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ANNEX A 

 

RULES ON THE COST RECOVERY MECHANISM OF THE 

ON-GRID DISTRIBUTION UTILITIES (DUS) IN 

COMPLIANCE WITH THE RENEWABLE PORTFOLIO 

STANDARDS (RPS) 

 

Pursuant to Section 6, Chapter III of Republic Act No. 9513 (Renewable 

Energy Act of 2008), Section 4, Rule 2 of the Implementing Rules and 

Regulations (IRR) of the Renewable Energy Act of 2008, and policies 

issued by the Department of Energy (DOE) governing the establishment 

of the Renewable Portfolio Standards (RPS) for On-Grid Areas, 

particularly Department Circular No. DC2017-12-0015 (RPS On-Grid 

Rules), as amended by DOE Department Circular No. DC 2023-05-

0015, the Energy Regulatory Commission (ERC) hereby issues, adopts, 

and promulgates the following rules and regulations on the Cost 

Recovery Mechanism of the On-Grid Distribution Utilities (DUs) in 

Compliance with the RPS. 

 

ARTICLE I 

General Provisions 

Section 1. Short Title. These Rules shall be known as the “RPS Cost 

Recovery Rules.” 

 

Section 2. Objectives. The RPS Cost Recovery Rules shall be adopted: 

(a) To ensure the compliance of On-Grid DUs with their RPS 

requirements, in a cost-effective manner; 

(b) To provide the recovery mechanism for costs incurred by the DUs 

in compliance with their RPS requirements; 

(c) To ensure that the End-Users will not unduly bear the 

consequence of non-compliance by DUs, including the penalties 

thereto and as provided in Section 24 of the RPS On-Grid Rules; 

and 
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(d) To ensure that any gains from the sale of Renewable Energy (RE) 

Certificates will be for the benefit of the End-Users. 

 

Section 3. Scope 

These Rules shall apply to all On-grid DUs for their Captive Market. 

 

Section 4. Definition of Terms 

As used in these Rules, the following terms shall have the following 

respective meanings, which shall govern if different from other rules: 

Banking  Refers to the safekeeping of Renewable 
Energy Certificates (RECs) without 
intention to sell. 
 

Captive Market Refers to electricity end-users who do not 
have the choice of a supplier of electricity, 
as may be determined by the Energy 
Regulatory Commission in accordance 
with RA 9136. 
 

Distributed Energy 
Resources (DER)  

Power sources connected to the 
distribution system or electrical system of 
the End-Users, that could be aggregated to 
meet a demand.  
 

Distribution Utility (DU)  Refers to Electric Cooperatives, private 
corporations, government-owned utilities 
or existing local government units, which 
have exclusive franchises to operate 
distribution systems, including but not 
limited to ecozone developers or utility 
enterprises operating in the economic 
zones and/or export processing zones.  
 

Eligible RE Facility  A generating facility that utilizes an RE 
resource or RE technology as defined 
under Section 10 and Section 11, Rule 3 of 
the DOE RPS On-Grid Rules, or any 
amendments thereto.  
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End-User  Any person or entity requiring the supply 
and delivery of electricity for its own use, 
as defined under Section 4(t) of R.A. No. 
9136.  
 

Generation Facility  
 
 

A facility for the production of electricity 
and/or thermal energy such as, but not 
limited to steam, hot or cold water. 
 

Green Energy Auction 
(GEA)  

Refers to the competitive process of 
procuring the RE supply undertaken 
pursuant to Rule 3 of DC2021-11-0036, or 
any amendments thereto.  
 

Green Energy Option 
Program (GEOP)  

The mechanism to empower end-users to 
choose renewable energy in meeting their 
energy requirements.  
 

Renewable Energy 
Certificates (RECs)  

A certificate issued by the RE Registrar to 
electric power industry participants 
showing the energy sourced, produced, 
and sold or used. RECs may be traded in 
the RE Market in complying with the RPS 
and as further defined under Section 5 (s) 
of the RPS On-Grid Rules, the REC shall 
represent all renewable and 
environmental attributes from one (1) 
MWh of electricity generation sourced 
from duly registered Eligible RE Facilities.  
 

