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Tomás Torres currently serves as Project Director in the Aireko Foundation 

and as General Coordinator of the Institute of Competitiveness and 

Economic Sustainability of Puerto Rico (ICSE-PR). Torres is a licensed 

engineer with over twenty-five years of experience. He is a former mem-

ber of the Puerto Rico Planning Board. He chairs the Energy Committee 

at the Puerto Rico Manufacturers Association.

uerto Rico has very high electricity costs when compared with the east-southeast region of the U.S. 
And the costs are high when compared with similar economies in the Caribbean, Central America 
and abroad. In Puerto Rico, the portion of the electricity tariff  to cover the debt service equals the 
sector-specifi c tariff s of some states in the U.S. Th e Puerto Rico Electric Power Authority (PREPA) 
is currently unable to fulfi ll its payment obligations.

PREPA is a vertically integrated monopoly. It lacks private investment and depends mostly on an oil-fi red generation 
fl eet. Most of its units date from 1959 to 1975. It has poor penetration in terms of renewable and distributed energy.

Puerto Rico’s economy is not negligible. It has a strong manufacturing sector that contributes nearly half the territory’s 
gross domestic product of over one hundred billion dollars. But high prices for energy are having a direct, negative 
eff ect on the economy.

High prices and ineffi  cient service do not allow a much-needed recuperation from nine years of economic contrac-
tion. High prices and a contracting economy inevitably produced an energy demand decrease, worsening the crisis at 
the Puerto Rico Electric Power Authority. Th is crisis has resulted in unreliable electric service.

The addition of the 
961 megawatts from 
EcoEléctrica and AES-
PR brings the total capac-
ity available to 5,839 
megawatts. According 
t o  PR E PA’s  d a i l y 
Generation Report for 

March 2016, the highest generation peak was 2,704 megawatts.
Th e transmission system is comprised of 2,478 circuit miles 

of lines. Th is includes 375 circuit miles of 230 kilovolt lines, 
727 circuit miles of 115 kilovolt lines, and 1,376 circuit miles 
of 38 kilovolt lines.

Th e distribution system consists of approximately 31,550 
circuit miles of distribution lines with operating voltages rang-
ing from 4.16 to 13.2 kilovolts and 333 substations with a total 
installed capacity of 5,018 megavolt amperes.

Currently installed renewable energy projects have a capacity 
of 181 megawatts. Th is is equivalent to approximately 3.3 percent, 
based on a projected demand of 16,141,718-megawatt hours for 
2035. A twenty percent Renewable Energy Portfolio Standard 
compliance is required for 2035.

In 2014 the Puerto Rico Energy Commission (PREC) was cre-
ated by means of local state legislation, Act 57-2014. As stated in 
its Statements of Motives, Act 57 was mainly driven by concerns 
about lack of transparency and high costs of electricity. Prior 
to the creation of the PREC, matters relating to infrastructure 
planning and tariff  review and setting were overseen and executed 
by PREPA’s own board of directors.

Under the new regulatory framework, the PREC is responsible 
for the establishment and implementation of policy, regulations 
and regulatory actions aimed to create a safe, reliable, low cost 
and environmentally compliant electric system, including the 
supervision of PREPA.

Th e newly created Puerto Rico Energy Commission (PREC) 
developed three key regulatory proceedings during 2015 and 2016. 
Th e proceedings were the Integrated Resources Plan (IRP); the 
Petition for Transition Charges (Securitization Proceeding); and 
the fi rst independent Rate Review Process, in 2016 (FY 2017 Rate 
Case). Th ese proceedings have been subjected to public scrutiny 
and have created a sense of hope for the restructuring of Puerto 
Rico’s electric system.

Puerto Rico Electric Power Authority
Since 1941, electricity in Puerto Rico has been generated and 
provided to customers by PREPA. PREPA is a public corporation 
and a vertically integrated utility with three major components: 
generation, transmission, and distribution.

