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Back to the Drawing Board: 
PREC Orders Prepa 

to Seek Maximum Debt Relief
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The Puerto Rico Energy Com-
mission (PREC) has ordered the 
Puerto Rico Electric Power Au-
thority (Prepa) “to use all rea-
sonable efforts to persuade the 
Promesa Oversight Board to pro-
vide the maximum debt-service 
relief available, demonstrating 
to that Board how the savings 
will benefit the Commonwealth’s 
economy and consumers.”

This is one of the benefits that, 
according to business and renew-
able-energy officials interviewed 
by Caribbean Business, came out 
of the commission’s rate design 
order that was issued recently 
following more than three weeks 
of technical hearings and six 
months of studies.

Josen Rossi, managing partner 
& chairman of Aireko Construc-
tion, noted that PREC’s word-
ing on Prepa’s restructuring 
support agreement (RSA) with 
creditors is “compelling” be-
cause Prepa has said it will de-
fend the current restructuring 
agreement negotiated with 70% 
of the bondholders and which 
cut the debt by 15% before the 
board, established by the Puerto 
Rico Oversight, Management & 
Economic Stability Act (Prome-
sa), was set up. 

PREPA HAS A DEBT LOAD 
OF $9 BILLION.

“Prepa wants to use Promesa 
to force all the creditors to ac-
cept the 15% cut, but that is not 
the best alternative. PREC is tell-
ing Prepa to use all of its powers 
under Promesa to get the best 
deal possible,” he said.

The PREC order gave Prepa 
120 directives on its operations, 
which business and renewable 
energy officials said virtually put 
the utility “under a trust” and 
under the complete control of 
the commission.

Torres said Prepa even has to 
provide to the commission the 
names of all managers respon-
sible for unreasonable cost over-
runs, if that happens, as well as 
an analysis.

While the order establishes 
new rates, they will not be per-
manent. The first rate-revision 
case will be in October 2017 to 

determine revenue requirements 
as well as start evaluating Prepa’s 
future budgets.

“The order says the revision 
case will be to see how Prepa is 
reducing costs and that is posi-
tive,” said Tomas Torres, the 
coordinator of the Competitive-
ness & Economic Sustainability 
Institute.

The order raised the basic elec-
tricity rate but resulted in a cut 
in the provisional rate imposed 
by Prepa last year. The average 
basic rate was set permanently 
at 1.025 cents per kilowatt-hour 
(kWh) compared with 1.299 
cents per kWh for the provision-
al rate. The reduction of 0.274 
cents per kWh is the equivalent 
of $45 million in savings yearly 
for consumers and businesses.

The basic residential rate is 
4.34 cents per kWh while the 
commercial and industrial rates 
are between 7.67 cents per kWh 
and 7.80 cents per kWh but those 
rates do not include other costs 
and fuel adjustments.

The business and renewable 
energy officials cited as posi-
tive that the commission did 
not raise the “demand charges” 
for the industrial sector. PREC 
also established controls over 
the utility’s debt, set guidelines 
for Prepa to be transparent and 
have clear, well-understood ac-
counting records; ordered a per-
formance probe into the utility; 
and established a process to pe-
riodically revise tariffs, which 
means the rate the commission 
set is not going to be permanent.

Among the negative aspects 
of the order, the officials cited 
that the level of debt, capital im-
provements, subsidies and bad 
debt that cannot be recoverable 
was still too high. At the same 
time, the order hinders the in-
tegration of renewables into 
the system; does not discuss the 
issue of private investment to 
help deal with Prepa’s inability 
to access markets; and does not 
give adequate weight to the im-
pact of the tariffs on economic 
development, promote manu-
facturing through competitive 
costs or promote wheeling to 
force Prepa into providing more 
competitive costs.

According to the Independent 
Energy Producers: “Wheel-
ing refers to the transfer of 

electrical power through trans-
mission and distribution lines 
from one utility’s service area 
to another’s. Wheeling can oc-
cur between two adjacent utili-
ties or between utilities in dif-
ferent states.”

