
 

 

UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF PUERTO RICO 

 
--------------------------------------------------------------------x 

In re: 

THE FINANCIAL OVERSIGHT AND  
MANAGEMENT BOARD FOR PUERTO RICO, 

 as representative of 

PUERTO RICO ELECTRIC POWER AUTHORITY, 

 Debtor. 

Tax I.D. No. 66-0433747 

PROMESA 
Title III  
 
 
 
No.  17 BK _____ - (         ) 
 

--------------------------------------------------------------------x 
 

NOTICE OF FILING OF STATEMENT OF OVERSIGHT  
BOARD REGARDING PREPA’S TITLE III CASE 

 
To the Honorable United States District Court Judge: 
 

The Financial Oversight and Management Board for Puerto Rico (the “Oversight Board”) 

respectfully avers: 

1. On June 30, 2016, the Oversight Board was established under PROMESA 

section 101(b). 

2. Pursuant to PROMESA section 315, “[t]he Oversight Board in a case under this 

title is the representative of the debtor” and “may take any action necessary on behalf of the 

debtor to prosecute the case of the debtor, including filing a petition under section 304 of 

[PROMESA] . . . or otherwise generally submitting filings in relation to the case with the court.”  

3. On September 30, 2016, the Oversight Board designated Puerto Rico Electric 

Power Authority (“PREPA”) as a covered instrumentality under PROMESA section 101(d). 
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4. On July 2, 2017 the Oversight Board filed a voluntary petition for relief for 

PREPA pursuant to PROMESA section 304(a), commencing a case under title III thereof (the 

“Title III Case”). 

5. The Oversight Board respectfully submits a Statement of Oversight Board 

Regarding PREPA’s Title III Case to provide the Court with information regarding the 

circumstances that led to the filing of this Title III Case attached hereto as Exhibit A. 

6. The Oversight Board has provided notice of this Statement to: (a) the Office of 

the United States Trustee for the District of Puerto Rico; (b) the indenture trustees and/or agents, 

as applicable, for PREPA’s bonds; (c) the entities on the list of creditors holding the 20 largest 

unsecured claims against PREPA; (d) the Office of the United States Attorney for the District of 

Puerto Rico; (e) counsel to the Puerto Rico Fiscal Agency and Financial Advisory Authority; 

(f) the Puerto Rico Department of Justice; (g) the Other Interested Parties;1 and (h) all parties 

filing a notice of appearance in this Title III Case. 

  

                                                
1  The “Other Interested Parties” include the following: (i) counsel to certain of the insurers and trustees of the bonds 

issued by PREPA; and (ii) counsel to certain ad hoc groups of holders of bonds issued by PREPA. 
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WHEREFORE the Oversight Board respectfully notifies the Court and the Clerk’s Office 

of the PREPA filing and the attached statement. 

Dated: July 2, 2017 
 San Juan, Puerto Rico 

Respectfully submitted, 
 
/s/  Martin J. Bienenstock   
Martin J. Bienenstock 
Paul V. Possinger 
Ehud Barak 
Maja Zerjal 
(Admission Pro Hac Vice pending) 
PROSKAUER ROSE LLP 
Eleven Times Square 
New York, NY 10036 
Tel:  (212) 969-3000 
Fax:  (212) 969-2900 
 
Attorneys for the  
Financial Oversight and  
Management Board as representative for 
PREPA 
 
/s/Hermann D. Bauer-Alvarez      
 
Hermann D. Bauer-Alvarez 
USDC No. 215205 
O’NEILL & BORGES LLC 
250 Muñoz Rivera Ave., Suite 800 
San Juan, PR 00918-1813 
Tel:  (787) 764-8181 
Fax:  (787) 753-8944 
 
Co-Attorneys for the  
Financial Oversight and  
Management Board as representative for 
PREPA 

 

Case 3:17-cv-01909   Document 2   Filed 07/02/17   Page 3 of 19



 

 

UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF PUERTO RICO 

--------------------------------------------------------------------x 
In re: 

THE FINANCIAL OVERSIGHT AND  
MANAGEMENT BOARD FOR PUERTO RICO, 

 as representative of 

PUERTO RICO ELECTRIC POWER AUTHORITY, 

 Debtor. 

Tax I.D. No. 66-0433747 

PROMESA 
Title III  
 
 
 
No.  17 BK _____ - (         ) 
 

--------------------------------------------------------------------x 
 

STATEMENT OF OVERSIGHT BOARD REGARDING PREPA’S TITLE III CASE 

The Financial Oversight and Management Board for Puerto Rico (the “Oversight 

Board”), as representative of the Puerto Rico Electric Power Authority (“PREPA”) in the above-

captioned Title III case, respectfully submits this statement (the “Statement”) in connection with 

PREPA’s petition under Title III of the Puerto Rico Oversight, Management, and Economic 

Stability Act (“PROMESA”).1  Title III is a specific statutory vehicle that allows the 

Commonwealth of Puerto Rico and its instrumentalities, such as PREPA, to adjust their debt.  

This Statement is submitted to provide the Court with information regarding the fiscal 

emergency surrounding PREPA that led to the filing of its Title III petition on July 2, 2017 (the 

“Petition Date”).  Except as otherwise provided below, the historical facts have been furnished to 

the Oversight Board by PREPA and its representatives. 

                                                
1 PROMESA is codified at 48 U.S.C. §§ 2101-2241. 
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I. FACTUAL BACKGROUND  

A. History of PREPA and Operations 

1. PREPA was created in 1941 as a public corporation and governmental 

instrumentality of Puerto Rico by Act No. 83 of the Legislative Assembly of Puerto Rico, 

approved May 2, 1941.  PREPA generates, transmits and distributes substantially all the electric 

power used in Puerto Rico.  PREPA is one of the largest municipal utilities in the United States, 

ranking first in number of clients and revenues among public power utilities.   

2. Approximately two-thirds of PREPA’s energy generation is produced by PREPA-

owned and operated facilities.  PREPA owns six major generating plants and a number of 

smaller facilities.  Nearly all these facilities are dependent on fuel oil, although PREPA has 

converted, and is in the process of converting, plants to use natural gas or burn dual fuel (natural 

gas and fuel oil).  The remaining one-third of PREPA’s energy generation is purchased from 

third-party owners and operators of independent power production facilities.  

 
Power Plant in Palo Seco, PR 

3. As of April 30, 2017, PREPA employed approximately 6,400 people.  The 

majority, approximately 4,500 employees, are unionized.  These employees are affiliated with 

four labor unions: (i) approximately 3,600 employees in Electric and Irrigation Industry Workers 

Unions (“UTIER”); (ii) approximately 610 employees in Industrial and Electric Construction 
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Worker’s Insular Union (“UITICE”); (iii) approximately 300 employees in the Professional 

Employees Union (“UEPI”); and (iv) 5 employees in the Pilots Union (“UPAEE”).2 

B. Summary of PREPA’s Material Liabilities 

4. PREPA believes that, as of the Petition Date, it has over $10 billion in liabilities 

that it must restructure so that it can operate as a viable business entity.  PREPA’s obligations 

can be divided broadly into two categories:  (i) financial indebtedness, and (ii) other material 

liabilities.  This section provides a general overview of PREPA’s liabilities:   

i. Financial Indebtedness  

5. The financial obligations are composed of approximately $8.3 billion principal 

amount of power revenue bonds, Build America Bonds (“BABs”) and relending bonds (the 

“Relending Bonds” and together with the power revenue bonds and the BABs, the “Bonds,” and 

the holders of such Bonds, the “Bondholders”).  Approximately $2.25 billion principal amount of 

the Bonds (the “Insured Bonds”) are insured by “monoline” bond insurers (collectively, the 

“Monolines”).3   

6. The financial obligations are also comprised of (i) approximately $700 million 

principal amount under two matured fuel line loans; (ii) approximately $52.2 million principal 

amount under two interest rate swaps; and (iii) approximately $35.0 million principal amount 

outstanding on a collateral line of credit from the Government Development Bank of Puerto Rico 

(“GDB”). 

• Power Revenue Bonds.  All the Bonds were issued under the 1974 Trust Agreement 
(as amended), and have the same priority, lien and collateral structure, secured by a 
lien on all of PREPA’s revenues. The Insured Bonds represent approximately 27.24% 
of outstanding principal and are insured by one of three Monolines.  In addition, the 

                                                
2  The acronyms are based on the Spanish translation for each of the four unions.   
3  The Monoline insurers are: (i) National Public Finance Guarantee Corporation; (ii) Assured Guaranty Corp. and 

Assured Guaranty Municipal Corp.; and (iii) Syncora Guarantee Inc. 
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Monolines beneficially own approximately $218.96 million of the Bonds.  The 
remaining Bonds, totaling approximately $5.0 billion, are not insured (the “Uninsured 
Bonds”).   

• The Uninsured Bonds include approximately $675.9 million of subsidized BABs, 
which are also power revenue bonds. In addition, PREPA issued approximately 
$374 million of Relending Bonds, pursuant to bond purchase agreements executed 
with the creditors that are parties to that certain Restructuring Support Agreement, 
dated January 27, 2016 (as amended, modified and supplemented from time to time, 
the “Restructuring Support Agreement”) (as further discussed below). 

• Fuel Line Loans.  PREPA currently has outstanding approximately $700 million 
under two unsecured revolving lines of credit that were previously used to fund fuel 
purchases and other working capital expenses (the “Fuel Lines”). The Fuel Lines are 
structured under two credit agreements:  

(i) Credit Agreement, dated May 4, 2012 (the “Scotiabank Credit 
Agreement”), with Scotiabank de Puerto Rico (in its capacity as 
administrative agent, “Scotiabank”), a portion of which was syndicated 
to other lenders (the “Scotiabank Lenders”); and  
 

(ii) Credit Agreement, dated July 20, 2012, (the “Solus Credit 
Agreement”) with Solus Opportunities Fund 5 LP, SOLA LTD and 
Ultra Master LTD (collectively, “Solus” or the “Solus Lenders”).  
 

As of February 2017, there was approximately $550.0 million in aggregate principal 
amount outstanding under the Scotiabank Credit Agreement and approximately 
$146.0 million in aggregate principal amount outstanding under the Solus Credit 
Agreement. By their terms, the Solus Credit Agreement matured in late 2014, and the 
Scotiabank Credit Agreement matured upon termination of the Restructuring Support 
Agreement. 

• Swap Claims.  PREPA is currently a party to two interest rate swaps, with JPMorgan 
and UBS as counterparties.  As of June 30, 2015, the rate swap with JPMorgan was 
approximately $35.5 million out-of-the-money, on a $169.53 million notional 
amount; the rate swap with UBS was approximately $16.7 million out-of-the money 
on a $83.34 million notional amount. Both swaps mature on July 1, 2029. 

• GDB Collateral Line of Credit.  PREPA collateralizes its interest rate swap positions 
through a $100 million collateral line of credit with the GDB, on which $35.1 million 
was outstanding as of September 30, 2016. 

ii. Other Material Liabilities 

7. PREPA’s material non-financial liabilities fall into six primary categories: 

(i) accounts payable (“AP”); (ii) collective bargaining agreements; (iii) pensions and other post-
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employment benefits; (iv) renewable energy contracts; (v) environmental liabilities and 

litigation; and (vi) contingent or unliquidated litigation liabilities. 

• Accounts Payable.  PREPA had accounts payable totaling approximately 
$480.0 million, excluding accrued employee benefits, as of April 2017. This liability 
is primarily composed of (i) fuel oil and cogeneration AP vendors; (ii) non-fuel 
oil/non-cogeneration AP vendors, composed of general vendors, professional fees, 
rents, security, fleet and storage and government-related expenses; and (iii) major 
construction vendors.   

• Collective Bargaining Agreements (each a “CBA”). PREPA’s work force includes 
unionized, managerial, and executive personnel.  As described above, the unionized 
employees belong to one of four labor unions.  Each union has a separate CBA with 
PREPA, which sets forth terms of employment for the unionized employees as well 
as pension and other post-employment benefits.  PREPA estimates its annual payroll 
and benefits payable for active employees to be approximately $530 million. 

• Pensions and Other Post-Employment Benefits (“OPEB”).  The Employees’ 
Retirement System of the Puerto Rico Electric Power Authority (the “PREPA ERS”) 
is responsible for meeting the defined-benefit pension obligations of PREPA’s active 
and retired employees (including beneficiaries). As of April 30, 2017, PREPA had 
approximately 10,000 retired employees in addition to its active employees.  PREPA 
ERS was created in 1945 pursuant to PREPA’s CBA with UTIER. The pension plan 
was constituted by Resolution Number 200 of June 25, 1945, adopted by PREPA’s 
Board of Directors creating a retirement fund called the “PREPA Employees’ 
Retirement System.” PREPA ERS is funded through a combination of employee 
contributions and funds from PREPA.  Based on the 2014 actuarial report, PREPA 
ERS was underfunded by approximately $1.7 to $2.2 billion.  

PREPA also has OPEB liabilities, largely related to medical care.  PREPA estimates 
that its OPEB liabilities total approximately $384 million, as reported in the 
2012 actuarial report (as revised as of October 2015).  PREPA has no assets set aside 
to cover this liability. 

• Renewable Contracts.  PREPA is currently party to 60 Power Purchase and Operating 
Agreements (“PPOA”). Some PPOAs were signed under eight Master Power 
Purchase and Operating Agreements (“MPPOA”).4  PREPA entered into the PPOAs 
largely in response to Act 82-2010, which established minimum amounts of 
renewable power that PREPA must sell (i.e., actually distribute) to its customers, 
known as Renewable Portfolio Standards. The PPOAs are structured with a maximum 
megawatts capacity and are priced as the aggregate of a fixed price per kilowatt hour 
(subject to an annual escalator) and a Renewable Energy Certificate charge, also on a 

                                                
4  An MPPOA is an agreement that established maximum deliverable output from a particular counterparty, which 

may be divided amongst several projects.   
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kilowatt hour-basis.  Accordingly, the price PREPA would expect to pay on each 
contract is a function of usage, making it difficult to estimate the size of the liability. 

• Environmental Liabilities.  PREPA is currently subject to two consent decrees with 
the Department of Justice, acting on behalf of the Environmental Protection Agency 
(“EPA”). Under the first decree, which relates to air quality, PREPA pays annual 
estimated penalties of $55,000 and is required to make continuing investments in 
projects to improve environmental compliance.  

The second decree provides for penalties and reimbursement of costs related to a 30-
year maintenance and restoration project of contaminated soil at the Vega Baja 
Superfund Site. PREPA has already paid the penalties contemplated by the second 
decree and deposited $400,000 into escrow for the effort. However, PREPA may be 
required to add to that escrow account in the future if necessary.  

The EPA is also seeking $1.5 million in penalties for soil contamination in the Palo 
Seco area. PREPA is involved in negotiations to reduce the total outstanding claim 
amount.  

• Contingent or Unliquidated Litigation Liabilities.  PREPA faces over $1.5 billion in 
estimated contingent or unliquidated litigation liabilities.  The nature of the various 
litigations includes actions alleging breach of contract, class action complaints, 
discrimination, personal injury and civil rights violations. The strength of PREPA’s 
arguments, rights and defenses varies across these litigations.    

II. ECONOMIC AND FINANCIAL CIRCUMSTANCES;  
PREPA’S ATTEMPTS TO ADDRESS GROWING LIABILITIES  

A. Economic & Financial Circumstances  

8. Over the past decade, PREPA has been faced with historical challenges, which 

have resulted in degradation of its infrastructure and a dramatic deterioration of its financial and 

operating condition.  The challenges include: a prolonged recession leading to a significant drop 

in energy sales; legal requirements to provide power to certain customers at subsidized rates; 

relatively high levels of theft and non-technical losses; inadequate reinvestments leading to an 

old, inefficient and unreliable transmission, distribution and generation facilities and outdated 

information and technology systems; a high dependence on fuel oil and an inability to diversify 

its fuel mix; a lack of a strategic environmental compliance plan; a disorganized and ineffective 
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customer service infrastructure; material operating liabilities; and a significant debt burden 

leading to a debt crisis.  