RE Act  Refers to Republic Act No. 9513 or the 
"Renewable Energy Act of 2008."  
 

Renewable Energy 
Market (REM)  

The market where the trading of the RECs 
equivalent to an amount of power 
generated from RE resources is made.  
 

Retail Electricity Supplier 
(RES)  

Any person or entity authorized by the 
ERC to sell, broker, market or aggregate 
electricity to the End-Users.  
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RE Registrar  An entity that issues, keeps and verifies 
RECs corresponding to energy generated 
from Eligible RE facilities and sold to or 
used by End-Users. 
 

Renewable Portfolio 
Standards (RPS)  

A market-based policy that requires 
electricity suppliers to source an agreed 
portion of their energy supply from 
Eligible RE Facilities.  
 

RPS Composite Team  The Team created pursuant to Rule 5 of 
the RPS On-Grid Rules.  
 

Wholesale Electricity 
Spot Market (WESM)  

The wholesale electricity spot market 
established by the DOE.  

 

 

ARTICLE II 

Regulatory Framework 

Section 5. RPS Compliance Mechanisms. DUs shall comply with 

their annual RPS obligation through the following mechanisms: 

5.1  Compliance Mechanisms with Corresponding Energy. 

Refers to the RPS compliance mechanisms bundled with energy 

consistent with Section 15 (a), (b), (d) and (e) of the RPS On-Grid 

Rules, Section 15 (b) of DC2018-07-0019, and Section 5 of DC2023-

05-0015. 

a. Allocation from the RE Registrar pursuant to the relevant 

rules issued by the DOE. RE generation under the Feed-In 

Tariff (FIT) System allocated by the RE Registrar; 

b. Generation from an Eligible RE Facility that has a Power 

Supply Agreement (PSA) with the DU; 

c. Any generation from Net-Metering arrangements which have 

been properly measured; Provided, that the corresponding 

energy shall also be added into the Net Electricity Sales of the 

DU for the calculations of its RPS requirement; 
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d. Generation from the GEOP, which have been properly 

measured: Provided, that the energy sales from the GEOP 

shall be part of the Net Electricity Sales of the DU for its RPS 

compliance requirement; 

e. Any generation from an RE Facility installed in the End-

User’s premises for own-use and synchronized to the DU’s 

system, which has been properly measured; Provided, that the 

corresponding energy shall also be added into the Net 

Electricity Sales of the DU for the calculation of its RPS 

requirement; and 

f. Other mechanisms, including but not limited to Green Energy 

Auction Program (GEAP) and/or its Opt-In Mechanism and 

DER, as determined by the DOE. 

DUs shall monitor and optimize their compliances using the 

Philippine Renewable Energy Management System (PREMS) to 

comply with the least-cost sourcing of power supply to meet the 

minimum RPS requirement. 

 

5.2.  Compliance Mechanism without Corresponding 

Energy.  DUs may comply with their RPS requirements without 

corresponding procurement of energy by purchasing RECs from 

the REM consistent with Section 15 (c) of the RPS On-Grid Rules. 

The DUs shall purchase RECs from the REM, but only in the 

event that the RECs earned from Compliance Mechanisms 

specified in Section 5.1 are insufficient. The DU shall purchase 

the lowest cost RECs in the REM with proof from the RE 

Registrar of the lowest cost of RECs at the time of procurement. 

Further, the DUs shall only purchase RECs from the REM for the 

current year of compliance. 

5.3.  Priority Compliance Mechanism. In complying with the 

RPS On-grid Rules, the DUs shall use the RECs from any, or a 

combination, or all of the foregoing mechanisms; Provided, that 

the DUs shall prioritize the Compliance Mechanisms specified 

under Section 5.1 to comply with the least-cost sourcing of power 

supply to meet the minimum RPS requirement. 
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The DU may increase the contracted energy, as may be needed, 

under its subsisting PSA with an Eligible RE Facility, instead of 

buying RECs from the REM, to comply with the RPS 

requirement; Provided, that the rate is more advantageous to the 

customers. 

