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Introduction

The restructuring of the entire power industry after the enactment 
of Republic Act No. 9136 or the “Electric Power Industry Reform 
Act of 2001” (EPIRA) had the objective of encouraging free and fair 
competition, enhance the  woniof private capital, and broaden the 
ownership base of the power generation, transmission, 
distribution, and supply sectors. 

Overall, the EPIRA helped usher in a new era of competition in the 
Philippine power market. While supply has generally been secure 
at the generation level, demand growth has outpaced capacity 
additions, which remain primarily based on imported coal. In Luzon 
and the Visayas, supply has generally been secure in recent years, 
barring events like typhoons and earthquakes. Mindanao has also 
recently entered a period of supply adequacy with the  xuniof new 
generating capacities in the region. 

However, generation and supply adequacy risks persist especially 

during peak‐power demand months in the summer, experiencing 
tight supply conditions and spiking spot power prices.  Several 
widespread blackouts which placed the power grids on red and 
yellow alert, have occurred over the past  five years. These were 
mostly due to unplanned or forced outages of power plants due to 
technical issues like boiler tube leaks and boiler slagging, low 
generation availability, and maintenance of major power plants (e.g. 
Malampaya gas‐to‐power plant).

A World Bank policy paper confirmed that competition has 
increased significantly in the Philippine power market over the past 
decade. It stated that the market concentration dropped from being 
highly concentrated to moderately concentrated. However, the 
dominance of few major players across the power supply chain and 
the possibility of market power abuse remain troubling.1   

1

 ________
1 Barroso, Luiz A. and Luiz T.A. Maurer, “Electricity Auctions: An Overview of Efficient 
Practices,” The World Bank, 2011, http://documents.worldbank.org/curated/
en/114141468265789259/pdf/638750PUB0Exto00Box0361531B0PUBLIC0.pdf



Four major players account for 64% of total registered generation 
capacity. New competitors have entered the market, albeit slowly, 
perhaps due to regulatory uncertainty, complicated and lengthy 
processes for permits and licenses, high capital requirements, and 
restrictions on foreign ownership.2  

The Philippines needs to continue to expand its power generation 
capacity to meet fast growing electricity demand needs which the 
Department of Energy (DOE) is projecting to increase from 
14,782MW in 2018 to 49,287MW in 2040. The bulk of expected 
capacity additions in the mid-term are in coal-based power plants. 
It is therefore important for the Philippines to continue to diversify 
its power generation mix and harness the potential for renewable 
generation, to improve both security of supply and sustainability. 
To achieve these, increasing competition in the power generation 
segment is crucial. 

Securing supply by strengthening competition can be achieved by 
developing a power procurement design that attracts new players 
to the market, minimizes transaction costs, promotes 
transparency, and discovers the real cost of electricity in order to 
get the lowest price for the  benefit of the consumers. 

A sound power procurement system should achieve the following:

a fair, open, timely, transparent, objective, and non-
discriminatory process;

an  efficient price discovery mechanism, minimizing 
information and transaction costs; 

an outcome in which the winning bidder can provide supply 
that is not only the lowest cost but also the most stable and 
sustainable; and

2

________
2 Ibid.



a design that is cohesive with the overall energy and 
procurement policies of reforming the power sector, 
introducing new participants, and harnessing indigenous 
and renewable sources of energy.

Overview of the Competitive Selection Process

Section 23 of the EPIRA provides that distribution utilities (DUs) shall 
have the obligation to supply electricity in the least-cost manner  to  
their captive  market.  In June  2015,  the  DOE  issued Circular No. 
DC2015‐06-0008, “Mandating All Distribution Utilities to Undergo 
Competitive Selection Process (CSP) in Securing Power Supply 
Agreements (PSA)” after several groups of small electric 
cooperatives successfully bid out their aggregated demand (150 to 
300 MW) resulting in a reduction in generation contract prices. The 
2015 CSP circular provides that the conduct of CSP shall observe 
the following:

Aggregation of DUs' uncontracted demand requirements;

Annual conduct of the CSP; and

Use of a uniform PSA template

Subsequent issuances were made by the Energy Regulatory 
Commission (ERC) to implement the DOE 2015 Circular, including 
the following:

Joint ERC and DOE Resolution No. 1 “A Resolution 
Enjoining All Distribution Utilities to Conduct Competitive 
Selection Process (CSP) in the Procurement of Supply for 
their Captive Market”

ERC Resolution No.13, Series of 2015 “A Resolution 
Directing All Distribution Utilities (DUs) to Conduct a 
Competitive Selection Process (CSP) in the Procurement of 
their Supply to the Captive Market” 
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Figure 1 – The CSP Process (source: doe.gov.ph)



ERC Resolution No. 1, series of 2016 “A Resolution 
Clarifying the Effectivity of ERC Resolution No.13, series of 
2015”

The DOE also issued Department Circular No. DC2018-02-0003, 
entitled “Adopting and Prescribing the Policy for the Competitive 
Selection Process in the Procurement by the Distribution Utilities of 
Power Supply Agreements for the Captive Market in February 
2018,” (“2018 CSP Circular”), which basically mandates the DUs 
to award contracts by conducting a CSP through an independent, 
five-person third-party bids and awards committee (TPBAC), or in 
the absence of a TPBAC, through an accredited third-party 
auctioneer. However, much needs to be done to reconcile 
issuances by the DOE and the ERC.

The DUs are mandated to conduct a CSP to secure supply for their 
captive markets through bilateral contracts or PSAs. As of 2017, 
about 80% of the demand requirement was supplied through a 
PSA in Luzon and Visayas, while the 20% was supplied through 
trading in the Wholesale Electricity Spot Market (WESM). In 
Mindanao, the entire demand is procured through CSP given that 
the WESM has yet to commercially operate in the region.

Although the objective for issuing the circulars and other issuances 
on CSP is to provide a clear and streamlined process and to 
optimize procurement, key challenges remain which will be further 
discussed in the following sections.

5

Current and Potential Issues

1. Bidding evaluations do not fully capture the nonprice benefits of
renewables,  or recognize some of their operational limitations,
which result in the non-selection of renewables.

Price is the primary consideration in most competitive selection 
methods, including those employed in the Philippines. Other 
considerations  include operational  factors  where reliability needs



to be demonstrated and dispatchable plants provide greatest value, 
and project finance and viability where higher marks are given to 
developers with a proven track record in project development.3

The challenge facing the renewables industry under competitive 
bidding is to ensure that the selection framework not only fully 
accounts for all of the costs and benefits of generation options but 
also recognizes the special characteristics and operational 
limitations of renewable projects.

To date, competitive selection in the Philippines has focused on 
price and operational considerations over other project attributes 
such as environmental, fuel diversity, and fuel price stability values. 
Bidding evaluations do not fully capture many of the nonprice 
benefits of renewables, or recognize some of their operational 
limitations, which in turn results in the non-selection of 
renewables.4

2. The stringent framework that applies to large capacities also
apply to smaller capacity sizes.

Existing issuances on CSP provide a uniform framework regardless 
of the capacity sought to be procured by the DU. The stringent rules 
that apply to large capacities also apply to smaller capacity sizes. 
This framework tends to favor large players that are able to afford 
the associated administrative and transaction costs.5

In some instances, the benefits that may be derived from 
competition do not fully offset transaction costs that the bidding 
may entail. Investors may not readily take on the typically high 
development costs associated with preparing competitive bids for 
projects in smaller or  riskier  markets  without  any  assurance  that 

6

________
3  Swezey, Blair, “The Impact of Competitive Bidding on the Market Prospects for Renewable 
Electric Technologies,” National Renewable Energy Laboratory (NREL), September 1993, 
https://www.nrel.gov/docs/legosti/old/5479.pdf
 4 Swezey, 1993.
 5 Lucas, Hugo, Rabia Ferroukhi and Diala Hawila, “Renewable Energy Auctions in Developing 
Countries,” International Renewable Energy Agency (IRENA), 2013, https://
ppp.worldbank.org/public-private-partnership/sites/ppp.worldbank.org/files/documents/
IRENA%20Renewable%20Energy%20Auctions%20in%20Developing%20Countries.pdf



3. The tariff determination procedure is tedious and poses a
roadblock in the quick deployment of renewables.

The third draft of the CSP rules circulated by the ERC in 2019 
(“Draft CSP Rules”) provides that the “ERC shall establish a 
benchmark rate that shall serve as reference price that may be 
used to assess the prudency and reasonableness of the PSA price.” 
It provides that the procedure for calculating and determining the 
benchmark rate shall be covered by a separate resolution to be 
promulgated by the ERC, but also states that the ERC shall utilize a 
financial model in calculating the benchmark rate, which considers 
model inputs such as capital and operating costs, rates of return, 
and technical parameters. It will also take into account relevant 
factors, including the type of contract (financial or physical), the 
load factor, load shape and location, or reference node.

