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Date : October 27, 2004

Company : MANILA ELECTRIC COMPANY

Manila Electric Company (“MER” or the “Company”) furnished the Exchange
a copy of the Parent Company’s 3™ Quarter results as submitted to the
Securities and Exchange Commission.

Attached is a copy of the said report for your reference.

(Original Signed)

MA. PAMELA D. QUIZON-LABAYEN

Head, Disclosure Department

Noted By:

(Original Signed)

JURISITA M. QUINTOS
Senior Vice President
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I. ENERGY SALES

After registering an energy sales growth of 3.8% in the first half of
2004, sales continued to rise at the same pace of 3.8% in the third
quarter, reaching a total kilowatt-hour sales volume of 6,392 GWh.

The sales growth in the third quarter was spurred by the 5.7%
p in the month of September, after an expansion of 2.9% and
e month of July and August, respectively.
ommercial segment continued to lead the growth in energy
sales in the third quarter, rising to 2,276 GWh or by 5.6% from the
same pefiod last year.

Commercial sales was driven by the retail trade and business ser-
vices segments which grew by 59.0% and 17.8%, respectively, in the
period. |

Increased commercial operations of malls energized earlier this
year such as Market ! Market ! by Ayala Land, Inc. and The Gateway
by Robinson's Land Corporation heightened electricity demand for the
period.

Furthermore, the opening of other malls before the end of 2004,
namely SM Batangas and Araneta Center Gateway, is expected to
provide g boost to commercial sales, especially during the Christmas
season when mall hours are extended.

Sales to the residential segment grew to 2,230 GWh or by 1.7%.
Cooler temperatures and increased inflationary pressures on basic com-
modities in the third quarter this year compared to the same period last
year confributed to the reduction in electricity demand of the residen-
tial segment.

Sales to the industrial sector, despite declining in the number of
services, became more buoyant in the third quarter as its sales grew
to 1,852 GWh or by 4.3%.

The gaid quarter on quarter growth was the highest against quar-
ter on quarter growths in the last three quarters of 2004 (1.0% in the
first quarter and 3.5% in the second quarter this year). Strong indus-
trial sales in the period was driven by electrical machinery and food
segments which grew by 15.9% and 7.7%, respectively.

IIl. REVENUES AND PROFITABILITY

Due to continued sales expansion, overall revenue growth for the
third quarter 2004 was at 10.3% from P33.1 billion of the same period
fast year to P36.5 billion.

Likewise, distribution revenues rose by 10.7% to P6.2 billion this
quarter from P 5.6 billion in the same period last year.

Total pperating expenses, on the other hand, rose by 10.4% pri-
marily due to the 10.2% rise in purchased power cost and 130.9%
increase in taxes other than income tax.

A 15.8% increase in depreciation and amortization also contrib-
uted to the increase in the total operating expenses.

As a fesult, operating income still surged 8.3%, from P2.2 billion in
2003 to F2.3 billion in 2004,

With this, return-on-rate base (RORB}) for the 12 months ending
September improved to 4.16% from (2.05%) in the same period end-
ing September 2003.

Otherincome (expenses) for the quarter, on the other hand, went
down by 14.1% mainly due to the significant decrease in interest and
other financial charges by about 20.7% as a consequence of limited
borrowings and payment of loan amortizations and decrease in provi-
sion for disallowed recoveries by 58.1%.
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his quarter, a 5.0% decrease in equity in net earnings of investees
from(P168.8 million in 2003 to P160.1 million in 2004 had a slight nega-
tive impact {o the company's bottom line.

he company concluded the third quarter of 2004 with a 44.9%
yearon-yedr increase in net income with P831.8 million realized this
year(as against P574.0 million in the same period in 2003.

arnings per common share (excluding depreciation on appraisal
increase) fof the period under review was up by 27.6%, from P0.76 in
2003 to P 0,97 in 2004.