9. PREPA’s chronic underinvestment and inconsistent management have led 

PREPA’s facilities and business practices to fall significantly behind industry standards.  This 

condition has been aggravated by the fact that PREPA operates an isolated system in a 

challenging terrain subject to frequent storms and other natural atmospheric events.  PREPA’s 

aging infrastructure is evidenced by a median plant age of 44 years, compared to an industry 

average age of 18 years.  In addition, PREPA’s generation facilities face significant forced 

outages at a rate more than 50% higher than U.S. historical averages.  PREPA’s operations and 

financial condition have been further challenged by environmental compliance costs, caused by 

violations of Federal air quality standards.   

10. PREPA’s cash flow has been adversely impacted by ineffective collection and 

monitoring policies, including a failure to collect service charges from certain customers, and 

substandard customer service infrastructure and monitoring and metering standards.  With 

respect to government-related accounts, PREPA’s ineffective collections practices resulted in 

overdue balances in excess of $255 million.  With respect to residential and wholesale 

customers, PREPA had a practice of delaying service suspensions and failure to collect on 

severely overdue accounts.  In addition, PREPA’s deficient billing practices led to high numbers 

of disputed invoices with high balances, sometimes spanning years.  PREPA had a pervasive 

culture of accepting higher than industry standard non-technical loss rates that, when coupled 

with a disorganized theft reduction effort and a lack of meaningful theft deterrents, led to a low 

probability of reducing theft rates. 
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11. PREPA failed to make fuel related improvements necessary to generate annual 

run-rate savings.  PREPA’s forecasting system provided limited information, which led to 

unnecessary build-up of fuel inventory.  Limited coordination also prevented PREPA from 

capitalizing on opportunities to optimize dispatch.  With respect to fuel procurement, PREPA’s 

processes did not provide sufficient opportunities for PREPA to secure the best terms from fuel 

vendors.  PREPA maintained spinning reserve levels at higher than required levels.  

12. PREPA’s underinvestment in its infrastructure, its substandard policies, and labor 

issues have led to a safety system and safety record dramatically below industry standards.  As of 

2014, PREPA’s safety system effectiveness rating is less than Level 1-Fundamentals, meaning 

that the basic elements for protecting the public and workers are not in place.  In 2012, PREPA’s 

employees had a “total recordable incident rate” of injury or illness five times the industry 

average.  This safety system and historical safety record have led to unsustainably high wages 

and annual insurance costs.   

13. PREPA’s current debt crisis has resulted from PREPA funding deficits from bond 

proceeds, leading to underfunded infrastructure and an unsustainable debt structure. 

B. The Restructuring Support Agreement with Ad Hoc Group  
of Bondholders, Insurers, and Fuel-Line Lenders  

14. PREPA negotiated with its stakeholders to address its principal financial 

indebtedness.  To that end, on November 5, 2015, PREPA entered into a restructuring support 

agreement (the “Initial RSA”) with certain of these key stakeholders:  (i) an ad hoc group of 

Bondholders (the “Ad Hoc Group”); (ii) the credit agreements lenders; and (iii) GDB.  The 

Initial RSA provided a structured framework to implement previously announced economic 

agreements, and was designed to provide PREPA with a five-year debt service relief of 

approximately $700 million and a permanent reduction in PREPA’s principal debt burden of 
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approximately $600 million (i.e., approximately 6% of PREPA’s total debt outstanding of over 

$10 billion).  The agreement also outlined other elements of PREPA’s recovery plan, including 

new governance standards, operational reforms, a rate structure proposal and a capital plan.  

Although the Initial RSA and all subsequent RSAs are referred to as agreements, they have 

contained multiple “agreements to agree” on material issues, such that the Oversight Board does 

not regard them as legal, enforceable agreements for most purposes. 

15. On December 23, 2015, PREPA entered into an amended and restated 

restructuring support agreement (the “December RSA”) with the parties to the Initial RSA and 

certain of the Monolines.  The December RSA was similar in structure to the Initial RSA, but 

provided that the Legislative Assembly of Puerto Rico must approve the terms of the December 

RSA by January 22, 2016.  The December RSA was terminated on January 23, 2016, after the 

deadline passed without legislative approval. 

16. Thereafter, on January 27, 2016, the parties to the December RSA as well as 

additional parties entered into the Restructuring Support Agreement, which provided for the 

same debt-adjustment framework, including an exchange of the Bonds for new securities issued 

by the Puerto Rico Electric Power Authority Revitalization Corporation (the “Securitization 

SPV”, and the new securities to be issued by Securitization SPV, the “Restructuring Bonds”). 

17. On February 16, 2016, the Legislative Assembly of Puerto Rico enacted, and the 

Governor of Puerto Rico signed into law, Act 4-2016, known as the PREPA Revitalization Act 

(the “Act”).  In connection with the Restructuring Support Agreement and the Act, the Puerto 

Rico Energy Commission (“PREC”) issued a Restructuring Order on June 21, 2016 (the 

“Restructuring Order”).   PREC reviewed and approved the method for setting the transition 
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charge (the “Transition Charge”),5 which was a method agreed-upon by PREPA and the parties 

to the Restructuring Support Agreement to help implement the terms under the Restructuring 

Support Agreement.6  Additionally, after the enactment of PROMESA, the RSA was amended to 

preserve PREPA’s ability to file for Title III to adjust its debt, but at the same time required that 

the restructuring of PREPA’s financial obligations was to be consummated pursuant to a 

Qualifying Modification under Title VI of PROMESA. 

18. The Restructuring Support Agreement included, among other things, a series of 

milestones related to the restructuring process.  The parties to the Restructuring Support 

Agreement continued to negotiate a debt adjustment, and agreed to extend the term and amend 

the terms of the Restructuring Support Agreement on multiple occasions.  Notably, the first ten 

supplements encompassed in the Restructuring Support Agreement contained certain conditions 

to effectiveness in Section 11 that were not satisfied by the applicable deadline.  For example, 

the first ten supplements required the adoption of certain PREPA board resolutions and the 

registration of certain documents with the Office of the Comptroller of the Commonwealth of 

Puerto Rico to become effective, which did not occur prior to expiration of the prior 

Supplement.7     

19. The Restructuring Support Agreement also left certain material issues and 

transactions subject to further negotiation, meaning that the agreement was never actually 

completed.  For example, the following material issues remained outstanding regarding the 

                                                
5  The Transition Charge represents that portion of a customer’s total payment which PREPA agreed to treat 

differently from the rest of the customer’s payment. Specifically, PREPA agreed to separate the Transition Charge 
payments (which would be owned by Securitization SPV) from the rest of its revenues, then transfer those 
payments to Securitization SPV for application to the indebtedness under the Restructuring Bonds. 

6  Subsequent to PREC’s issuance of the Restructuring Order, business groups filed suit to challenge the Transition 
Charge that was meant to pay for the new, securitized debt. 

7 See Restructuring Support Agreement § 11. 
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Restructuring Support Agreement: (i) the Restructuring Support Agreement failed to address 

how monoline insurers would provide required principal deferrals,8 (ii) the terms of the new fuel 

line credit agreements required by the Restructuring Support Agreement had yet to be 

negotiated,9 (iii) a revised electric rate structure had yet to be approved by the PREC;10 (iv) the 

standard of care in a servicing agreement had yet to be agreed upon;11 (v) the validation 

proceedings and any appeals therefrom were not complete;12 and (vi) there had been setbacks in 

the validation proceedings in connection with the Act, creating risks of the inability to procure 

the legal opinions necessary to issue the new bonds required by the Restructuring Support 

Agreement.13  As such, the Restructuring Support Agreement contained many material 

conditions that have not been completed. 

20. Further, assuming the Restructuring Support Agreement had been completed, its 

consummation would have required additional short-term liquidity of several hundred million 

                                                
8 See Restructuring Support Agreement, Schedule II (“Principal Deferral Arrangement”) (“The Monolines and 
PREPA will continue to negotiate a refinancing arrangement whereby the payment of the principal of Legacy Bonds 
currently outstanding and insured by the monolines that come due in the first six years after the Closing Date . . . 
will be deferred, through a refinancing by the Monolines . . . .  The form of the Deferral Bonds and any conditions to 
the issuance and purchase thereof shall be set forth in one or more forward bond purchase agreements or otherwise 
evidenced in a manner that is acceptable to PREPA and the Monolines . . . .  This Term Sheet is subject, in all 
respects, to the changes required to implement the Principal Deferral Arrangement negotiated by the parties and 
described above.  The terms and structure of the Principal Deferral Arrangement shall be subject to approval by all 
RSA Parties.”). 
9 See Restructuring Support Agreement, Schedule III (“Other Loan Terms”)  (“. . . .  PREPA and Scotiabank will 
negotiate mutually agreeable covenants and related events of default to be included in the Scotiabank Credit 
Agreement Amendment executed prior to the Closing Date, which provisions may include, among other things, rate 
covenants agreed to by the parties.”). 
10 See Restructuring Support Agreement, Annex D (“Rate Structure”)  (“PREPA will seek Energy Commission 
approval for a new rate structure . . . incorporating the elements set forth in Schedule VI hereto, including without 
limitation approval by the Energy Commission of the Rate Structure on an expedited basis.”).  The Oversight Board 
understands the rate structure approved by the Energy Commission does not achieve the goals of the Restructuring 
Support Agreement, so a new rate structure would need to be approved in accordance with the preceding quoted 
language. 
11 See Restructuring Support Agreement, Schedule I-B (“Servicer”). 
12 See Restructuring Support Agreement, Schedule I-B (“Conditions Precedent”). 
13 See Restructuring Support Agreement, Schedule I-B (“Conditions Precedent”); Restructuring Support Agreement, 
Schedule II (“Legislation, Documentation and Opinions”). 
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dollars, for which there was no source under the Restructuring Support Agreement.  The liquidity 

is needed to (i) build the Aguirre Offshore Gas Port (“AOGP”), (ii) replace the funds in the Self 

Insurance Fund (the “SIF”), (iii) upgrade the transmission and distribution (“T&D”) system, (iv) 

implement other operational improvements, and (v) provide for working capital.  The 

construction of the AOGP is necessary for PREPA to be in compliance with the Mercury and Air 

Toxics Standards (“MATS”) issued by the EPA; indeed, the EPA can currently pursue remedial 

measures against PREPA because of its non-compliance with certain consent decrees.  Further, 

PREPA has failed to adequately invest in its T&D system for years.  As a result, the T&D system 

is below industry standards and needs substantial maintenance and upgrades to ensure reliable 

service for Puerto Rico. 

21. Additionally, the Restructuring Support Agreement contained provisions causing 

hikes in electricity prices.  Based on input from its economic advisors, the Oversight Board was 

concerned that making it more expensive to do business and to live in Puerto Rico could render it 

impossible to terminate Puerto Rico’s negative economic growth and to achieve sufficient 

positive growth to restore Puerto Rico’s overall economic health.  That could undermine the 

Oversight Board’s statutory mission to provide a method for fiscal responsibility and access to 

capital markets.  Fortunately, PROMESA allows the Oversight Board to invoke Title III for 

PREPA. 

22. On June 26 and June 27, 2017, the Oversight Board met with the creditor parties 

to the Restructuring Support Agreement to propose additional modifications to the Restructuring 

Support Agreement to address the foregoing problems.  Although no agreement was reached, the 

Oversight Board, PREPA, and certain creditors have continued to discuss potential restructuring 

terms. 
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23. On June 28, 2017, the Oversight Board denied certification of the Restructuring 

Support Agreement and did not grant authority to PREPA to invoke Title VI of PROMESA to 

implement the Restructuring Support Agreement, pursuant to PROMESA sections 104(i) and 

601(e).  PREPA and AAFAF posted a letter on the Electronic Municipal Market Access System 

(EMMA) on June 29, 2017 that provided notice of the occurrence of several termination events 

under the Restructuring Support Agreement.  PREPA had a debt service payment of 

$450 million due on July 1, 2017.  Default on that payment exposes PREPA to the risk its 

creditors would seek to exercise remedies, including the potential appointment of a receiver 

under Section 804 of the Trust Agreement and Section 207 of the Puerto Rico Electric Power 

Authority Act (22 L.P.R.A. § 207).    

24. Some PREPA creditors contend the Oversight Board was required to certify the 

Restructuring Support Agreement under PROMESA and to authorize its implementation, 

according to a complaint they filed to enforce their claims.  See National Public Finance 

Guarantee Corp., et al. v. The Financial Oversight and Management Board for Puerto Rico, et 

al., No. 17-cv-01882(FAB) (D.P.R. June 26, 2017).    

C. Negotiations with Other Creditors  

25. In addition to negotiating with the bondholders, insurers, and credit line lenders, 

PREPA has negotiated with its major fuel suppliers that supply PREPA with the necessary fuel 

for PREPA to operate its facilities.   

26. With respect to PREPA’s largest fuel supplier, Freepoint Commodities, LLC 

(“Freepoint”), PREPA was able to enter into an amendment to its fuel supply contract on 

April 10, 2017, after weeks of negotiations.  Under the amendment, PREPA not only extended 

its contract by a year, through October of 2018, but also incorporated provisions that provide for 

Freepoint to continue supplying fuel during this Title III Case, and to continue providing 
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favorable trade terms, under the conditions set forth in the amendment.  The amendment 

ultimately provides PREPA a reasonable runway to operate while it proceeds through this 

Title III Case, and ensured a reliable and continuous source of fuel that might not be otherwise 

readily available in the context of a pending Title III Case. 

27. PREPA has also engaged in periodic negotiations with its labor unions, negotiated 

certain modifications to existing power purchase contracts, negotiated potential modifications to 

other supply contracts, and has had discussions with the developer of the proposed Aguirre 

OffShore Gasport.  Such negotiations and discussions are ongoing. 

III. Enactment of PROMESA, Establishment of the Oversight Board,  Oversight 
Board’s Designation of PREPA as a “Covered Territorial Instrumentality”  

28. Puerto Rico has been facing a debt crisis for the past decade, since it entered into 

a recession in 2006.  The recession decreased the population on the island by 9%, thus eroding 

the tax base and ultimately, after 2014, stifled Puerto Rico’s access to capital markets, on which 

it heavily relied to raise operational funds.    

29. As a result, numerous Puerto Rico public corporations (such as PREPA) faced 

liquidity issues and began to default on their debt obligations.  This in turn triggered numerous 

creditor lawsuits to collect on their debts.   

30. Thereafter, on June 29, 2016, Congress passed PROMESA, which President 

Obama signed into law on June 30, 2016.  PROMESA established the Oversight Board, which 

consists of seven members appointed by the President of the United States and one ex officio 

member designated by the Governor of Puerto Rico.   

31. The Oversight Board is empowered to compel Puerto Rico (and its 

instrumentalities including PREPA) to balance the budget and effectuate a restructuring with 

bondholders and other creditors if an agreement is not reached.   
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32. On September 30, 2016, the Oversight Board designated PREPA as a “covered 

territorial instrumentality” under PROMESA.14   

33. PREPA’s designation as “covered territorial instrumentality” subjected it to the 

Oversight Board’s control.   

IV. CERTIFICATION OF PREPA FISCAL PAN 

34. Pursuant to Section 201 of PROMESA, PREPA submitted a Fiscal Plan to the 

Oversight Board on March 13, 2017 for its review and certification.  The Fiscal Plan, among 

other requirements, demonstrated a method by which PREPA will achieve fiscal responsibility 

and access to the capital markets within the period (not less than five years) set forth in the plan.   