In the current framework without the benchmarking method, there 
are cases when the rate in the winning bid is different from the 
actual rate subsequently approved by the ERC. Moreover, there are 
too many rate-setting applications than the ERC staff could handle. 
This tedious process of tariff determination by the ERC causes 
backlog and delay in project development.

they would recover the expenses through the award of the 
contract.6

Competitive bidding also requires resources that small-scale or new 
project developers may not have. The risk that bidders will not 
ultimately receive a contract for their projects is relatively high. In  
some instances,  participation  in  the  bidding  requires  presenting 
feasibility studies and land use permits, adding layers of 
transaction costs with little assurance that this risk will be rewarded 
with an actual contract.7

________

6 Barroso, Luiz A. and Luiz T.A. Maurer, “Electricity Auctions: An Overview of Efficient 
Practices,” The World Bank, 2011, http://documents.worldbank.org/curated/
en/114141468265789259/pdf/638750PUB0Exto00Box0361531B0PUBLIC0.pdf
7 Ferroukhi, Rabia, Diala Hawila, Salvaore Vinci and Diyyam Nagpal, “Renewable Energy 
Auctions: A Guide to Design,â€ International Renewable Energy Agency (RENA) and Clean Energy 
Ministerial (CEM), 2015, https://www.irena.org/-/media/Files/IRENA/Agency/
Publication/2015/Jun/IRENA_Renewable_Energy_Auctions_A_Guide_to_Design_2015.pdf
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4. Allowing aggregation of more than two DUs tends to limit the
bidding process to generation companies with highkcapacities
and create a barrier to smaller players.

A National Renewable Energy Laboratory (NREL) study on the 
impact of competitive bidding on the market prospects for 
renewable technologies stated that solicitation size is another 
factor in  the  success  of  renewables  against  nonrenewable  fuel 
types. That is, renewables tend to exhibit more favorable 
economics at smaller sizes than fuel-based technologies, which are 
more subject to scale economies.  

The study states that in Massachusetts, renewables represent 32% 
of winning capacity in solicitations of 100 MW or less, while 
renewable energy technologies  represent only  5%  of  the  winning 
in solicitations that ranged from 132 to 200 MW. In large capacity 
solicitations, the economies of larger fossil-based plants tend to 
dominate.8 

While all-source bidding in principle offers the best price to the 
consumer, new RE projects are fundamentally disadvantaged in the 
marketplace. This is because it’s challenging for them to have DUs 
acquire their supply or have their full resource value to be 
recognized. 

Under these circumstances, having only all-source auctions may 
weaken competition instead of increase it.9

The Draft CSP Rules authorizes two or more DUs to aggregate their 
demand or energy requirements solely for the purpose of procuring 
their supply of electricity through competitive bidding. While the 
objective to achieve the best price for the consumer is laudable, 
allowing aggregation of more than two DUs may be anti-competitive 
since it might effectively limit the bidding process to generating 
companies with high capacities and become a barrier to smaller 
players.   

________
8 Swezey, 1993 
9 Ibid.
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The same is true for not imposing a limit on the number of PSAs 
that one generation company or its affiliates could have with the 
same DU, which is the current situation. Allowing one GenCo or its 
affiliate to have an unlimited number of PSAs with a DU may have 
anti-competitive effects. For instance, since the Draft CSP Rules 
intend to exempt RE-based facilities with a maximum capacity of 
1MW, a GenCo with two or more qualified generating facilities can 
be exempted from the CSP for every facility, even though owned 
by the same GenCo.

5. Attracting  investments  in  remote  and  unviable  areas
remains challenging.

In infrastructure financing, private equity investors and lenders 
are driven by return on investment. Encouraging the inflow of 
private capital in rural electrification requires removing 
uncertainty of the reward to investors, which will give any set of 
investors pause during due diligence. 