ONTINGENCIES

1e company has contingent liabilities. These include a pending
case under the Court of Appeals where certain consumers questioned
the [ RC degision in Case Nos. 2001-646 and 2001-900 wherein the
com::any was granted an increase of P0.0865. The Court of Appeals
renc2red a decision unfavorable to the company. Meralco has filed a
Motizn for Reconsideration of the Court of Appeals decision. The Mo-
tion r Recqnsideration remains pending to date. The effect of an ad-
versg decisipn will result to a reversal of revenues estimated at a mini-
mur of P2.45 billion as of September 2004.

“VERAGE RETAIL RATE
=ales grpwth in the third quarter was also spurred by the decline in

eet of the recent NPC rate adjustment and other prior ad-
nts or) Meralco customers is estimated to be about P0.80 per

Guidefines to alflow distribution utilities to adjust their generation
rates{and system loss charges on a monthly basis, without seeking
prior approval from the Commission.

is meghanism is intended to replace the Generation Rate Ad-
nt Meghanism (GRAM). Under the new guidelines, Meralco will
be aljle to immediately reflect monthly changes in its purchased power
costs through the "Generation Charge" and "System Loss Charge”
components|of the unbundled bill.

the same time, end-users will be able to receive timely price
signags on the actual cost of generating electricity.

Order for Meralco to begin implementing a two-step phase-out
"Inter-Llass Subsidy" component of its tariffs. This component

nder the unbundled tariffs approved by the ERC, residential end-
usergreceive a subsidy of about 71-centavos per kWh, which is in turn
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shouldered by commercial and industrial establishments.

Under the ERC Order, inter-class subsidies would be reduced by 40
percent this October 2004 and fotally phased out by October 2005.

The ERC is also working on two areas to promote lower electricity
rates in the medium term.

@ Firstis the resolution setting a timetable for the introduction of open
access and retail competition as envisioned by the EPIRA. For the Luzon
Grid where Meralco operates, the target date for retail competition is July
2006. Target dates for the other grids will be determined by the ERC ata
later time.

@ Second is the conduct of regulatory proceedings on power supply
related contracts of Meralco with generators.

Hearings are ongoing on NPC's and Meralco's joint application for the
approval of a Settlement Agreement on their 10-year Contract for the Sup-
ply of Electricity.

Under the Sattlement Agreement dated July 15, 2003, Meralco would
pay NPC a net settlement amount of about P20 billion and NPC would
commit to the dispatch of Meralco's IPPs at contract levels, resulting to a
net reduction in costs fo consumers. Hearings are also being conducted
on the proposed amendments to the contracts with the First Gas plants.

V. SYSTEM LOSS

Unrecoverable purchased power for the third quarter ended Septem-
ber 30, 2004 deteriorated to 11.23 percent, higher than the rate of 11.00
percent for the same period last year.

The higher system loss resulted to a corresponding peso-value loss
for the quarter of P539.9 million, which could have been higher if not for
the TransCo cross subsidy removal. The peso value loss for the same
period in 2003 |ast year reached P 414.4 million.

VI. CAPITAL EXPENDITURES

Capital expenditures for the quarter decreased by 22.6% from P1.7
billion in 2003 to P1.3 billion in 2004. A total of 99.6 % of capital expendi-
tures in the third quarter of 2004 was attributed to the electric system and
a minimal 0.4% was used for non-electric related capital expenditures.

VII. QUALITY OF SERVICE

Even with the decrease in capital expenditure for the quarter, system
reliability in terms of interruption frequency rate (IFR) and system avail-
ability as measured by cumulative interruption time (CIT) continued to reach
record levels of 3.41 times (4.09 times in 3Qtr 2003) and 3.06 hours (4.39
hours in the third quarter of 2003), respectively.

The high level of quality of service was mainly due to the company's
continued intensive electric system maintenance campaign.