35. On April 28, 2017, the Oversight Board certified the Fiscal Plan, subject to certain 

amendments, as compliant with PROMESA section 201(b).   

36. The certified PREPA Fiscal Plan is attached hereto as Exhibit 1. 

V. COMMENCEMENT OF PREPA’S TITLE III CASE 

37. After termination of the Restructuring Support Agreement and facing the 

upcoming debt service payment, the Oversight Board decided that the best path forward was to 

file a petition on behalf of PREPA for it to adjust its debts through this Title III Case.  The filing 

of the Title III Case will afford PREPA and its officers the protection of the Title III automatic 

stay, while PREPA continues its efforts to negotiate with its creditors to adjust its debts. The 

Oversight Board and PREPA intend to continue pursuing consensual negotiations with PREPA’s 

key stakeholders and are hopeful that the parties can reach consensual resolutions. 

                                                
14 The term “covered territorial instrumentality” means:  “a territorial instrumentality designated by the Oversight 

Board pursuant to [PROMESA section 101] to be subject to the requirements of [PROMESA].”  48 U.S.C. 
§ 2104(7).  The term “territorial instrumentality” means:  “any political subdivision, public agency, 
instrumentality—including any instrumentality that is also a bank—or public corporation of a territory, and this 
term should be broadly construed to effectuate the purposes of [PROMESA].” Id. § 2104(19)(A). 
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38. Further information and documents filed in this Title III Case are available free of 

charge by accessing the website maintained by Epiq Bankruptcy Solutions LLC (the “Claims and 

Noticing Agent”) at http://dm.epiq11.com/PREPA  or by contacting the proposed Claims and 

Noticing Agent directly at (888)-697-8557 (toll free for U.S. and Puerto Rico) or (503)-520-4450 

(for international callers). 

Dated: July 2, 2017 
 San Juan, Puerto Rico 

Respectfully submitted, 
 
/s/   Martin J. Bienenstock  
 
Martin J. Bienenstock 
Paul V. Possinger 
Ehud Barak 
Maja Zerjal 
(Admission Pro Hac Vice pending) 
PROSKAUER ROSE LLP 
Eleven Times Square 
New York, NY 10036 
Tel:  (212) 969-3000 
Fax:  (212) 969-2900 
 
Attorneys for the  
Financial Oversight and  
Management Board as representative for 
PREPA 
 
/s/     Hermann D. Bauer-Alvarez                               
 
Hermann D. Bauer-Alvarez 
USDC No. 215205 
O’NEILL & BORGES LLC 
250 Muñoz Rivera Ave., Suite 800 
San Juan, PR 00918-1813 
Tel:  (787) 764-8181 
Fax:  (787) 753-8944 
 
Co-Attorneys for the  
Financial Oversight and  
Management Board as representative for 
PREPA 
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W
hat PR

EPA
’s am

ended Fiscal Plan seeks to achieve

5

EXECUTIVE	SUM
M
ARY	–

FISCAL	PLAN

C
om

pleting a R
estructuring Process T

hat B
egan 2014 -2015

§
The Puerto R

ico Electric Pow
er A

uthority (“PR
EPA

”) has stabilized its external financial situation through long-term
 forbearance

agreem
ents w

ith a m
ajority of 

creditors. PR
EPA

 im
plem

ented cash flow
 forecasting and other operational controls and efficiencies to stabilize the internal financial challenges. PR

EPA
 also 

negotiated a R
estructuring Support A

greem
ent, as am

ended to-date, w
ith a substantial m

ajority of its creditors –
establishing the baseline for perm

anent debt 
restructuring. 

§
Since beginning the restructuring process, PR

EPA
 has achieved substantial one-tim

e and recurring projected annual savings through operational perform
ance 

im
provem

ents, including fuel supply contracts and inventory controls. Furtherm
ore, Puerto R

ico has enacted a series of law
s to provide rate transparency, 

regulatory oversight, enhanced accountability and C
ILT reform

, am
ong others.   

§
PR

EPA
 also com

m
issioned a safety assessm

ent and has been im
plem

enting industry-leading safety recom
m

endations addressing system
sim

plem
entation and 

safety culture transform
ation –

for the protection of its em
ployees and PR

EPA
’s infrastructure. 

A N
ew

 V
ision –

PR
E

PA 2.0

§
PR

EPA
 fully appreciates that, despite fiscal and econom

ic uncertainties, now
 is the tim

e to transform
 the electric utility for the 21

stC
entury. This includes 

m
odernization of infrastructure through Public Private Partnerships (including the A

O
G

P project), renew
able energy, innovative technology to drive 

efficiencies and im
prove custom

er service, professional and independent B
oard of D

irectors, fair and efficient rate designs, strategic outsourcing, and a 
form

al Project M
anagem

ent O
ffice (PM

O
) to drive innovation, operational transform

ations and restructuring support. 

A R
evised &

 R
ealistic Fiscal Plan 

§
A

t the direction of the Fiscal O
versight M

anagem
ent B

oard (“FO
M

B
”), PR

EPA
’s new

 m
anagem

ent has prepared this Fiscal Plan w
hich supersedes prior 

subm
issions. From

 the date the new
 A

dm
inistration took office, and follow

ing the appointm
ent of PR

EPA
’s new

 Executive D
irector, PR

EPA
, A

A
FA

F and 
their respective advisors have w

orked ardently, in cooperation w
ith the B

oard’s advisors, to put forth a credible and reliable Fiscal Plan to guide the 
transform

ation and restructuring of Puerto R
ico’s principal utility -am

idst a challenging m
acroeconom

ic landscape. 
§

A
lso at the request of the FO

M
B

, PR
EPA

 has revised and updated its financial projections and Fiscal Plan to reflect consistency w
ith the central 

governm
ent’s certified Fiscal Plan and its m

acroeconom
ic assum

ptions –
as w

ell as account for revised externalities that conform
to existing trends (local 

and w
orld-w

ide). 
§

The Fiscal Plan com
m

its to fiscal responsibility and im
plem

ents urgently needed infrastructure m
odernization, public-private partnerships, 

targeted expenditure reductions/efficiencies (operational and other) and specific revenue enhancem
ents to return PR

EPA
 to (i)fiscal stability, (ii) 

efficient and com
petitive energy prices, (iii) com

pliance w
ith environm

ental and health standards, and (iv) being an agent of econom
ic grow

th.
In 

particular, the Fiscal Plan contem
plates revised fuel prices, distributed generation trends, urgent infrastructure investm

ent s for needed efficiencies and 
environm

ental com
pliance, operational transform

ation to benefit its custom
ers and Puerto R

ico’s econom
y. 
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Set of key criteria included in the Fiscal Plan

6

EXECUTIVE	SUM
M
ARY	–

KEY	CRITERIA

A
rea for R

evision
Section A

ddressed

1
Ensure PR

EPA
 Fiscal Plan baseline forecasts align w

ith centralgovernm
ent 

m
acroeconom

ic assum
ptions

III.Financial Projections –
A

ssum
ptions 

2
Low

er dem
and and volum

e baseline projections to align w
ith historical trends of a 

decline in consum
ption

IV.Financial Projections

3
Incorporate latest term

s of R
SA

, reflect debt service and determ
ine

uses of 
increased liquidity

V. R
estructuring

Support 
A

greem
ent (“R

SA
”)

4
D

etailed investm
ent program

, including funding gap, total cost, m
ajor projects, 

and tim
eline

V
II. D

etailed
Investm

ent 
Program

5
A

dopt Form
ula

R
ate M

echanism
 and ensure alignm

ent betw
een PR

EC
 and PR

EPA
 

on path forw
ard

V
III. N

ew
 R

ate Structure

6
A

ddress C
ILT spending to m

unicipalities
V

III.N
ew

 R
ate Structure

7
B

roaden operational savings to include further labor, m
aintenance strategy, and 

T&
D

savings
IX

. O
perational Perform

ance 
Im

provem
ents

8
Target additionalfuel savings by driving generation efficiency

IX
. O

perational Perform
ance 

Im
provem

ents

9
D

em
onstrate m

easures that enable corporate governance to im
prove com

pliance 
and viability of plan

X
. G

overnance

O
n February 21, 2017, PR

EPA
 subm

itted a draft Fiscal Plan to the FO
M

B prem
ised on the concept of equitable burden sharing am

ongst 
PR

EPA
’s key stakeholders, including a R

estructuring Support A
greem

ent w
ith creditors controlling over 70%

 of its financial liabilities. Based on 
the FO

M
B’s request, PR

EPA
 hereby subm

its a revised Fiscal Plan that addresses the FO
M

B’s criteria for Fiscal Plan certification
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Public Pow
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W
hat is PR

E
PA

?

§
Total Revenues: $2.9bn

§
Total A

ssets: $9.4bn

§
Total Liabilities: $11.4bn

§
Electric System

: 

§
G

enerating C
apacity: 5,839 M

W
 

§
31 m

ajor generating units in 20 facilities

§
Transm

ission
and D

istribution:

§
Transm

ission
Lines: 2,416 m

iles

§
D

istribution Lines: 30,675 m
iles

§
38 kV

substations: 283

§
115 kV

substations: 51

§
Reliance on oil 45%

 versus national average of 3.7%

BACKGROUND	–
OVERVIEW

PR
EPA

 is one of the largest public pow
er utilities in the U

nited States

Source: PREPA
, as of June 30, 2016, based on unaudited results

8

A
s of June 30

th, 2016

Source: A
PPA

. “U
.S. Electric U

tility Industry Statistics, 2014”. 2016-2017 A
nnual D

irectory &
 Statistical Report

Public Pow
er U

tility

MWh Sales (in millions)
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K
ey historical challenges

These challenges have resulted in a difficult financial situation for PR
EPA

§
N

o access to bond m
arket and bank financing as of 2014

§
O

ver $4bn dollars needed for an infrastructure investm
ent program

 to stabilize and im
prove 

operational efficiency, safety, reliability, environm
ental com

pliance, and conversion to clean energy

BACKGROUND	–
KEY	HISTORICAL	CHALLENGES

9

§
O

ld, inefficient and unreliable T&
D

 and G
eneration infrastructure

§
H

igh dependence on fuel oil and inability to diversify fuel m
ix

§
Lack of strategic environm

ental com
pliance plan, including M

ATS (M
ercury and A

ir Toxic Standards)

§
Relatively high level of theft and non-technical losses

§
Changing industry dynam

ics that required changes in PREPA business m
odel

§
Legal requirem

ents to provide pow
er to certain custom

ers at subsidized rate 

§
Lack of institutionalized processes and procedures

§
O

utdated system
s and inform

ation technology

§
D

isorganized and ineffective custom
er service infrastructure

§
A

bove-m
arket collective bargaining agreem

ents w
ith evergreen provisions and underfunded pension obligations

§
Prolonged and ongoing recession has led to a significant drop in energy sales

C
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C
hronic underinvestm

ent and inconsistent m
anagem

ent have led PR
EPA

’s facilities and business practices to fall significantly 
behind industry standards, w

hich is aggravated by the fact that PR
EPA

 operates an isolated system
, in challenging terrain and

is subject to natural atm
ospheric events

PR
E

PA
 has operated far below

 industry standards

A
ging Infrastructure

Ineffective C
ollections and M

onitoring

§
PREPA’s m

edian plant age is 44 years, com
pared to an 

industry average of 18
§

PREPA’s facilities experience significant forced 
outages due to underinvestm

ent

§
PREPA historically did not effectively collect from

 m
unicipalities, governm

ent agencies or other custom
ers

§
Poor custom

er service infrastructure

§
PREPA regularly experiences significantly higher non-technical losses than other utilities due prim

arily to poor 
m

onitoring and m
etering standards

BACKGROUND	–
KEY	HISTORICAL	CHALLENGES

10
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Source:  D
upont, W

orkplace Safety A
ssessm

ent Report: PREPA
, N

ovem
ber 29, 2014

BACKGROUND	–
PREPA

PR
EPA

’s N
eed for im

m
ediate actions

Ø
Enforcem

entofsafety
rules/discipline

Ø
Bridge

betw
een

M
anagem

entand
U

nion
leadership

Ø
D

eploy
R

isk
M

itigation
Team

s
Ø

Establish
O

perationalR
isk

M
anagem

entSystem
s

PR
EPA

’s safety system
 effectiveness rating is less than Level 1 -Fundam

entals 

§
PREPA

’ssafety system
 and record is dram

atically below
 industry standards

§
U

pon field assessm
ent, as of 2014, perform

ance is near Fundam
entals level –

basic elem
ents are not in place 

§
A

pproach to response and investigation of injuries is w
rong / deficient 

§
Total Recordable Incident Rate (2012) is 5x greater than industry average 

§
A

ctual costs of injury statistics through July 2014 is unsustainably high (w
age losses and annual insurance) 

§
PREPA

 safety system
 is barely

reactive (vs. proactive) 

11

Safety system
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Y
ears of underinvestm

ent have led to severe degradation of infrastructure

12

C
ertain T&

D
 and generation infrastructure is degraded, unsafe and unreliable. C

ritical investm
ent for em

ergency 
m

aintenance and upgrading is key to ensure reliable and efficient generation and delivery of energy, including a m
odernized 

grid that can drive efficiencies

BACKGROUND	–
PREPA
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T
he outage of Septem

ber 2016 resulted in a governm
ent declared state of 

em
ergency

13

BACKGROUND	–
PREPA

The m
ost recent PR

EPA
 pow

er outage im
pacted 50%

 of the island’s residents w
ithout pow

er for nearly a w
eek 
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14

§
Incident causes included a com

bination of technical-m
echanical faults/dam

ages in equipm
ent as w

ell as operational issues 
–

together w
ith lim

ited available energy reserves at the tim
e of the incident

§
PR

EPA
’s financial challenges and staffing shortages affected the utility’s ability to undertake sufficient preventive 

m
aintenance of its system

s, especially in the area of conservation

§
Inadequate equipm

ent m
aintenance program

s

H
istorical outages

BACKGROUND	–
PREPA

Source: Report from
 the Com

isión
Especial de Energía, “Colegio

de Ingenierosy A
grim

ensoresde Puerto Rico”, D
ecem

ber 31, 2016. 

