philippinesn 
and "Electric Cooperative Service Area Integrity in the 
Philippines." Key finding in each of the reports are also 
discussed in the other reports so that each can be read alone. 

THE ECs IMPROVING FINANCIAL HEALTH: 

In the past three years, there has been significant improvement in 
the financial health of the ECs. Rate increases have provided 
necessary revenues. Improved bill collection results and operation 
and maintenance procedures have combined to lower line losses. 

At year end 1992, 89 out of the 118 reporting ECs had positive net 
margins. If cooperatives with high line losses had been able to 
bring those losses down to 12 percent in that year, only 10 ECs 
would have had negative margins. It is reasonable to use 12 
percent as a line loss goal. Thus, it is reasonable to expect that 
with NEA help well over 100 ECs will be reasonably healthy and able 
to cover current expenses. 

It can not be over emphasized that the ECs are 

w private entities, owned by the members, and not - subject to being offered for sale by any third 
I ( - ( )  party; including the Government. It will 

primarily be the healthy ECs which will interest 
prospective buyers. These healthy ECs can honor 
their debt obligations and thus not be subject 

BY LAW AND to court action to take away the members rights 
GOV. REGULATIONS to decide on issues such as sale of the 

THE ECs ARE cooperative. The rights of the cooperative 
PRIVATE ENTITIES member/owners are detailed in the section of the 

report titled "ANSWERS TO SPECIFIC QUESTIONS 
RAISED PRIOR TO REPORT." 

From an area coverage point of view, the nation is benefitted from 
keeping the cooperative structure at the ECs. As people oriented 
organizations, the cooperatives are most likelyto stretch to serve 
the greatest number of people. There is dramatic evidence in the 
United States to support this conclusion. In that country the 
electric cooperatives provide service in 70 percent of the land 
mass of the nation but serve only 10 percent of the people. The 
investor owned utilities were unwilling to undertake such an 
effort. Yet, keeping the cooperative form of organization does not 
preclude the Government from adopting policies to reduce its 
financial exposure in the field of electrification. If the 



Government decides to reduce its capital support of 
electrification, some ECs can be required to obtain at least some 
of their new loans from the financial market without Government 
guarantees. It is not necessary or advisable to attempt to do away 
with cooperatives in order to reduce future Government supported 
borrowings by them. 

With so many healthy cooperatives, the Government should not pursue 
a policy of actively seeking change of ownership of the 
cooperatives. The ECs are, however, private institutions and a 
particular EC and an investor owned utility may each decide to have 
the EC taken over by the utility. In this case the Government can 
have policies to assure that the takeover is in the peoples best 
interest. A suggested methodology for Government monitoring of 
such takeovers is given in this report. 

The ECs that are not yet healthy are not likely candidates for 
finding an interested purchaser or an interested new lender. 

IMPROVED FUNCTIONING OF NEA: 

NEA, on its own and in cooperation with the World Bank, has 
continued to improve its operation. It has adopted a "Statement of 
Operating Policyll under which it has sharpened its focus o n  the 
need for financial viability of all cooperatives. This, coupled 
with the conditions which the World bank and NEA have agreed will 
be put on future EC borrowings from NEA, will make for a healthier 
financial future for the ECs. 

NEA has improved its program of training the ECs. An excellent 
example of this is the series of regional planning/workshop 
conferences being held by NEA throughout the country. NEA is 
taking appropriate opportunities to educate the cooperatives on the 
commitments NEA made to the World Bank at the time of entering into 
the last World Bank loan agreement. 

NEA has been considering the requirement that some ECs obtain at 
least a portion of new loans directly from the financial markets 
and at the same time has been considering the reduction of certain 
operating controls on those same ECs. To the extent that NEA 
reduces its controls on the healthier ECs, it will have more time 
and resources to devote to the weaker ECs. This approach of 
focusing more attention on the weaker cooperatives will strengthen 
the entire NEA program in the nation and should be undertaken. 

REDUCTION OF LINE LOSSES: 

The issue of reducing line losses is mentioned throughout the 
report. The average level of line losses throughout the nation is 
in excess of 20 percent. Some ECs have losses in excess of 30 
percent. Losses should average 12 percent or less. Improvement in 
this area holds out the greatest potential for immediate 



improvement in the financial health of the ECs. Continued 
attention to this issue by both NEA and the ECs is strongly urged. 

Suggestions are given in the report on ways in which an individual 
EC can work to reduce its line losses. Recommendations are also 
given on ways in which NEA could play an active role in motivating 
the EC managers and boards to tackle this vital issue. In 
particular, ways to reduce pilferage are addressed. Please refer 
to the section titled "PROGRAM FOR THE REDUCTION IN LINE LOSSESw 
under the "FINDINGS AND RECOMMENDATIONSw portion of the report. 

DEBT RESTRUCmmING: r/ 

Although the outlook has been improving for both NEA and the ECs, 
it is not likely that all ECs will be able to fully pay the debt 
service arrearages already incurred. An innovative approach to 
restructuring some debts is presented in the body of the report. 

The debt restructuring concept outlined in this report would be 
made available to only the weakest ECs. None of the debt would be 
written off. However, some debt service payments would be made 
conditional on certain factors such as unexpected load growth or 
cheaper than projected wholesale power becoming available. 

This approach to debt restructuring has the potential to maximize 
the debt service payments received over time without forcing a' 
utility out of business. 

QUESTIONS AND ANSWERS: 

The questions listed in the preceding section were questions being 
asked prior to the initiation of this report. In fact, the task of 
providing answers to those questions formed the outline of the 
scope of work to be undertaken in the preparation of this report. 

Answers to the specific questions are provided in the body of the 
report in the section titled "ANSWERS TO SPECIFIC QUESTIONS RAISED 
PRIOR TO REPORT." These questions helped focus the analysis done 
in preparing for the report. The report, however, also addresses 
additional issues that arose as the analysis progressed. 



BACKGROUND AND IMPORTANT TRENDS 

This report will now provide information regarding the status of 
rural electrification in the Philippines. With this background 
information, the reader can independently asses the value of the 
answers to the above questions that this report will present. 

In the early 19608s the Philippine rural electric program was 
started. In 1969, Republic Act 6038 was enacted to formalize the 
rural electrification effort. The NEA was created by Presidential 
Decree No. 269, and the NEA Charter was established. By 1971 the 
first EC was energized. By 1992 there were 118 ECs included in the 
year end reports prepared by NEA. These ECs serve approximately 
three million connections. The statistics on all of these ECs have 
been analyzed for the purposes of this report. 

Each EC receives its franchise to serve a geographic area. NEA is 
an interested lender to the ECs. It provides' funds and/or 
materials to the ECs. It also provides guidelines to these 
borrowers to improve their operations. Additionally, NEA has the 
right to approve or disapprove the board of directors selection of 
manager at each of the ECs. The EC obligations to NEA are 
evidenced through the signing of loan agreements and mortgage 
documents. 

Recently, the central government has given rate approval authority 
over the ECs to ERB. The established procedure calls for NEA to 
coordinate closely with the ERB in regard to each EC rate approval 
request. The NEA recommendation regarding the rate request is sent 
to ERB. 

The National Power Corporation (NPC) is responsible for the 
national high voltage transmission grid which includes most 
transmission systems nationwide. It is also responsible for most 
power generation in the nation. The ECs obtain their wholesale 
power from NPC and are responsible for the distribution of 
electricity to many of the provincial urban centers as well as to 
much of the rural area of the nation. 

There are important current trends among the rural electric 
cooperatives. The conventional wisdom among those who do not 
follow the ECs closely is that they are mostly troubled 
organizations. Current information shows that this conventional 
opinion is no longer correct. The general financial health of the 
rural electrification program in the Philippines did deteriorate in 
the 19808s. Since the .most recent studies were completed on the 
ECs, however, there has been a positive reversal in the economic 
health of the ECs. There has also been a useful change in the 
focus of NEA. This report will document the changed situation, and 
will make recommendations based on the new outlook for NEA and the 
ECs . 



Appendix "All summarizes the trends of net margins at the ECs for 
the years 1990, 1991 and 1992. The cooperatives in each of the 
nations 12 electrification regions have been grouped into four 
categories. The first group is those cooperatives whose trend in 
net margins has improved during the three years. The second group 
is those cooperatives whose margins have held relatively steady 
during the most recent three years and whose margin level is 
generally good. Group three is those cooperatives whose margins 
have held relatively steady during the three years but whose margin 
level is generally weak. The last group is those few cooperatives 
whose margin levels in the past three years have been deteriorating 
and are at unacceptable levels at this time. 

It is particularly important to note that 39 percent of the ECs had 
improving margins while an additional 36 percent had stable margins 
at healthy nominal levels. This leaves 18 percent of the ECs with 
stable margins, but at weak nominal levels, and only 9 percent of 
the ECs with deteriorating margins in the test period. Bringing 
distribution rates up to be more in line with costs of operation 
has produced the changes. 

Information from NEA demonstrates that in 1990 the total margins at 
the 118 reporting ECs was only 25 million pesos. Six of the 12 
regions had negative margins on balance. In 1991 total margins had 
climbed to 396 million pesos, and only one region had a small 
negative balance. Even in 1992 with a severe nbrownoutm situation 
on the power grid, the ECs had margins of 262 million pesos, and 
only four regions had negative balances--each of these negative 
balances being small. These figures are listed in Appendix "Bn. 
The improved picture on margins is even more impressive when 
previous years margins are considered. Table 5.4 of World Bank 
Report No. 9810-PH shows the following total margins for the ECs: 
(in millions of Pesos) 

Those figures are in sharp contrast to the 1990-1992 figures. 

1989 

(35) 

As can be seen above, dramatic, but unheralded, changes have taken 
place at the cooperatives. Changes have also taken place at NEA. 

YEAR 

MARGIN 

NEA is regaining its proper focus on the ECs. NEA loans to 
cooperatives will be conditioned on the proper implementation by 

1987 

(22) 

1992 

262 rC 

1988 

(8) 

1985 

(52) 

1991 

396 

YEAR 

MARGIN 

1986 

11 

1990 

25 



the cooperatives of vfPerformance Improvement Programsll (PIPfs). 
These PIPfs will focus on five areas. 

1. Reduction of technical losses. 
2. Reduction of non-technical losses. 
3. Improvement of collection efficiency. 
4. Better control of non-power costs. 
5. Quality of service. 

NEA is now guided by a "Statement of Operating Policy1@ (SOP). Under 
that SOP, NEA will finance and support projects initiated by the 
ECs which in the opinion of NEA are technically feasible and which 
would maintain or improve the financial viability of the executing 
utility. With this renewed focus on EC financial viability, NEA 
will be a more successful lender again. 

There is a "Revitalization Projectw underway between NEA and the 
ECs with cooperation from the World Bank. The World Bank and NEA 
have agreed to certain conditions regarding NEAfs on-lending 
program which are designed to keep NEA financially strong, 

The World Bank Report No. 9810-PH discusses revitalization of the 
rural electrification sector by, among other things, the 
"Restructuring of NEAw. In particular the World Bank states that 
"NEA needs to reorient itself to the role of interested lender. As 
such, it needs to streamline its activities by dropping a number of 
functions that are not directly related to electricity 
distribution in rural areas, while strengthening functions that 
relate to programming, formulation and administration of loans and 
direct engineering services that enable ECs to implement investment 
projects. On the financial side, NEA needs to (i) get relief from 
past loans and other liabilities that it lacks the capacity to 
repay; and (ii) implement a workable strategy for financing the ECs 
that includes pricing of new loans at levels adequate to cover 
costs (including provisions against potential foreign exchange 
risks), and application of appropriate conditionality." 