HiGHLiGHTS oF THE QUARTER

o The Energy Regulatory Commission (ERC) approved on Aug. 20,
2004 a P0.1737/kWh adjustment in the generation charge effective the
September billing cycle, bringing the generation charge cost from P3.3213/
kWh to P3.4950/kWh in customers’ September bills. The adjustment was
not a Meralco increase.

@ Meralco on Sept. 3 submitted its proposed guidelines and procedures
for Phase IV of the refund to the ERC, covering commercial and industrial
customers inc\uding other non-residential and general service customers.

MANUEL M LOé/ EEZZS P. FRANCISCO

Chairman & CEO President & COO
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Customer Class 2004 2003 %Change
|

RESIDENTIAL 222974  2,19282
COMMERCIAL 227571 2,155.11
INDUSTRIAL 185204 177561
STREETLIG 34.46 33.46

639195  6,157.00

' Comparison of
| Kilowatthour Sales
For the nine months ended September 30, 2004 and 2003
; {In million kKWh)
Customer Class 2004 2003 %Change
RESIDENTIAL 6,599.32 6,395.50 3.2
| COMMERCIAL 650269  6181.19 52
INDUSTRIAL 5,212.91 5,060.25 3.0
| STREETLIGHTS  103.59 106.87 (5?
TOTAL 18,418.51  17,743.81

Retained amlng (Deficit) for the nine months ended, should be read
in conjundtion
Managemant, all
financial pisltlon
been duly‘effect
The af¢reme
position of Mani
the results|of its
with genenally a
They are not, ho
be expected for
affecting the ope

th the 2003 Annual Report. In the opinion of
djustments necessary for a fair presentation of the
nd the results of operations of the Company have
in the preparation of these statements.

joned financial statements present fairly the financial
Electric Company as of September 30, 2004, and
erations for the nine months ended, in conformity
epted accounting principles consistently applied.

ver, necessarily indicative of the results which may
e whole year 2004 because of seasonal factors

The foregoing|linaudited Balance Sheet of Manila Electric Company
asof Sept mber #0, 2004 and the related Statements of Income and
tions of the Company.
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Cumparatlue Statements

of Income

For the quaners ended Septambar 30, 2004 and 2003

{In Ehogsand posos)

2004

|OPERATING REVENUES 36535248

OPERATING EXPENSES

Purchiised power 30,365,222
DOparabons & mantenance 2,520,952
Depreciation & amortization 1,103 882
Taxes| other than income tax 186,530
Tedal dper:sllnq BenEes 34,156,686
OPEFI‘.AT:HG IHC{:IHE 2,348 562
CITHER m LEIPEHSEE
rilees] & ofher fnanca
charps-nod (55 5007
Urretiyerable purcheased
powsslsysinm ez 53 2]
Provisain for tsalowed
RS (108 558
Exnpusty ity ned sarrances of
ImvEstee oompanies 160 12

[ TEME?EIWIEEIWL‘HLE'I (1,148.313

INCOME BEFORE INCOME TAX 1,200,249
PROVISION FOR INCOME TAX JGE 409

NET INCOME E31,840

€00

43,131,190

27,559 223
2361, 148
85T 510
B5,100
30,963 038

2,168,151

168 556

(1337 .355]

B30, 755
256,71

ST4 018

Eﬂrﬁuaratﬁe Staﬁmen't_s

of Income

For the nine months: endad Seplember 30, 2004 and 2003

{In thousand pesos)

2004

| OPERATING REVENUES 104041723

| OPERATING EXPENSES
Purchasod power B8 46T 523
"l: ermtions & m ..r.l:-rlarrE 1,385 080
Depradiation & amariz= 1513433
Taxgs Hr than incoms tas 493,190
Total ogeraling mpenses 97,859,226
ﬂF‘ERATINE INCEIME 7,082 497
| OTHER INC WE’EF.PEP:SEEl
irtsres & peter fropal
chargeg-nal (1 720.085)
Urrecoisrshis punchasad
poweE-gyste oss (2228 40
Provsion for disafiowed
RS A28 480
Exquity innéd aamngs ol
Ivesled companies 441 509