PR
EPA

 has suffered from
 significant and above industry average outages. The Septem

ber 21, 2016 PR
EPA

 
sw

itchyard fire/explosion incident is the m
ost recent, w

hich affected Puerto R
ico’s entire energy grid. Full 

recovery of the system
 did not occur until Septem

ber 25, 2016 

Incident R
eport C

onclusions

R
ecom

m
endations

§
PR

EPA
 needs a robust preventive m

aintenance program
 in the short term

; T&
D

 system
 needs to be priority

§
N

eed m
ore resources (hum

an and financial) for operation and conservation program
s

§
Specialized hum

an resources (technical) is a critical issue; recent trends show
ing PR

EPA’s loss of key personnel is 
unsustainable

§
N

eed to revise/update replacem
ent equipm

ent and specs

§
N

eed to revise the safety/protection system
 for generating units to ensure that they adequately protect (as opposed to 

overprotect) the entire grid system

§
Evaluate the use/application of available technologies, such as SPS/Special Protection System

s and Synchrophasors
M

easurem
ents, that m

ay provide additional guarantees as w
ell as a reduced risk of total system

 collapse

C
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PR
E

PA
’s rates historically have not covered costs

Per kW
h

H
istorical all-in rate (1)

$.24
$.28

$.26
$.26

$.21
$.19

Est. rate
required

$.29
$.36

$.30
$.33

$.28
$.21

Est. historical gap
$.05

$.08
$.04

$.07
$.07

$.02

BACKGROUND	–
PREPA

$.05

$.08
$.04

$.07

$.07
$.02

0.00
0.05
0.10
0.15
0.20
0.25
0.30
0.35
0.40

FY
11

FY
12

FY
13

FY
14

FY
15

FY
16 EST

Average Annual Rate ( $ / kWh)

H
istoric all-in rate charged

Estim
ated historical rate gap

15

§
The current debt crisis w

as founded in years of rate deficits, during w
hich operating expenses incurred w

ere not recovered in
rate 

revenues

§
This situation w

as exacerbated by the practice of m
eeting operating revenue shortfalls w

ith proceeds from
 debt issuance, instead

of 
investing these proceeds on infrastructure m

aintenance or capital investm
ent

§
PREPA currently has, and w

ill continue to need, years of catch-up spending and investm
ent in its T&

D
 system

 to becom
e and rem

ain
a catalyst of grow

th for Puerto Rico’s econom
y

C
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PR
E

PA
 incurred significant debt to cover costs

1)
Fiscal years 2010-2014 as reported in PREPA

’s audited financial statem
ents. Current balance reflects PREPA

’s total bonds outstanding, fuel lines and 
G

D
B lines of credit

2)
FY

 2015 and FY
 2016 are based on unaudited results. FY

2016 free cash flow
 is due to nonpaym

ent of debt service

D
ebt Balance ($m

) (1)
Free C

ash Flow
 ($m

)

A
s dem

and has fallen, financial perform
ance has declined and PR

EPA
 has borrow

ed to fund operating expenses. By 2014, 
PR

EPA
 w

as overburdened w
ith debt and had no access to additional liquidity

BACKGROUND	–
PREPA

16

(2)
(2)

 $7,587 

 $8,089 

 $9,043 
 $8,988 

 $9,413 

 $9,232 

 $9,042 

 $7,000  

 $7,500  

 $8,000  

 $8,500  

 $9,000  

 $9,500  

 $10,000  

2010
2011

2012
2013

2014
2015

2016

 $(220)

 $(342)

 $(666)

 $(221)

 $(530)

 $(198)

 $48 

-$1,000

-$500 $0

2010
2011

2012
2013

2014
2015

2016
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41.3
39.0

32.3
28.0

24.7

19.8

C
om

parison of PR
E

PA
 rate to other island utilities

Average R
ate 2008 to 2014

(1)(cents / kW
h)

U
S Virgin
Islands

Berm
uda

Electric
Jam

aica
Public Service

H
aw

aii
PR

EPA
A

pproved
2017 PR

EPA R
ate 

M
W

h/
C

ustom
er

13.2 
16.5 

5.4 
21.8 

12.6 

# of C
ustom

ers 
(000s)

~55
~40

~590
~380

~1470

N
ote: Inclusion of this list should not be read to suggest that the relevant utility is a com

parable utility or that the rates should be com
parable.  N

or should it be read 
to suggest that it is appropriate to raise rates to the level indicated in the chart.  
Rate is defined as operating revenue per kW

h.

Source: PREPA
 data, self-published annual utility financial reports

1)
Calendar Y

ear Basis A
verage 2008 to 2014

BACKGROUND	–
PREPA

17
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Pension system
underfunding 

§
PR

EPA’s Em
ployee R

etirem
ent System

 (“PR
EPA

 ER
S”) is designed to m

eet the defined-benefit pension and other post-em
ploym

ent 
benefits (“O

PEB
”) obligations of PR

EPA’s active and retired em
ployees (including beneficiaries)

§
The PR

EPA
 ER

S is significantly underfunded -as m
uch as ~$2.2bn (based on a 6.75%

 rate of return) -w
ith annual funding 

requirem
ents of approxim

ately $164m
. PR

EPA
 is in the process of review

ing and updating these num
bers and projections (1)  

§
PR

EPA
 has an outstanding debt of $62m

 w
ith the PR

EPA
 ER

S resulting from
 a contribution shortfall in previous fiscal years

§
O

PEB
 ($384m

 accrued) is entirely unfunded as reported in PR
EPA’s 2012 “R

eport of A
ctuary on the O

ther Post-Em
ploym

ent B
enefit 

R
EV

ISED
 Valuation”, revised as of O

ctober 2015 

§
The follow

ing chart depicts the funding ratio of the ER
S plan under various rates of return: 

PREPA
 2014 A

ctuary Report 
($bn)

Estim
ated 12/12/2016

D
iscount Rate

8.50%
6.75%

5.00%

Total Pension Liability (“TPL”)
3.1 

3.7
4.4

Fiduciary N
et Position (PREPA

 ERS 
A

ssets ) (“FN
P”)

1.4 
1.4 

1.4

N
et Pension Liability (“N

PL”)
1.7 

2.3 
3.0

Funded Ratio
45%

38%
32%

18
1)

M
illim

an
w

ill be perform
ing a new

 evaluation to update actuarial deficit

BACKGROUND	–
PREPA
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PR
EPA

 is facing an environm
ental / health com

pliance cliff

19

BACKGROUND	–
PREPA

L
iquidity/W

orking
C

apital
Federal fines and penalties (accrued and continuing) are 
substantial/im

m
inent 

W
orking C

apital
R

equired im
provem

ents to com
ply (em

ission controls, 
conversion, etc.) are significant

O
perations

O
perational lim

itations and constraints w
ould arise under 

federal law

R
ates

Fines, penalties, com
pliance expenses w

ould increase costs and 
carry threat of additional regulatory action

Public H
ealth

Public health concerns m
ay exacerbate dem

ographic challenges 
and quality of life for residents; risk of law

suits from
 3rd parties 

under C
A

A
, com

m
on law

 and other applicable statutes

E
conom

y
Increased rates, healthcare costs, operational expenses, w

ill 
negatively im

pact the econom
y 

E
nvironm

ent
Increased environm

ental im
pact is negative all around 

§
PREPA

 faces im
m

inent and significant environm
ental com

pliance challenges under revised federal Clean A
ir 

A
ct (“CA

A
”) em

ission standards
•

N
A

A
Q

S –
N

ew
 N

ational A
m

bient A
ir Q

uality Standards for Sulfur D
ioxides (SO

2)
•

M
A

TS –
M

ercury and A
ir Toxic Standards

§
Potential im

pacts on include:

C
onfidential -Subject to Further R
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odifications
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PR
EPA

 had $9.0bn in funded debt obligations as of D
ecem

ber 31, 2016, w
ith debt service obligations of $4.5bn over the next 

five years:

C
urrent debt structure totaling $9 billion is not sustainable

20
1)

Interest rates reflect default interest rates
2)

Past due m
aturities are currently under forbearance

BACKGROUND	–
FINANCIAL	OBLIGATIONS

Principal
W

eighted average
O

bligation ($ in m
illions)

outstanding
interest rate

M
aturities

Build Am
erica Bonds

$676
6.10%

7/1/30 - 7/1/40
U

ninsured pow
er revenue bonds

4,958
5.27%

7/1/17 - 7/1/43
Total uninsured legacy bonds

$5,634
5.37%

Insured pow
er revenue bonds

$2,250
4.73%

7/1/17 - 7/1/37
Total legacy bonds

$7,884
5.19%

Series 2016 (R
elending Bonds)

$375
8.29%

1/1/18 - 7/1/22
Total bonds outstanding

$8,259
5.33%

Scotiabank C
redit Agreem

ent
$550

7.25%
8/14/2014

C
iti C

redit Agreem
ent

146
7.25%

1/10/2014
Fuel Line Loans

$696
7.25%

Total bond and fuel line obligations
$8,955

5.48%

JP M
organ LIBO

R
 Fixed / Floating

$34
4.08%

7/2/2029
U

S LIBO
R

 Fixed / Floating
17

4.08%
7/2/2029

Total sw
ap claim

s
$51

4.08%

G
D

B Loan
35

6.00%
12/31/2014

Isabela D
am

 Loan
1

7.00%
6/30/2018

G
D

B
 Loans

$36
6.03%

Total financial obligations
$9,042

(1), (2)

(2)

C
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PR
E

PA
 has been w

orking on a consensual restructuring process based on the 
principle of an equitable burden-sharing by all stakeholders 

21

§
B

y 2014, PR
EPA

 faced a serious liquidity and financial crisis
•

Fuel line m
aturity of over $700m

 in sum
m

er 2014
•

Lack of liquidity, including inability to pay ongoing fuel suppliers in a tim
ely m

anner
•

H
igh oil prices leading to elevated electricity costs

§
Stabilized its externalfinancial situation in A

ugust 2014 by signing long-term
 forbearance agreem

ents w
ith 

creditors representing m
ore than 60%

 of PR
EPA’s debt

§
R

etained C
hief R

estructuring O
fficer, and im

plem
ented cash flow

 forecasting, other operational controls and   
efficiencies to stabilize the internalfinancial situation

§
B

egan process of negotiating a R
estructuring Support A

greem
ent (“R

SA
”) w

ith creditors representing m
ore than 

70%
 of PR

EPA’s debt, including fuel line

•
Initial R

SA
 signed in D

ecem
ber 2015

•
R

SA
 provided basis for perm

anent debt restructuring

•
R

ecent (2017) negotiations w
ith creditors resulted in an agreem

ent in principle on further R
SA

 
m

odifications and benefits for PR
EPA

 and ultim
ately for consum

ers

§
O

btained m
ore than $400m

 in short term
 “relending” financings in 2016 from

 supporting creditors

BACKGROUND	–
PREPA

C
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§
Enactm

ent of PR
EPA

 R
evitalization A

ct (A
ct 4-2016)

§
Energy C

om
m

ission approval of:
•

Transition C
harge (June 2016)

•
PR

EPA’s provisional rate adjustm
ent of 1.3 cents per kW

h w
as im

plem
ented A

ugust 2016 
•

PR
EPA’s final authorized rate adjustm

ent of 0.988 cents per kW
h w

as approved January 10, 2017, to be 
im

plem
ented w

ith reconciliation for provisional rate July 1, 2017
•

Final projected increase of $170m
 in revenues

•
R

SA
 contem

plates agreem
ent on m

odifications to the rate structure to better facilitate PR
EPA’s 

transform
ation w

ithout im
pacting repaym

ent of restructured debt. 
•

M
odified Integrated R

esources Plan (Septem
ber 2016). M

otion for reconsideration of certain elem
ents of 

IR
P is pending, including approval by PR

EC
 for A

O
G

P

§
A

chieved $271m
 in one-tim

e cash savings and identified $254m
 in projected recurring annual savings 

(approxim
ately 1.4 cents/kW

h
based on present load) through operational im

provem
ents (1)

§
Im

plem
ented recom

m
endations of industry-leading safety consultant (D

uPont)

§
FreepointA

m
endm

ent

•
C

ontract w
as am

ended and extended, enhancing the term
s for PR

EPA
 and ensuring the supply of N

o. 6 fuel

PR
EPA

 has achieved significant progress in its ongoing transform
ation

BACKGROUND	–
PREPA

22
1)

N
ew

 m
anagem

ent team
 is in the process of validating the annual savings identified by PREPA

’s prior restructuring advisor

C
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A Transform
ed 

U
tility C

om
pany

N
ew

 Rate 
Structure

Internal Cost 
Savings &

 
Efficiencies

Legal Reform
 &

 
Enhanced 
O

versight
A

dequate 
Infrastructure Plan

Sustainable Capital 
Structure

Em
ployee Benefits 

&
 Pension Funding 

M
easure

G
oal of PR

E
PA

’s transform
ation is to share the burden equitably and to transform

 PR
E

PA
 

into a w
orld class utility that provides for a safe, reliable and resilient electric system

§
Im

plem
entation of 

revised, m
ore 

transparent rate 
structure that covers 
PREPA

’s real and 
reasonable costs

§
Cost based and pro-
grow

th rate design
§

A
dditional 

enhancem
ents 

contem
plated in RSA

§
Com

prehensive 
review

 and 
assessm

ent of 
PREPA

’s 
operations

§
Im

plem
entation of 

initiatives that w
ill 

result in one-tim
e 

and recurring 
im

provem
ents

§
M

ake PREPA
 a 21

st

century utility by 
im

plem
enting a 

series of 
technological 
initiatives

§
PREPA

 
Transform

ation A
ct 

(A
ct 57-2014)

§
PREPA

 
Revitalization A

ct 
(A

ct  4-2014)
§

PRO
M

ESA
 &

 
FO

M
B

§
Com

bination of self-funding 
w

ith P3s
§

$4.66bn 10-year Infrastructure 
Program
•

$470m
 A

O
G

P project and 
G

as Conversion (1)

•
A

ctionable plan to 
achieve M

A
TS 

com
pliance

•
U

nit upgrades for plan 
efficiencies via P3s

•
Fully fund m

aintenance 
capex on pay-go basis

§
D

eleveraging and cash 
flow

 relief
§

Execution of 
securitization transaction

§
Extension of debt 
m

aturities
§

Facilitation of  rate 
stability that provides 
low

er interest costs
§

RSA
 term

s w
ill result in 

$850m
 debt burden 

reduction and ~$2.2bn in 
debt service relief over 
first 5 years, follow

ing 
deal execution

§
Review

 of and 
potential 
m

odifications to 
CBA

s and pension 
plans

§
A

ct 66-2014 &
 A

ct 3-
2017 

§
A

nnual payroll 
savings

BACKGROUND	–
TRANSFORM

ATION

23
1)

Subject to obtaining external funding
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III. Financial Projections –A
ssum

ptions

24
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U
pdated financial projection assum

ptions

FINANCIAL	PROJECTIONS	–
ASSUM

PTIONS	

25

R
evised A

ssum
ptions

E
nergy Sales

§
R

evised econom
etric m

odel forecasts that energy sales w
ill drop 23%

 over the 10-year Fiscal Plan 
Period, com

pared to the less conservative outlook assum
ed in the previously subm

itted Fiscal Plan (the 
“O

riginal Fiscal Plan”)
§

This significant decrease in projected energy sales, com
pared to the O

riginal Fiscal Plan, is driven by:
•

U
pdated fuel forecasts that reflect m

aterially higher fuel prices over Fiscal Plan period;
•

R
evised results that reflect continued and accelerated deploym

ent of distributed generation (240 
M

W
 in pipeline per PR

EPA’s records as of January 2017
(1));

•
Pipeline of co-generation unitsplanned by large industrial/com

m
ercial clients (42.6 M

W
) 

subtracts from
 overall sales (2)

O
il Prices

§
U

pdated oil prices forecast provided by the U
.S. D

O
E incorporated in latest m

odel

-5.00 

-4.00 

-3.00 

-2.00 

-1.00 

0.00 

1.00 

2.00 

2016 
2017 

2018 
2019 

2020 

Growth (%) 

Fiscal Year 

E
conom

ic G
row

th 

IA
U

-G
I oct 2015 

2017 O
versight B

oard D
ata 

5,000 

5,200 

5,400 

5,600 

5,800 

6,000 

6,200 

6,400 

6,600 

6,800 

2015 
2016 

2017 
2018 

2019 
2020 

GNP 

Fiscal Year 

G
N

P 

IA
U

-G
I oct 2015 

2017 O
versight B

oard D
ata 

1)
Im

plicit in PREPA
 regression analysis

2)
Co-generation could be higher as PREPA

 has identified other industrial and com
m

ercial clients that are seeking to install co-generation units

Per the FO
M

B’s request, PR
EPA

 updated its financial projections and m
acroeconom

ic assum
ptions to be consistent w

ith the 
G

overnm
ent of Puerto R

ico’s certified Fiscal Plan C
onfidential -Subject to Further R

evisions and M
odifications

G
overnm

ent Fiscal Plan
G

overnm
ent Fiscal Plan
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U
pdated fuel curves show

 an average increase 64%
 in fuel costs during the 

forecast period versus 33%
 in the February Fiscal Plan

FINANCIAL	PROJECTIONS	–
ASSUM

PTIONS

26
Source: EO

D
 D

ata

$- $2 

$4 

$6 

$8 

$10 

$12 

$14 

$16 

$18 

$20 
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2019

2020
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2025

2026

$ / MMBtu

PRO
M

ESA Load Forecast
Feb Fiscal Plan / Rate Case Load

Revised Load Forecast
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C
hange in consum

er behavior and significant drop in costs of solar panels is accelerating 
distributed generation, im

pacting PR
EPA

’s load and creating a business m
odel challenge

FINANCIAL	PROJECTIONS	–
ASSUM

PTIONS

27

1,169
3,008

10,732
15,022

29,175

45,231

81,599

135,713*

43
138

563

779

1,150

2,002

4,575

7,657*

0 1000
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0

20000

40000
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80000

100000

120000

1400002009
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Clients

Capacity (kW)