The World Bank report states that !'During 1990-91, NEA greatly 
improved its investment planning methodologyll. The report also 
states that "The ECs that would be financed under the proposed 
project were chosen at random; they represent a cross section of 
all ECs based on geographical distribution, operational and 
financial performance, and future prospects.ll This is a very 
important position for the World bank to take. It indicates that 
the World Bank did not feel it necessary to screen out any ECs from 
being eligible to receive assistance from its loan to NEA. This is 
a vote of support for the general rural electrification program in 
the Philippines. 

The work done in preparation of this report also verified that the 
revitalization of NEA is evident in the background and dedication 
of the Board and Administrator of NEA. They have not only agreed 



to certain conditions in the World Bank loan, but they themselves 
are determined that NEA be an efficient lender. 

For year end 1991, NEA graded the ECs on several criteria and 
grouped them into four groups--"At1 through llDtt. The grading 
criteria are included in an NEA memorandum which is attached as 
Appendix I1Cw. Appendix tlDtl lists the grade and size of each EC as 
graded by NEA. Appendix tlE1l is a table in which this report takes 
the NEA gradings and further groups the ECs by size within the 
grades. This will be important for later discussions on the 
potential for sale of ECs. Reliable data was available for 116 out 
of the 118 ECs for purposes of this grouping. 

While the draft of this report was being finalized, the year end 
1992 grading of the ECs by NEA became available. For 1992 NEA 
rates 49 ECs as ltA1t, 21 ECs as "BI1, 11 as tlCtl and 36 as ItDtf. Based 
on the same grading criteria, it can be seen that the situation 
improved in 1992. The number to ECs rated "An went up 
considerably. The number of ECs rated in each of the three lower 
categories went down. This is a very encouraging trend. 

Independent analysis done for the purposes of this report shows 
that the ECs are getting healthier. This is demonstrated in 
appendix "Aw and Appendix "BW. 

For purposes of this report, analysis was also done on the 
situation of debt repayment arrearages at the ECs. This has been, 
and still is, an area of weakness at the ECs. At year end 1992, 
according to information available at the World Bank, only 26 
cooperatives were current in their debt service payments. Analysis 
for this report shows that at year end 1992, 48 ECs were current on 
their debt service payments. This is still not a satisfactory 
figure, but it is a great improvement during the period. 
Recommendations on methods to deal with previous debt service 
shortfalls will be given later in the report. 

Yet another statistic demonstrating improving trends among the ECs 
is that of line loss. NEA reports that losses went down from 24 
percent in 1988 to 21.68 percent by the end of 1990. Losses stood 
at 20.79 percent for all the ECs at the end of 1992. 

While this improving trend in line losses is encouraging, much more 
needs to be done. This will be addressed later in the report. 
Also, Appendix "FM demonstrates expected benefits of additional 
reductions in line losses. Each EC in the nation was analyzed to 
estimate the benefits to it of reducing its line loss to the 12 
percent level that NEA. estimates is the real level of technical 
line loss to be expected in systems like the ECs. tlLosses in 
excess of 12 percent are normally attributed to non-technical 
factors, primarily pilferage and poor line maintenance." (See 
attached NEA Memo to All Electric Cooperatives dated 5/Apri1/93 re: 
Categorization of Electric Cooperatives--Appendix C). Analysis of 



the 866 rural electric cooperatives in the U.S. demonstrates that 
12 percent is a reasonably conservative goal in the Philippines. 
In the U.S. the average of line losses among the 885 rural 
electrics was 7.6 percent in 1991. 

Research was undertaken, for 
this report. into the 
availability and reliability of 
information on line losses at 
electric cooperatives in other 
parts of the world. In 
particular, the situation was 
reviewed for the cooperative 
program in Bangladesh, Bolivia, 
Costa Rica, El Salvador, India, 
Indonesia, the U.S. and Yemen. 

There is only limited useful 
data available on electric 
cooperatives in most parts of WORLDWIDE 
the world. In fact, the data ANALYSIS 
available in the Philippines and 
the U.S. is far superior to that 
in any other country. Some countries have not established a proper 
procedure of reporting to a central body. Others have a reporting 
system that is not yet functioning properly. 

The only information that appears to be sufficiently reliable to 
mention is the following: 

In Bangladesh, for the 12 months ending June 1993, 40 electric 
cooperatives reported an average line loss of 15.59 percent. The 
Rural Electric Board in Bangladesh is placing considerable emphasis 
on getting line losses down. 

In Bolivia, out of many cooperatives in the nation, only three of 
the largest had data available for year end 1992. Their line 
losses were 10.32, 9.29 and 18.80 percent. The number of members 
served by these cooperatives was 120,616, 23,742 and 3,559 
respectively. It can be seen that the weighted average is rather 
low. 

In Costa Rica, two of the four cooperatives reported on line losses 
in 1992. They reported losses of 10 and 11 percent respectively. 
However, these figures appear to be estimates and not based on 
proper metering. 

The improving financial health of the ECs, the likelihood they can 
reduce line losses significantly and the changed focus at NEA 
combine to change in a positive direction prognostications of the 
future of rural electrification in the Philippines. 



FINDINGS AND RECOMMENDATIONS 
lf 

THE IMPROVING*FINANCIAL HEALTH OF THE ECs: 

As can be seen from information presented in the Background and 
Critical Trends section above, the financial health of the 
cooperatives has been improving. Further improvement can be 
expected because of the new initiatives undertaken by NEA as 
outlined in the SOP, and the improvements in EC procedures that 
will result from the PIP process. A specific area for improvement 
on which NEA and the ECs should focus is presented immediately 
below. 

PROGRAM FOR THE REDUCTION IN LINE LOSSES: 

It is possible to provide some 
quantification of the benefits that 
might result from the improving 
processes at NEA and the E C s .  To take 
just one very important area of 
operation will dramatize the additional 
financial improvements that could be 

expected. Appendix "Fw presents for each cooperative the adjusted 
1992 margin that would have resulted if that cooperative had 
improved its line loss to the 12 percent level. Those ECs which 
already had a line loss of 12 percent or better were left 
unchanged. Additionally, Appendix "FW provides a notation for each 
EC on whether or not its collection efficiency could be improved to 
bring it up to the national average of 93 percent. 

As can be seen from Appendix llF1l, improvement of line losses would 
dramatically help an already improving situation on margins. For 
1992 28 ECs had negative margins, and four Regions had total 
margins that were negative. If in 1992 the ECs had improved their 
line losses so that none was worse than 12 prevent, that step alone 
would have produced a result where only 10 ECs would have been in 
the red and only one region--No. XI--would have had a total 
negative net margin. 

One of the most important areas for NEA and the ECs to focus on is 
the reduction of line losses. Both technical and non technical 
(pilferage) aspects of line loss need attention. Of course, both 
NEA and the ECs have already undertaken programs to reduce line 
losses. This report, however, makes some new recommendations in 
regard to the pilferage component of line losses. 

Better O&M practices ''will help improve the technical loss 
situation. Proper sized distribution lines and transformers and 
good right-of-way clearing are areas that merit additional 
attention. This area of line losses currently receives significant 
attention. 



The non technical loss improvements will come from a combination of 
improved collection policies and education of the members. 
Increased effort are needed to make the meters more tamper-proof, 
to require that the meter readers check for tampering and to 
establish a system of accountability for the meter readers. In 
requiring accountability of the meter readers, the system must also 
provide them support. It will be very difficult for a meter reader 
to report certain situations of meter tampering at the premises of 
an important person. It must be made clear to all persons that the 
meter reader risks discipline at the EC if he does not report each 
case of meter tampering. Therefor member education is vital. It 
is important that all members understand that a meter reader must 
report tampering or he risks serious trouble at the EC. It is also 
important that the ECs provide continuing education to the members 
that when any member tampers with his meter he puts more burden on 
his neighbors. 

Each EC could have a task force made up of several cooperative 
employees. The task force could be charged with checking on site 
for meter tampering and for possible meter reader problems. Such 
a meter reading review process could greatly improve the revenue 
collections at a cooperative. 

There is also the ability to bring outside influence to controlling 
losses at an EC. NEA could promulgate a rule whereby if losses at 
an EC are not below a certain level by a certain year, NEA could 
require a change in managers and/or call for a new board election. 
This control at the national level might strengthen the hand of 
local officials of the ECs as they tackle the difficult issue of 
eliminating pilferage of energy. New anti-pilferage laws being 
considered at the national level may also help in this effort. 
They will not, however, take the place of the recommendations made 
above in bold type. 

The new approach to pilferage of power must be implemented with 
full respect for the Filipino's high regard for interpersonal 
relationships. These should not be rules that are promulgated as 
regulations over which no one has control and that do not recognize 
the burden placed on the meter reader or the manager. Such rules 
will not have the respect of the community. Rather these should be 
rules which are first explained to the members--rules which will 
help the entire community and which will work only with the help of 
the entire community. The support of the membership should be 
sought through a program of education. They should be asked to 
help the manager and the meter readers do their jobs and keep their 
jobs. 

NEA TRAINING OF ECs: 

In addition to member education, mentioned above, continued and 
expanded training is needed for EC boards of directors, managers 



and staff. NEA can play a key role in designing the appropriate 
training programs. 

Already, NEA is taking appropriate opportunities to provide 
training to the EC,s. The statement of purpose of the Region XI & 
XI1 Regional Planning/Workshop Conference is a case in point. The 
meeting was held in Davao City on June 23-24 and was attended by 
the author of this report. 

The program presented the purpose'of the meeting as follows: 

llConsistent with the thrust of the National Electrification 
Administration (NEA) in providing accelerated electrification of 
the Philippines, these guidelines are set in order to: 

1. make the electric cooperatives (ECs) more responsive to 
the challenge of rural electrification; 

2. ensure that programs/projects contained therein have 
undergone a systematic process of identification, 
selection and prioritization; 

3. provide an updated basis for drawing up the ECsf annual 
and medium term investment program; and 

4 .  provide a source of updated inputs for NEArs Medium Term 
Goals and Development Plan. 

Further, this exercise will provide a basis for better coordination 
between NEA and the ECs in scheduling materials and equipment and 
funding/budgeting requirements. Moreover, it will also serve as a 
principal management tool for the ECs to determine what they intend 
to accomplish. how and when this will be done and to measure 
expected results. l1 

The purpose outlined above was achieved. This is a outstanding 
example of NEA implementing its agreement with the World Bank. NEA 
has gotten a handle on the process of educating the cooperatives. 

NEA has been sharpening and narrowing its focus. This is 
consistent with Section 17 of the World Bank report on 
electrification dated 9/30/91which cautions against amending NEA1s 
charter to include unnecessary responsibilities. 

While the ECs, NEA and the central government will all still have 
a keen interest in extending service to presently unserved 
barangays, financial feasibility tests need to be performed 
rigorously before additional loans are made for new service areas. 
The ECs need time to focus on improving their financial health and 
improving existing service. In the long run this will allow them 
to expand to even more barangays. 