Total other incorma (expenses) {3,835.458)
| INCOME BEFORE INCOME TAX. 3,247,039
iPRﬂWSmFﬂR INCOME TAX 9B 47

NET INCOME 145032

2003

88 553200

93453074

5,100,126
(23609830
(1BAT313)
(570.181)
30334

(4 VBT Ga

LA FR T
FEFR T

40,110

%Change

.I I.I. 3

10.2
B8
153
130.8
104

B3

“s

%Change

BEE

1 WD OO0 LR

IR0

{27 4)
378
424)

105

2.4

256.0
LT

512

| Eﬂmparatlue
Balance Sheets

[ -5(5 of Seftember 30 2004 1(.1]"'_!-_1_ (In thousand pesos)

' ASSETS AND OTHER DEBITS

| 3 | = 2004 2003 %Change
UTILITY PLANT AND '
OTHERS - + net B5, 711,393 B2.BA3.837 34 |
CGNS‘IHUEI‘FDH IN
| PROGRESS 5,893,917 0108077 (17
INVESTMENTS AND
ADVARCES 4,253,449 3,805,001 e
CURRENT ASSETS D "™rr
Cash & cash investments 5 -l.::_‘ ]r_. B718888 (193
Recarables - nel 18.515.1T1 BA
g™ 14.3
Dalarred income tay a5sal 183N [1B.7)
Cether curment assels 1,461,346 (T3:2)
Total cuprent assets 20.081,643 30,316,300 [4.1)
DEFERRED DEBITS N
AND OTHER ASSETS 23,3541 21624155 74

TOTAL ASSETS AND

OTHER DEBITS 148265813 148,714,460

LIABILITIES AND OTHER CREDITS

| [l 2004 2003 % Change

PROPRIETARY CAPITAL 49,195,038 44590918 102 |

LONG-TERM DEBT -

Wotof Currgnt Portion ST AR 173432597 (43

CURRENT LIABILITIES |
Cazrent portion of long-term debt 9240083 - 7237 517 217
Nples payable -'5-1' F15. 5245487 {7.7)
Ascolnt pEyabie &
BECrunl EIpEnSEs 19,643,850 22
InEarms tax payable 2,142 De3 1424
Custoendrd’ refurt! - cumanl 3,260,108 (3.6}
Cher currbind Rabilifes 1938, 709 238152 (1£:9)
Total current Labilltes 41,089035 35672446 153

DEFERRED INCOME

TAX 1,883,349 4 747 418 (603 |

CUSTOMERS' DEPOSITS 13643688 12898871 58 |

CUSTOMERS REFUND- i

NONCURRENT 18,668,934 23582 &75 120.7) |

DEFERRED PASS- |

THROUGH FUEL COSTS B, 389,214 §,708.437 25.1

OPERATING RESERVES

& OTHERS 5T5172 1A 7ay I |

TOTAL LIABILITIES

AND OTHER CREDITS 148,265 813 148,714,460 (0.3}
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Enmparatlue Statements of
‘Retained Earnings (Deficit)

Fior e eani months - sndad September 30, 2004 and 2003
{In thousand pesos)

BM.ANEE '.’.EGIHNIHG

| (a5 previously reported)
Reverzal of salt-insusancs

Prior phriod adjustments arising

from CLBIOMAr: reind

{BALANCE, BEGINNING

DEDUCT: ARPROPRIATION
Appropriated refaired samings
beginning
Transfer fromilo} unappropedatsd
retznsd aamings