Installed C
apacity 

C
lients 

D
istributed generation penetration is im

plicit in PR
EPA’s regression forecast

Integration of D
istributed Energy R

esources w
ith PR

EPA’s Electric System

Source: PREPA
 Planning D

epartm
ent 
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§
PREPA revised load forecast is consistent w

ith the FO
M

B G
N

P and G
D

P econom
ic projections for the Puerto Rico econom

y under th e 
certified Fiscal Plan for the G

overnm
ent of Puerto Rico

§
PREPA has also incorporated recent (1) trends in large com

m
ercial and industrial cogeneration facilities

•
The resulting adjusted load forecast w

ould put the corporation on a precarious path

•
This path is based on the negative feedback loop created by falling dem

and, that necessitates higher rates, that further incentivize 
decreased dem

and

PR
EPA

 energy sales / load forecast decreases by 23%
 over forecast period

FINANCIAL	PROJECTIONS	–
ASSUM

PTIONS

28

13,000

14,000

15,000

16,000

17,000

18,000

19,000

GWh Sales

PREPA
 H

istoric Load -A
ctual through 2016

February Fiscal Plan Forecast / CEPR Final O
rder Jan-17

Revised PRO
M

ESA
 Econom

ic Projection Scenario

Load Forecast
O

verall R
ate

1)
A

s per 2016 records

$-
 

$0.05 

$0.10 

$0.15 

$0.20 

$0.25 

$0.30 

$0.35 

Overall Rate ($/kWh)

PREPA
 H

istoric O
verall Rate -A

ctual through 2016
Expedited Repow

ering (FEB Fiscal Plan Load Forecast)
Revised PRO

M
ESA

 Econom
ic Projection Scenario

G
overnm

ent Fiscal Plan Econom
ic Projection Scenario

G
overnm

ent Fiscal Plan Econom
ic Projection Scenario

C
onfidential -Subject to Further R

evisions and M
odifications

Case 3:17-cv-01909   Document 2-1   Filed 07/02/17   Page 28 of 96



§
PREPA’s load forecast is developed by regression analysis for each m

ajor custom
er class, Residential, Com

m
ercial, and Industr ial, using 

independent variables for econom
ic activity (G

D
P;G

N
P), class specific price, and historic class specific load

§
G

raphs illustrating the custom
er class load history and projections are provided below

:

PR
EPA

 energy sales / load forecast

FINANCIAL	PROJECTIONS	–
ASSUM

PTIONS

29

5,000

5,500

6,000

6,500

7,000

7,500

8,000
R

esidential

A
ctual

Residential kW
h = 

f(G
D

P,Price,kW
h(t-1))

6,000

6,500

7,000

7,500

8,000

8,500

9,000

9,500
C

om
m

ercial

A
ctual

Com
m

ercial kW
h = 

f(G
D

P,kW
h(t-1))

1,000

1,500

2,000

2,500

3,000

3,500

4,000

4,500
Industrial

A
ctual

Industrial kW
h = 

f(G
N

P,Price,kW
h(t-1))

1)
U

sing PREPA
’s rates records from

 1983-2016
2)

U
sing PREPA

’s rates records from
 2000-2016

(1)
(1)

(2)

C
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C
om

m
ents

Puerto R
ico G

eneral 
Econom

ic O
utlook

§
The econom

ic assum
ptions driving the load forecast are consistent w

ith the assum
ptions in the G

overnm
ent of Puerto R

ico’s 
certified fiscal plan. To the extent that the G

overnm
ent of Puerto R

ico's assum
ptions change m

aterially, PR
EPA

 m
ay need to 

review
 or revise its ow

n assum
ptions

Sales
§

Projectionsare based on the load forecast developed using assum
ptions in the G

overnm
ent of Puerto R

ico’s certified fiscal plan
§

Totalsales (including C
ILT) are expected to decline at an average annual rate of approxim

ately 2.9%
 betw

een FY
2017 and 

FY
2026.  FY

2017 sales are forecast to be 17,050,700 M
W

h, and FY
2026 sales are forecast to be 13,141,262 M

W
h

Fuel Prices

§
Fuel price assum

ptions are assum
ed to increase from

 approxim
ately $10/M

M
B

tu in FY
2014 to $17.6/M

M
B

tu by FY
2026 versus 

$14/M
M

B
tu in draft Fiscal Plan subm

itted on February 21, 2017
§

Fuel and purchase pow
er costs are pass-through expenses, so to the extent fuel prices vary from

 these assum
ptions, actual costs and 

rates w
ill vary

C
apital Investm

ents
§

C
apital investm

entsprojections assum
e accelerated generation projectinvestm

ent through Public-Private-Partnerships (P3)
§

It does not consider the Energy C
om

m
ission’s m

odified IR
P order issued in Septem

ber 2016 as that order is currently being 
reconsidered at the request of PR

EPA

Securitization Tim
ing

§
Projections assum

e that PR
EPA

 executes its restructuring transaction in A
ugust 2017 and that PR

EPA
 w

ill rem
ain responsible for 

its legacy debt until that tim
e

§
See Section V

Ifor m
ore detail on the term

s of the restructuring transaction

A
guirre O

ffshore G
as 

Project (“A
O

G
P”)

§
Financing for the 80%

 debt funded portion of the project has not been arranged –
it is assum

ed to be obtained in FY
2018

§
A

ssum
es PR

EPA
 funds approxim

ately $56m
 of pre -construction costs w

ith revenues in FY
2017

§
Illustrative financing term

s:  6.0%
 interest rate, 30 -year, m

ortgage style loan

Form
ula R

ate 
M

echanism
 (“FR

M
”)

§
Forecast bases its key rate assum

ptions on the January 10, 2017 ruling by the Energy C
om

m
ission

§
K

ey assum
ptions include:

•
The perm

anent rate adjustm
ent to be decided by the Energy C

om
m

ission in the previous fiscal year w
ill rem

ain in effect 
through the first six m

onths of the next fiscal year and the new
 requirem

ent w
ill go into effect on January 1

•
B

ase rate adjustm
ents w

ill be based on previous year budget to actual variances and know
n and m

easurable changes to the 
forw

ard looking year forecast
•

Fuel pass-through costs w
ill be revised on a quarterly basis beginning July 1, 2017

•
C

ILT w
ill becom

e a pass-through cost beginning on July 1, 2017

K
ey assum

ptions

30
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K
ey assum

ptions
C

om
m

ents

FY
2017 R

ates / 
R

evenues

§
A

ssum
es PR

EPA
’s rate structure is not m

aterially changed in FY
2017 per the

Energy C
om

m
ission 

§
PR

EPA
 im

plem
ented the provisional base rate increase of approxim

ately 1.29 cents/kW
h in A

ugust 2016
§

R
evenues assum

es that the final authorized rate (1.0 cent/kW
h) has been in effect for full year

§
R

econciliation of provisional and final authorized rates w
ill be cash position neutral

R
ate Structure

§
B

eginning in FY
2018, it is assum

ed
that PR

EPA
 adopts the changes to the rate structure prescribed in the January 10 PR

EC
 O

rder
§

The fuel and purchased pow
er expense w

ill be passed through to custom
ers at cost

§
C

ILT and subsidies w
ill also be recovered (passed through) at cost

Salaries
§

Salaries are forecasted based on projected num
ber of em

ployees and annual w
ages

§
H

eadcount is assum
ed to rem

ain flat through
the forecast period

at 6,042 em
ployees

§
A

ssum
es no grow

th in salaries

Pension &
 B

enefits
§

Pension &
 B

enefits expenseshave averaged approxim
ately $150m

/year for the past 3 years 
§

G
oing forw

ard these costs are expected
to fluctuate relative to headcount and revised actuarial num

bers

N
on-L

abor
O

&
M

 
C

osts
§

B
ased on historical costs for non -labor/fuel O

&
M

 expenses in PR
EPA

’s accounting records and reports, w
hich average $220m

 / 
year for FY

 2012 to 2016

C
IL

T
 and

other 
appropriations

§
The cost of C

ILT throughout the forecast period considers the C
ILT

caps stipulated by A
ct 4-2016 and assum

es m
unicipalities 

w
ill pay for usage above those caps

§
A

lso assum
es that m

unicipalities w
ill pay for electricity consum

ed by its for-profit entities 

W
orking C

apital

§
A

/R
: B

ased on estim
ated revenuesand historical days sales outstanding

§
A

/P: B
ased on current and

anticipated contract term
s

§
Inventory:  Fueloil and m

aterials inventory held flat for m
odelling purposes, additional analysis to be perform

ed on cash im
pact 

of changes in non-cash w
orking capital
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Incom
e statem

ent assum
ptions

C
om

m
ents

R
evenue

§
Projection based on assum

ption that base rates are adjusted annually to reflectforecast test year revenue requirem
ent and prior 

year revenue deficiency or surplus 
§

Pass-through riders are im
plem

ented and adjust to recover revenue for pass-through expenses
§

O
ther incom

e rem
ains flat (com

prised of interest on cash, disconnection fees, late fees, and incom
e from

 subsidiaries) 
§

SPV
 incom

e is net of bad debt expense and the true-up for collections lag
(1)

Fuel &
 Purchased

Pow
er 

E
xpense

§
Projected expenditures on fuel are consistent w

ith PR
EPA

’s IR
P, such that PR

EPA
 m

oves its generation m
ix to be less 

dependent on fuel oil and tow
ards P3 generation

§
A

ssum
es certain investm

entsare m
ade, w

hich enable a shift to greater natural gas generation: see section V
IIfor D

etailed 
Investm

ent Program

L
abor E

xpenses (2)

§
Projected based on historical data by union/m

anagem
ent group and directorate

§
Includes retirem

ent system
 (including annual additional em

ployer contribution totaling $60m
), health plan, social security, 

C
hristm

as bonus and w
orker’s com

pensation insurance
§

A
ll overtim

e and overtim
e benefits are projected separately from

 full-tim
e and tem

porary em
ployees

U
nclassified

D
ivision 

E
xpenses

§
C

om
prised of m

aterials, per diem
, property &

 casualty insurance prem
ium

s, restructuring fees, retiree m
edical benefits, security

expenses, banking services, m
aintenance, utilities, and m

iscellaneous expenses
§

R
estructuring fees are assum

ed to be $28m
 in FY

2017 and $40m
 in FY

2018

B
ad D

ebt E
xpense

§
B

ad
debt is assum

ed to be 2.4%
 of total revenue requirem

ent net of projected collections im
provem

ents

E
nergy A

dm
inistration 

A
ssessm

ent
§

Is legislatively m
andated to be $5.8m

 per year to cover PR
EC

 operating costs

C
IL

T
 &

 Special 
C

ustom
er Subsidies

§
A

ssum
ed to be collected through a rate rider pass-through m

echanism
 sim

ilar to fuel and purchased pow
er 

D
epreciation

§
D

epreciation is projected to be 2.6%
 of gross fixed assets for each fiscal year 

Interest/Financing
§

Projectionsw
ere based on PR

EPA
 and PR

EPA
R

C
 debt schedules and include illustration for potential A

O
G

P financing

C
ancellation

of D
ebt 

Incom
e

§
Includes 15%

principal haircut on exchange bonds in PR
EPA

 à
PR

EPA
R

C
 transaction

32
1)

True-up collection lag has an average annual im
pact of $26m

/year
2)

Subject to additional reductions to be achieved follow
ing the approval of H

B938, w
hich is currently pending approval by the Puerto Rico legislature
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B
alance sheet assum

ptions
C

om
m

ents

C
ash and equivalents

§
Starting

FY
2018, includes general fund, revenue funds and w

orking funds; $146.7m
 of cash at G

D
B is not included, consistent w

ith 
G

D
B’s fiscal plan

A
ccounts receivable

§
A

ccounts receivable follow
s w

orking capital trends based on projected revenues
§

A
ccrued CILT increases as expenses higher than revenues until perm

anent rate w
hen revenues w

ill m
atch expenses

Inventories
§

Fueloil inventory decreases beginning in January 2018 w
ith the conversion of A

guirre and San Juan in January 2021

Prepaym
entsand non-current 

receivables
§

Prepaym
entsincludes escrow

, insurance and payroll related funds –
accounts held constant due to m

inor variation
§

N
on-current receivables are

held constant as PREPA
 does not m

ake m
aterial adjustm

ents to this account

C
onstruction

fund and other
§

Includes construction
fund, reserve m

aintenance fund, PREPA
 client fund and other restricted fund –

held constant as fluctuations occur 
w

ithin cash and cash equivalents and transfers are m
ade out of general fund

U
tility plant,net

§
D

eveloped from
 investm

ent &
 m

aintenance O
PEX

 needed / depreciation schedule and additions and retirem
ents included in IRP

§
Projections to change in net plant are based on PREPA

’s expedited investm
ent plan, retirem

ents, and estim
ated depreciation

D
eferred outflow

 of resources, 
debits, net

§
Includes all PREPA

 deferred debits–
held constant w

ith little variation. O
ne adjustm

ent is rem
oval of deferred financial restructuring 

expenses w
hich occurs on SPV

 close date

N
otes payable to banks

§
A

ssum
es a portion of fuel line debt rem

ains the responsibility of PREPA
, and a m

ajority is tendered to the exchange transaction 

A
ccountspayable and A

ccrued 
liabilities

§
A

ccountspayable projection based on contract term
s w

ith fueland purchased pow
er suppliers and projected expenses for each fuel and 

purchased pow
er type

§
A

ccrued CILT liability increases w
ith projected

accrued CILT assets

C
ustom

er deposits
§

Custom
er depositsvary throughout the year along w

ith accrued interest so held constant

O
ther liabilities

§
Includes other current liabilities,accrued sick leaved, accrued O

PEB and noncurrent custom
er deposits –

all held constant as accruals 
not increasing and current liabilities have no variation

L
ong-term

debt
§

Principalbalances and adjustm
ents in-line w

ith deal scenario; assum
es interest rate sw

aps and net unam
ortized debt discount are 

rem
oved in SPV

 transaction, and refinancing of SPV
 principal from

 2023 to 2027

Illustrative bank loan -A
O

G
P

§
Includes, for illustration

purposes,principle balance for A
O

G
P financing in FY

2018
onw

ards; 30-year, m
ortgage style bank loan at 6%

 
interest

N
et pension liability

§
Balance sheet does not reflect net pension liability
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R
estructuring transaction assum

ptions
C

om
m

ents
(1)

M
onolines

Exchange
§

Legacy B
onds defeased by M

irror B
onds at sam

e econom
ic term

s; $300m
 of principal deferral over years 1 –

6 
years

§
Syncora

2025 –
2027 Long B

onds to be defeased
w

ith m
irror bonds, w

ith $14m
 of debt forgivingness

Fuel L
ine L

enders 
/ G

D
B

 L
O

C
 

Principal
§

$496m
 D

K
 / M

arathon / Solusdebt exchanged into SPV
 bonds at par 

§
$236m

 Scotia &
 G

D
B

 debt term
ed out w

ith am
ortization over 8 years

Interest
§

D
K

 / M
arathon / Solusdebt exchanged into SPV

 bonds w
ith 4.75%

 rate.(D
K

 / M
arathon / Solushave the option 

to exchange into C
C

A
B

s)
§

Scotia
&

 G
D

B
 debt rem

ain obligations of PR
EPA

 w
ith 5.25%

 rate

A
d H

oc G
roup 

(A
H

G
) + 

U
ninsured B

onds 

Participation
§

Im
plem

entation under PR
O

M
ESA

 w
ill provide PR

EPA
 w

ith 100%
 participation from

 non-forbearing uninsured 
bondholders

Principal &
 Interest

§
Interest-only for 5 years and principal paid over subsequent term

 w
ith final m

aturity in 2047
§

C
IB

s interest of 4.75%
§

C
onvertible C

apital A
ppreciation B

onds (C
C

A
B

S) accrete interest at 5.5%
 for first 5 years then pay cash interest

Backstop
§

Projections assum
e C

reditors to provide a backstop for the N
ew

 M
oney com

ponent although no agreem
ent is in 

place for them
 to provide the N

ew
 M

oney

R
elendings

2017 Relending
§

A
H

G
 and A

ssured relending of July 2017 debt service into C
IB

s at par w
ith 9.75%

 rate
§

N
ational and Syncora

relending of debt service w
ith no am

ortization years 1 –
5, straight line for next 5 years. 