Th e utility generating capacity is approximately 4,878 mega-
watts. Th is is comprised of 2,892 megawatts of oil-fi red steam 
units, 846 megawatts of combustion turbines, 1,032 megawatts 
of combined cycle and 100 megawatts of hydroelectric.

With the exception of 440 megawatts for the San Juan 5 and 
6 units, (online since 2008), and peak combustion turbines at 
Cambalache and Mayaguez, (online since 1997 and 2009), the 
fl eet dates from 1959 (Palo Seco Steam Units #1 and #2) to 1976 
(Aguirre Combined Cycle).

To supplement its generation, PREPA holds two Power 
Purchase and Operating Agreements (PPOAs); 507 megawatts 
of gas-fi red capacity from EcoEléctrica; and 454 megawatts of 
coal-fi red capacity from AES-PR.

P

Puerto Rico’s 
Electric Power 
Authority is currently 
unable to fulfill its 
payment obligations.
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of 0.3 cents per kilowatt-hour; and a Transition (Securitization) 
Charge of 3.05 cents per kilowatt-hour resulting from the PREPA 
debt restructuring. Th is last item was approved, but is not cur-
rently applied, due to court challenges.

Since Puerto Rico’s power generation depends almost entirely 
on fossil fuels, especially oil, electricity rates are also highly 
impacted by fl uctuating energy prices. Nonetheless, the high 
peaks in rates do not entirely match high peaks on oil prices, 
due to other factors previously mentioned.

It is evident that Puerto Rico needs to look for steady sources 
of fuel while transitioning to endogenous sources of energy 
such as solar and wind power. Unlike continental U.S. electric 

systems, Puerto Rico’s electric 
system is independent, and is 
not connected to other grids 
in the Caribbean or to the 
U.S. mainland.

Until renewable technology 
evolves to provide steady and 
continued energy generation, 

especially in regard to battery storage capacity, Puerto Rico will 
still need a base of fossil fuel generation. Historically, according 
to the World Bank, natural gas costs are more stable than oil. Th is 
is an important factor when considering long-term projections.

Crude oil average forecasts indicate that by 2025, oil costs 
currently between 50 to 55 dollars per barrel are projected to 
increase to 80 dollars per barrel. However, according to the 
World Bank Commodities Price Forecast for 2016, U.S. natural 
gas costs of around 3 dollars per million BTU will increase to 
nearly 5 dollars per million BTU by 2025.

Puerto Rico’s Economy is Sensitive to Energy Prices
During May 2016, as part of the PREC’s Rate Review Process, 
PREPA presented a rate increase petition. Th e proposed revenue 
requirement included a defi ciency of 222 million dollars for 
normal operations, and 503 million dollars from transition 
charges collections.

Energy Demand and Price Instability
In accordance with statistical information from PREPA, con-
sumption in Puerto Rico has been in constant decline since 
2006. Consumption has decreased from 20,618 megawatts per 
kilowatt-hour in 2006 to 17,235 megawatts per kilowatt- hour 
in 2015. Th is represents a decline of 16.4 percent in ten years. In 
the manufacturing sector consumption decreased approximately 
2,000 million kilowatt hours, from 4,257 in 2006 to 2,355 in 
2015, a reduction of 44.7 percent.

Puerto Rico has a very strong manufacturing sector. In the 
3rd quarter of 2015 the island ranked thirty-eighth in the U.S. 
with a GDP of 103 billion dollars. When compared with U.S. 
states in the east-southeast, from Florida to New Hampshire, 
Puerto Rico’s gross domestic product ranks twelfth out of sixteen. 
When comparing the manufacturing sector’s GDP of 48.3 billion 
dollars with that of U.S. states, Puerto Rico ranks seventeenth 
in the U.S. and sixth in the east-southeast region.

When we analyze energy rates from 2006 to 2015, after years 
of fl uctuation and peaks of 29.40 cents per kilowatt-hour in 2008 
and 35.39 in 2012, the cost of electricity started to stabilize in 
December 2015, with an average of 18.91 cents per kilowatt-hour.