NEA ROLE WITH TROUBLED ECs: 

Since some ECs serve such difficult franchise areas, it is 
reasonable to expect some few ECs to encounter troubles for the 
foreseeable future. Hopefully, NEArs improved educational program 
for the cooperatives plus suggestions to reduce line loss made 
elsewhere in this report will reduce the number of troubled 
borrowers. There may, nevertheless, be cases of non viable ECs. 

NEA has a vital role to play in case of default of a cooperative. 
In line with the World Bank's position that NEA is to fulfill a new 
role of an "interested lenderw in the future, NEA intends to act a 
receiver in any instance of EC default. In these circumstances NEA 
is empowered under the law to dispose of a defaulting EC. This 
will give NEA considerable leverage with a troubled EC. Hopefully, 
with this leverage NEA will be able to require improvements at a 
troubled EC and keep it from going into default. 

NEA's ability to get each EC to. set its rates properly is key to 
keeping an EC out of default. Therefor, it is vital that the 
recent move of rate approval authority from NEA to another 
governmental organization is well handled. NEA and ERB should 
issue joint. rules and regulations on rate setting that clearly 
articulate how critical it is to the Government and rural 
electrification that the NEA loans get repaid. 

NO PROGRAM NEEDED TO ENCOURAGE SALES OF ECs: 

The above information and the attached Appendices support the 
conclusion that the NEA and the ECs are each getting stronger. 
Therefor, it is not necessary to develop a program to change the 
ownership of the cooperatives. Additionally, as can be seen in the 
section that follows, the ECs are a member owned part of the 
private sector. As such, it is the EC members who get to decide on 
whether or not their EC is sold. 

On the other hand, there should not be a program to stop transfer 
of EC ownership if the members vote for such a change and if NEA 
can approve it as being appropriate in the particular situation. 

There may be situations were EC members will desire to sell their 
cooperative. The consensus in the Philippines is that the likely 
prospects as purchasers of ECs are the existing electric utilities. 
There will be interest from outside the electric utilities in 
owning some generation and transmission level investments. 
However, the rate of return on an investment in an EC is not likely 
to be sufficiently high to interest-private investors who are not 
already in the utility business. There may be an interested 
purchasing utility located near the EC whose members want to sell. 
These situations must be looked at on a case by case basis. In 



such a case the following methodology for purchase of an EC should 
be considered. 

PURCHASE OF AN EC: 

When the members of an EC wish to sell the cooperative and there is 
an interested purchaser (probably a local utility) the following 
should take place: 

o The proposed takeover of the EC should be approved by a 
referendum of the cooperative members, In accordance with 
Republic Act 6938, The Cooperative Code of the Phili~~ines, 
this appears to require a two third,s (2/3) vote of a 
quorum--twenty five percent (25%)--of the members eligible to 
vote at a general assembly meeting. 

o The takeover should be subject to the approval of the 
Government. NEA is likely to be the appropriate agency to 
use to assure the Government's interests are protected, 

o An independent appraiser should place a value on the system. 
The value must recognize that an electric system is worth more 
than a collection of poles and lines, etc. The value of the 
franchise territory, including the right to sell power to all 
loads in the territory is of considerable value. The 
potential for load growth should be considered. The value 
should consider any increased value of the cooperatives 
facilities due to inflation. Where there is outstanding debt 
to NEA, the appraiser should be contracted for by NEA to 
assure the Government and the cooperative members that the 
proper price is established for the sale. 

o NEA should prepare an analysis of the financial and 
technical strength of the prospective purchaser to assure it 
has the ability to adequately serve the franchise area. 

o The purchaser should normally pay off or assume all 
outstanding debt of the EC. In the case of an EC that can't 
pay off its debt, the purchaser should demonstrate it can pay 
off considerably more debt than the .EC. 

o The purchaser should agree to an area coverage policy for 
providing electricity in the service area. The consensus of 
the people interviewed in the Philippines was a conclusion 
that an investor owned organization will have less interest in 
extending into light load areas than a cooperative will. The 
author of this report reaches the same conclusion. 

o The purchaser should agree to appropriate protection of the 
rights of the employees of the EC. 



o The purchaser should be required to make additional payments 
to the EC members when appropriate to reflect the net worth of 
the cooperative. The Government and the rural electric 
community can decide if either in law or in equity the NEA is 
entitled to any share of proceeds in excess of debt and other 
liabilities. That is, NEA will likely suffer some loss in the 
sale of weak ECs. Is it entitled to any gain in the sale of 
strong ECs? 

DEBT RESTRUCTURING: 

There is considerable evidence that the .:.:.:.:.:.I.~.:.~.:.:.~.:.:.:.~.:.:.:.:.:.:.:.~.I.:.~.~.:.~.:.:.:.~.:.:.:.:.~.~.~. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ECs are getting stronger financially . ;:;:;:;:;:;se~~:;:&k~;:;kc&:;:m$:;:;:;:;:;:, 
. . . . . . . . .  . . . . .  . . . . . .  
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previous debt service shortfalls out of 
current rates is another matter. It is likely that some of the ECs 
will not be able to collect enough in rates to fully pay off old 

... debt. . 
. . 

The Government should consider an innovative approach to debt 
service coverage on arrearages. NEA would determine which ECs can 
not raise rates high enough and/or lower costs sufficiently to 
eliminate previous arrearages--even over time. These ECs would be 
requiredto meet all current expenses including current obligations 
on old debt. Previous debt service arrearages, however, would be 
put into a special category. 

At least a portion of previous debt service payment arrearages 
would become contingent debt. It would not be written off. 
However, payments would be required in the future on the contingent 
debt only if conditions improve more than currently projected. If 
conditions do improve more than projected, more load growth for 
example, then the EC would have certain obligations to make 
payments on the conditional debt. Formulas can be developed that 
anticipate improvements that might take place at the EC and 
determine what additional payments on debt service will be required 
in such situations. 

It is beyond the scope of this report to detail the above outlined 
approach of debt service payments on arrearages. Such an approach 
to troubled rural electric cooperatives has been taken in the 
United States. 

It is very unlikely that the ECs that would get such contingent 
debt treatment, the very weakest of the ECs, will be of much 
interest to prospective purchasers of electric utilities. 
Certainly, a prospective purchaser would not want to agree that in 
addition to the purchase price it would pay additional unknown 
amounts to cover old debt if unexpected improvements in the 
financial health of the EC service area take place. The EC may 



well agree to such conditions in order to survive as an 
institution. In this way a contingent debt approach holds out the 
potential for additional debt service payments if the service area 
remains served by the EC. 

A through financial study of the troubled EC would be needed. It 
is important that only the minimum amount of debt service 
arrearages be put in the contingent debt category. NEA would need 
to assure that no EC was rewarded for keeping its rates 
artificially low and/or refusing to pay off as much of its 
arrearages as possible. Local economic conditions put a limit on 
the level of rates. When it is assured that the cooperative rates 
are at their proper level, the calculation can be done on the 
amount of arrearages that can be paid over time under reasonable 
assumptions. The remainder can be put in the contingent category. 
In this scenario, the interest rate on the contingent debt would be 
carried at the weighted average of the arrearage debt. 

A term for the contingent debt would be agreed upon by NEA and the 
EC. During the term of the agreement, the contingent debt payments 
would be made according to the agreed upon formulas. At the end of 
the term, as long as the EC had paid according to the formulas, the 
obligation to make any further contingent debt payment would 
terminate. 

NEA would establish certain tight operating standards for ECs with 
contingent debt. The money will only be available at an EC for 
contingent debt service payments if the cost of local operations 
are as projected. Thus, if the load growth is better than expected 
and the costs of operation are about as expected, the EC will have 
some additional funds to pay towards contingent debt. 

If NEA enters into contingent debt agreements with ECs, it may also 
wish to discuss contingent debt concepts with its creditors. 

RELATIVELY NEW COOPERATIVE LAWS: 

On March 10, 1990, two new laws of importance to the ECs were 
approved : 

Republic Act No. 6939 (RA 6939) created the Cooperative Development 
Authority. Section 1 of that act specifically tvrecognizes the 
cooperative sector." That section also states "The State shall, 
except as provided in this Act, maintain the policy of non 
interference in the management and operation of  cooperative^.^ 

The inclusion of these provisions in RA 6939 adds support to the 
conclusion that the ECs are not part of the Government but are 
private entities. 

Republic Act No. 6938 (RA 69388) ordained a "Cooperative Code of 
the Philippines.!' There is a difference of opinion in the EC 



community and an apparent misunderstanding about one key provision 
of this act. 

Article 74. Limitation on Share Capital Holdings - states that '!No 
member of a cooperative other than a cooperative shall-own or hold 
more than twenty per centum (20%) of the share capital of the 
cooperative." 

Some people working in the rural electric community understand that 
provision to require that an EC allow individuals to purchase extra 
capital shares in the cooperative in order to qualify as a 
cooperative under RA 6938. At present the capital contribution of 
the members has been 5 Pesos per member. This interpretation of 
extra capital shares would require that an EC allow individuals to 
contribute capital to the cooperative whether or not the 
cooperative needed to borrow money and whether of not capital 
shares was the cheapest source of funds. 

Another interpretation of that provision is that a cooperative must 
issue shares to its members, but that it still has the right to 
require that only one share be issued to each member for the 
members original 5 Peso capital contribution. (Article 77. Shares: 
states that "The method of issuing the share certificates may be 
prescribed in the bylaws of the cooperative.") 

There is some concern that under the first interpretation three or 
four individuals could make capital share contributions that would 
give the appearance that they controlled the cooperative by having 
more that half of the capital shares of the EC. RA 6938 puts 
limits on the interest that can be paid on capital shares and does 
not provide additional voting rights for share ownership. 
Therefor, this concern may be primarily about perception. 

It will be useful to clarify the ECsf ability to limit the share 
capital holding to one share per member. This should address both 
the concern about perceived control of the cooperative and the 
issue of having to borrow from members even if no capital is 
needed. Article 122 provides that !!The Cooperative Development 
Authority and the National Electrification Administration shall 
jointly promulgate rules and regulations to the end that the 
provisions of this law are harmonized with the provisions of 
Presidential Order 269." 

Some rural electrification leaders are concerned that if each 
member is allowed to have different numbers of capital shares, it 
will be unfair to determine the contribution to the cooperative 
only on cash contributions. Some members contributed right of way, 
some helped clear the right of way in the early days at no charge 
for their labor and some allowed valuable trees to be cut on their 
land with no reimbursement. 



The misunderstanding highlighted here can be clarified at the time 
the joint rules and regulations are promulgated. The issue 
continues to cause concern in the industry. 



The following questions were raised prior to the preparation of 
this report. The narrative of the report and the Appendices answer 
these and other questions. For clarity it is appropriate to also 
answer these questions by the numbers assigned to them earlier in 
the report. The question and answer approach is useful in this 
analysis. Serious, specific questions have been raised by 
interested parties within and outside the Government. Answering 
these questions directly in this' report will allow those who use 
this report to respond more effectively to questions in the future. 
Other questions are raised and answered in the body of the report 
and in the executive summary where appropriate. 

1) What is the status of the cooperatives? Are they in the 
public sector or in the private sector? 