N
ational rate of 7.00%

, Syncora
rate of 6.75%

Existing R
elending

§
M

aturity extension of 5 years. Interest only for next 5 years. R
em

ain at current rates

D
SR

F/Surety
D

SRF/Surety
§

4%
 Surety to cover agreed to uninsured Securitization B

onds, 2.5%
 to cover M

irror B
ond securitization

§
PR

EPA
/SPV

 1%
 D

SR
F com

m
itm

ent unchanged
§

PR
EPA

 pays fees only years 1-7; straight-line paydow
n years 8-14

T
im

ing
Tim

ing
§

Projections assum
e that PR

EPA
 executes its restructuring transaction in Q

3 2017 and that PR
EPA

 w
ill rem

ain 
responsible for its legacy debt until that tim

e

FINANCIAL	PROJECTIONS	–
ASSUM

PTIONS
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A
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 discussions are still on going
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Incom
e statem

ent

FY
 2017 reflects PREC approved operating and capital expenditures, w

ith updates to debt service
Source:PREPA

 Internal Estim
ates

FINANCIAL	PROJECTIONS	–
TEN	YEAR	FORECAST
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Incom
e Statem

ent
FY 2017

FY 2018
FY 2019

FY 2020
FY 2021

FY 2022
FY 2023

FY 2024
FY 2025

FY 2026

Revenue
Fuel & Purchased Power

2,053,396
$   

1,894,521
$   

1,992,914
$   

2,017,160
$   

2,097,517
$   

2,066,872
$   

1,988,613
$   

1,993,497
$   

1,975,989
$   

2,069,205
$   

Base Rate (Non-CILT & Subsidy)
1,289,098

     
1,153,020

     
1,172,346

     
1,190,841

     
1,158,951

     
1,119,097

     
1,100,694

     
1,050,873

     
1,017,852

     
994,167

        
Other Income

38,925
          

38,925
          

38,925
          

38,925
          

38,925
          

38,925
          

38,925
          

38,925
          

38,925
          

38,925
          

Total Revenues
3,381,419

     
3,086,465

     
3,204,184

     
3,246,925

     
3,295,394

     
3,224,894

     
3,128,232

     
3,083,295

     
3,032,765

     
3,102,297

     
YoY G

rowth
15%

-9%
4%

1%
1%

-2%
-3%

-1%
-2%

2%

Operating Expenses
Fuel

(1,225,002)
$  

(1,074,197)
$  

(1,082,634)
$  

(1,081,328)
$  

(1,170,317)
$  

(1,128,817)
$  

(994,547)
$     

(984,479)
$     

(640,293)
$     

(269,074)
$     

Purchased Power
(828,395)

       
(820,324)

       
(910,280)

       
(935,831)

       
(927,200)

       
(938,055)

       
(947,193)

       
(962,144)

       
(1,250,711)

    
(1,638,926)

    
P3 Fixed Cost Recovery

-
                    

-
                    

-
                    

-
                    

-
                    

-
                    

(46,874)
         

(46,874)
         

(84,984)
         

(161,206)
       

Total Fuel & Purchased Power Expense
(2,053,396)

    
(1,894,521)

    
(1,992,914)

    
(2,017,160)

    
(2,097,517)

    
(2,066,872)

    
(1,988,613)

    
(1,993,497)

    
(1,975,989)

    
(2,069,205)

    
Labor Operating Expense

(429,589)
       

(463,494)
       

(463,494)
       

(463,494)
       

(463,494)
       

(463,494)
       

(463,494)
       

(463,494)
       

(463,494)
       

(463,494)
       

Non-Labor / Other Operating Expense
(252,751)

       
(250,418)

       
(224,387)

       
(226,376)

       
(228,385)

       
(230,413)

       
(232,462)

       
(234,531)

       
(236,621)

       
(238,732)

       
Bad Debt Expense

(97,384)
         

(70,923)
         

(73,658)
         

(74,650)
         

(75,776)
         

(74,139)
         

(71,893)
         

(70,850)
         

(69,676)
         

(71,291)
         

Total Non-Fuel Operating Expense
(779,724)

       
(784,835)

       
(761,539)

       
(764,521)

       
(767,655)

       
(768,046)

       
(767,849)

       
(768,875)

       
(769,791)

       
(773,517)

       

Non-Fuel/PP/CILT&Subsidy Expenses
(779,724)

       
(784,835)

       
(761,539)

       
(764,521)

       
(767,655)

       
(768,046)

       
(767,849)

       
(768,875)

       
(769,791)

       
(773,517)

       
Total Flow Through Expenses (Fuel/PP/CILT&Subsidy)

(2,053,396)
    

(1,894,521)
    

(1,992,914)
    

(2,017,160)
    

(2,097,517)
    

(2,066,872)
    

(1,988,613)
    

(1,993,497)
    

(1,975,989)
    

(2,069,205)
    

Total Expenses
(2,833,120)

    
(2,679,356)

    
(2,754,452)

    
(2,781,680)

    
(2,865,172)

    
(2,834,918)

    
(2,756,462)

    
(2,762,372)

    
(2,745,780)

    
(2,842,722)

    

EBITDA
548,299

        
407,109

        
449,732

        
465,245

        
430,221

        
389,976

        
371,769

        
320,923

        
286,985

        
259,574

        
D

SC
R

 ex-Securitization*
1.3

                
6.8

                
7.3

                
7.6

                
7.1

                
6.5

                
3.5

                
3.1

                
2.9

                
6.8

                

Depreciation Expense
(356,153)

       
(369,045)

       
(382,402)

       
(390,672)

       
(398,556)

       
(405,455)

       
(411,940)

       
(418,091)

       
(423,385)

       
(428,066)

       
Interest Expense

(350,245)
       

(40,129)
         

(41,072)
         

(39,920)
         

(38,736)
         

(37,518)
         

(35,335)
         

(31,565)
         

(27,755)
         

(25,064)
         

Net Incom
e excluding Securitization

(158,099)
       

(2,064)
           

26,259
          

34,653
          

(7,070)
           

(52,997)
         

(75,506)
         

(128,734)
       

(164,155)
       

(193,556)
       

Consolidated Incom
e including Securitization 

SPV Pass Through Incom
e for Securitization

-
                    

346,874
        

452,333
        

441,750
        

451,963
        

447,764
        

428,676
        

511,804
        

510,462
        

557,682
        

Securitized / Refinanced Debt Interest & Fees
-

                    
(387,764)

       
(443,748)

       
(446,270)

       
(448,124)

       
(428,315)

       
(378,671)

       
(442,227)

       
(441,267)

       
(446,997)

       
Net Incom

e including Securitization
(158,099)

       
(42,954)

         
34,844

          
30,132

          
(3,231)

           
(33,548)

         
(25,501)

         
(59,157)

         
(94,959)

         
(82,872)

         
D

SC
R

 
1.3

                
1.9

                
1.8

                
1.8

                
1.7

                
1.7

                
1.5

                
1.4

                
1.3

                
1.4
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Source: PREPA
 Internal Estim

ates

B
alance sheet 

1) Cash and Equivalents does not include $148m
 of cash held at G

D
B
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Balance Sheet (FY Ending)
FY 2017

FY 2018
FY 2019

FY 2020
FY 2021

FY 2022
FY 2023

FY 2024
FY 2025

FY 2026

Assets
Cash and Equivalents

216,015
      

307,685
      

380,764
      

453,843
      

526,921
      

600,000
      

600,000
      

600,000
      

600,000
      

600,000
      

Accounts receivable
1,871,365

   
1,871,365

   
1,871,365

   
1,871,365

   
1,871,365

   
1,871,365

   
1,871,365

   
1,871,365

   
1,871,365

   
1,871,365

   
Inventories and Other

270,210
      

270,210
      

270,210
      

270,210
      

270,210
      

270,210
      

270,210
      

270,210
      

270,210
      

270,210
      

Total Current Assets
2,357,590

   
2,449,260

   
2,522,339

   
2,595,418

   
2,668,496

   
2,741,575

   
2,741,575

   
2,741,575

   
2,741,575

   
2,741,575

   

Total Non-Current and Restricted Assets
260,492

      
260,492

      
260,492

      
260,492

      
260,492

      
260,492

      
260,492

      
260,492

      
260,492

      
260,492

      

Utility plant, net
6,365,098

   
6,705,948

   
6,638,453

   
6,578,821

   
6,476,900

   
6,328,454

   
6,182,744

   
5,983,134

   
5,747,390

   
5,540,490

   
Deferred debits, net

149,008
      

149,008
      

149,008
      

149,008
      

149,008
      

149,008
      

149,008
      

149,008
      

149,008
      

149,008
      

Total Assets
9,132,188

   
9,564,709

   
9,570,293

   
9,583,738

   
9,554,896

   
9,479,529

   
9,333,819

   
9,134,209

   
8,898,465

   
8,691,565

   

Liabilities
Notes Payable to Banks

731,838
      

224,200
      

212,400
      

200,600
      

188,800
      

177,000
      

118,000
      

59,000
        

-
              

-
              

Accounts payable and accrued liabilities
1,747,918

   
1,747,918

   
1,747,918

   
1,747,918

   
1,747,918

   
1,747,918

   
1,747,918

   
1,747,918

   
1,747,918

   
1,747,918

   
Customer deposits, including accrued interest

34,371
        

34,371
        

34,371
        

34,371
        

34,371
        

34,371
        

34,371
        

34,371
        

34,371
        

34,371
        

Total Current Liabilities
2,514,127

   
2,006,489

   
1,994,689

   
1,982,889

   
1,971,089

   
1,959,289

   
1,900,289

   
1,841,289

   
1,782,289

   
1,782,289

   
Total Current Liabilities from

 Restricted Assets
289,278

      
56,084

        
56,084

        
56,084

        
56,084

        
56,084

        
56,084

        
56,084

        
56,084

        
56,084

        

Power revenue bonds, net of unamortized debt discount
7,952,264

   
-

              
-

              
-

              
-

              
-

              
-

              
-

              
-

              
-

              
New Issue Capex Financing

-
              

450,978
      

442,103
      

432,696
      

422,724
      

412,154
      

400,950
      

389,073
      

376,484
      

363,140
      

Securitized Debt (PREPARC)
-

              
8,388,900

   
8,380,315

   
8,384,836

   
8,380,997

   
8,361,548

   
8,311,543

   
8,241,966

   
8,172,771

   
8,062,087

   
Other Long Term Liabilities

582,806
      

467,094
      

467,094
      

467,094
      

467,094
      

467,094
      

467,094
      

467,094
      

467,094
      

467,094
      

Total Long-Term
 Liabilities

8,535,069
   

9,306,972
   

9,289,512
   

9,284,625
   

9,270,814
   

9,240,796
   

9,179,587
   

9,098,133
   

9,016,349
   

8,892,320
   

Total Liabilities
11,338,474
 

11,369,545
 

11,340,285
 

11,323,598
 

11,297,987
 

11,256,168
 

11,135,959
 

10,995,506
 

10,854,722
 

10,730,693
 

Total Equity
(2,206,286)

  
(1,804,836)

  
(1,769,992)

  
(1,739,860)

  
(1,743,091)

  
(1,776,639)

  
(1,802,140)

  
(1,861,297)

  
(1,956,257)

  
(2,039,128)

  
-24%

-19%
-18%

-18%
-18%

-19%
-19%

-20%
-22%

-23%

1
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Cash Flow
FY 2017

FY 2018
FY 2019

FY 2020
FY 2021

FY 2022
FY 2023

FY 2024
FY 2025

FY 2026

Operating
Net Income

(158,099)
       

(2,064)
         

26,259
       

34,653
       

(7,070)
        

(52,997)
      

(75,506)
      

(128,734)
    

(164,155)
    

(193,556)
    

SPV Net Income (Securitization Only)
-

                
(40,890)

       
8,585

         
(4,521)

        
3,839

          
19,449

        
50,005

        
69,577

        
69,195

        
110,684

     
Accrued Interest on Capital Appreciation Bonds

-
                

52,825
        

66,507
       

70,216
       

74,131
        

78,264
        

-
             

-
             

-
             

-
             

Depreciation and amortization
356,153

         
369,045

      
382,402

     
390,672

     
398,556

      
405,455

      
411,940

      
418,091

      
423,385

      
428,066

     
CFO

198,054
         

378,916
      

483,753
     

491,020
     

469,455
      

450,170
      

386,439
      

358,934
      

328,425
      

345,195
     

Investing
M

aintenance Capex
(216,066)

$     
(176,248)

$   
(190,903)

$  
(190,161)

$  
(201,744)

$  
(180,100)

$  
(158,780)

$  
(135,205)

$  
(137,851)

$  
(127,722)

$  
Investment Capex

(63,152)
$       

(533,646)
$   

(124,004)
$  

(129,478)
$  

(83,491)
$    

(64,009)
$    

(94,700)
$    

(83,276)
$    

(49,790)
$    

(43,844)
$    

Removal Costs
-

$                  
-

$                
-

$               
(11,400)

$    
(11,400)

$    
(12,900)

$    
(12,750)

$    
-

$               
-

$               
(49,600)

$    
CFI

(279,218)
$     

(709,894)
$   

(314,907)
$  

(331,039)
$  

(296,635)
$  

(257,009)
$  

(266,230)
$  

(218,481)
$  

(187,641)
$  

(221,166)
$  

Financing
Principal payments on Fuel and GDB Lines of Credit

-
                    

(11,800)
       

(11,800)
      

(11,800)
      

(11,800)
      

(11,800)
      

(59,000)
      

(59,000)
      

(59,000)
      

-
                 

Principal payments on legacy debt and capex financing
(8,372)

           
(8,875)

         
(9,407)

        
(9,972)

        
(10,570)

      
(11,204)

      
(11,876)

      
(12,589)

      
(13,344)

      
-

                 
Capex Financing Costs

(4,594)
           

-
                  

-
                 

-
                 

-
                 

-
                 

-
                 

-
                 

-
                 

-
                 

Debt restructuring, securitization / proceeds from new debt
(7,726,108)

    
-

                  
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
Principal payments on securitized debt

(11,935)
         

(75,093)
       

(65,695)
      

(77,970)
      

(97,713)
      

(50,005)
      

(69,577)
      

(69,195)
      

(110,684)
    

-
                 

Principal write-down on securitized debt exchange / Refunding
(162,552)

       
-

                  
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
Proceeds from issuance of debt / securitization

8,348,011
      

-
                  

-
                 

-
                 

-
                 

-
                 

-
                 

-
                 

-
                 

-
                 

CFF
422,649

         
(95,767)