During 2006, PREPA used mainly fuel oil for electricity 
generation. Th e cost of fuel to PREPA in January 2006 was 55.17 
dollars per barrel, resulting in an average rate of 17.91 cents per 
kilowatt-hour. In 2015, PREPA’s fuel purchase consisted of a 
combination of oil and natural gas. Th e average combined fuel 
costs for December 2015 were 51.72 dollars per barrel. However, 
energy rates in 2015 at a lower fuel cost were higher than in 2006, 
at 18.91 cents per kilowatt-hour.

Th ere are other factors that infl uence the end-user cost, 
besides the standard operating costs. Other costs include the 
type of generation used; more effi  cient units result in less fuel 
consumption and lower costs. Other factors include government 
incentives, subsidies and debt service.

Th ese factors became evident during the 2016 PREPA rate 
case, where the proposed rates included a subsidy charge of 1.02 
cents per kilowatt-hour; a Contribution In Lieu of Taxes (CILT) 

High energy 
prices are having 
a direct, negative 
effect on the 
economy. 

©
 Sergio Vila | Dream

stim
e.com

1705 FEA7 Torres-r3.indd   40 4/19/17   8:37 AM



MAY 2017  PUBLIC UTILITIES FORTNIGHTLY  41

is estimated that the quantity of electricity demanded will decline 
by 144.4 million kilowatt-hours, or 0.83 percent.

An example of the impact of the proposed increase is the 
testimony by Cemex de Puerto Rico, presented during the 2016 
rate case. Cemex is a worldwide cement manufacturing company 
with operations in Ponce.

In its testimony, Cemex indicated that the proposed increases 
in electricity costs within the current economic decline would 
imply drastic changes in its Puerto Rico operation by changing its 
operational model from one of manufacturer to one of importer 
of cement. Accordingly, exporting activities were discontinued 
shortly after the PREPA rate increase was announced during 2016.

Th e adverse eff ects of energy cost increases are clearly shown in 
the testimony, substantiated by economic modeling and business 
experience. Employment losses and decreases in energy demand 
are clear consequences of the proposed 26 percent energy costs 
increase, with a scenario of continuous economic decline.

Electricity Price Comparison
Electricity rates in Puerto Rico are high compared with similar 
economies that have Independent System Operators (ISOs) and 
executed energy portfolio plans. Energy prices in Puerto Rico 
are close to double the U.S. national average.

Puerto Rico is one of the leading jurisdictions in the 
Manufacturing Sector GDP. Its electricity costs with an average 
per sector cost for December 2015 of 18.91 cents per kilowatt-hour 
are highest on the list when compared with economies in the 
east-southeast of the U.S. with a Manufacturing Sector GDP of 
over $40 billion, comprising Florida, Georgia, Massachusetts, 
New Jersey, New York, Pennsylvania, North Carolina and 
Virginia; surpassing the closest jurisdiction (Massachusetts) by 
2.44 cents per kilowatt-hour. Th is gap increases to 7.1 cents per 
kilowatt-hour when using the energy costs of 2014, before the 
decline in international oil prices.

In the international realm, in comparison with jurisdictions 

Th is represented an increase of 1.29 cents per kilowatt-hour 
for base operations and 3.05 cents per kilowatt-hour for transition 
charges that together represent an across-the-board increase of 
26 percent.

Th e Transition Charges (Securitization) Petition was approved 
in a separate PREC proceeding in June 2016. Transition charges 
resulted from PREPA’s debt restructuring and its implementation 
is still pending for a Restructuring Bonds issue. Th e transition 
charge has not yet been implemented.

Evidence presented during the rate case shows that Puerto 
Rico’s economy is sensitive to energy prices. As stated in testimony 
presented by Dr. Ramón J. Cao-García, increased energy costs 
will raise production costs. Th is reduces the ability 
of producers to compete in local and export markets. 
Th is has consequences for the total output of the 
economy and for employment levels in the local 
labor market.