They are clearly in the private sector. Of the many 
documents that demonstrate that the ECs are part of the 
private sector, the most definitive is Opinion NO. 34 S 
1987 rendered by the Ministry of Justice dated March 23, 
1987. This opinion is attached as Appendix lfGw. The 
last paragraph of the opinion provides an excellent 
summary. ltIn view of all the foregoing premises, we 
reiterate the view that electric cooperatives are not 
government-owned or controlled corporations; but are 
private entities subject to the supervision and control 
of NEA as defined in P.D. No. 269 as amended by P.D. No. 
1645. If 

Additional support for this conclusion is given in 
Presidential Decree No. 269, Republic Act 6038, Republic 
Act 6938 and Republic Act 6939. 

2) Should or could the electric cooperatives be sold to the 
private sector? 

There is no reason to have a Government program to 
encourage the sale of ECs. Data and documentation 
demonstrate that both the cooperatives and NEA are 
getting stronger and doing the job they were set up to 
do. 

However, the ECs are private organizations. Therefor, if 
a cooperative's members and an investor owned 
organization mutually decide that the cooperative be 
sold, there should be no artificial impediments to the 
process. This report presents a methodology outline for 
use in the case of such a sale. 

3) Who has the authority to sell the cooperatives? 



The members have the right to sell the cooperative 
subject to the approval of the Cooperative Development 
Authority and of NEA where NEA debt is involved. 

Republic Act No. 6938 in articles 65 and 66 provides the 
guidelines for voluntary dissolution of a cooperative. 
The action of the members must be at a legally 
constituted meeting and according to this act must be 
resolved by an affirmative vote of at least two-thirds 
(2/3) of all the members with voting rights at that 
meeting. 

The quorum requirements for a vote of the members must be 
reviewed on a case by case basis. R.A. 6938 in Article 
36 provides "Unless otherwise provided by the bylaws, a 
quorum shall consist of twenty-five per centum (25%) of 
all the members entitled to vote.I1 The model bylaws 
presented in NEA Bulletin NO. 24 provide in Article I1 
Section 4-that IIA quorum for the transaction at all 
meetings of the members of a cooperative .... having more 
than 1,000 members shall be five percent of all members 
or 100, whichever is lesser." The same model bylaws 
provide in Article VIII Section 1 that the cooperative 
shall not dispose of, except by consolidation or merger, 
its property in excess of 10 per cent of the value of 
total assets unless such disposition is approved by two 
thirds of all the members of the cooperative. 

As can be seen above, sale of more than 10 per cent of 
the property is dealt with, and merger and consolidations 
with other cooperatives is dealt with, The sale of the 
entire cooperative to a non-cooperative is not 
specifically covered in the regulations, but that 
activity has been accomplished in the past. The past 
transactions, as well as reasonable interpretations of 
the existing regulations can both be a guide on 
membership voting. 

4) Who owns the current assets? 

The members are the owners of the current assets. Of 
course, current liabilities must also be considered. 

5) Who would receive the proceeds of the sale? 

The EC members, after all liabilities are paid including 
debt to NEA. 



6) How would the assets be valued? 

An independent appraiser should be retained. Guidelines 
for this process are presented in the section titled 
PURCHASE OF AN EC. It is important that the purchase 
price include much more than a nut and bolt inventory of 
the system. 

7) What are the advantages/disadvantages to a change in 
ownership. 

The advantages/disadvantages can best be determined on a 
case by case basis. More discussion on this issue is 
found earlier in the report in the sections titled THE 
IMPROVING FINANCIAL HEALTH OF THE ECs and PURCHASE 0- 

As previously discussed in the report and as documented 
in the Appendices, the financial health of the ECs has 
been improving. It is expected that the members of the 
cooperatives will want to keep local control except in 
cases where another utility can demonstrate it can 
provide lower rates and/or better service. This is 
likely to be the case at a small minority of the ECs. 

We should expect that there will be interest by a 
purchasing utility and EC members only where financial 
studies demonstrate that both systems will be better off 
after the sale than before. The importance of such 
studies can not be over stressed. 

The above comments address this issue from the point of 
view of the ECs and their potential buyers. The issue 
will now be addressed from the point of view of the 
Government. 

The Government may decide that it would like to reduce 
the equity infusion to the EC sector of the economy. It 
is not necessary to change the ownership of the 
cooperatives to accomplish this. This report covers the 
reasons why a third party can not force the sale of a 
cooperative that is honoring its obligations. The report 
will now focus on methods to reduce Government capital 
infusion to the ECs while still keeping the cooperative 
form of ownership. 

The Government can have a program to require that the 
healthier ECs go to the private money market for some or 
all of their new funds without receiving direct 
Government assistance. This will reduce the future 
Government obligations whether or not existing debt has 



been refinanced. NEA has already been exploring this 
concept. 

NEA must survey the financial markets to determine their 
willingness to participate in directly financing a 
portion of the EC community. The terms and conditions of 
such financing and the likely availability of funds must 
be known before the ECs can be moved from complete 
reliance on Government backing. To the extent that this 
is an orderly transition for the ECs, the financial 
community will be more encouraged to play a role. NEA 
has been discussing this issue with the EC community. 
This is an important step, for in this way NEA can 
maximize the support it can expect from that sector. 

The ECs that are healthy enough to be considered for 
private financing are also those that should be 
considered for reduced governmental control. . This 
reduced control may make the requirement to seek some 
financing elsewhere more palatable. NEA already has 
grading criteria in place for the cooperatives. These 
criteria can form the basis of a system to determine 
which cooperatives should be considered for alternative 
financing. 

A logical first step appears to be to consider the ECs 
that have received an "Am grade from NEA as the 
cooperatives that will be asked to seek at least some 
funds directly from the financial markets. These would 
also be the cooperatives that would be freed from certain 
controls and restrictions. For example, budget controls 
of such ECs could be relaxed by NEA. 

ECs are by their nature llpeoples organizations.I1 By 
keeping the cooperative structure, it is possible to 
maximize the potential for complete area coverage and 
still reduce the future need for Government equity 
infusion. 

No one should assume that the current equity of the ECs 
can be financed at the same time that a new financier 
would undertake to refinance an ECs current debt. It is 
to be expected that the new financier will want the 
equity to remain as security for the refinanced debt. 
The new financier may be willing to pay off some or all 
of an ECs remaining debt obligation to the Government. 
This payment on outstanding debt would cause an immediate 
cash infusion to the Government. 

The ECs that are not healthy are not likely candidates 
for attracting a new financier or a purchaser. 



8) If the cooperatives are to be sold, then which 
cooperatives - those that are financially viable or those that 
have financial problems? 

Based on the analysis done in preparing this report, it 
is concluded that there should be no program of 
encouraging the sale of cooperatives. 

Market forces may well prescribe that in a few cases 
cooperatives should be sold for the good of the 
membership and of the purchasing utility. It is likely 
to be for the good of the purchasing utility in cases 
where the EC is already healthy. In an even smaller 
number of cases, a utility may be willing to purchase an 
unhealthy EC where its poor financial healthy is purely 
a case of bad management that could be improved through 
different ownership. 

General expectations should be that there will be few 
sales of electric cooperatives. It will usually be the 
healthy ones that are likely to find a purchaser. The 
decision by the EC and by the purchaser will be made in 
each case based on financial projections. 

9) Can the Philippine capital market absorb the sale of the 
cooperatives? 

The conclusion of this report is that there will be few 
sales. The sales that do happen will likely be to 
existing electric utilities. These utilities have proven 
sources of capital that should be sufficient for the 
relatively modest number of purchases of cooperatives 
that may take place. 

Additionally, the Republic of the Philippines is 
considering ways to expand the available credit in the 
nation. A good case in point is House Bill 8826 that was 
introduced in June of 1993 to increase the ease of entry 
in the country of foreign banks. 

The capital should be available for the purchases of ECs 
where economics dictates the transaction. 

10) What would be the impact on private power development, if 
any? 

The situation envisioned by this report--where only a few 
ECs are sold and those sales are dictated by 
economics--should minimize the impact on private power 
development. To the extent there is impact, sales of ECs 
to investor owned utilities may drain away funds that 



would otherwise be used for investments at the generation 
and transmission level. 

There is likely to be considerable activity in private 
power development at the generation and transmission 
level. The improving financial health of the ECs will 
improve their ability to work with both the public sector 
and private developers of generation and transmission 
facilities. 

11) What would be the impact on efforts to expand rural 
electrification? 

The ECs have probably entered into a period of 
strengthening their financial health and improving their 
quality of service. This will eventually allow them to 
extend new service to more barangays than if they over 
extend at this time. At this time, new barangays will 
likely be energized only if that action strengthens the 
financial health of the cooperative. 

Even though the cooperatives will need to be very 
selective in their choices of barangays to which they 
extend service, they can still be expected to have a 
greater desire to serve the maximum area than would a 
profit oriented utility. If the sale of an EC to an 
investor owned utility is approved, one of the conditions 
of that sale should be that the purchaser will make 
adequate commitments to service area coverage. 

The companion report on Mergers/Consolidations discusses 
the possibility of the ECs forming into Generation and 
Transmission Cooperatives to expand their activities in 
the transmission area. This could have a beneficial 
impact on the ECs and the areas they serve. 
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REGION I 
REGION ll 
REGION Ill 
REGION 1V 
REGION V 
REGlON VI 
REGION Vil 
REGlON VIII 
REGION IX 
REGION X 
REGION XI 
REGlON XI1 

NET MARGIN TRENDS 1992 
RURAL ELECTRIC COOPS IN THE PHILIPPINES 

IMPROVING 
4 
4 
3 
9 
3 
4 
7 
5 
4 
2 
1 
0 - 

46 

STATIC AT 
GOOD LEVEL 

4 
4 
7 
4 
7 
4 
1 
2 
2 
5 
0 
s - 
43 

TOTAL COOPERATIVES ANALYSED 118 

PERCENT IMPROVING 

STATIC AT 
WEEK LEVEL 

1 
1 
1 

. 1 
0 
2 
2 
4 
0 
4 
2 
0 - 

18 

DETER10 RATING 
0 
0 
2 
0 
0 
0 
0 
0 
2 
1 
4 
2 - 

11 

STATIC AT STATIC AT 
GOOD LEVEL WEEK LEVEL DETERIORATING 
t - ]  i h  



APPENDIX B 



YEAR 
REGION 
I 
I I 
Ili 
IV 
v 
VI 
VI 1 
VIII 
1X 
X 
XI 
XI I 
TOTAL 

MARGINS BY REGION 
PESOS (000,000) 

1990 1991 

TOTAL MARGINS 
PESOS (000,000) 



APPENDIX C 



REPUBLIC OF THE PHILIPPINES 

National Electrification Administration ' 
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M E M O R A N D U M  :' 

. T O  . :  : ALL ELECTRIC COOPERATIVES :' 

\k 

SUBJECT : CATEGORIZATION OF ELECTRIC COOPERATIVES 

An annual evaluation of electric cooperative 
performance is undertaken to ensure a continual 
monitoring of their operations. 

Likewise, this aims to give due recognition by 
way .of incentives and benefits, to electric 
cooperatives which have ~hovm coneietent and/or 
remarkable imp+ovement in.operatione. 