In the Draft CSP Rules, a prescribed contract template, where the 
cooperation/contract period is limited to ten (10) years, is 
annexed. The CSP policy, however, should consider that the 
longevity of the PSA constitutes another element of security for 
investors.  

Many studies reveal that low potential for investment returns was 
a major disincentive to private sector investments. Placing a limit 
on the return on capital discourages firms that invest efficiently 
while it encourages those willing to accept a lower rate of return.

While  long-term exclusive supply contracts the potential to restrict 
or distort competition because they restrict for a long period the 
freedom of buyers and sellers to transact with third parties, a fixed 
10-year limitation on the contract period,  on the other hand, 
might result in higher generation rates for renewable energy 
generators compared to other technologies.

9



6. There is a need to properly forecast demand and to
adhere to the procurement plan.

The EPIRA mandates the DU to prepare and submit to the DOE (or 
the National Electrification Administration (NEA) in the case of 
electric cooperatives) an annual five-year distribution development 
plan (DDP). The Philippine Distribution Code also provides that the 
DU shall collate and process the planning data submitted by 
entities that use its distribution system into a cohesive forecast to 
be used in preparing the data for the DDP. The DDP shall include:

Energy and demand forecasts;
Sub-transmission capacity expansion;
Distribution substation siting and sizing;
Distribution feeder routing and sizing;
Distribution reactive power compensation plan;
Other distribution reinforcement plans; and
A summary of the technical and economic analyses 

performed to justify the DDP

The Power Supply Procurement Plan (PSPP), on the other hand, 
refers to the DU’s plan for the acquisition of a variety of demand-
side and supply-side resources to cost-effectively meet the needs 
of its customers. The PSPP is an integral part of the DDP and must 
be submitted to the DOE or NEA, whichever is applicable, 
supported with a board resolution and/or a notarized Secretary’s 
Certificate.

However, not all DUs have demonstrated the capacity or 
commitment to plan their power supply procurement. Submitted 
DDPs and PSPPs sometimes reveal that these documents are not 
meticulously prepared using reliable data and are merely being 
submitted for minimum compliance to the rules. For instance, 
sometimes data in the  DDP  and the  individual  PSPPs  cannot  be 

10



harmonized or completely conflict with each other. Some DUs do 
not submit them at all.  In 2018, the DOE website showed only 26 
submitted PSPPs, considering that there are about 150 DUs 
based on the 2016-2025 Distribution Development Plan. In 2019, 
even though the deadline for PSPP submission has already 
lapsed, only seven DUs have submitted their PSPPs so far. This 
only shows the blatant non-compliance of DUs with the PSPP 
requirement and the lack of enforcement on the regulator’s part.

Most power supply deals have “take-or-pay provisions,” which 
means that with or without actually sourcing power from the 
contracted generation company, the DU shall pay a cost which will 
be passed on to the consumers. Thus, if a DU engages so many 
power suppliers unnecessarily, it will cause an upward adjustment 
on the blended generation rate being charged by the DU.

Poor power supply procurement planning may also potentially lead 
to electricity generation deficit, which may lead to needing to 
procure emergency power from relatively expensive generators.

7. There is no provision for the reduction of supply in cases other
    than the transfer of contestable customers to a Retail Electricity 
    Supplier.

Current issuances and existing PSAs only allow the reduction of 
contract capacity in cases when a contestable customer opts to 
source its supply from a Retail Electricity Supplier (RES). However, 
given the entry of disruptive technologies and the increase of 
distributed energy resources, DUs may face another supply issue. 
Without a provision for the reduction of supply in cases other than 
the transfer of contestable customers to a RES, the DU may incur 
stranded supply or may have to sell their excess supply to the 
WESM where prices are very volatile and may result in losses. 

10



8. Regulatory uncertainty and perception of non-transparency or
inconsistent application of rules compromise investor
confidence.

Regulatory  uncertainty  remains  a  major  challenge  in   attracting 
investors   and   in   ensuring   RE   deployment.  While    occasional 
changes to  improve  the  process  are  part  of the learning process 
and    usually   welcomed   by    all    stakeholders,    frequent  a n d 
unexpected changes dampen investor interest.

In the current rules, there is uncertainty over which government 
requirement will come first—the conduct of the CSP or securing a 
Service Contract for the specified area. This has resulted in some 
industry confusion and hesitation among investors to develop 
projects, especially in off-grid areas.  