Part of Dr. Cao-García’s analysis included an 
estimate of expected consequences of PREPA’s 
proposed increase in tariff  rates on the diff erent 
sectors of the economy. It used the 2013 Input/ 
Output Transactions Matrix from the Puerto Rico 
Planning Board; the electric production vector in 
the condensed transactions matrix was modifi ed. 
It was increased by PREPA’s proposed raise in rates 
for each sector.

To simulate the impact of proposed increases in 
electricity rates on real GNP, a forecasting econometric equation 
was constructed. Using the regression coeffi  cient for the price of 
electricity, and assuming the proposed rate increase of nearly 4.2 
cents per kilowatt-hour in the price of electricity, the impact on 
the real GNP was estimated.

Main fi ndings included an overall increase in cost of interme-
diate inputs of 0.53 percent, comprising increases of 0.51 percent 
in manufacturing and 1.33 percent in wholesale & retail trade. 
Th e fi ndings also refl ect a reduction of 66.2 million dollars in 
real GNP, which is equivalent to a reduction of 1.05 percent in 
real GNP; a reduction of 11,075 jobs, raising the unemployment 
rate from 12.1 percent to 13.1 percent; and an increase of 1.35 
percent in the Consumer Price Index.

It is important to consider that the forecasted eff ects of 
the proposed 26 percent rate increase occurred within a sce-
nario of continuous decline from 2006 to 2015 of the gross 
national product, 14.1 percent at constant prices, as shown 
on the Statistical Appendix of the Economic Report to the 
Governor, 2015.

Concerning the eff ects of the proposed increases in electricity 
rates on energy consumption, a demand equation for electricity 
was constructed and estimated through the Two Stages Least 
Squares method (2SLS). Assuming a population of 3.4 million, it 

Electricity 
consumption 
in Puerto Rico 
has been in 
constant 
decline since 
2006.
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When analyzing Puerto Rico’s energy cost structure after 
PREPA’s fi nancial restructuring and the 2016 Rate Case, the 
cost associated with debt service is 24.5% of the total approved 
rate of approximately 22.82 cents-per-kilowatt-hour, consisting 
of the securitized debt, transition charge of 3.05 cents-per-
kilowatt-hour, plus regular (non-securitized) debt service of 2.55 
cents-per-kilowatt-hour for a total of 5.6 cents-per-kilowatt-hour.

For benchmarking purposes, 
in accordance with data for 
December 2016 from the U.S. 
EIA, the full Industrial Rate dur-
ing December 2016 for several 
states including Iowa, Georgia, 
Louisiana, Oklahoma, Texas, 
Montana and Nevada of 5.08, 
5.43, 5.54, 5.05, 5.34, 4.75 and 
4.61 cents-per-kilowatt-hour are 

less than the current debt service value of PREPA. In simple words, 
the amount that PREPA has in its debt service resulting from the 
fi nancial restructuring eff orts amounts to a higher amount than 
the full Industrial Average Rate of seven states in the U.S.

Infrastructure Planning
From July 2015 through September 2016, the PREC carried out 
the review of the PREPA Integrated Resources Plan (IRP). Th e 
IRP is the plan that considers all reasonable resources to satisfy 
the demand for electric power services for a twenty-year period.

Th e PREC, in its Final Resolution and Order, disapproved 
of the IRP submitted by PREPA and approved a modifi ed plan. 
Th e approved plan included specifi c actions that PREPA shall 
take over the next fi ve fi scal years, aimed to guide the renewal 
of the electricity system.

It specifi cally addressed its generation fl eet, increasing renew-
able energy, implementing energy effi  cient and demand response 
programs and establishing economic parameters for the develop-
ment of natural gas infrastructure, the Aguirre Off shore Gas 
Port (AOGP) project.

As stated earlier, energy demand has declined 16.4 percent 
since 2006. Strangely, the Energy Forecast for Base Scenario 
proposed by PREPA, as included in Table 1-7, IRP, Volume III, 
presented a steady demand for the twenty years IRP time span.