A set of evaluation criteria had bken 
developed, applicable to a11 electric cooperat ivee 
regardleso of aize. 

The ranking of electric cooperatives within a 
category has been introduced to allow a better 
appreciation of their overall performance. 

It is expected that electric cooperatives will 
pursue all efforts to maximize the Judicious use of 
resources to ensure viability of operations. 

4nEn r n r r  n..;~r(i..~ n11-7n- Pih. 'AO)ICI Msniln: Philippines Tel. NO.: 9487-81 to 85 
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The NEA evaluates yearly' the overall perf~rmanceof'"the':*~~~~s baaed . - 
on certain key aspects in'power utility ' operations. T h e  end 
result of this performance review is the annual categorization of 
the ECs, the objectives of which are to give due recognition, by 
way of incentives. and other benefits, to the . ECa that have 
performed well according to the standard set.forth by NEA, and to 
'help identify specific areas in their operations where the 

. 'relatively less performing ECs can further improve.. The same 
. 'objectives are retained in these revised criteria ' f o r  categori- 

#- zation which, however, appear more as an upgraded veraion,of. the 
previous gauging system. ' . .  . . .  . . . . . . .  . . . . .  
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. Toe.guide the ."ECS towards the attainment of a high''; etandard ' of' . 
performance 'in order to achieve viability in their operatione.: 

' 

- . . . .  
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. . . . :  T h e  ' NEAA' shall continue to .an accelerated'program''~for:7'.the,: ' 

improvement of coop operation invarioue.aspects. Towards this 
end, a cloee'monitoring of the performance of ECs i-s regularly 
being. undertaken 00 as to update the NEA management on their 
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. Iv. C r i t e r i a !  F a c t o r s  and S c o r i n q  s y s t e m  

.', $ 1. A m o r t i z a t i o n  Payment  

T h i s  p e r t a i n s  t o  t h e  a b i l i t y  o f  ECs t o  f u l f i l l  t h e i r  l o a n  
o b l i g a t i o n  t o  NEA i n  t e r m s  of  payment  of a m o r t i z a t i o n s  d u e .  
Under t h i s  i t e m ,  ECs w i t h  m o r a t o r i u m  or  whose l o a n s  w e r e  
r e s t r u c t u r e d  a r e  t r e a t e d  s e p a r a t e l y  f r o m  t h o s e  w i t h  r e g u l a r  
l o a n s  w i t h  t h e  l a t t e r  g i v e n  a  h i g h e r  p o i n t  e q u i v a l e n t .  

t REGULAR W/MORATORIUM RESTRUCTURED 

C u r r e n t  t o  d a t e  25 . p t s .  20 p t s .  15 p t s .  
Up t o  o n e  q u a r t e r  o v e r d u e  20 15 '- 10 
Up t o  2 q u a r t e r s  o v e r d u e  15 10 5 

i Up t o  3 q u a r t e r s  o v e r d u e  8 3 -2 . More t h a n  3 q u a r t e r s  o v e r d u e  0 -5 -10 i .  
"REGULAR" - Coops w i t h o u t  r e s t r u c t u r e d  a c c o u n t  

w i t h  NEA. 

"RESTRUCTURED1'- Coops w i t h  a p p r o v e d  r e s t r u c t u r e d  l o a n s .  
% 

"MORATDRIUM" - Coops w i t h  a p p r o v e d  m o r a t u r i u m  Dn t h e i r  l o a n  
r e p a y m e n t s  t o  NEA. 

v 2. S y s t e m s  Loss 

The maximum t o l e r a b l e  s y s t e m s  l o s s  i n  t y p i c a l  EC is 12%. 
S y s t e m s  l o s s  a t  t h i s  l e v e l  c o n s i s t s  o f  t e c h n i c a l  losses 
i n h e r e n t  i n  t h e  d e s i g n  o f  t h e  d i s t r i b u t i o n  s y s t e m .  L o s s e s  i n  
e x c e s s  o f  12% a r e  n o r m a l l y  a t t r i b u t e d  t o  . n o n - t e c h n i c a l  
f a c t o r s ,  p r i m a r i l y  p i l f e r a g e s  a n d  p o o r  l i n e  ma in t enance . '  

KWH PURCHASED - ( k w ~  SOLD + EC Consumpt ion )  
System L~~~ = ............................................ X 100% 

KWH PURCHASED 

Sys t em L o s s  S c o r e  . S y s t e m  L o s s  S c o r e  

I 
I 12% a n d  below 20 p t s .  19% 13 p t s .  
I 
I 13% 19 20% 12 

6 14% 18 21% 11 i 15% 17 22% 10 
16% 16 23% 9 
17% 15 24% 8 
18% 1 4  25% 7 

i 26% Pr a b o v e  0 
! 

K W H  S O L D  s h a l l  e x c l u d e  c o n s u m p t i o n  o f  I n d u s t r i a l  
Consumers  tapped t o  69 KV. 
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3. C o l l e c t i o n  E f f i c i e n c y  . .  . . 

. . 

 his i t e m  r e f e r s  t o  t h e  c a p a b i l i t y  o f  ECs t o  c o l l e c t  consumer  
a c c o u n t s  r e c e i v a b l e s .  b J h L 1 d t h e  EC may b e  p e r f o r m i n g  w e l l  i n  
o t h e r  a s p e c t s .  o f  o p e k a t i o n ,  i t5 i n a b i l i t y  t o  c o l l e c t  
r e c e i v a b l e s  on t i m e  w i l l  a f f e c t  its f i n a n c i a l  p o s i t i o n .  

COLLECT I ON . COLLECTIONS FOR THE YEAR ,,:, 

EFFICIENCY = ............................................. X 100% 
A I R  Beg + S a l e s  f o r  t h e  Yea r  - C u r r e n t  Mo. Sales$ -l 

COLLECTION EFFICIENCY ..................... 
1 

95% 8( a b o v e  
94% 
93% 
92% 
91% 
90% 
89% 
88% . . 
87% 
86% 
85% 

t s h a l l  v a r y  d e p e n d i n g  on 

COLLECTION . 
SCORE EFFICIENCY SCORE 
----- ---------- ----- 

20 p t s .  
19 
18 
17 
16 
15 
14 
'13. 
12 
11 
10 

t h e  b i l l i n g  c y c l e  o f  

9 p t s .  , 

8 
7 
6 
5 
4 
3 
2 .  
1 
0 

coop  

! 
4. Payment to Power Supplier 

The ECs buy power f rom NAPOCOR which  t h e y  r e t a i l ,  i n  t u r n ,  t o  
t h e i r  consumers .  T h i s  i s  t h e  b i g g e s t  s i n g l e  e x p e n s e  t h a t  t h e  
co-op h a s  t o  p rompt ly  se t t le  t o  a s s u r e  c o n t i n u o u s  d e l i v e r y  of  
s e r v i c e .  I n a b i l i t y  t o  settl'e t h i s  on  t i m e  r e s u l t s  t o  
a d d i t i o n a l  s u r c h a r g e s  and o t h e r  p e n a l t i e s ,  and u l t i m a t e l y  
d i s c o n n e c t i o n .  

I 

1 J REGULAR . RELEND I NG 

1 WITHOUT WITH W I THDUT WITH 
R e s t r u c t u r e  R e s t r u c t u r e  R e s t r u c t u r e  R e s t r u c t u r  

\ 

C u r r e n t  
One month  

o v e r d u e  . 
2 'months  

o v e r d u e  
3 mon ths  & m o r e  

15 p t s .  10 p t s .  
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.. ' . . 1 : 
! .................................. 
i '  . , . . 
I ! ;: 5 -   on-~kwer Cost 

' , , ,.+ 
I n  o r d e r  t o  e n c o u r a g e  t h e  ECs t o  c o n f i n e  t h e i r  non-power .  : 
e x p e n d i t u r e s  w i t h i n  t h e  l i m i t s  s e t  by t h e  NEA-approved b u d g e t  !. 

. . 
i n  r e l a t i o n  t o  a c t u a l  c o l l e c t i o n s ,  a p p r o p r i a t e  p o i n t s  are  ' . -  

added  f  rom t h e  o v e r - a 1  1 ;' f - a t i n g s  o f  ECs d e p e n d i n g  ' on how , 
t h e s e  e x p e n d i t u r e s  match  w i t h  t h e  a p p r o v e d  b u d g e t  l e v e l .  

W i t h i n  a p p r o v e d  b u d g e t  
Above a p p r o v e d  b u d g e t  by 1% 

2% 
3 

I 4 
k 5 

6 
7 
8 
9 
10 
11 
12 
13 
14 
15 & 

6. Bonus Points " 

- 15 p t s .  
- 14 
- 13 ,, , .. - 12 

6.1 Advance A m o r t i z a t i o n  Payment  

A s  an  i n c e n t i v e ,  ECs w h i c h  a r e  a b l e  . t o  pay a d v a n c e  
a m o r t i z a t i o n  t o  NEA a r e  g i v e n  b o n u s  o f  one  ,(1) p o i n t  
f o r  e v e r y  f u l l  q u a r t e r  a d v a n c e  a m o r t i z a t i o n  but  n o t  , t o  
e x c e e d  3 p o i n t s .  

2 S i q n i f i c a n t  r e d u c t i o n  o v e r ' p a s t  y e a r ' s  s y s t e m s  l o s s  

T h i s  i s  t o  g i v e  r e c o g n i t i o n  t o  coop  e f f o r t s  i n  r e d u c i n g  
its ' l e v e l  o f  s y s t e m s  105s  by a  s i g n i f i c a n t  p e r c e n t a g e .  
An a d d i t i o n a l  o n e  (1) p o i n t  i s  g i v e n  o r  e v e r y  2% 
r e d u c t i o n  l e v e l  b u t  n o t  e x c e e d i n g  2 p o i n t s .  

. i 
:.; . 7. D e m e r i t  P o i n t s  . .  . 

. ... , .  _.. ' .  . . 
. . . . 

, .k. . .  . .. .' . .. . 
.' - . . . 

7.1 C a s h  Advances  t o  O f f i c e r s  and  Employees  ' 

4 A s  a measure t o  d i s c o u r a g e  t h e  ECs f r o m  g r a n t i n g  
e x c e s s i v e  . - c a s h  a d v a n c e s  t o  o f f i c e r s  a n d  e m p l o y e e s  and t o  
e n c o u r a g e  ' them t o  s t r i c t l y  e f f e c t  i m m e d i a t e  l i q u i d a t i o n  
o f  t h e  s a m e ,  a n  a p p r o p r i a t e  o n e  (1) p o i n t  is  d e d u c t e d  f o r  
e v e r y  P 50;000 u n l i q u i d a t e d  c a s h  a d v a n c e s  a t  t h e  end 
o f  t h e  y e a r  i n  r e v i e w .  

7.2 Non-submiss ion  o f  Cash  B u d q e t  and A c t u a l  C a s h  Flow 

EC5 which  d o  n o t  s u b m i t  t h e i r  cash b u d g e t  f o r  a p p r o v a l  
and  a c t u a l  c a s h  f l o w  a t  t h e  end  of  t h e  y e a r  w i l l  r e c e i v e  
a  d e m e r i t  of .  2 p o i n t s .  
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1 8. O v e r - a l l  S c o r i n g  Sys t em (:,'j' 

! 
I 
i S c o r e  C a t e q o r y  

- ! 
I ' 
! 