PREPA’S DEBT
Torres believes the main 

achievement during the process 
was the private sector’s inter-
vention at the PREC rate hear-
ings helped reduce Prepa’s rev-
enue requirements. As a result of 
the data presented, PREC con-
cluded that the utility’s revenue 
requirement was $3.4 billion, 
not $3.5 billion as the utility had 
requested. 

At the same time, the $45 mil-
lion in savings gleaned from cut-
ting the provisional rate must be 
returned to customers, the com-
mission said.

He highlighted as another 
positive that PREC “with the 
input from the private sec-
tor also made reallocations to 
transmission and distribution, 
reducing the allocation of ad-
ministrative costs.”

Still, Torres said that Prepa’s 
level of debt is the equivalent 
of 5.6 cents per kWh, or 24.5% 
of the utility’s total costs after 
restructuring, which is simply 
too high. “In Georgia, the in-
dustrial rate is 5.8 cents [per 
kWh],” he said. 

For these reasons, the com-
mission ordered Prepa to take 
“all actions possible” to use the 
Promesa process for the advan-
tage of Prepa’s customers. “If 
and when these changes occur, 
Prepa shall inform the commis-
sion of the necessary changes 
to the revenue requirement. On 
receiving that information, the 
commission will determine how 
and when to adjust the revenue 
requirement,” PREC said.

According to PREC, the final 
debt costs to Prepa’s ratepay-
ers will depend on the applica-
tion of Promesa’s provisions. 
Under Section 601 of Promesa, 
if a certain percentage of bond-
holders choose to participate 
in a debt-restructuring process, 
the oversight board can require 
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“[T]o the extent the Promesa process causes existing 
participating bondholders to accept additional limits on their 

recovery, ratepayers will also be better off.”
 

—The Puerto Rico Energy Commission (PREC) in its order to the  
Puerto Rico Electric Power Authority (Prepa)
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the remaining bondholders to 
participate as well. Prepa’s RSA 
is only with 70% of its creditors 
and the utility wants to include 
them all.

PREC said that if all creditors 
participate in the restructur-
ing agreement, some $314 mil-
lion in debt would move out of 
Prepa’s fiscal year 2017 revenue 
requirement and into Prepa’s 
revitalization corporation rev-
enue requirement, to be recov-
ered through the new transi-
tion charge. 

“Ratepayers would save mon-
ey because all the debt, rather 
than only the participating debt, 
would be subject to the 85% re-
covery cap, the lower interest 
rate and the five-year principal 
holiday called for by the restruc-
turing support agreement. And 
to the extent the Promesa pro-
cess causes existing participating 
bondholders to accept additional 

limits on their recovery, ratepay-
ers will also be better off,” PREC 
told Prepa.

In its order, PREC did not pass 
judgment on the performance of 
Prepa Chief Restructuring Offi-
cer Lisa Donahue in the debt-re-
structuring negotiations because 
the intervenors in the technical 
hearings did not present evi-
dence to show she could have ob-
tained a better deal.

Prepa has already obtained 
from most bondholders a 15% re-
duction in principal, lower inter-
est rates and a five-year deferral 
of principal. “No intervenor pre-
sented evidence that Prepa could 
have obtained more concessions 
had it bargained more effective-
ly,” the commission said. “In a 
political setting, it may be accept-
able to complain about costs. In 
an administrative adjudication, 
arguments require evidence.”

Victor González, one of the 
founders of Windmar Renew-
able Energy, said the market was 

paying Prepa’s debt at less than 
45 cents to the dollar, whereas 
Prepa creditors only got a cut to 
85 cents. “How is that a better 
deal?” he asked, adding that the 
utility should use Promesa to get 
a better agreement.

PREC increased by $9.6 mil-
lion the utility’s Generation 
Expense; by $3.3 million the 
Transmission Expense; and by 
$16.1 million the Distribution 
Expense, but reduced by $17 
million Prepa’s Administrative 
& General Expenses. PREC not-
ed that there has been a reduc-
tion in technical staff and the 
system was very poorly main-
tained in 2014 and 2015, adding 
that Prepa’s situation was far 
more serious than expected.

TIME OF USE
During the technical hearings, 

economist Ramón Cao warned 
that a hike in utility rates would 
hurt the local economy. To that 
warning, PREC examiner Scott 

Hempling noted that power rates 
have gone down over the past 
two years because of a decline in 
fuel prices, but the local econo-
my has failed to expand.