PREPA’s projection did not take into account the 

with similar economies and gross domestic product (GDP), 
Puerto Rico maintains a similar position compared with U.S. 
east and southeast states.

During 2015, Puerto Rico with an average industrial rate of 
17.49 cents per kilowatt-hour (slightly higher than the Dominican 
Republic) had the highest industrial cost as compared with Costa 
Rica, Singapore and Ireland. But again, when comparing costs for 
2014, prior to when international oil prices plummeted, Puerto 
Rico had the highest industrial rate at 23.16 cents per kilowatt-
hour surpassing Costa Rica, Dominican Republic and Singapore 
by a diff erence of approximately 5 cents per kilowatt-hour; and 
Ireland by over 6.5 cents per kilowatt-hour.

When comparing Puerto Rico’s 2015 average industrial 
tariff  of 17.49 cents per kilowatt-hour with countries from the 
Organization for Economic Cooperation and Development 
(OECD), a similar trend is observed. During 2015, Puerto Rico’s 
energy costs were approximately 2 or 3 cents per kilowatt-hour 
higher than countries like Germany, Japan and the United 
Kingdom. During 2014, when compared with the same countries, 
the cost gap increased to between approximately 4 to 8 cents per 
kilowatt-hour.

Th e previous analysis is not intended to represent a direct 
contrast between Puerto Rico’s electric cost and those of the 
compared jurisdictions. However, it is aimed to provide bench-
marks and indicators for energy costs in other jurisdictions, to 
make Puerto Rico as competitive as possible, considering low 
operational and administrative costs and low debt service values.

Average energy rates for all areas and classes during December 
2016 were approximately 20 cents per kilowatt-hour. Th is cost 
included a provisional rate increase of 1.29 cents per kilowatt-
hour, corresponding to PREPA’s petition for a rate increase. 
Th e average energy rate without that provisional rate increase is 
approximately 18.7 cents per kilowatt-hour, similar to the 18.91 
cents per kilowatt-hour value for 2015.

In January 2017, the PREC approved a permanent increase 
of 1.025 cents per kilowatt-hour to cover revenue defi ciencies 
related to operational expenses. Th is increase, plus the 3.05 cents 
per kilowatt-hour for transition charges, will take the current 
electric energy rates to an approximate average cost of 23 cents 
per kilowatt-hour, similar to the rates before oil prices plummeted 
in 2014. Th is projected rate would place Puerto Rico at a serious 
disadvantage with competing economies.

Puerto Rico’s 
electric system 
is not connected 
to other grids in 
the Caribbean 
or the U.S.
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short term, up to the year 2020.
Considering the Base Scenario 

for System Peak included in the 
IRP of a projected load for 2020 
of 2,802 megawatts, the proposed 
generation replacement represents 
only approximately 20 percent of 
the generation fl eet.

Th e above takes on signifi cant 
importance when considering Federal environmental regulations, 
especially Mercury Air Toxic Standards (MATS). As discussed 
in the IRP Volume IV, PREPA is not in compliance with those 
regulations in any of its oil-fi red steam generating units, with 
the exception of the Costa Sur 5 and 6 units that were retrofi tted 
to burn natural gas.

In accordance with the Puerto Rico State Energy Offi  ce for 
fi scal year 2015, 46.06 percent of the electric energy generation 
was based on oil; 35.5 percent on natural gas; 16.85 percent on 
coal; 0.88 percent in wind; 0.48 percent in hydroelectric; and 
0.23 percent in photovoltaic. Th is includes energy generated by 
PPOA’s for coal, natural gas and utility scale renewables; it does 

implementation of energy effi  ciency programs beyond statutory 
requirements for government facilities. In a similar manner, 
PREPA did not consider compliance with current statutes, 
state law 82-2010, in regards to the Renewable Energy Portfolio 
Standard (RPS).