       
(86,902)

      
(99,742)

      
(120,083)

    
(120,209)

    
(140,453)

    
(140,784)

    
(124,029)

    
-

                 

Net change in Cash before Short Term Loan
91,671

$         
73,079

$      
73,079

$     
73,079

$     
73,079

$      
(0)

$             
(0)

$             
-

$               
0

$               
-

$               
Cash Requirement (ST Loan Trigger)

-
$                  

-
$                

-
$               

-
$               

-
$               

-
$               

-
$               

-
$               

-
$               

-
$               

Short Term Loan / Revolver Drawdown
-

                    
-

                  
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
Short Term Loan Repayment

-
                    

-
                  

-
                 

-
                 

-
                 

-
                 

-
                 

-
                 

-
                 

-
                 

Short Term Loan Balance
-

                    
-

                  
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
-

                 
Net change in Cash

91,671
$         

73,079
$      

73,079
$     

73,079
$     

73,079
$      

(0)
$             

(0)
$             

-
$               

0
$               

-
$               

0
1

2
3

4
5

6
7

8
9

Cash and Equivalents (Closing)
307,685

         
380,764

      
453,843

     
526,921

     
600,000

      
600,000

      
600,000

      
600,000

      
600,000

      
-

                 

Statem
ent of cash flow

s

FINANCIAL	PROJECTIONS	–
TEN	YEAR	FORECAST

38
Source: PREPA

 Internal Estim
ates

1) Cash and Equivalents does not include $148m
 of cash held at G

D
B

1
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The Fiscal Plan, post m
easures, indicate that the Status Q

uo debt structure is not sustainable:

2018
2019

2020
2021

2022
2023

2024
2025

2026
2018 - 2022

Total

G
ross revenues

$3,433.3
$3,656.5

$3,688.7
$3,747.4

$3,672.7
$3,556.9

$3,595.1
$3,543.2

$3,660.0
$18,198.5

$32,553.8

Less: expenses
(2,679.4)

(2,754.5)
(2,781.7)

(2,865.2)
(2,834.9)

(2,756.5)
(2,762.4)

(2,745.8)
(2,842.7)

(13,915.6)
(25,022.9)

EB
ITD

A
$754.0

$902.1
$907.0

$882.2
$837.7

$800.4
$832.7

$797.4
$817.3

$4,283.0
$7,530.8

Less: capital expenditure
(709.9)

(314.9)
(331.0)

(296.6)
(257.0)

(266.2)
(218.5)

(187.6)
(221.2)

(1,909.5)
(2,803.0)

C
ash flow

 avaiable before debt service
$44.1

$587.2
$576.0

$585.5
$580.7

$534.2
$614.2

$609.8
$596.1

$2,373.5
$4,727.8

Plus: capex financing
$418.8

($35.9)
($35.9)

($35.9)
($35.9)

($35.9)
($35.9)

($35.9)
($35.9)

$275.1
$131.4

Less: status quo debt service
(952.2)

(950.6)
(886.8)

(864.5)
(796.7)

(640.4)
(640.5)

(640.6)
(640.7)

(4,450.7)
(7,012.9)

Surplus / (shortfall)
($489.3)

($399.3)
($346.7)

($314.9)
($251.9)

($142.1)
($62.2)

($66.7)
($80.5)

($1,802.2)
($2,153.7)

D
ebt Sustainability A

nalysis

39

C
ash flow

 available for debt service –
Status Q

uo ($ in m
illions)

PR
E

PA
 has reached a consensual agreem

ent (the “R
SA

”) w
ith its creditors that addresses the 

im
pending shortfall, reducing the debt service cost m

eaningfully over the Fiscal Plan Period

1)
Illustrative capital expenditure financing assum

ption based on A
O

G
P

2)
Status Q

uo includes prior relendings, assum
es seven-year-term

-out of Fuel Lines at 12%
3)

A
ssum

es PREPA
’s access to the capital m

arkets in years 2023 and thereafter. Provides ~$1.0bn benefit. A
ssum

ing no access to capital m
arkets, transition charge w

ill be higher to offset 
additional funding need

(1)

C
ash flow

 available for debt service –
under proposed R

SA
 and assum

ing access to capital m
arkets ($ in m

illions) (3)

(2)

(1)

2018
2019

2020
2021

2022
2023

2024
2025

2026
2018 - 2022

Total
G

ross revenues
$3,433.3

$3,656.5
$3,688.7

$3,747.4
$3,672.7

$3,556.9
$3,595.1

$3,543.2
$3,660.0

$18,198.5
$32,553.8

Less: transition charge
(346.9)

(452.3)
(441.7)

(452.0)
(447.8)

(428.7)
(511.8)

(510.5)
(557.7)

(2,140.7)
(4,149.3)

Less: expenses
(2,679.4)

(2,754.5)
(2,781.7)

(2,865.2)
(2,834.9)

(2,756.5)
(2,762.4)

(2,745.8)
(2,842.7)

(13,915.6)
(25,022.9)

Less: capital expenditure
(709.9)

(314.9)
(331.0)

(296.6)
(257.0)

(266.2)
(218.5)

(187.6)
(221.2)

(1,909.5)
(2,803.0)

C
ash flow

 avaiable before debt service
($302.8)

$134.8
$134.2

$133.6
$133.0

$105.5
$102.4

$99.3
$38.4

$232.8
$578.5

P
lus: capex financing

$418.8
($35.9)

($35.9)
($35.9)

($35.9)
($35.9)

($35.9)
($35.9)

($35.9)
$275.1

$131.4

Less: debt service rem
aining at P

R
E

P
A

(24.4)
(25.8)

(25.2)
(24.6)

(24.0)
(69.6)

(66.5)
(63.4)

(2.5)
(123.9)

(325.9)

Surplus / (shortfall)
$91.7

$73.1
$73.1

$73.1
$73.1

($0.0)
–

–
–

$384.0
$384.0

FINANCIAL	PROJECTIONS	–
DEBT	SUSTAINABILITY
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V
. R

estructuring Support A
greem

ent (“R
SA

”)

40

C
onfidential -Subject to Further R

evisions and M
odifications

Case 3:17-cv-01909   Document 2-1   Filed 07/02/17   Page 40 of 96



41

§
A

A
FA

F and PREPA
 have recently engaged in negotiations w

ith the Supporting Creditors to the RSA
 regarding 

m
odifications to the RSA

 that w
ould benefit PREPA

, as w
ell as its client base and the econom

y:
•

$2.2bn in debt service savings from
 2018 to 2022 as com

pared to contractual term
s of debt

•
Individual rate payer debt service charge savings of 36%

 for five years over the original RSA
•

A
llow

s PREPA
 to take steps to upgrade base m

aintenance, m
odernize the utility, and attract capital

§
A

greem
ent in principle reached regarding m

odifications to the RSA
•

Restructuring of the debt through Title V
I of PRO

M
ESA

•
RSA

 is intended to accom
m

odate a potential restructuring under Title III of PRO
M

ESA
 for the non-financial 

obligations
§

Revisions to the RSA
 are currently being negotiated w

ith the goal of being in a position to com
plete solicitation of 

Title V
I process by July 1, 2017 

N
ew

 adm
inistration achieved substantial 5-year liquidity relief over original R

SA

RSA	–
OVERVIEW

	

A
nticipated Process

ü
Com

plete the revisions to the RSA

ü
Execute 19

thA
m

endm
ent to Trust A

greem
ent to raise 

threshold for rem
edies exercise to assure no receivership 

action is viable during the RSA Support Period

ü
Present the RSA as m

odified to the FO
M

B

ü
Prepare for Title V

I process

ü
A

gree on form
 of docum

entation for all of the underlying 
m

odifications to the RSA

ü
Com

m
ence solicitation of Q

ualifying M
odifications

C
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Savings from
 m

odified R
SA

42

§
~$1.4bn debt service relief in firstfive years

§
~$837m

 debt reduction
§

~$90m
 Relending Com

m
itm

ent

§
~$600m

 debt service relief in firstfive years

§
~$240m

 debt service relief in firstfive years
§

$145m
 Relending Com

m
itm

ent
§

Surety policy to establish Securitization D
ebt Service 

Reserve Fund (D
SRF)

Bondholders

N
ational /

A
ssured

Fuel Lines 
Lenders

§
~$50m

 debt service relief in firstfive years
§

~$14m
 debt reduction

§
$42m

 Relending Com
m

itm
ent

Syncora

D
ebt service relief

+$2,200m
 

D
ebt reduction

+~$850m
 

R
elending

+~$280m
 

RSA	–
SUSTAINABLE	CAPITAL	STRUCTURE

C
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The ending balances below
 show

 changes that occur prior to and at the exchange date of the SPV
 transaction. The PR

EPA
R

C
 

debt balances are projected to transfer from
 PR

EPA
 to PR

EPA
R

C
 on closing date (2)

D
E

SC
R

IPT
IO

N
 O

F PR
IN

C
IPA

L C
H

A
N

G
E

S

Insured B
onds:Pre-transaction balance includes July 2017 

m
aturities. Syncora

pro form
a balance reflects discount on 

exchange on 2025 –
2027 bonds

A
H

G
 and other B

onds:Pre-transaction balance reflects July 
2017 m

aturities and accrued interest through closing date. (2)Pro 
form

a balance reflects 15%
 haircut on exchange bonds

R
elending B

onds:Pre-transaction balance includes assum
ed 

July relending from
 forbearing lenders and accrued interest 

through closing date
(2)

A
fter closing of the R

SA
 transaction, PR

E
PA

’s current debt balance is 
reduced by ~$850m

(1)

43
1)

Excluding the im
pact of new

 SPV
capital

2)
Q

3 calendar year 2017 closing date

RSA	–
ANALYTICS

12/31/2016
B

alance at PR
EPA

Pre
transaction

Pro form
a

A
s
s
u
re

d
$
8
4
0

$
8
3
7

$
8
3
7

N
a
tio

n
a
l

1
,2

4
6

1
,1

5
1

1
,1

5
1

S
yn

c
o
ra

1
6
4

1
2
6

1
1
2

Insured B
onds

$2,250
$2,115

$2,101

A
H

G
 a

n
d
 o

th
e
r

$
5
,6

3
4

$
5
,5

8
2

4
,7

4
5

R
e
le

n
d
in

g
 b

o
n
d
s

3
7
5

6
5
7

6
5
7

N
e
w

 m
o
n
e
y S

P
V

 c
a
p
ita

l
–

–
3
5
0

Total B
onds

$6,009
$6,239

$5,751

D
K

 / S
o
lu

s
 / M

a
ra

th
o
n

$
4
9
6

$
4
9
6

4
9
6

S
c
o
tia

2
0
0

2
0
0

2
0
0

G
D

B
3
6

3
6

3
6

Total Fuel Lines + G
D

B
$732

$732
$732

Total outstanding
$8,991

$9,085
$8,584

B
ridge

A
s
s
u
re

d
($

3
)

–

N
a
tio

n
a
l

(9
5
)

–

S
yn

c
o
ra

(3
8
)

(1
4
)

A
H

G
 a

n
d
 o

th
e
r

(5
2
)

(8
3
7
)

R
e
le

n
d
in

g
 b

o
n
d
s

2
8
2

–

N
e
w

 m
o
n
e
y S

P
V

 c
a
p
ita

l
–

3
5
0

D
K

 / S
o
lu

s
 / M

a
ra

th
o
n

–
–

PR
EPAR

C
 ending balance

$95
($501)

S
c
o
tia

–
–

G
D

B
–

–
PR

EPA balance
–

–
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The Fiscal Plan assum
es that after a period of stabilization post the RSA

, PREPA
 reestablishes its access to the capital m

arketsby the end of 2022 by 
achieving investm

ent grade status on bonds w
ithin the SPV

§
Increased cash reserves 

§
A

llow
s for the refinancing of existing SPV

 bonds subject to a 5-year no call period in year 6 w
ith investm

ent grade equivalent interest rates 
§

A
llow

s for additional debt issuances to offset som
e of scheduled am

ortization in years 6 through 10 into sim
ilar investm

ent grade rated securities
Capital m

arket access is dependent on PREPA
 and PREPA

RC achieving an investm
ent grade rating, w

hich in turn is dependent on a series of factors that 
include, but are not lim

ited to, the follow
ing:

§
Successful im

plem
entation of the operational enhancem

ents included in Fiscal Plan over the next five years
§

Stabilization of Puerto Rico’s econom
y

§
Execution of the RSA

 and additional restructuring
§

Establish m
arket confidence in the securitization vehicle

§
A

llow
 for cash reserves to build to $600m

 

R
SA

 scenario assum
es PR

E
PA

 regains access to the capital m
arkets

RSA	–
ASSUM

PTIONS

$138 
$180 

$163 
$261 

$643 
$308 

$381 
$454 

$527 
$600 

$600 

–

$200

$400

$600

$800

2018
2019

2020
2021

2022
2023

2024
2025

2026

N
ew

 SPV debt issue
PR

EPA cash

C
apital m

arket access restored
Stabilization and re-establishm

ent of 
PREPA’s access to the capital m

arkets 
assum

ed during first 5 years 

Projected cash balance ($ in m
illions)

R
epresents 

bonds
callable 

after 5 years

C
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R
SA

-im
plied rate projections

N
otes:

1)
Rates assum

e an A
ugust 2017 transaction

2)
FY

 2017 rate assum
es PREC approved revenue requirem

ent excluding PREPA
RC revenue, and including corrections and updates discussed w

ith EC Staff
3)

A
ssum

es the bond exchange is executed in A
ugust 2017, PREPA

RC is established and begins billing the Transition Charge on Septem
ber 1, 2017, the Transition Charge 

includes both a fixed and volum
etric com

ponent

RSA	–
RATE	PROJECTIONS

R
ates fluctuate over tim

e prim
arily due to variations in the assum

ed levels of investm
ent and debt service as w

ell as the 
assum

ed price of fuel.  V
ariations in non-fuel O

&
M

 also have a m
inor im

pact in the rate fluctuations over tim
e

45

21.0
19.9

21.7
23.0

24.2
24.6

24.2
24.3

24.2
24.9

2.8

3.1
3.2

3.3
3.7

3.6
4.1

4.1
4.5

0 5 10 15 20 25 30

2017
2018

2019
2020

2021
2022

2023
2024

2025
2026

Cents per kWh

PR
EPA

R
C

 R
ate

PR
EPA

 R
ate

R
equired R

ate*

Source: PREPA
 Internal Estim

ates
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46

RSA	–
SUSTAINABLE	CAPITAL	STRUCTURE

This chart show
s original PR

EPA
 debt service versus R

SA
 term

s and return to capital m
arket access in 2023

($ in m
illions)

5 Year C
um

ulative (2018 –
2022)

C
um

ulative debt service (2018 –
2026)

PR
EPA status quo

$4,451
R

SA term
s

2,265
Savings

$2,186

Pro form
a capital structure per m

odified R
SA

–

$250

$500

$750

$1,000

R
SA term

s (excl. refinance)
PR

EPA status quo
R

SA term
s (incl. refinance)

PR
EPA status quo

$7,013
R

SA term
s (incl. refinance)

4,475
R

SA term
s (excl. refinance)

5,508
Savings (incld. refinance)

$2,538
Savings (excld. refinance)

1,505

C
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V
I. A

dequate Liquidity

47
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Based on current projections the C
reditors to the R

SA
 w

ill provide new
 capital in an am

ount based on the adequate liquidity as projected by the 
fiscal plan 

O
perating cash projections

48

O
perating cash by period

Source: 13-w
eek cash flow

 as of 4/18/17 and 2017 projections

A
pr-17

M
ay-17

Jun-17
Jul-17

A
ug-17

S
ep-17

O
ct-17

N
ov-17

D
ec-17

PR
EPA cash flow

 (before D
ebt Service & restructuring)

