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ENERGY Energy Commission uncovers odd aspects of Prepa's operations 

Energy Commission 
Could Delay Implementing 
Permanent Rate Hikes 
PREC Expert Calls for Getting a Better Deal with Creditors 

Business leaclers ami economists at Puerto Rico Energy Commission hearings 

BY EVA LLORENS vELEZ 
e.llorens@cb.pr 

While the Puerto Rico Energy 
Commission (PREC) is slated 
to establish on Jan. II a revenue 
requirement for the Puerto Rico 
Electric Power Authority (Prepa) 
and provide certain guidelines on 
rate hikes, it could also establish 
provisional rates and start a new 
rate hike process. 

During public hearings, the 
commission has recognized that 
information provided by Prepa 
lacks clarity. Starting a new rate 
hike process again would give 
PREC more time to go over the 
numbers. Act 4 allows the com
mission to start a new rate hike 

process for the benefit of con
sumers. The process would not 
be subject to the 180-day time line 
established by the law. 

The rate hike is a separate pro
cess from the 3 cent transition 
charge that PREC recently ap
proved. The transit ion charge, 
which will be used for the securi
tization of certain utility bonds, 
has not been implemented be
cause the bond issue that is slated 
to provide more than $503 mil
lion has not happened yet. 

Because the Financial Over
sight& Management Board estab
lished by the Puerto Rico Over
sight, Management & Economic 
Stability Act (Promesa) took over 
the management ofthe utility, the 

securitization of bonds will have 
to be evaluated by that panel. 

Tomas Torres, coordinator 
of the Puerto Rico Institute for 
Competitiveness & Sustain
able Economy, wants the com
mission to start a new rate hike 
process, contending that PREC 
should take more time to evalu
ate Prepa's operations. The com
mission's own experts also have 
called for increased oversight of 
Prepa. 

Stephen Hill, one of the com
mission's experts, is recommend
ing to the board that it order 
Prepa to ask the Promesa board 
to seek a better deal to bring the 
utility's debt down. 

Prepa Chief Restructuring 

Officer Lisa Donahue has said 
that while the utility will seek to 
bind all its creditors to its debt 
restructuring deal through the 
Promesa legislation, it will not 
attempt to get a better deal from 
bondholders. 

"We intend to continue pre
serving the [restructuring sup
port agreement, or RSA], but we 
would use Promesa as a mecha
nism to get 100% participation 
versus 70% participation," she 
said, referring to the utility's deal 
to restructure its $9 billion debt 
reached more than a year ago. 

Critics ofthe rate hike contend 
that Donahue and Prepa should 
use Promesa to negotiate a bet
ter restructuring deal because 
the current one, which expires 
Dec. 15, provides bondholders a 
15% cut. 

CALLING FOR 
A BETTER DEAL 

"Why is it that the existence of 
Promesa now doesn't give you a 
chance to drive a hard bargain 
with bondholders?" asked the 
commission's technical examin
er, Scott Hempling. 

Donahue said that under Title 
III of Promesa, to carry out a 
restructuring process, the uti!-
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For years, the business sector has 
said that high energy costs are a 
deterrent to economic growth. 

The commission already has 
said it will start hearings to ascer
tain Prepa's performance and op
erations after the rate hike hear
ing. However, at the cunent rate 
hearings, every aspect of Prepa's 
operations is being analyzed to 
ascertain revenue requirements, 
a difficult task because of the 
challenge in obtaining numbers. 
PREC has already anticipated 
that its Jan. ll order will also in
clude requiring Prepa to improve 
its recordkeeping. 

MILLIONS OF DOLLARS IN 
REVENUE DEFICIENCY 

The commjssi.on's experts, 
Smith & Dady, are recommend
ing that PREC adopt an adjusted 
base-rate revenue requirement 
for Prepa of $3.407 billion. Com
pared with the sum of other in
come and revenue at current 
rates of $3.237 billion, the num
ber indicates a revenue deficiency 
of $169.7 million, which is about 
$52.6 million less than Prepa's 
claimed revenue deficiency of 
$222 million. 

"Establishing provisional rates 
instead of permanent rates will 

The PREC hearings have uncovered 
that Prep a has a strange relationship 

with its subsidiaries. He1npling said the 
Jan. 11 order will include a requirement 

that Prep a has a code of conduct in 
dealing vvith its subsidiaries. 

ity would have already needed to 
have a deal in place. She defended 
the RSA as a good deal and that 
because the bonds are secured by 
revenues, bondholders should get 
100% of what they invest. 

Prepa is looking for a rate hike 
that is over 22.1 cents per kilo
watt-hour (kWh), which critics 
say is too high. Economists, like 
Ramon Cao, and other business 
leaders have said the proposed 
hike could result in a 1.05% reduc
tion in the gross national product. 

allow the process to stay open 
and allow for the restructuring to 
move forward," Torres said. 

Starting the rate process again 
will allow the commission to have 
more time to get a clearer picture 
of Prepa's finances. Caribbean 
Business asked about the route 
that PREC will take, but sources 
said it will decide on the matter 
during a two-day hearing next 
week with legal experts. 

Continues on page 16 



16 PUEKI'O RICO 
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On the first day of hearings, one 
of the problems discussed by the 
conunission was the reliability of 
using 2014 data as representative 
of today's costs. Dan Stathos, one 
ofPrepa's consultants, noted that 
they had to use that year because 
there were no audited financial 
statements for 2015. He said he 
did not know why Prepa did not 
have the information available. 