But Enrique García, presi-
dent of Cemex, said that Cemex 
stopped exporting cement man-
ufactured locally after the pro-
visional rate hike of 1.299 cents 
per kWh went into effect. García 
said energy costs constitute 50% 
of the firm’s operational costs.

He also said that since Decem-
ber 2015, Cemex has requested 
that Prepa review its electric-
ity rates, but these petitions have 
been denied twice and referred 
to the rate case. García asked 
for a rate of 0.14 cents per kWh. 
While he did not say that Cemex 
was going to leave the island, 
he warned the company’s exit 
would be the equivalent of losing 
10,000 Puerto Rican families off 
the Prepa network immediately.

Because of the Cemex case, 
PREC ordered Prepa to maintain 

the “time of use” tariffs, which 
provides for reduced energy costs 
outside of peak hours. That is 
about one cent less per kWh af-
ter 11 p.m. The commission said 
Prepa must retain the time of 
use rates without any change in 
availability and keep them open 
for new customers. “Prepa shall 
eliminate the ratchets and con-
tract charges from these tariffs, 
and increase the on- and off-peak 
energy charges in each tariff uni-
formly to recover the allocated 
revenue increase,” PREC said.

Torres said PREC denied Pre-
pa’s request to increase demand 
charges, which apply a rate in 
dollars per kWh to a customer’s 
maximum rate of consumption 
in any 15-minute period in the 
month billed.

PREC eliminated the eco-
nomic development rider in fa-
vor of a load retention rider so 
large energy consumers do not 
leave, but the commission did 
not go further.

Continued from page 11

“Prepa 
wants to use 
Promesa to 
force all the 
creditors to 
accept the 
15% cut, 

but that is 
not the best 
alternative. 

PREC is 
telling Prepa 

to use all of its 
powers under 

Promesa to 
get the best 

deal possible.”
 

—Josen Rossi, managing 
partner & chairman of 

Aireko Construction
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TRANSITION CHARGE
Torres said that while the com-

mission approved a 3-cent tran-
sition charge in June, it also gave 
45 days to sectors to challenge 
the transition charge in court. 
Donahue said its implementa-
tion was paralyzed until it was 
validated by a court.

“The private sector has stopped 
the transition charge, over $400 
million, to consumers,” noted 
Manufacturers Association Pres-
ident Rodrigo Masses.

This development has helped 
the renewable sector to expand.

González noted that the tran-
sition charge could only go into 
effect after Prepa gets an invest-
ment grade from at least one 
credit-rating agency and this has 
not happened.

Rossi said the scenario is there 
to improve rates for the industri-
al and business sector, but there 
is still a long road to travel. “We 
cannot rest until energy costs are 
lower than 16 cents per kWh [for 
commercial clients],” he said.

PROBLEM OF BAD DEBT
The business and renewable 

energy officials contended that 
the costs of uncollectible or bad 
debt and the value of subsidies 
continue to be high. The cost of 
uncollectible debt is the equiva-
lent of 0.56 cents per kWh, which 
is higher than the Contribution 
in Lieu of Taxes (CILT), which 
are payments made by Prepa to 
municipalities in exchange for 
tax exemptions.

Meanwhile, the cost of subsi-
dies is 0.79 cents per kWh.

González said the order does 
not support the integration of 
renewables. Masses said Prepa 
is fighting to keep its monopoly 
and is hindering the entrance of 
renewables.

“Puerto Rico has not been able 
to reach a 2% use of renewables 
even though the grid won’t have a 
problem with integrating at least 
10%…. They [Prepa] know renew-
ables are going to eat their mar-
ket and that is why they are stop-
ping them,” González charged.

While Prepa has said it can 
only integrate a limited amount 
of renewables in its grid, Rossi 
countered that a Siemens study 

commissioned by Prepa merely 
says there was a limit to the in-
tegration of renewables instead 
of providing alternatives to inte-
grating them.