Provided further, that the following conditions are met: 

1. the increase in contracted energy should come from an 

approved PSA that underwent CSP with a remaining 

contract term of not less than one (1) year; 

2. the increase in energy shall be no more than the remaining 

RPS compliance requirement shortfall, but not exceeding 

10MW in equivalent capacity; 
3. the increase in contracted energy from the said PSA is only 

effective for one (1) year, but in no case shall such increase 

result to an extension of the PSA; and 

4. the rate offered for the additional energy is the same with 

the approved PSA, or lower as may be negotiated by the DU 

with its contracted supplier. 

Further, a rate impact analysis shall be submitted to prove that 

increasing the contracted energy in a subject PSA is more 

advantageous to the customers. Offers received for the equivalent 

increase in the contracted energy from other owners of RPS 

eligible plants shall be submitted to support such claim.  

 

5.4  Banking of RECs. Excess RECs accumulated from Section 5.1 of 

these Rules by DUs shall be banked pursuant to Section 3.3.2 of the 

REM Rules (Annex A), unless due to expire within the current 

compliance period, in which case, DUs shall sell the RECs subject 

to Section 8 of these Rules. Banking of RECs from Section 5.2 of 

these Rules shall not be allowed. 

 

5.5  Transfer of RECs.  Transfer of RECs is allowed; provided that, 

the transfer shall be treated as Selling of Excess RECs, pursuant to 

Section 8 of these Rules, to ensure that the cost of the excess RECs 

shall form part of the annual REC revenue to be deducted from the 
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annual REC Cost in the computation of the REC rate, for the benefit 

of the consumers. 

 

Section 6. Cost Recovery Mechanism 

The cost recovery for RPS Compliance Mechanism under Section 5.2 of 

these Rules shall be computed using the following formula: 

𝑅𝐸𝐶 𝑅𝑎𝑡𝑒 =
𝐴𝑛𝑛𝑢𝑎𝑙 𝑅𝐸𝐶 𝐶𝑜𝑠𝑡 − 𝐴𝑛𝑛𝑢𝑎𝑙  𝑅𝐸𝐶 𝑅𝑒𝑣𝑒𝑛𝑢𝑒

𝑇𝑜𝑡𝑎𝑙 𝑘𝑊ℎ 𝑠𝑎𝑙𝑒𝑠 𝑓𝑜𝑟 𝑡ℎ𝑒 𝑝𝑟𝑒𝑐𝑒𝑑𝑖𝑛𝑔 𝑦𝑒𝑎𝑟 
𝑡𝑜 𝑐𝑎𝑝𝑡𝑖𝑣𝑒 𝑐𝑢𝑠𝑡𝑜𝑚𝑒𝑟𝑠

 

Where: 

REC Rate - the rate to be recovered from the consumers (in 

PhP/kWh) 

Annual REC Cost – the total amount of buying RECs (in PhP) 

using the formula below: 

𝐴𝑛𝑛𝑢𝑎𝑙 𝑅𝐸𝐶 𝐶𝑜𝑠𝑡, 𝑃ℎ𝑃 = 

∑[RECs bought in the REM𝑛 (in PhP) ×

𝑛

1

Actual REC Price𝑛 (in PhP)] 

Annual REC Revenue – the total amount of selling RECs (in PhP) 

using the formula below: 

𝐴𝑛𝑛𝑢𝑎𝑙 𝑅𝐸𝐶 𝑅𝑒𝑣𝑒𝑛𝑢𝑒, 𝑃ℎ𝑃 = 

∑[RECs sold in the REM𝑛 (in PhP) ×

𝑛

1

Actual REC Price𝑛(in PhP)] 

n – summation index 

The annual cost of buying RECs of the DU shall be recovered from 

the consumers in a particular franchise area for a period of twelve 

(12) months starting on the next compliance year, or until fully 

recovered, whichever comes earlier, subject to the Over/Under-

recoveries confirmation of the Commission.  