Current requirements state a 15 percent goal for 2020 and 20 
percent for 2035. RPS values included in the proposed PREPA 
IRP were 10 percent for 2020 and 15 percent for 2035. Th ose 
values were presented without modifi cation to current statutes. 
Justifi ed, but not proven values, are based on the lack of fl exibility 
of the existing generation fl eet to correlate with the intermittence 
of renewable energy; in other words, the inability of PREPA to 
avoid high curtailment values.

In regard to energy generation, the proposed IRP was based 
on continuing operations in PREPA’s four thermal generation 
sites, replacing outdated steam generating units by effi  cient 
combined cycle units.

Notwithstanding, beyond the proposed combined-cycle unit 
for the Palo Seco Plant (359 megawatts) and the partial repower-
ing of the Aguirre Combined Cycle plant (263 megawatts), no 
additional generation unit replacements were considered in the 

The PREPA 
generation fleet 
is obsolete and 
in need of 
immediate 
replacement. 

THE LESSONS OF PREPA
By Eric Ackerman

This is a time when we are experimenting 
with deconstructing the administrative state, 
firm in the belief that over-regulation is what’s 
wrong with the economy. Many believe that if 
we just cut back on regulation, we will spur 
new growth and prosperity. But before we 
jump on that bandwagon, it may be instructive 
to look at the experience of the Puerto Rico 
Electric Power Authority. 

PREPA is a government-owned utility, 
organized in 1941, that operated until 2014 
– for most of its existence – with no regula-
tory oversight. The result? An electric system 
which is unsafe, unreliable, inefficient, and 
burdened with unsustainable levels of debt.

The newly authorized Puerto Rico Energy 
Commission has looked under PREPA’s hood 
and found “a culture and practices arising 
from seventy-five years of monopoly status, 

subject to continuous and shortsighted political 
interference but with no oversight by an objec-
tive, professional and apolitical commission.”

The result, according to the Commission, 
has been “damage in the form of deep debt, 
a deteriorated physical system, demoralized 
workers, hesitant lenders, skeptical renewable 
developers and suffering consumers.”

Incredibly, PREPA appears to be pushing 
back on the exercise of regulatory oversight, 
advocating for a return to its pre-regulatory 
ways. For policy-makers, there are at least 
three lessons.

First, effective, objective, professional, 
apolitical regulation is clearly in the public 
interest; for government-owned, as well as 
investor-owned, utilities. Is it appropriate for 
consumer-owned utilities such as coops? 
I’m less sure.

In PREPA’s case, certainly, regulation 
is needed to isolate the utility from political 
influence, so that it can tell the truth. PREPA 
needs to be transparent in terms of sharing 

sub-standard reliability metrics. And, explain-
ing the urgent need for improvements and 
new technology supported by an adequate 
cost structure.

A second lesson is that electricity policy is 
complicated. There are a lot of moving parts 
and competing public interests.

A third lesson, given the larger issues of 
the overall Puerto Rican economy, may be that 
the power supply is central to the economy. 
The New York Times ran a front-page story 
on March 9, 2017 titled “Pension Crisis in 
Puerto Rico Fleeces Young”. That is a related 
economic disaster.

So, the question of how to turn PREPA 
around is equally a question of how to support 
the Puerto Rican economy going forward. Based 
on utility experience in the lower forty-eight 
states, the tool kit includes both regulatory 
incentives within the cost-of-service frame-
work, and market restructuring. Both kinds 
of tools can be used to encourage increased 
efficiency and lower cost. ■

Eric Ackerman is former Director of Alternative 

Regulation at the Edison Electric Institute.
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PREPA was established in 1941 but it 
was not until 2014 that an independent 
regulatory body, the PREC, was created. 
Prior to the creation of PREC, PREPA 
was self-regulated.

Since the creation of the PREC, the 
implementation of a regulatory structure 
has not been an easy task. Th e Modifi ed 
IRP approved by the PREC was con-
tested administratively by PREPA, 
delaying its implementation.