75 - Above 
i 65 - 74 
I 55 - 64 
i .  54  & below 

LL 

(7. Ranking  

To e n c o u r a g e  c o n t i n u o u s  improvement  o f  o p e r a t i o n s  of  e l e c t r i c  
c o o p e r a t i v e s ,  r a n k i n g  based  on o v e r a l l  p e r f o r m a n c e  w i t h i n  a 
c a t e g o r y  i s  i n t r o d u c e d .  T h u s ,  e a c h  c a t e g o r y  w i l l  h a v e  a  

, h i g h e s t  and l o w e s t  s c o r i n g  EC, T h i s  w i l l .  a l l o w  ECs t o  
i 
I 

e v a l u a t e  t h e i r  own p e r f o r m a n c e s  and  d e v e l o p  c o n s t r u c t i v e  
c o m p e t i t i o n  among them. 

I V .  implement at^ 

F u l l  i m p l e r n e n t a t i b n  of  t h i s ,  e v a l u a t i o n  s y s t e m  s h a l ' l  c o v e r  ' t h e  
o p e r a t i o n  o f  ECs b e g i n n i n g  C a l e n d a r  Year  1992. 

The  R e g i o n a l  E l e c t r i f i c a t i o n  C e n t e r s  a r e  e n j o i n e d  t o  m o n i t o r  
- .. q u a r t e r l y  t h e  c a t e g o r i z a t i o n  o f  t h e  ECs i n  t h e i r  r e s p e c t i v e  

r e g i o n s  b a s e d  o n  t h e  new c r i t e r i a .  This s h a l l  f a c i . l i t a t e  
e x p e d i t i o u s  a c t i o n  f r o m  NEB Management t o  i n s t i t u t e  a p p r o p r i a t e  
m e a s u r e s  among ECs w a n t i n g  i n  good p e r f o r m a n c ~ .  

V I .  General 
. . . . .  . . 

. 8 '  

A s  t h e  C h i e f  E x e c u t i v e  O f f i c e r ,  t h e  G e n e r a l  Manager ' s h o u l d .  v i e w  
t h e  c ~ o p  i n  i ts t o t a l  p e r s p e c t i v e ' 5 0  a s  t o  m a i n t a i n  a  c lear  g r a s p  
o f  t h e  p r o b l e m s  b e s e t t i n g  its o p e r a t i o n s .  H e  c o u l d  t h e n  f o c u s  h i s  
c o n c e r n  and  a t t e n t i o n  on a r e a s  w h e r e  t h e  c o o p  is weak, and  g i v e  
t h e s e  areas u t m o s t  p r i o r i t y  i n  h i s  d e v e l o p m e n t a l  p rograms .  

. . 
I n  t h i s  r e g a r d ,  h e  would f i n d  t h i s  e v a l u a t i o n  s y s t e m  m o s t  u s e f u l ,  
b e i n g  w h o l i s t i c  i n  a p p r o a c h ,  a p p l i c a b l e  t o  b o t h  s m a l l  and b i g  
ECs. E x p e r i e n c e - w i s e ,  w e  have  s e e n  G e n e r a l  Manage r s  who improved  
one a s p e c t  of o p e r a t i o n s  b u t  d e p l o r a b l y  f a i l e d  t o  d e v e l o p  t h e  
o t h e r  a s p e c t s .  

T h i s  s y s t e m  w i l l  h e1  p  t h e s e  c h i e f  e x e c u t i v e s  m a i n t a i n  a  b a l a n c e d  
~ u t l ~ o k  a t  management p e r f o r m a n c e  and  f u r t h e r  i n s t i t u t i o n a l i z e  
w i t h i n  EC management t h e  s p i r i t  and  commitment t o  p u r s u e  t h e  r u r a l  
e l e c t r i f i c a t i o n  p r a g r a m  a5 a  v i a b l e  e n t r e p r e n e u r s h i p .  
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1991 ELECTRIC COOPERATIVES CATEGORIZATION AND CLASSIFICATION 
REGION I - Xll 

COOP CATEGORY SIZE 
---------------. --------- --------- 

REGION 

ABRA 
BENGUET 
ILOCOS SUR 
ILOCOS NORTE 
LA UNION 
MOUNTAIN PROVINCE 
PANGASINAN I 
PANGASINAN Ill 
CENTRAL PANGASINAN 
BATANES 
CAGAYAN 1 
CAGAYAN ll 
IFUGAO 
ISABElA I 
ISABELA II 
KALINGA APAYAO 
NUEVA WZCAYA 
QUlRlNO 
PENELCO 
NUEVA ECIJA I 
NUEVA ECIJA II 
NUEVA ECIJA I11 
PAMPANGA l 
PAMPANGA ll 
PAMPANGA Ill 
PRESCO 
TARLAC I 
TARLAC II 
ZAMBALES I 
ZAMBALES II 
SAN JOSE 
AURORA 

Medium 
Extra Large 
Extra Large 
Extra Large 
Extra Large 

Small 
Medium 
Large 
Extra Large 

Small 
Large 
Large 
Small 
Extra Large 
Large 
Small 
Large 
Medium 
Extra Large 
Medium 
Extra Large 

Medium 
Extra Large 
Extra Large 
Small 
Large 
Large 
Medium 
Medium 
Medium 
Small 



1991 ELECTRIC COOPERATIVES CATEGORlZATlON AND CLASSlFICATlON 
REGION I - XI1 

COOP 
---------------- 

REGION 
IV BATANGAS l 
IV BATANGAS II 
IV BUSUANGA ISLAND 
IV FIRST IAGUNA 
IV LUBANG ISLAND 
1V MARINDUQUE 
IV MINDORO OCC. 
IV MINDORO OR. 
1V PALAWAN 
IV QUEZONI 
IV QUEZON [I 
1V ROMBLON 
IV TABLAS ISLAND 
V ALBAY 
V CAMARINES NORTE 
V MASBATE 
V SORSOGON I 
V SORSOGON 11 
V FICELCO 
V CASURECO I 
V CASURECO I1 
V CASURECO Ill 
V CASURECO IV 
VI AKLAN 
VI ANTIQUE 
VI CAPIZ 
Vl GUIMARAS 
VI ILOILO I 
VI lLOiL0 i l  
V1 ILOlLO ill 
V1 NEGROS OCC. 
VI CENTRAL NEGROS 
Vl VRESCO 
VII BOHOLI 
VII BOHOL 11 
VII CEBU 1 
VII CEBU I1 
VII CEBU Ill 
VII NEGROS OR. I 

CATEGORY 
--------- 

SIZE 

Extra Large 
Extra Large 
Small 
Medium 
Small 
Medium 
Medium . 
Large 
Medium 
Extra Large 
Small 
Small 
Small 
Extra Large 
Large 
Small 
Medium 
Medium 
Medium 
Medium 
Large 
Medium 
Medium 
Medium 
Medium 
Large 
Small 
Large 
Large 
Medium 
Large 
Extra Large 
Extra Large 
Large 
Large 
Medium 
Large 
Medium 
Medium 



1991 ELECTRIC COOPERATNES CATEGORIZATION AND CLASSIFICATION 
REGION I - XI1 

COOP CATEGORY 

REGION 
VI1 NEGROS OR. II 
VII BANTAYAN 
VII CAMOTES 
VII SIQUIJOR 
Vlll m I 
Vlll L t  ll 
Mil LEYIE Ill 
Vlll L r n  lV 
Vlll LEYTE V 
Vlll SOUTHERN LEYTE 
Vlll SAMAR l 
Vlll SAMAR ll 
Vlll EASTERN SAMAR 
Vlll NORTHERN SAMAR 
Vlll BIURAN ISLAND 
IX ZAMBO CrPl 
IX ZAMBO NORTE 
IX ZAMBOSURI 
IX ZAMBOSURII 
IX BASILAN 
IX SULU 
IX TAWI-TAW1 
IX SlASl ISLAND 
X AGUSAN NORTE 
X AGUSANSUR 
X FIRST BUKIDNON 
X BUKlDNONIl 
X CAMlGUlN 
X MlSAMlS OCC. I 
X MlSAMlS OCC. II 
X MlSAMlS OR. I 
X MlSAMlS OR. II 
X SURIGAO NORTE 
X SIARGAO ISLAND 
X DINAGAT ISLAND 
XI SOCMECOI 
XI SOCOEcOll 
Xi DANECO 
XI DORECO 
XI DASURECO 
XI SURSECO I 
XI SURSECO II 
XI1 COTELCO 
XI1 MAGELCO 
XI1 SUKELCO 
XI1 LANECO 
XI1 LASURECO 

Large 
Small 
Small 
Small 
Medium 
Large 
Medium 
Medium 
Large 
Medium 
Small 
Medium 
Small 
Small 
Small 
Extra Large 
Medium 
Large 
Medium 
Small 
Small 
Small 
Small 
Extra Large 
Large 
Large 
Lwe 
Smdl 
Medium 
Large 
Laroe 
Medium 
Medium 
Small 
Small 
Medium 
Extra Large 
Extra Large 
Medium 
Large 
Medium 
Small 
Medium 
Medium 
Medium 
Medium 
Small 
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COOPERATIVES CATEGORIZED BY SlZE AND FINANCIAL HEALTH 

SIZE CATEGORlES EXTRA LARGE, LARGE, MEDIUM AND SMALL 

FINANCIAL HEALTH CATEGORIES A, B,C AND D 

EXTRA LARGE MEDIUM 
FIN. HEALTH NO. OF CO-OPS FIN. HEALTH NO. OF CO-OPS 

A 7 A 12 
B 4 B 9 
C 3 C 2 
D 6 D 18 

[TOTAL 20 !TOTAL 41 

LARGE SMALL 
FIN. HEALTH NO. OF COOPS FIN. HEALTH NO. OF CO-OPS 

A 11 A 5 
B 9 6 7 
C 2 C 5 

COOPERATlVES ANALYZED 1 16 
EXTRA LARGE 20 
LARGE 27 
MEDIUM 41 
SMALL 28 
TOTAL 116 

COOPERATIVES ANALYZED 1 16 
A GRADE 35 
B 29 
C 12 
D 40 
TOTAL 116 

% OF TOTAL 
17% 
23% 
35% . 

24% 

% OF TOTAL 
30% 
25% 
10% 

' 34% 
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FINANCIAL AND STATISTICAL REPORT 
For the Year 1992 

REGION I 

I llocoa Norte 
2 llocos Sur 
3 Abra 
4 Mt. Province 
5 La Union 
6 Benguet 
7 Partgasinan I 
8 Pangasinan II 
9 Pangasinan I11 

Su b-total 

REGION II 

10 Batanes 
11 Cagayan I 
12 Cagayan II 
13 Kallnga Apayao 
14 lsabela I 
15 Isabela I1 
16 lfugao 
17 Nueva Vizcaya 
18 Quirino 

Sub-total 

REGION Ill 

19 Tarlac I 
20 Tarlac I1 
21 Nueva Eclja I 
22 Nueva Ecija I1 
23 Nueva Eclja Ill 
24 San Jose City 
25 PRESCO 
26 Pampanga I 
27 Pampanga II 
28 Pampanga Ill 
29 Peninsula 
30 Zambales I 
31 Zambales II 

Sub-total 

ADJUSTED 
Gross LINE LINE 

Revenue LOSS LOSS 
(P'000) (PERCENT) (PERCENT) 

(LOSS 
ADJUSTED) 

GROSS 
REVENUE 

(P'OOO) 

164576 
165514 
39 107 
9798 

138475 
279937 
54319 
21 4649 
181482 

1242977 

1444 
94799 
77685 
17201 
209844 
1 13588 
10675 
74977 
22452 

62271 1 

1 18782 
79463 
169947 
110058 
134087 
44965 
13231 
106324 
271439 
212132 
230152 
66244 
94446 

1630233 

NET (LOSS 
MARGIN ADJUSTED) 

NET 
MARGIN 

(P'000) (P'OOO) 

ROOM FOR 
COLL, IMPROVED 
EFF. COLL. EFF. 