COURT CHALLENGE ON 
NET METERING

Another issue of contention 
between Prepa and its customers 
is net metering, which is a billing 
mechanism that credits owners 
of renewables for the electric-
ity they add to the grid. For ex-
ample, if a residential customer 
has a solar power grid on a house 
rooftop, the system may generate 
more electricity than the home 
uses during daylight hours. 

The energy delivered to net-
metering customers from Prepa 
is defined as “inflow.” The en-
ergy provided by net-metering 
customers to Prepa is termed 
“outflow.” Typically, a net-me-
tering customer will experience 
outflow during some hours dur-
ing a month and inflow during 
other hours. 

“It is our intention for each 
customer to be billed monthly 
for the sum of their inflow over 
the metering intervals with net 
inflow, and be credited for the 
sum of the outflow over the me-
tering intervals with net out-
flow,” PREC said.

PREC said that for outflow 
from non-grandfathered net-
metering customers, there will 
be a credit equal to the sum of 
the customer’s base-rate en-
ergy charge; the fuel charge; 
the purchased-power charge; 
and the subsidies for hotel dis-
count, downtown commerce, 
churches, rural aqueducts, gas, 
condominium common areas 
and irrigation districts; and the 
Act 73 tax credit.

The credit will not include 
the CILT, the energy-efficiency 
charge (when created), public 
lighting subsidy, the Energy Com-
mission assessment and all items 
noted as “help to humans,” such 
as life-preserving equipment.

For outflow from grandfa-
thered net-metering customers, 
the credit will be the sum of the 
base rate, fuel charge, purchase-
power charge, all items in the 
subsidy rider, CILT and energy-

efficiency charge. For inflow, 
each net-metering customer will 
pay the full rate for its class, in-
cluding base rates, fuel charge, 
power-purchase charge, CILT 
charge, full subsidy charge and 
energy-efficiency charge.

González said Windmar Re-
newable Energy will go to court 
to challenge the charges to net 
metering as it has challenged the 

transition charge. Public policy 
favors net metering.

“The order intends to charge 
new costs to new clients of net 
metering and that is in addition 
to the transition charge [which 
has not been implemented],” 
González said. “We are going to 
challenge all additional charges 
to net metering because they are 
against the [energy reform] law. 

We are not going to allow [PREC] 
to decide which laws to obey and 
which not to…. This is a matter of 
customer choice.”

The order also does not con-
sider private investments for 
energy generation as an alterna-
tive to Prepa’s inability to access 
markets to fund its projects, the 
officials said. As a result, con-
sumers have to contribute $156 
million through the tariffs.

Masses said the order does 
not mention anything about get-
ting private investors to fund all 
the infrastructure projects es-
tablished in Prepa’s integrated 
resource plan. “We should not 
have to wait for the Prepa’s cred-
it or the government to make 
changes, but use the good credit 
of citizens and cities to do im-
provements,” he said.

Torres said the order also fails 
to give more weight to the im-
pact of the rates on economic 
development. Since 2006, when 
Puerto Rico’s fiscal and eco-
nomic downturn began, the is-
land’s gross national product 
has gone down significantly. 
“The emphasis should have 
been on improving Prepa’s in-
frastructure and economic 
development, but [instead] fo-
cused more on giving Prepa eco-
nomic balance,” Torres added.

WHAT HAPPENED TO 
WHEELING?

The business and renewable-
energy officials also noted the 
Legislature’s role in implement-
ing matters of public policy that 
include quickly implementing 
needed infrastructure changes 
and focusing on renewables.

The government must also es-
tablish a “wheeling tariff” as a 
mechanism to pressure Prepa 
into providing more competitive 
energy costs, Masses said, but 
PREC did not go into the use of 
wheeling. While there has been 
a law regulating wheeling since 
2008, Prepa has not implement-
ed the program.

“The reason why the country 
is in the shape it is now is in part 
because the government is trying 
to save Prepa. High energy costs 
are what have made some indus-
tries fail,” Masses said. 

“Prepa wants to use Promesa to force 
all the creditors to accept the 15% cut, 

but that is not the best alternative. 
PREC is telling Prepa to use all of its 
powers under Promesa to get the best 

deal possible.”
 

—Josen Rossi, managing partner & chairman of Aireko 
Construction