Th e securitization law, Act 4 of 2016, 
was enacted in such a manner that it was 

interpreted by the PREC as a limitation on its powers, resulting 
in the approval of the transition charges. Th at interpretation was 
challenged in court, considering Act 4 as link in the process of 
transforming PREPA. Law 57 of 2014 governs such transforma-
tion. Th at is the legal framework in which the securitization 
should have been evaluated.

Finally, the fi ling for the fi scal year 2017 rate case was charac-
terized by insuffi  cient information, 
to the extent that matters regarding 
revenue allocation and rate design 
will be addressed in a separate pro-
ceeding during 2017.

Consequently, within the rate 
case January 10th 2017 Order, 
the revenue allocation increase 
was approved in an equal cents-
per-kilowatt-hour basis, with one 

exception for the Power Producers Connected at PREPA Bus 
Bar (PPBB) Tariff .

Despite its growing pains, Puerto Rico now has a regulatory 
framework and a regulatory body, the PREC. Th e challenge 
ahead is to bring transformation to the Puerto Rico electric 
system, beyond current policy and statute.

During recent years and especially as part of the PREC’s last 
proceedings, mainly during the rate case, it has been demonstrated 
and reconfi rmed that PREPA has no access to capital markets. 
Th e recently approved revenue requirement included an additional 
153.5 million dollars of ratepayer-funded capital expenditure 
equivalent to 0.89 cents per kilowatt-hour.

As explained in the rate case Resolution and Order, that 
amount is in addition to debt service, intended to cover capital 
improvement for future benefi t. Th e PREPA generation fl eet is 
obsolete and in need of immediate replacement.

Th e Modifi ed IRP order includes the replacement of part of 
PREPA’s generation fl eet and the continued permitting towards 
the establishment of natural gas infrastructure within a fi ve-
year action plan. Without access to capital markets, the capital 

not include distributed generation.
Th e proposed IRP by PREPA did not consider the urgent 

need to migrate from an outdated oil-fi red generation base to 
effi  cient natural gas generation in combination with renewable 
energy sources. And it did not include energy effi  ciency and 
demand response programs.

Th e fi ve year action plan included within the Modifi ed IRP by 
the PREC does consider urgent steps towards the electrical system 
renewal, including new combined cycle units for the Palo Seco 
and Aguirre site; the repowering of the Aguirre Combined Cycle; 
permitting and economic analysis of natural gas infrastructure; 
retirements of oil fi red steam units; competitive bidding for 
renewable energy projects in compliance with current RPS; 
compliance with state and federal environmental requirements; 
improvements to transmission and distribution systems; and 
establishment of energy effi  ciency and demand response programs.

Th e replacement of the outdated, low effi  ciency oil-fi red genera-
tion fl eet by effi  cient generation units included in the Modifi ed 
IRP, points towards the reduction of electricity prices as there will 
be less fuel consumption. Th e operational costs of new combined 
cycle units will be lower. And cost-eff ective renewable energy 
generation, environmental compliance and incorporation of energy 
effi  ciency and demand response programs should help lower prices.

A Path Forward Beyond Current Policy and Statutes
Statutes are normally the result of public concern. Ignoring 
or going against that concern would be acting contrary to key 
aspects of policymaking. Puerto Rico’s manufacturing sector 
is responsible for almost half of its GDP. It faces competition 
from other jurisdictions, in the U.S. and internationally, with 
low electricity prices. It would be illogical to think that there 
would not be strong interest in a reliable electrical system with 
low competitive energy costs.

Puerto Rico’s electric system confronted two major obstacles. 
Th ey were the lack of an independent regulatory framework and 
the lack of public policy aimed at changing the current framework 
of a vertically integrated public monopoly.

Fixed costs for 
electricity are 
paid by an 
increasingly 
reduced base 
of customers.

Tomás Torres on the left; Jose Rossi, Chairman of the Institute of Competitiveness and 
Economic Sustainability in the center; Governor Ricardo Rossello on the right.
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supply could result in increased energy costs beyond those pres-
ently in place.