(PERCENT) 

104% 
06% 
02% YES 
90% YES 
105% 
86% YES 
94% 
85% YES 
88% YES 

YES 
93% 

YES 
YES 
YES 

94% 
84% YES 
94% 
08% 
103% 
03% 
92% YES 
03% 
92% YES 

YES 
05% 

YES 
YES 
YES 

82% YES 
01% YES 
82% YES 
82% YES 

YES 
103% 
83% YES 
74% YES 
80% YES 
85% YES 
03% 
92% YES 
101% 

YES 
88% YES 



FINANCIAL AND STATISTICAL REPORT 
For the Year 1992 

(LOSS 
ADJUSTED) 

GROSS 
REVENUE 

(P'OOO) 

NET (LOSS 
MARGIN ADJUSTED) 

NET 
MARGIN 

(P'OOO) (P'OOO) 

ROOM FOR ADJUSTED 
LINE LINE Gross 

Revenue 
(P'OOO) 

COLL IMPROVED 
EFF. COLL. EFF. LOSS LOSS 

(PERCENT) (PERCENT) (PERCENTJ 
YES 

REGION IV YES 
YES 

83% YES 
84% YES 

101% 
YES 

1 W h  
96% 
90% YES 

100% 
103% 
109% 
101% 
111% 
71% YES 
98% 

YES 
98% 

YES 
YES 
YES 

88% YES 
95% 
92% YES 
82% YES 
97% 
77% YES 
88% YES 

101% 
94% 

32 Aurora 
33 Laguna 
34 Batangas I 
35 Batangas I1 
36 Quezon I 
37 Quezon II 
38 Lubang 
39 Mindoro Occ 
40 Mindoro Or 
41 Marinduque 
42 TaMas Island 
43 Romblon 
44 Busuanga 
45 Palawan 

Sub-total 

REGION V 

46 Camarines Norte 
47 Camarines Sur I 
48 Camarlnes Sur I1 
49 Camarines Sur Ill 
50 Camarines Sur IV 
51 Albay 
52 Sorsogon 1 
53 Sorsogon I1 
54 Catanduanes 
55 Masbate 
56 Ticao Is 

88% YES 
YES 
YES 

91% YES Sub-total 
YES 
YES REGION VI 
YES 

67% YES 
87% YES 
99% 
99% 
98% 
94% 

100% 
95% 
92% YES 

102% 
YES 

94% 

57 Aklan 
58 Antique 
59 Capiz 
60 lloilo I 
61 lloilo I1 
62 lloilo Ill 
63 Guimaras 
64 VRESCO 
65 Central Negros 
66 Negros Occ 

Sub-total 



FINANCIAL AND STATISTICAL REPORT 
For the Year 1992 

(LOSS 
ADJUSTED) 

GROSS 
REVENUE 

(P'OOO) 

NET (LOSS 
MARGIN ADJUSTED) 

NET 
MARGIN 

(P'OOO) (P'OOO) 

ADJUSTED 
LINE LINE 

ROOM FOR 
COLL. IMPROVED 
EFF. COLL. EFF. 

(PERCENT) 
YES 
YES 
YES 

88% YES 
94% 

104% 
100% 
100% 
95% 

101% 
103% 
106% 
99% 

YES 
98% 

YES 
YES 
YES 

95% 
92% YES 
92% YES 

100% 
96% 
97% 
96% 
88% YES 
89% YES 
97% 
98% 

YES 
90% YES 

YES 
YES 
YES 

99% 
96% 

105% 
96% 
89% YES 
85% YES 
98% 
81 % YES 

YES 
96% 

Gross 
Revenue 

(P'OOO) 
LOSS LOSS 

(PERCENT) (PERCENT) 

REGION VII 

67 Negros Or I 
68 Negros Or I1 
60 Bantaya? . 
70 Cebu I 
71 Cebu II >'I ' 
72 Cebu Ill 
73 Siquijor 
74 Camotes 
75 Bohol 1 
76 Bohol II 

Sub-total 

REGION Vlll 

77 Leyte I 
78 Leyte I1 
79 Leyte Ill 
80 Leyle IV 
81 Leyte V 
82 So Leyte 
83 Biliran 
84 No Samar 
85 Samar 1 
86 Sarnar II 
87 Ea Samar 

Sub-total 

REGION IX 

88 Zarnboanga Norte 
89 Zamboanga Sur I 
90 Zarnboanga Sur II 
91 Zarnboanga City 
92 Basilan 
93 Sulu 
94 Siasi Island 
95 Tawi-Tawi 

Sub-total 
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(LOSS 
ADJUSTED ADJUSTED) 

Gross LINE LINE GROSS 

NET (LOSS 
MARGIN ADJUSTED) 

NET 
MARGIN 

(P'OOO) (P'OOO) 

ROOM FOR 
COLL. IMPROVED 
EFF. COLL. EFF. Revenue LOSS LOSS REVENUE 

(P'OOO) (PERCENT) (PERCENT) (P'OOO) (PERCENT) 
YES 

REGION X YES 
YES 

84% YES 
97 % 

107% 
84% YES 
91 % YES 
91 % YES 

100% 
95% 
83% YES 
93% 
94% 
98% 

YES 
94% 

96 Misamis Occ I 
97 Misamls Occ II 
98 Misamia Or I 
99 Misamls Or II 

100 Bukldnon I 
101 Bukidnon II 
102 Agusan Norte 
103 Agusan Sur 
104 Surigao Norte 
105 Camiguin 
106 Siargao . 
107 Dinagat 

Sub-total 

REGION XI 
YES 
YES 
YES 

105% 
106% 
96% 

100% 
98% 
98% 
96% 

YES 
98% 

YES 
YES 
YES 

103% 
39% YES 
90% YES 
94% 

108 Surigao Sur I 
109 Surigao Sur I1 
11 0 Davao Oriental 
11 1 Davao Norte 
11 2 Davao Sur 
1 13 So Cotabato I 
11 4 So Cotabato II 

Sub-total 

REGION XI1 

11 5 Lanao Norte 
11 6 Lanao Sur 
117 Magulndanao 
11 8 North Cotabato 
11 9 Sultan Kudarat 92% YES 

YES 
Sub-total 79% YES 

YES 
YES 

93% 





3 6 E t ju i ld i  
Czczon C i t y ,  

.. S i - r  : . . .  

,or a non-stock corporatLon, whether performiriq .: a* .:. $. :I: ,;. 
' ,yavcr r~net ; ta l  or .progrietary fanc t f  ons,  w h i c : ~  . . . . . 

. t3 
1s d i r e c t l y  chartered'by-special l a w  or i f .  '2 . . . . .  ..*t 

org,anized under  the gentral ca rpora t ion  l a w .  '. ' . .- . . I 

i s  owned or con t ro l l ed  by .the government di- , 
C .  

' rrctly,. .or indirectly through a parent cor- . - , .-. 
p o r ~ t i o n  or subsf diary .corporarion, to the 

.*- 
' .. 

-.- extent of at l e a s t  a majori ty of its our- . . 
s t a n c i n g  ' * vo t ing  capitaJ.:stock: 

. . 

. . x x . x  

=ions cf 

. . .- . 
. . . . .. 

- .  

i n c l u d i n g  cooparatiires (Sac; ,:&8, .id. ) . . Each i n c o r p a r a t o r  , 

sha11 be a ~nenber of t h e  cooperctlve. Hemtarship .shail . -. 
' , r s . .  . 

. . 



<.;;..r-, . . I-.-. 

, 
;/-; . 

. . ./ . . 
/ .  . . , 

. *  sc open on l y  to 
use: :j?rvicds furnished 
i:, E ~ n - t r i n : , f u r s b l c ,  e 
o t f i c c r ' u r  employee of 
,rIcluLcrshi_o In 'a 'cooperat ive 'f f ..ha. nleet8 fire 
t?,erefor. -i-!o),!zver, t h s  governmsnt 
c2rr.i-ci s h h l l  nqt devote ofSici&*l. t 

. .  . .  . .. ..a , ' ':.. thc caoperative (Sec. 21, id.);':';: * I  . ;,- $ ' . ' .  , . . . . . . .  . . ,. . . The management o 
#.. its Board, s u b j e c t  .t 

. -which s h a l l  have the : 
c i p a t e  in all Bosrd me 

.I:: and . r e s o l ~ t i o n s  (Sec. . . '  
. .. . No; 16-15) .- 
. . .. . . . 

. ,.: 
. ? .. . . Cooperatlvee may 
' dissolve submitted to . .: ' a n n u d l  or spccialrnea 
:.. votz'of not lass than 
; ? '  cooperhtlve. . . The d e r t i f  icata';~,f d 
' '  s t t c s t i f i g  t'o the t r u t h  of the.:$.trrct . ' .,:. 
.: shall L i e  executed by the' Presfaant 

, ,. 
.:. ' the cooperative and f i l e d  wita'j$he 
. tlie cooy;erative s h a l l  came-.to :car 

. . .. cept +to the, exsent n e c e ~ s a ~ ~ . $ o i . w l  
board sh;;ill wind up and. settle-?:the affairs of _the coopera-, 

. . r i v e .  df ter discharging alll.:k.he: debts, obligations' and . i . .  
. l i a b i l i t i e s '  of t h e  coogerative;;,the board t3hall distribura ' 
. ' a21 the. remaining sums 'apiT&r,&nliquidated assets ' f i r o t  to. 

its patrons for the pro=k=aatar~return o f  all mounts standihg 
co thkir credit by retson.. of,  their patronage; . second., to I .. . . 

. . , its nizrnbcrs for the -pro rata ','j.xepayment of mnbership fees; :.-*:h 
, ;, ,-x- 

' and chird, td patrons in respect; of amounts c o n t r i b u t e d  - . .; i: '... . - 
; for c o n s t r u c t i o n  . they .  have made, Ahy other tiurrls/~:~.ounts 

8 ,  ' .\.. '. ..' 
: remaininq shall be distributed as provided f o r  in tk+* ar- .. - . ' .  . . .. . . ..; t i c l c r  of incarporatiog . '  or .by.laws (Sec. 33, id.). . -, J: 

C .  . . . . . . . : ..:I'i: ". -- Based on 'the foregoing, w a  arc: of the opinion that  . r 
' . elec t r ic  cooperativea are not. :g~vernment-owed or c o n t r o i i r u  . , .  . -  ':: 

corporzl~ions within the meaning of SectAon 2 of P.D.. No. . C  . 
. - .. 2 0 2 5 ,  sunra, but they =e, privately-owned e r . t i t i e u ; '  , .  