Another example concerns unsolicited proposals, which the current 
regulatory framework allows through direct negotiation in some 
circumstances. This method includes a requirement that 
comparative bids be solicited, and if a comparative bid is received 
at a lower price, the original proponent has the option to match the 
price of the comparative bid and win the contract (Swiss 
challenge). Moreover, in the Draft CSP Rules, unsolicited proposals 
are allowed if the proponent introduces a new concept or 
technology or uses an innovative design, formula, method, process, 
or system of generating electricity. However, it remains unclear and 
confusing how selection will be made, especially when there is 
more than one proponent offering same innovation or technology.

9. Some of the rules are prone to bias or corruption.

With regard to curbing the potential for bias or corruption, the 
current policy framework establishes a Third Party Bids and Awards
Committee  (TPBAC),  which is meant  to  be an  independent  body 

11



that will spearhead and manage the CSP. However, in reality, the 
TPBAC only endorses the winning bidder to the DUâ€™s board of 
directors (BOD) for approval and the signing of a PSA. This means 
that the TPBAC is not completely independent since the chosen 
bidder is still subject to the approval of the DU-BOD. As a result, 
the purpose of creating a third-party committee is defeated if the 
DU-BOD retains final authority to approve the winning bidder. 

The Draft CSP Rules does not remedy this, since the DU-BOD 
retains the power to disapprove the recommendation of the BAC. 
The process not only defeats the CSP process but is also prone to 
corruption and bias. Furthermore, it remains unclear in both the 
existing policy and the Draft CSP Rules which body is tasked to 
finalize the Terms of Reference — whether it is the DU-BOD or the 
BAC/TPBAC.

Proposed Changes in the CSP Model

1. Technology choice and other non-price factors should be
considered in the bidding evaluation system.

To foster greater selection of renewables, a bid evaluation system 
that considers other non-price factors in project evaluation and 
scoring should be adopted. These factors should include specific 
nonmarket-related attributes of renewables, including 
environmental and economic impacts. 

In a regulatory framework that recognizes the value of 
renewables, project attributes of renewables are considered while 
retaining the competitive benefits of traditional bidding schemes. 
In this setup, cost-effective renewable energy projects have better 
chances of being selected. 

For instance, in some US states, a method called renewable 

12



energy set-asides is implemented. A set-aside establishes a 
specific amount of allowances for renewable generators, offering 
certainty for existing generators about the number of allowances 
allocated to them.

It might be worth considering establishing dedicated auctions that 
target one or more types of technologies. This mode of 
procurement can still provide the best results for a given set of 
technologies driven by policy decisions and preferences. 
Moreover, the terms of reference should also consider the 
optimal supply mix in the area, especially in off-grid areas where 
Renewable Portfolio Standard (RPS) requirements need to be 
considered. 

Finally, there is also a need to ensure that the winner not only 
provides the lowest responsive bid but also the most reliable and 
secure supply of power. Without a defined list of technical 
requirements or benchmark for the operations of generating 
plants, there may be cases where the winner bidder may have 
the lowest bid, but will supply unreliable power.

2. Rules should be adjusted to relieve smaller projects of
stringent requirements and transaction costs.

Highly  competitive  bidding  processes are  best suited to larger-
scale and more  established  developers  that  can  afford  these 
high, upfront transaction costs. Thus, to encourage investments, 
especially in small and isolated areas, the rules may be adjusted 
to  relieve  smaller   projects,   for   instance  1 MW,   from  going 
through the  same  stringent  rules  and  lengthy  processes  that 
apply to large-scale projects.

Another option is to limit the prequalified bidders to a small 
number to increase each candidate’s chance of winning, making 
them more willing to incur preparatory costs. Finally, an 
announced policy of reimbursing all or part of the development 
costs incurred in the preparation of the best non-qualified bid(s) 

13



could help attract bidders, including small players. 

Other models may also be explored, especially in off-grid areas 
where incentives and guidelines in are not enough to attract 
the private sector. For instance, the rules may allow the electric 
cooperative to form a joint venture with a private sector partner 
without the need to go through a lengthy competitive selection 
process. As expected, tariff resulting from the joint venture 
project will still have to comply with the benchmark rate set by 
the ERC.