Total Apgroptiation

HAL.&H[‘.E

l]ed-utL Cuh Drﬂdmds Dnc.aled
F'rnderr:-f

Comman

200,000 - 100
5,440,735

Stock dividents declared
Comman

Total dividends declarad

| BALANCE, ENDING

| UNAPPROPRIATED

5,440,735

:Eumparatiue
\[Cash Flow Statements

For e cuarans froed Setiombe 1), 2004 ard 2003
(i Bvoeang peson)

2004 2003

| CASH BALANCE BEGINNING, June 30 3674808 <7599 110
CASH FLOWS FROM OPERATING
ACTIVITIES
Opesaling & other income
Depreciaton & amortization
Incroase i (thi sssals
and fiabiktileg

£,755,754

1871.362
103 B8 8575

b7l
15681878 2072422
I_H_g_! Cash from Operations 5A81 654 5501354
Add: Equityssues
Shart lBrm borowingh
Long Hemm bompwsngs

| TOTAL 50U RECES OF FUN 05

393347 34280

5,774,995 5244347

Less" Shofl ferm debl sanvice
Long larm debt sandos 413748 184511
Citherinterast axpense £E30417 545165

Tolal debt service 844,166 TISETE

Unretpverable purchissed power

Sysiem koss 530A56 414440
CAPEX 1282 585 1,658,004
Prefemad equity redemplicns 162.109 8E 457
Rafund to customars -
Phases -1 1,088,703 1,418,661
. Dividends 5,430 {1
| TCI TAL USES OF FUNDS

I'DH 428 -1,,24 -lEn.r

HET INCREASE IN CASH 1,747,566 1 918,878

5,422,375 6718389

CASH BALANCE, END - Saptember 30

- (BBEOME) 1000

|as restated) 2952200 (1438041) 3058
Aad: Net incafme 4,248,092 g40,110 2512
Realized revaluation surplus &40 443 471,588 (8.6}
TOTAL 5,640,735 (324,345) 1,830.1

12,600,000 (100.0)

9 EH (00.0)

2004 2003 %Change

2952200 26855104  (BO.0)
. 408,001 (100.0)

200,000 (12600,000) 1016

(324.345) 1,777 5

Total cash dividends declared - 30EH (1000

39620 (100.0}

|363,865) 1,5949

%Change

{25.4)

page
4
Comparative
Cash Flow Statements
For the hing mords. anded Seplesher 30, 2004 and 2003
[in Iousand pescn]
2004 2003 %Change
CASH BALANCE BEGINNING, Jan. 1 5106632 6193184 (17.5)
CASH FLOWS FROM OPERATING
ACTIVITIES
Operming & other moome B116.528 4795883 i
Depraciation & amorization 3513433 321433 23
Increase in other assels
and lghites 4115783 GO7T28E5 [410)
Net Cash from Oparations 15745742 | __&i
Add. Equity issues Q45,739 3

Shor temm borrowings }
Long larmn bormtwings 86470

A9 287 (.3

TOTAL SOURCES OF FUNDS 16780651 150M58 53|
Less! Shorl erm debt service %0105 1,546 560 [GB.T)
Long tedm debd sarvios 4235962 3339068 Ja48

Oetar intaros] axparse 1656806 2321853 [25.5)
6382873 729517 [10:5)

Total debt service

Unrecovirable purchased powed

- System loss 2208402 1817313 £

CAPEX JETZ M2 4 TeeE48  (1AB)

Prafarred aguity mdemplions 182 408 140300 1583

Refund b customars

Phaszas | -l 3519085 1715412 1110

Dividends 1BEN  (00.0)
TOTAL USES OF FUNDS 16,464,908 15408811 B8

| NET INCREASE N CASH

35,741 525825 (40 II.;

CASH BALANCE, END - September 30 5,422,375 6,718,989  (19.3)

M,

MERALCO

Ortigas Avenue, Pasig City 0300 Philippines

Tel. No. (632)16220 Fax No. (632)1622-8501
Web Site http://www.meralco.com.ph

E-Mail corcom@meralco.com.ph

Corporate Communication
October 2004
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