: . 
1 ' .  * - , **.. ,;L$- *? *-.1,: .- ; :.! +.  ,'. ' -4, ' " . 

1 

. . 
i. 

' .  1 .  - 



\ 

I 

t h e  n:artr:nr of election a 
b y ,  rh*  ; - laws of 'the c 

- 
. . ??\c f h ~ t  t hh t  the management. of a cmma4j. 
j CCL t3 t h e  **~1;p5rvisioc and coq*ol of kJEkm..'iae 
r.2.' No. 269, as amended Sy ,F .D+)  yo. 1645).  Eoea 
ocr m ~ r . 3 ,  nake t h e  coaperative.;$ ,.qover,mma+-oWn 
tzo l lc2  c.srpoza=ior,, !aCantrcL~tuithln. the:inea 
rion 2 of P.D.. Sa. 2025 '  raf,er;s~':~ro' ownarsnip.of 
v c x i n j  privliege which if ~wned;or he ld  'by .z% 
ro th+ e x t m r  of a= l e a s t  atpzigorlcy.of ,such t~ 
v ~ t i n g  r iqhrs '  wculd, qualif y:.Ei.=cFprzrtiaa~.pto 
C S R ~  or controlled ~ o , p o ~ a t i o n ~ ~ ' t . *  {!.::+.; i::::. 

.L, 8 p 1-8 I:= , -:.-. . ,, h..,; ,.*a. . 5. u.3,2;. w. . ) . :. . . 
The , W W ~ Z  O? 8 u P e ~ t 8 f  ~n:'e~~d.:'~onf;ro~:'erv 

R G i  by 1ir.w in ai 
tric cooperatives 
:;I3 "ui th dddic2ona 
t c c t ~ r  saf cguard gov 
/by way of loan67 :. - 
t i ~ c i . ~ l  eleccrif icatio 
P:D. No, I b 4 5 ) .  

' ~ l l u s ,  in the exer 
conrrol'. over electric 
su~ervised or c o n t r o l l  
to L=SUC ortiers, 
or upon per i t i an  
t iocs,  ref ercnds and 
*ffkc~ing s k i d  slaccr 
OL' scpcrvisrd' or cant 
54..9 as c ~ ~ r . d e d  by P.D. No. : .1645) . - 4  I . . ...... . - ,a,'.',.* i , .-. . , -. . *,a ,. 

.In case of f a l  l u r e  05':the:-electric ' coop6rbtivs or 
' 

ot:lcr s ~ n ~ l a r  s n t i t y  to com?ly'k%th the 
r~t ;u?atLons snd/or decisions of 3% ar w 
el.:> csr .d~t i j i . . s  of the Loan A ~ r e r t - e n t  t h e  
<yy G C  ike c o u r s ~ s  of act ian  .allowtd in Secticrl 10 of. P.13,. . .  
XLI- 2i3 whiCh i n c ~ ~ d & s ~ r k f u s a l ' . t o  r&lei=se GZ a p p f G V c  i.r : b t  

..;. .. . , ...:.. 
.. ' 

.. ..... - ., . . *. * "  

. . . .  
. , 

. .  .. . 

. . 
-. , ..... 

I .  s ........ . . ., . . 
.C . .' . .  ..: . . .- . 



PERSONS CONTACTED IN PREPARATION OF REPORT 

. .. We wish to express our -appreciation to the following people who 
gave so generously of their time to share their ideas and 
information. Their willingness to share their experience in the 
Rural Electrification Program in the Philippines has added 
immeasurably to the value of this report. 

Mr. Alexander Ablaza, Vice President, Adrian Wilson Inc. 
Mr. Roger Adalia, Manager, MIS Div. Planning Dept. NEA 
Ms. Thelma Aguila, Manager, Loans Department, NEA 
Atty. Oscar E. Ala, Board Member, ERB 
Atty. Jose T. Amacio, General Manager, DANECO 
Mr. Elmer Bautista, General Manager, COTELCO 
Ms. Edith Bueno, Dep. Admin. Coop. Dev. & Spec. Proj., NEA 
Mr. Alan Burrell, Mgr. Pwr. Div. East, ~sian Development Bank 
Engr. Jesus dela Victoria, General Manager, DASUECO 
Engr. Gregory A. Dukil, General Manager DOECO 
Engr. Iglorio R. Hinayon, Acting General Manager, SURSECO 
Ms. Nelia Irorieta, Acting Dep. Admin. & Mgr., Plann. Depart., NEA 
Ms. Marietta Laracas, Chief Energy Regulations OfficertLERB 
Mr. Jose C. Jimenez, Dept. Administrator, Adm. HRM & Pln., NEA 
Atty. Romulo Maristaza, Manager, Corporate Legal Off., NEA 
Engr. Rudolfo G. Ocat, General Manager SOCOTECO I1 
Ambassasor Emmanuel Pelaez, Chairman of the Board, NEA 
Mr. Claudio S. San Pablo, General Manager SURSECO I 
Mr. Sofronio Rodrin, Dep. Admin. Technical Services, NEA 
Administrator Teodorico R. Sanchez, NEA 
Atty. Manuel Senar, Manager, Coop. Operation Dept. NEA 
Ms. Conchita C. Silva, Project Manager, OCP, USAID 
Mr. Jamil Sopher, World Bank, Wash. D.C. 
Engr. Alex Sundermann, Chief, Engy. & Spcl. Projects. OCP, USAID 
Mr. Reynaldo V. Sevilla, Regional Electrification Manager, NEA 
Engr. Resnol Torres, General Manager, LANECO 
Ms. Myrna B. Villaralbo, Managing Consultant, Price Waterhouse 
Mr. Yoshio Wada, Overseas Economic Cooperation Fund of Japan 



LIST OF BACKGROUND DOCUMENTS 

THE BANJ3.S ROLE IN THE ELECTRIC POWER SECTOR. Policies for 
Effective Institutional, Regulatory and Financial Reform: The World 
Bank, September 15, 1992. 

ENERGY EFFICIENCY AND CONSERVATION IN THE DEVELOPING WORLD. The 
World Bank,s Role: The World Bank, September 15, 1992. 

POLICY ISSUE ON THE TAKEOVER OF. RURAL ELECTRIC COOPERATIVES BY 
PRIVATE POWER UTILITIES. Memorandum from NEDA Secretariat: 
National Economic and Development Authority, February 17, 1992. 

MEMORANDUM AND RECOMMENDATION OF THE PRESIDENT OF THE INTERNATIONAL 
BANK FOR RECONSTRUCTION AND DEVELOPMENT TO THE EXECUTIVE DIRECTORS 
ON A PROPOSED LOAN IN THE AMOUNT EOUIVALENT TO USS91.3 MILLION TO 
THE NATIONAL ELECTRIFICATION ADMINISTRATION WITH THE GUARANTEE OF 
THE REPUBLIC OF THE PHILIPPINES FOR A RURAL ELECTRIFICATION 
REVITALIZATION PROJECT. The World Bank, December 30, 1991. 

RESTATEMENT OF NEA POSITION ON THE TAKEOVER OF RURAL ELECTRIC 
COOPERATIVE% BY PRIVATE POWER UTILITIES. Letter and attachment 
from NEA to NEDA, July 10, 1992 

PRESIDENTIAL DECREE NO. 269. Creation of NEA, prescribing its 
powers and activities. Republic of the Philippines, June 28, 1972. 

PRESIDENTIAL DECREE NO. 1645. Amendment to Decree NO. 269, 
increasing the capitalization and broadening the lending and 
regulatory powers of NEA. October 8, 1979 

LETTER OF IMPLEMENTATION NO. 80. Order to implement the mini-hydro 
and dendro-thermal projects. February 9, 1979. 

PRESIDENTIAL DECREE NO. 501. Relating to the regulatory powers of 
Local Government and Community Development over cooperatives. June 
28, 1974 

PRESIDENTIAL DECREE NO. 1370. Amending Decree NO. 269 increasing 
the capitalization of NEA. May 2, 1978 

PRESIDENTIAL DECREE NO. 40. Establishing basic policies for the 
electric power industry. November 7, 1972 

REPUBLIC ACT NO. 6038. Declaration of national policy for total 
electrification of the Philippines. June 26, 1969 



AUTHOR OF THE REPORT 

Background information on the author of the report follows on the 
next page. 



BIOGrZAPHICAL SKETCH 
THOMAS B -  HEATH 

Thomas B. Heath is chief executive officer of Thomas B. Heath 
Associates, Ltd., a utility consulting firm. 

Until January 1992, Mr. Heath was Assistant to the Administrator of 
REA and in charge of REAr s Financial Services Staff. He was a 
member of the Senior Loan Committee and personally directed the 
staff that supports the committee. That committee is responsible 
for assuring that all significant new financings by REA are 
feasible. He also was REA8s lead representative on workout teams 
when REA was faced with the possible insolvency of borrowers. He 
was responsible for resolving approximately $7 billion of troubled 
debts owed REA. 

Mr. Heath previously served in various positions in REA, including 
Area Director of the Southwest and the Southeast Areas, Director 0.f 
the Energy Management and Utilization Division and Chief of an Area 
Engineering Branch. As an REA Field Engineer, Mr. Heath worked 
directly with utilities in Arizona, New Mexico, Texas, Louisiana 
and Alaska. While Director of the Energy Management and 
Utilization Division, he was responsible for REArs nationwide 
efforts to promote conservation of energy and use of alternative 
sources of energy. 

While employed by the U. S. State Department, Mr. Heath directed, on 
site, the U.S. Governments participation in projects designed to . bring electric and telephone service to areas of Bolivia. In that 
capacity he also participated in the development of the natural gas 
and petrochemical industry of Bolivia. 

Mr. Heath has also served as advisor/consultant on energy matters 
to the U,S. House of Representativesr Committee on Interior and 
Insular Affairs. Additionally, he has taught Peace Corps 
volunteers on behalf of San Diego State University. 

Since becoming a consultant to the utility industry in early 1992, 
Mr. Heath has had a wide variety of experience. He has served as 
advisor to three law firms, several Generation and Transmission 
Cooperatives (G&Trs), several distribution cooperatives and an 
investment institution. A sample of his activities as a consultant 
follows immediately below. 

Mr. Heath has provided expert testimony on G&T and member 
relationships and on wholesale power rates, He has prepared 
comparative analyses of distribution cooperatives using a computer 
model he developed covering all REA borrowers. He has advised 
storm damaged cooperatives on Federal Energy Management 
Administration requirements. Mr. Heath has provided advice to a 
large G&T on the proper balance of its debt portfolio. He 
coordinated the efforts of his firm and two other consulting firms 
in the preparation of a strategic planing report for another large 



G&T. He has provided advice to a financially troubled distribution 
cooperative on how best to meet its financial obligations and still 
remain a viable utility. Additionally, he has provided periodic 
update reports to clients on new developments of interest to the 
rural electric community. 

A native of Pennsylvania, Mr. Heath holds a B.S. degree in 
electrical engineering from Pennsylvania State University and is a 
registered professional engineer. 

BIOGRAPHICAL STETCH - THOMAS B. HEATH 