3. Tariff determination procedure needs to be simplified and
streamlined, and the pricing structure modified to be more
responsive to different technologies.

At  the  minimum,  two  categories   should  b e    set   f o r    the 
benchmarking  of   rates —  one  for  fossil  -  based   fuels   and 
another  for  renewable  energy.  With  government  support  for 
renewable energy and subsequent policies by the DOE  and the 
ERC, it is only appropriate  to  have  a  different  benchmarking 
rate for renewable energy

The most ideal would be the benchmarking of tariffs based on 
technology, system capacity, and location. The benchmark tariff 
should have cost adjustments for site geography, size and 
technology, and technologies should also be allocated a 
differentiated tariff. 

The ERC should also establish its guidelines for making 
adjustments of the benchmark in certain off-grid projects. With 
the advent of renewable energy hybrid application, there is now a 
need to formulate tariffs for hybrid. A simplified tariff 
calculation should be developed and should also consider the 
use of storage batteries.10

14

10 Yaneza, Grace, Chitra Narayanswamy and Liam Fox, “Accelerating Renewable Mini-
Grid Deployment: A Study on the Philippines,” IRENA, October 2017, https://
www.irena.org/-/media/Files/IRENA/Agency/Publication/2017/Oct/
IRENA_Philippines_Renewable_Mini-Grids_2017.pdf

________



Moreover, a streamlined process for determining tariffs would 
reduce processing time and offer greater certainty to potential 
developers and investors. If the benchmarking method 
proposed in the latest Draft CSP Rules are to be adopted, the 
ERC's lengthy rate approval process due to the volume of 
applications becomes superfluous. Compliance with the 
benchmark rate should already dispense with the need for the 
ERC to approve the rate to implemented by the DU.

4. Fair competition should be considered in formulating the
policy on aggregation, as well as entering into PSAs with
the same generation company.

As discussed above, renewables tend to compete more 
effectively against fossil fuel projects in smaller-sized 
solicitations. Imposing rules that protect fair competition and 
market access is necessary to truly strengthen competition by 
increasing the participants. This can be achieved by limiting the 
aggregation of demand or energy to two DUs only, or a 
reasonable number as the DOE may determine. Another possible 
solution is to require DUs that meet certain criteria as 
determined by the regulator to hold RE-only solicitations or 
solicitations of below a certain capacity size. 

It might also be worth considering to impose a limit on the 
number of PSAs one generation company can enter into with the 
same DU to avoid anti-competitive behavior, especially since the 
latest Draft CSP Rules exempts small-scale RE-based facilities 
not exceeding 1MW from CSP. 

As discussed above, a generation company with two or more 
qualified generating facilities can be exempted from the CSP for 
every facility, even though owned by the same generation 
company if the rules are not modified.
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5. The CSP policy should recognize that the PSA’s contract
period constitutes another element of security for investors.

From a project finance standpoint, the contract period of the 
power purchase agreement should ideally be long enough to 
extend beyond the entire amortization period of the credit 
facilities to make it viable.11 

The ERC should review the delicate balance between 
providing a regulatory environment that lowers the cost 
of financing and deploying RE projects and protecting the 
utilities from market risks. They should therefore further 
study the move to set a maximum contract term for the 
PSAs.

6. The DOE should invest in ensuring the planning and
forecasting capacity of procuring utilities.

The government should provide technical assistance and 
capacity-building to electric cooperatives because many of 
them do not have technical skills to develop a 
procurement strategy that captures the demand forecast.
The CSP policy should also ensure that DUs exert every 
effort to properly forecast their demand, precisely 
determine how much supply to procure in the future, 
and to adhere to such projections when procuring supply 
and conducting the CSP. The rules should also require 
DUs to procure only contracts that are necessary to 
fulfill the demand and to avoid stranded costs that will 
be passed on to the consumers. In other words, the 
rules should prohibit “over-contracting.” 

Thus, the rules should strictly provide that the volume of 
demand being procured and the frequency of the CSP 
should match the demand indicated in the DU’s PSPP as 

________
11  Swezey, 1993.
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submitted to the DOE. This would drive the DUs to develop a 
procurement supply plan more seriously and accurately.
To strengthen enforcement, the rules should impose credible and 
enforceable penalties on the failure to submit the PSPP within 
the deadline and the failure to adhere to the submitted PSPP in 
procuring supply and conducting a CSP, unless otherwise allowed 
by the ERC in exceptional cases.

