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PROJECT BRIEF

INDEPENDENT OPERATIONAL AUDIT OF THE
SYSTEMS AND PROCEDURES OF THE MARKET OPERATIONS

l. BACKGROUND

The Electric Power Industry Reform Act of 2001 (EPIRA) mandates the
establishment of the Wholesale Electricity Spot Market (WESM) that will
facilitate a competitive market environment in the Philippine electricity industry.
The EPIRA provides, among others, that the Department of Energy (DOE) will
constitute an autonomous group of market operator, with equitable
representation from electric power industry participants, to act as the market
operator. In November 2003, the DOE constituted the Philippine Electricity
Market Corporation (PEMC), a non-stock and non-profit organization, to
operate the WESM.

Governed by the WESM Rules, the WESM is a venue for trading electricity as a
commodity. It serves as a clearing house to reflect the economic value of
electricity for a particular period, as indicated by the spot price. The wholesale
electricity market uses the concept of a gross pool where all electricity output of
the generators are centrally coordinated and are submitted to the spot market
for scheduling and dispatch. Generators, as well as buyers of bulk electricity,
compete for a share of this pool to be dispatched and scheduled to meet the
electricity demand in real time.

The Market Operations Group (MO) of PEMC operates the market and ensures
the optimal dispatch of generation based on the submitted offers from
generators and bids from customers from which a spot price for electricity
throughout the grid is set. It facilitates the settlement of financial accounts of
the trading participants, and continuously provides market information.

L. BASIS FOR THE MARKET AUDIT

The PEM Board established the PEM Audit Committee (PAC) under the WESM
Rules, which is mandated, on its own or through appointment of external
auditors, to conduct, coordinate and supervise effective and independent audits
of the operations of the spot market and of the Market Operator in order to
reinforce Trading Participants’ confidence in the transparency and adequacy of
the operation of the WESM. This mandate is provided under Clause 1.5 of the



WESM Rules, as amended, and under Section 3.1 of the PEM Audit Market
Manual (Manual).

To ensure sufficient and adequate expertise, the PEMC and PAC will engage
the services of independent persons, teams or companies who shall act as the
External Auditor. Based on the direction of the PEM Board, this audit project
will be undertaken under the supervision of the Department of Energy (DOE).

AUDIT OBJECTIVES

In accordance with Section 7.2.2 of the PEM Audit Manual, the general
objectives of the audit of the spot market and the MO are the following:

1.

2.

Review and assess the procedures and working processes of the MO;

Review and assess the usefulness and appropriateness of systems
settlement system, data management and other procedures and working
processes used by the MO to administer the WESM, in order to:

identify the appropriate steps and measures to help the MO
effectively and efficiently perform its responsibilities in time and
form in accordance with the WESM Rules;

assess that the MO practices and work processes ensure the
necessary transparency, independence, predictability and non-
discrimination, and are in compliance with the WESM Rules and
best international practices; and

assess if the systems, calculations, information flows and data
management protect the accuracy and quality of the data and
results in generation scheduling, dispatch, prices and settlement,
as well as evaluate if internal controls exist and are sufficient to
guarantee security and confidentiality where appropriate; and to
propose recommendations to improve the: (1) procedures to
collect and process the information and (2) controls of quality and
security of data in the WESM.

Review and assess the usefulness and appropriateness of the interfaces
and exchange of information among the Market Operator (MO), System
Operator (SO), Metering Service Provider (MSP), and other service
providers in relation to generation scheduling, constraints, dispatch,
prices and settlement, and metering; and

Review and assess compliance by the MO with the WESM Rules.



IV. SCOPE OF WORK

The market audit will cover the Audit of the Systems and Procedures of the
Market Operator, and Billing and Settlement including the interface of the
market operations systems, procedures, and other relevant data flowing to the
billing and settlements systems.

TASK 1: Audit of the Market Operator Systems and Procedures

Task 1 shall cover the audit of the systems, procedures, software, Market
Network Model (MNM), and interfaces with WESM Trading Participants and
other relevant entities involved in the WESM, emanating from the submission of
generation offers/bids up to the dispatching, and publication of market
operations report and data.

This task shall likewise include other relevant MO activities that are covered by
the specific requirements in the WESM Rules, Manuals and other relevant
Protocols, such as participant registration and forecasting. The scope of the
audit is shown in Figure 1.

TASK 2: Audit of the Billing and Settlement Systems and Procedures

The audit of the billing and settlement shall include the output of the Market
Infrastructure (Market Administration) Database and Meter Data Warehouse
that serve as input to the billing and settlement system up to the issuance of
invoices and Electronic Funds Transfer (EFT) instructions. The billing and
settlement systems and procedures to be audited are shown in Figure 2.

Specifically, the review and assessment of the billing and settlement systems
and procedures shall cover the following activities:

1. Preparation and issuance of preliminary, final and revised settlement
statements;

2. Preparation and issuance of invoices for energy transactions and market
fees;

3. Monitoring of prudential deposits, margin call, and settlement accounts of

the WESM Participants;

Line rental calculation and net settlement surplus allocation;

Validation and storage of metering data in the Meter Data Warehouse;

Incorporation of Bilateral Contract Quantity (BCQ) declaration by the WESM

Participants; and

7. Calculation of applicable taxes.
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Figure 1. Scope of Audit of the Systems and Procedures on Market Operations
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Note: The scope of audit work shall cover the processes enclosed in the box with
dotted outline.
MMS — Market Management System



Figure 2. Billing and Settlement Systems and Procedures
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Note: The scope of audit work shall cover the processes enclosed in the box with
dotted outline