Consequently, that integration should be gradual and limited 
to specifi c sectors, depending on energy demand, present and 
forecasted; taking advantage of energy effi  ciency and demand 
response programs. Th is does not mean to discard PREPA as a key 
part of Puerto Rico’s electrical system, but to integrate additional 
power generation options aimed to promote competition.

A strong public policy also needs to be adopted now to persuade 
the PROMESA Oversight Board to provide PREPA the maximum 
debt service relief available. Th is would be in accordance with the 
PREC directive.

Additional space will be given to PREPA in regard to debt 
relief. It will be given opportunities to obtain fi nancial viability 
for the renewal of its generation fl eet and the additional capital 

expenditure funding required from ratepayers would be excessive, 
elevating rates to unsustainable levels. 

New public policy needs to be adopted, aiming to change 
the current statute to give the PREC enough space to provide 
alternatives for electric power generation beyond an unfunded 
and heavily debt burdened PREPA, intended to achieve lower 
energy costs.

Th at policy needs to be oriented towards an open network 
that promotes price competition. It should include the immediate 
implementation of broad regulation in regards to distributed energy 
resources and wheeling at transmission and distribution levels.

New policy also needs to include well-designed and thorough 
steps towards the integration of independent power producers 
into Puerto Rico’s electric system. Th at integration must consider 
an adequate amount of generation supply, taking into account 
the existing trend of decreasing demand. A system with excess 
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Th e incorporation of an independent 
regulator in the energy fi eld has provided 
transparency and direction for the renewal 
of our electric system. Now, to continue 
the transformation, it is necessary to adopt 
public policy towards debt reduction; 
enact clear regulation in terms of open 
access, including distributed energy 

resources and wheeling; develop renew-
able energy; expedite implementation of 
the Modifi ed IRP fi ve-year action plan; 
and strengthen the independent regulatory 
body and regulatory framework. PUF

action plan approved by the PREC within 
the Modifi ed IRP. PREPA’s reliability met-
rics (SAFI, SAIDI and CAIDI) are far 
below the national U.S. average and are 
even below its own local standards.

Puerto Rico’s electric system is in 
critical condition, characterized by high 
prices and unreliability. Increasing the 
cost of electricity is not the solution. If 
electricity prices are increased, Puerto Rico 
will lose competitiveness in comparison 
with regional and international competi-
tors. Because fi xed costs are paid by an 
increasingly reduced base of customers, 
an increase in energy costs will lead to a 
reduction in demand, triggering a loop 
that could result in the unraveling of our 
electric system.

required to modernize its grid to allow 
for the integration of distributed energy 
resources and provide a reliable electric 
energy system at low competitive costs.

Finally, the reform needs to be framed 
within the need to foster economic devel-
opment through low electric costs, and 
maintain a reliable energy system. It should 
meet the timeframe goals of the fi ve-year 

Electricity in Puerto Rico
(Cont. from p. 45)

A new policy needs 
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Chapter 11 fi ling. Stay tuned as this sit-
uation is very fl uid. However, I would 

have moved certain manufacturing 
processes off shore to America because of 
the cheap energy prices.  Both Georgia 
and South Carolina eliminated the 
sales tax on energy used in manufac-
turing to attract even more industry. 
In Georgia, the PSC froze base rates 
at Georgia Power for three years as a 
part of the merger deal between the 
Southern Company and Atlanta Gas 
Light Resources.

Th ings aren’t perfect in the Peach 
State, and there are still many things 
we can learn from our neighbors near 
and far. Our new-nuclear projects 
could end up costing us far more than 
we had hoped,  assuming we can even 
fi nish them after a Westinghouse 

Energiewende, Fracking and Lower Rates
(Cont. from p. 48)

Commissioner Echols checking on the German energy transformation.

not trade positions with a German or 
French regulator for all the macaroons 
in France.  One thing I do agree on 
though: energy solutions depend on 
national circumstances.  Let’s keep 
moving Georgia forward. PUF

Reddy Kilowatt is a registered trademark of the Reddy 
Kilowatt Corporation, a subsidiary of Xcel Energy Inc.
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