7. The prescribed PSA template should contain a provision
allowing supply reduction in cases other than the application
of RCOA.

As discussed above, current issuances and existing PSAs only 
allow the reduction of contract capacity in cases when a 
contestable customer opts to source its supply from a RES. 
However, given the entry of disruptive technologies and the 
increase of distributed energy resources, DUs may face another 
issue on their supply.  It would thus be wise for the new CSP 
framework to consider not only the reduction of contract capacity 
on account of the RCOA and contestability, but also those 
unforeseen changes in the DU’s operational landscape.

8. There should be clarity, stability, and transparency in the
regulatory framework

Clarity, stability, and transparency in the CSP policy and actual 
implementation are key in creating an enabling regulatory 
framework. Rules must be harmonized and ambiguous or 
conflicting provisions reconciled. For instance, the different 
rules on acquiring RE service and/or operating contracts 
and CSP should clarify which government requirement will 
come first—the conduct of the CSP or securing a Service 
Contracts for the specified area. 

As for  unsolicited  proposals,  the  DOE  or  ERC  should  thus  
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propose some guidelines or set of criteria to be followed in the 
selection process. This may follow the “beauty contest” 
mechanism (or administrative allocation), wherein a set of 
guidelines and some measurable criteria are presented, leaving 
some room for subjective evaluation. Unsolicited proponents 
present their best case on why they should be awarded the 
contract, covering a variety of aspects (e.g. business plan, 
technical capacity, financial health, etc.). Since this is potentially 
a subjective, non-transparent selection process, there should 
also be mechanisms to assess the credibility of the claims made 
by participants, and to guard against corruption.

It is also important to consider how competitive bidding can lead 
to discontinuous market development (or stop-and-go cycles). 
Unless competitive bidding is conducted at a fixed schedule at 
regular intervals (e.g. more than once per year), this may lead to 
a stop-and-go pattern of deployment. These conditions restrict 
the flow of capital and the development of a robust supply 
chain.12 

Finally, since the objective of CSP is to conduct a public, open, 
transparent, and non-discriminatory selection, dissemination of 
information among participants before, during, and after the 
auction is crucial. Currently, there are many issues with the 
posting and publication of critical information related to CSP. To 
remedy this and to successfully attract investors, the auctioneer 
must define fair and transparent rules and obligations for all the 
stakeholders.  All relevant information must be clearly 
communicated to all competitors equally. Bidding objectives and 
operations should be explained, through seminars and 
workshops made available to stakeholders and market 
participants, as well as providing periodic informative training 
sessions.

________
12  Lucas, Hugo “Renewable Energy Auctions in Developing Countries,” International 
Renewable Energy Agency, 2013
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9. There should be mechanisms to curb bias or corruption.

Regulatory oversight should be strengthened, including 
establishing a good monitoring system to detect abnormal 
bidding behavior. Investors’ perceptions about the fairness of 
the process is a necessary condition for the success of the 
selection process. In addition, strong guarantees and penalties
—and their strict implementation—are essential to the success 
of auction schemes, preventing underbidding and minimizing 
the risk of delays and completion failure.
Regarding the DU-BOD’s power over the BAC/TPBAC, we 
recommend dispensing with the need to secure the BOD 
approval of the winning bidder as selected by the TPBAC to truly 
make the TPBAC an independent body. By giving the DU-BOD 
the power to veto the TPBAC’s selection, the entire process 
becomes vulnerable to corruption or bias. It is also the TPBAC 
who should have the authority to finalize the TOR, with only 
recommendations from the BOD.

Summary of Recommendations

Numerous lessons can be drawn from the Philippine experience 
with competitive bidding and other power procurement 
methods. Below are some administrative, regulatory, and 
infrastructural aspects that must be considered in designing the 
revised CSP framework:

Technology Choice and Other Non-Price Factors

The CSP framework should consider specific nonmarket-
related attributes of renewables, including environmental 
impact such as emissions and waste, and economic 
development impact such as job creation in the communities, 
among others.
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The terms of reference should consider the optimal supply
mix in the area, especially in off-grid areas where there is a 
need to consider RPS requirements.

The rules should ensure that the winner not only provides
the lowest responsive bid but also the most reliable and secure 
supply of power. 