Further, the REC rate shall be presented as a separate line item in 

the consumer bill. During the collection year, the DUs shall 

submit, on a monthly basis, the following together with the 
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submissions under the Uniform Reportorial Requirements 

(URR): 

1. First month of the collection year:  

a. Appendix A; 

b. Documents/reports generated by the RE 

Registrar for the cost of buying and revenue 

from selling of RECs; and 

c. Computation of the implemented REC rate. 

2. Succeeding months of the collection year: 

a. Appendix A 

Compliance submissions shall be done whether or not there is a 

collection or rebate for a given month. 

The REC rate shall have a zero-rated Value Added Tax (VAT). 

 

6.1  Documentary Requirements 

The DU shall file on a monthly basis their respective REC Cost 
Over/Under-recovery, within the same deadline prescribed for 
the filing, and together with their reportorial requirements under 
ERC Resolution No. 14, Series of 2022.  The following documents 
shall likewise be submitted: 

1. Documents/reports generated by the RE Registrar for the cost 

of buying and revenue from selling of RECs; 

2. Consumer bills for the recovery of REC cost to verify the 

implemented REC rate; and 

3. Computation of the implemented REC rate; and 3-year 

computation of the OU for the REC costs. 

 

Section 7. RPS Compliance Shortfall 

The DU may be allowed to carry-over its RPS compliance shortfall in any 

given year to the next succeeding year only, in accordance with the 
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procedure set forth under Section 25 of the RPS On-Grid Rules, as 

amended by the DOE Department Circular No. DC 2023-05-0015. 

 

Section 8. Selling of Excess RECs 

In the event that the DU has excess RECs from any of the compliance 

mechanisms under Section 5.1 of these Rules, they may sell the excess 

RECs to the REM, or bank them for their future RPS compliance 

pursuant to Section 5.4 of these Rules; Provided, that the revenue from 

selling the RECs in the REM shall be reflected a reduction in the annual 

REC Cost in the computation of the REC rate, represented as the Annual 

REC Revenue, which should result in a reduction in the cost to be 

charged to consumers. 

 

Section 9. Non-Compliance. Any fines and penalties imposed on the 

DUs for non-compliance to the RPS On-grid Rules shall in no case be 

passed on to end-users. 

 

ARTICLE III 

Transitory Provision 

Section 10. To provide industry stakeholders sufficient time to prepare 

for the full implementation of RPS compliance mechanisms under these 

Rules, a transition period shall be observed for a period of one hundred 

eighty (180) calendar days from the effectivity of these Rules, which 

includes the reformatting of the electricity bill. DUs which cannot 

comply with the mandatory RPS requirements within the transition may 

request from the RPSCT to carry over its compliance shortfall pursuant 

to Rule 7 of the RPS On-Grid Rules, as amended by Section 8 of the DOE 

Department Circular No. DC 2023-05-0015. 

 

ARTICLE IV 

Final Provisions 

Section 11. Penalties. Violation of any provision of these Rules shall 

be subject to the imposition of fines and penalties in accordance with the 

existing Guidelines to Govern the Imposition of Administrative 

Sanctions in the Form of Fines and Penalties including any subsequent 
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amendments thereto. This is without prejudice to the penalties provided 

for under existing regulations prescribed by the DOE and any other 

concerned government agency. 

 

Section 12. Exception. Where good causes appear, the ERC may 

allow exception from any provision of these Rules, provided that such 

exception is for the public interest and is not contrary to any law, rules 

and regulations. 

 

Section 13. Repealing/Separability Clause. If any provision of 

these Rules is declared invalid or unconstitutional by a court of 

competent jurisdiction, the provisions which are not affected thereby 

shall continue to be in full force and effect. 

 

Section 14. Effectivity. These Rules shall take effect within fifteen 

(15) days following its complete publication in a newspaper of general 

circulation or in the Official Gazette, whichever comes earlier. 
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APPENDIX A 
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