"The audited financial state
ments do not assure every penny 
is accounted for.. .. It is about an 
issue of materiality and if they 
substantially present the finan
cial situation of the applicant," 
Stathos said. 

Ernesto Ramos, a Prepa audi
tor, said the utility did not have 
audited financial statements be
cause of the debt restructuring 
process. 

"The reason is that if there is 
uncertainty or a liquidity prob
lem, this increases audit scoping 
and there are more tests that they 
need to perform," he said about 
the auditors. 

Another problem that PREC 
faces is trying to determine the 
adequate debt-service cover
age ratio. Different experts are 
proposing a debt-service cover
age ratio that goes from 1.4% to 
2.07%. Frank Pampush, a Prepa 
consultant, advised the commis
sion to go with the 1.4% figure 
because it will have less impact 
on customers and allow Prepa 
to get back into the market with 
a triple-B rating several years 
from now. 

ISSUE OF SUBSIDIES 
PREC officials will also have to 

make decisions about subsid ies. 
During the hearings, commis
sioners asked about a rare power 
subsidy that is costing Prepa cus
tomers more than $4 million a 
year, allowing some customers to 
get water at a lower price than the 
rest of the population. 

Since 1908, Prepa has been pro
viding flood control and irrigation 
for farmers and a group of indus
trial and business customers in 
three "irrigation districts." 

Gregory Rivera, Prepa's plan-

"Establishing provisional rates instead 
of pennanent rates will allow the 

process to stay open and allow for the 
restructuring to 1nove forward." 

1bnuis 1brres, coordinator ofthe Puerto Rico lnstitutefor 
Competitiveness & Sustainable Economy 

ning & research division superin
tendent, told the commission that 
the irrigation subsidy goes back 
to Prepa's origins and continues 
today, even though the utility's 
main business is to provide elec
tricity. "The seller of the water is 
Prepa," he said. 

The sale of the water is con
tained in separate accounting 
books. The irrigation subsidy 
is the yearly excess of expenses 
over revenues associated with ac
tivities in the irrigation district, 
but it is a discount that is paid by 
customers. 

"Whydon'tyou charge more for 
water?" asked Hempling, PREC's 
examiner. 

Prepa officials explained that 
the irrigation subsidy is for farm
ers, whose rates are set by law. 
However, there are other custom
ers, such as the Puerto Rico Aque
duct & Sewer Authority (Prasa) , 

which happens to be a customer 
with money limitations, but ne
gotiations are underway to deal 
with the matter. 

Hemp ling noted that some cus
tomers could get water at a lower 
rate. Ironically, Prepa gets its wa
ter from Prasa. 

On the other hand, Prasa is 
asking the commission to grant 
the water utility a "preferential 
power rate" that is stable and not 
subject to yearly fluctuations, 
arguing that Puerto Ricans will 
benefit more in the long run from 
cheaper water tariffs than lower 
power rates. 

Lynette Ramirez Rivera, Pra
sa's executive director of infra
structure, insisted that Prasa 
was not asking for a subsidy be
cause Prepa could give the water 
utility the low preferential rate 
by providing it a preferential 
share from the savings the power 
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utility passes on to customers 
from the conversion of the Costa 
Sur powerplant to natural gas. 

PRASA MAY SUE PREP A 
OVER RATE DISPUTE 

Ramirez and Prasa's lawyer, 
Pedro Santiago, said Prepa has 
not been honoring the prefer
ential rate established for the 
water utility in 2013 of 16 cents 
per kWh, which was slated to 
come into effect earl ier this year. 
Santiago mentioned that Prasa is 
evaluating the possibility of su
ing Prepa for "breaking the law." 
What Prasa is paying now is 18 
cents per kWh. 

When asked by Hempling to 
explain why the preferential rate 
would benefit customers, Ramir
ez used as an example the basic 
and tier-one rates, which are the 
amounts of up to 15 cubic meters 
of water used by 56% of all house
holds in Puerto Rico. "Based on 
the (agreement with Prepa) the 
savings that we have in the first 
three fiscal years is ($37 million a 
year); if we apply that, these cus
tomers receive over $7 a month in 
savings," she said. 

However, if that $37 million a 
year in savings is applied to pow
er customers who use up to 800 
kWh per month, customers only 
save $2 a month. 

ENERGY 

"There is a net benefit for 
Puerto Rico if we allocate more 
benefits to water customers than 
to Prepa customers," Ramirez 
said. 

On the other hand, the PREC 
hearings have uncovered that 
Prepa has a strange relation
ship with its subsidiaries, even 
though officials insisted they are 
separate and private. Hempling 
said the Jan . 11 order will include 
a requirement that Prepa has a 
code of conduct in dealing with 
its subsidiaries. 

Fo r instance, Prepa paid its 
subsidiary P repa Networks 
$500,000 for 60 mobiJe units. 
Prepa is also planning to move 
its communications infrastruc
ture to a facility that Prepa Net
works has in Isla Verde. 

Another subsidiary, Inter 
American Energy, submitted a 
petition to the Federal Energ-y 
Regulatory Commission (FERC) 
for a 50-mile undersea cable to 
take energy to the U.S. Virgin Is
lands (USVI). 

Prepa Executive Director 
Javier Qu intana said the money 
fo r the application to FERC was 
paid for by Prepa's holdings. He 
also said the project has been 
delayed by the debt restructur
ing and changes in staff at the 
USVI. • 