Capacity Sizes

To encourage investments, especially in small and
isolated areas, the rules may be adjusted to relieve smaller 
projects below 1MW of the same stringent rules and lengthy 
processes that apply to large-scale projects.

Another option is to limit the prequalified bidders to a
small number to increase each candidate’s chance of winning 
and thus make them more willing to incur preparatory costs.

An announced policy of reimbursing all or part of the
development costs incurred in the preparation of the best non-
qualified bid(s) could help attract bidders, including small 
players. 

Solicitation Size and Fair Competition Standards

Impose a limit on the aggregation of demand or energy to
two DUs only, or a reasonable number as determined by the 
regulator, since allowing aggregation of more than two DUs 
may be anti-competitive by being a barrier to small players and 
effectively limiting the auction to generation companies with 
high capacities.
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Impose a limit on the number of PSAs a generation
company can enter into with the same DU. Refusing to impose 
a limit on the number of PSAs that one generation company or 
its affiliate can have with a DU may result in anti-competitive 
behavior. 

Contract Period, Benchmark Rate, and Pricing Structure

The contract period should be long enough to extend
beyond the entire amortization period of the credit facilities to 
make it viable.

The contract period should be carefully harmonized with
the benchmark rate and PSA pricing structure, which in turn 
should consider type of technology that the proponent is 
offering. 

Different benchmark rates should be set based on
technology, system capacity, and location.  The benchmark 
tariff should have cost adjustments for site geography, size 
and technology, and technologies should also be allocated a 
differentiated tariff.

Compliance with the benchmark rate set by the ERC
should be updated on a regular basis, and compliance with 
such rate should dispense with the need to secure ERC’s 
approval.

Power Supply Procurement Planning

The volume of demand being procured and the frequency
of the CSP shall match the demand indicated in the DU’s 
PSPP as submitted to the DOE. To strengthen enforcement, 
credible and enforceable penalties should be imposed on the 

21



failure to submit the PSPP within the prescribed deadline and 
the failure to adhere to the submitted PSPP in procuring 
supply and conducting a CSP.

Quasi-Competitive Procurement Methods

In unsolicited proposals, the DOE and/or ERC should
propose a set of guidelines to be followed in the selection 
process, which shall include mechanisms to validate the 
proponents’ claims and to minimize corruption.

Reduction of Contract Capacity

The new CSP framework should consider not only the
reduction of contract capacity on account of RCOA and 
contestability, but also those unforeseen changes in the DU’s 
operational landscape and emerging technologies like 
distributed energy resources.

Transparency and Stability 

The TPBAC should be completely independent and their

selection of the PSA no longer subject to the approval of the 
DU’s BOD.

CSP should be conducted at a fixed schedule at regular

intervals (e.g. more than once per year); otherwise this may 
lead to a stop-and-go pattern of deployment and restrict the 
flow of capital.

The DOE should adequately disseminate information on
the bidding objectives and operations, through periodic 
seminars and workshops available to all stakeholders and 
market participants.
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Competitive bidding processes do not operate in a vacuum 
and must always be an integral part of a country’s overall 
energy and procurement policies of reforming the power 
sector, introducing new market participants, harnessing 
indigenous sources of energy, and creating competitive 
pressure to push prices down to benefit consumers.
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The Center for Empowerment, Innovation and Training on Renewable 

Energy (CentRE) is a not-for-prot association of RE advocates, developers, 

researchers, experts and social impact investors pursuing full deployment of 

RE in the country to address energy poverty, high electricity rates, and 

climate change in a just, sustainable and democratic manner. 

With diverse expertise of its members – CSOs,  private industry players, 

electric cooperatives, academic centers and individuals engaging on energy, 

climate, environment and good governance – the CentRE is envisaged as a 

hub for knowledge, social innovation, policy studies, advocacy and 

community empowerment towards achieving 100 percent renewable 

energy. 

Its goals: RE-CLAIM – realize RE through Capacity building, Linkages, 

Advocacy, Innovation and Mobilization.

Center for Empowerment, Innovation, and Training on Renewable Energy

Unit 2804 Discovery Center, 25 ADB Avenue, Ortigas Center, Pasig City

centreph2018@gmail.com  | http://thecentre.ph  | FB: TheCENTREPhilippines
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