$23
$8

($14)
$22

$13
$49

$15
$14

$29
Professional fees

(7)
(4)

(4)
(4)

(4)
(1)

(1)
(1)

(1)

Fuel line interest
(4)

(4)
(4)

(4)
(4)

–
–

–
–

Bond interest
(11)

–
(88)

–
–

–
–

–
–

Bond m
aturities

–
–

(86)
–

–
–

–
–

–
N

et cash flow
$1

$1
($195)

$14
$5

$48
$14

$13
$28

Beginning operating cash balance
$412

$412
$413

$217
$232

$236
$285

$299
$312

C
hange in cash

1
1

(195)
14

5
48

14
13

28
E

nding operating cash balance
$412

$413
$217

$232
$236

$285
$299

$312
$340

O
perating cash flow

 forecast assum
ing July relendingsby Forbearing Lenders

–

$100

$200

$300

$400

$500Jan-17
Feb-17

M
ar-17

Apr-17
M
ay-17

Jun-17
Jul-17

Aug-17
Sep-17

O
ct-17

N
ov-17

D
ec-17

Latest 13-w
eek cash flow

F
Y17 B

udget

ADEQ
UATE	LIQ

UIDITY	–
SUSTAINABLE	CAPITAL	STRUCTURE

C
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Sources
Balance sheet cash at transaction

$285
N

ew
 M

oney SPV capital
350

N
ew

 U
ndraw

n revolver
165

AO
G

P project financing
500

Total sources
$1,300

U
ses

AO
G

P project financing
500

C
ash on balance sheet

$235
U

ndraw
n revolver

165
M

inim
um

 liquidity
$400

SIF top up
100

Securitization D
SR

F deposit 
83

Transaction costs
47

Infras. & operational funding need
170

Total uses
$1,300

R
SA

 cash sources and uses –
A

dequate L
iquidity

49

§
Estim

ated operating cash at transaction date of 
$285m

 (excludes ~$147m
 in G

D
B deposits)

§
A

ssum
es m

inim
um

 cash on the balance sheet of 
~$400m

 w
hich represents ~15%

 of average 
operating expenses for 2018 and 2019

§
A

ssum
ed infrastructure and operational need 

funding of ~$170m

§
Excludes any am

ounts relating to pension catch 
up paym

ents / under funding

ADEQ
UATE	LIQ

UIDITY	–
SUSTAINABLE	CAPITAL	STRUCTURE

Illustrative cash sources and uses (1)

N
otes:

1)
N

ew
 M

oney SPV
 capital, Revolver and A

O
G

P funding is not com
m

itted and thus m
ust be available for PREPA

 to have A
dequate Liquidity

2)
Projected as of Septem

ber 2017
3)

M
inim

um
 liquidity represents ~15%

 of 2018 and 2019 opex
spending

4)
SIF top-up to $100m

 lim
ited to $50m

 from
 N

ew
 M

oney SPV
 capital

(2)

(3)

(4)

T
he table to the right presents the illustrative 

cash sources and uses as of a calendar year Q
3 

2017 transaction date

C
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odifications

Case 3:17-cv-01909   Document 2-1   Filed 07/02/17   Page 49 of 96



13-w
eek cash flow

 as of 4/18/2017 

50

ADEQ
UATE	LIQ

UIDITY	–
SUSTAINABLE	CAPITAL	STRUCTURE

Source: PREPA
 Internal Estim

ates

($ in m
illions)

1
2

3
4

5
6

7
8

9
10

11
12

13
C

um
ulative

W
eek ending

03/31
04/07

04/14
04/21

04/28
05/05

05/12
05/19

05/26
06/02

06/09
06/16

06/23
06/30

07/07
13 W

eeks
1

R
eceipts

2
C

ustom
er collections

50.6
$      

60.4
$      

64.1
$      

76.8
$      

76.8
$      

65.4
$      

59.9
$      

59.9
$      

59.9
$      

50.2
$      

63.3
$      

60.0
$      

60.0
$      

60.0
$      

70.1
$      

826.1
$        

3
R

eceipts from
 B

ond Issuance
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

              
4

R
eim

bursem
ent from

 construction fund
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

              
5

O
ther incom

e
-

          
0.1

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

              
6

Total R
eceipts

50.6
$      

60.4
$      

64.1
$      

76.8
$      

76.8
$      

65.4
$      

59.9
$      

59.9
$      

59.9
$      

50.2
$      

63.3
$      

60.0
$      

60.0
$      

60.0
$      

70.1
$      

826.1
$        

7
D

isbursem
ents

8
E

m
ployee D

isbursem
ents

9
P

ayroll
-

$        
8.2

$        
-

$        
9.0

$        
-

$        
9.0

$        
-

$        
9.0

$        
-

$        
9.0

$        
-

$        
9.0

$        
-

$        
9.0

$        
-

$        
54.0

$          
10

S
ocial security

-
          

1.9
          

-
          

2.2
          

-
          

2.2
          

-
          

2.2
          

-
          

2.2
          

-
          

2.2
          

-
          

2.2
          

-
          

13.2
            

11
P

ayroll taxes
-

          
0.9

          
-

          
1.2

          
-

          
1.2

          
-

          
1.2

          
-

          
1.2

          
-

          
1.2

          
-

          
1.2

          
-

          
7.2

              
12

C
ontributions to em

ployee benefit program
s

6.8
          

2.3
          

-
          

-
          

9.2
          

-
          

2.5
          

-
          

2.5
          

6.6
          

2.5
          

-
          

2.5
          

7.0
          

2.5
          

35.5
            

13
M

edical benefit costs
-

          
1.8

          
-

          
-

          
-

          
7.5

          
-

          
-

          
-

          
-

          
7.5

          
-

          
-

          
-

          
7.5

          
22.5

            
14

W
orkers com

pensation / disability funding
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

              
15

S
ubtotal E

m
ployee D

isbursem
ents

6.8
$        

15.0
$      

-
$        

12.4
$      

9.2
$        

19.9
$      

2.5
$        

12.4
$      

2.5
$        

19.0
$      

10.0
$      

12.4
$      

2.5
$        

19.4
$      

10.0
$      

132.4
$        

16
E

nergy P
urchases

17
P

urchases of pow
er from

 A
E

S
-

$        
8.6

$        
8.6

$        
8.6

$        
-

$        
8.5

$        
6.4

$        
6.4

$        
-

$        
-

$        
11.8

$      
8.8

$        
8.8

$        
10.8

$      
-

$        
78.6

$          
18

P
urchases of pow

er from
 E

C
O

-
          

7.2
          

7.5
          

7.5
          

7.5
          

7.1
          

7.1
          

7.1
          

7.1
          

-
          

7.5
          

7.5
          

7.5
          

7.5
          

8.6
          

89.6
            

19
P

urchase of pow
er from

 renew
able sources

0.1
          

-
          

-
          

10.1
        

-
          

-
          

-
          

9.8
          

-
          

-
          

-
          

9.4
          

-
          

-
          

-
          

29.3
            

20
Fuel purchases - fleet and storage

-
          

0.4
          

-
          

1.5
          

-
          

-
          

-
          

1.5
          

-
          

-
          

-
          

1.5
          

-
          

-
          

-
          

4.5
              

21
Fuel purchases - P

etrobras / Freepoint
19.2

        
8.4

          
15.3

        
23.0

        
8.0

          
15.0

        
15.8

        
7.4

          
19.0

        
11.1

        
8.0

          
4.2

          
8.3

          
19.4

        
6.1

          
160.8

          
22

Fuel purchases - P
um

a
4.7

          
7.0

          
1.1

          
4.8

          
9.2

          
3.5

          
3.5

          
5.4

          
3.9

          
4.2

          
7.0

          
4.8

          
7.1

          
9.2

          
3.5

          
67.0

            
23

LN
G

 purchases
6.0

          
6.0

          
6.0

          
4.7

          
4.7

          
4.7

          
4.7

          
5.8

          
5.8

          
5.8

          
5.8

          
4.7

          
4.7

          
4.7

          
4.7

          
66.7

            
24

S
ubtotal E

nergy P
urchases

30.0
$      

37.7
$      

38.4
$      

60.1
$      

29.4
$      

38.8
$      

37.4
$      

43.3
$      

35.8
$      

21.1
$      

40.1
$      

41.0
$      

36.5
$      

51.7
$      

22.9
$      

496.4
$        

25
O

ther D
isbursem

ents
26

Interest on bonds
-

$        
11.1

$      
-

$        
-

$        
-

$        
-

$        
-

$        
-

$        
-

$        
-

$        
-

$        
-

$        
-

$        
-

$        
2.2

$        
2.2

$            
27

Interest paym
ents on lines of credit

-
          

4.3
          

-
          

-
          

-
          

4.2
          

-
          

-
          

-
          

4.2
          

-
          

-
          

-
          

-
          

4.2
          

12.6
            

28
Insurance prem

ium
s

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

5.0
          

-
          

-
          

-
          

5.0
              

29
Internally G

enerated Funds C
ontributed to C

IP
-

          
-

          
-

          
35.0

        
25.0

        
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
60.0

            
30

E
m

ployee expense reim
bursem

ents (per diem
)

0.9
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

0.8
          

10.4
            

31
A

dditional accounts payable
4.2

          
2.1

          
3.5

          
3.5

          
3.5

          
3.5

          
3.5

          
3.5

          
3.5

          
3.5

          
3.5

          
3.5

          
3.5

          
3.5

          
3.5

          
45.5

            
32

Funds transferred for debt paym
ents

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

174.0
      

-
          

174.0
          

33
S

ubtotal O
ther D

isbursem
ents

5.1
$        

18.2
$      

4.3
$        

39.3
$      

29.3
$      

8.5
$        

4.3
$        

4.3
$        

4.3
$        

8.5
$        

4.3
$        

9.3
$        

4.3
$        

178.3
$    

10.7
$      

309.7
$        

34
R

estructuring E
xpenses

35
P

rofessional Fees
0.0

$        
0.2

$        
-

$        
6.6

$        
0.1

$        
-

$        
-

$        
-

$        
3.7

$        
-

$        
-

$        
-

$        
-

$        
3.7

$        
-

$        
14.1

$          
36

S
ubtotal R

estructuring E
xpenses

0.0
$        

0.2
$        

-
$        

6.6
$        

0.1
$        

-
$        

-
$        

-
$        

3.7
$        

-
$        

-
$        

-
$        

-
$        

3.7
$        

-
$        

14.1
$          

37
Total D

isbursem
ents

42.0
$      

71.1
$      

42.7
$      

118.4
$    

68.0
$      

67.2
$      

44.3
$      

60.0
$      

46.4
$      

48.6
$      

54.4
$      

62.7
$      

43.3
$      

253.1
$    

43.6
$      

952.6
$        

38
N

et C
ash Flow

8.6
$        

(10.7)
$     

21.4
$      

(41.6)
$     

8.8
$        

(1.8)
$       

15.6
$      

(0.2)
$       

13.5
$      

1.5
$        

8.9
$        

(2.7)
$       

16.6
$      

(193.1)
$   

26.5
$      

(126.5)
$       

39
O

pening B
alance

494.6
$    

503.2
$    

492.5
$    

513.9
$    

472.3
$    

481.1
$    

479.3
$    

494.9
$    

494.7
$    

508.2
$    

509.7
$    

518.6
$    

515.9
$    

532.6
$    

339.5
$    

492.5
$        

40
N

et C
ash Flow

s
8.6

          
(10.7)

       
21.4

        
(41.6)

       
8.8

          
(1.8)

         
15.6

        
(0.2)

         
13.5

        
1.5

          
8.9

          
(2.7)

         
16.6

        
(193.1)

     
26.5

        
(126.5)

         
41

C
onstruction Fund B

orrow
ings

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
              

42
C

onstruction Fund R
epaym

ents
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

              
43

E
nding B

alance
503.2

$    
492.5

$    
513.9

$    
472.3

$    
481.1

$    
479.3

$    
494.9

$    
494.7

$    
508.2

$    
509.7

$    
518.6

$    
515.9

$    
532.6

$    
339.5

$    
366.0

$    
366.0

$        

44
C

IP
 B

alances
45

B
eginning B

alance
62.0

$      
56.7

$      
54.3

$      
47.6

$      
76.0

$      
79.3

$      
72.7

$      
66.1

$      
59.4

$      
52.8

$      
47.5

$      
42.1

$      
36.8

$      
31.5

$      
26.2

$      
54.3

$          
46

Funds R
eceived from

 G
eneral Fund

-
          

-
          

-
          

35.0
        

25.0
        

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

60.0
            

47
Transfers to G

eneral Fund
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

          
-

              
48

R
eceipts from

 B
ond Issuance

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
              

49
C

IP
 D

isbursem
ents

(5.4)
         

(2.4)
         

(6.6)
         

(6.6)
         

(21.6)
       

(6.6)
         

(6.6)
         

(6.6)
         

(6.6)
         

(5.3)
         

(5.3)
         

(5.3)
         

(5.3)
         

(5.3)
         

(6.6)
         

(94.7)
           

50
E

nding C
IP

 B
alance

56.7
$      

54.3
$      

47.6
$      

76.0
$      

79.3
$      

72.7
$      

66.1
$      

59.4
$      

52.8
$      

47.5
$      

42.1
$      

36.8
$      

31.5
$      

26.2
$      

19.6
$      

19.6
$          

51
C

onstruction and G
eneral Fund C

ash B
alance

559.9
$    

546.8
$    

561.5
$    

548.3
$    

560.5
$    

552.0
$    

561.0
$    

554.1
$    

561.0
$    

557.2
$    

560.7
$    

552.7
$    

564.1
$    

365.7
$    

385.5
$    

52
A

m
ounts B

orrow
ed from

 C
IP

 for G
eneral Fund

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

-
          

M
em
o:

C
onstruction and G

eneral Fund C
ash B

alance
559.9

$    
546.8

$    
561.5

$    
548.3

$    
560.5

$    
552.0

$    
561.0

$    
554.1

$    
561.0

$    
557.2

$    
560.7

$    
552.7

$    
564.1

$    
365.7

$    
385.5

$    
Less: deposits at G

D
B

(148.3)
(148.3)

(148.3)
(148.3)

(148.3)
(148.3)

(148.3)
(148.3)

(148.3)
(148.3)

(148.3)
(148.3)

(148.3)
(148.3)

(148.3)
E

nding balance excl deposits at G
D

B
411.6

$    
398.5

$    
413.3

$    
400.0

$    
412.2

$    
403.8

$    
412.7

$    
405.9

$    
412.7

$    
408.9

$    
412.5

$    
404.5

$    
415.8

$    
217.4

$    
237.3

$    
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V
II. D

etailed Investm
ent Program

51
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§
PREPA’s 10-year capital investm

ent program
 currently has planned for $2.5bn of PREPA capital outlays (pay -go) for T&

D
 

com
plim

ented w
ith public-private partnerships investing $1.68bn in new

 generation, and ~$400m
 in external financing for A

O
G

P (TBD
) 

§
The T&

D
 m

aintenance and investm
ent program

 is intended to transform
 Puerto Rico’s system

 into a m
odern grid capable of handling 

variable load and generation from
 renew

ables and D
G

 w
hile m

aintaining high level of safety and reliability

10-year capital investm
ent program

 totaling $4.66 billion

52

§
A

O
G

P rem
ains a key m

ilestone investm
ent in 

Puerto Rico’s shift to clean, low
-cost, and rapid 

response natural gas generation, and is a key 
com

ponent of PREPA’s M
ATS com

pliance 
strategy

§
The P3 G

eneration investm
ent initiative is 

designed to create com
petitive bidding 

opportunities for private developers w
ith deep 

experience in ow
ning and operating pow

er 
generation facilities

$470 

$2,514 

$1,682 

$-

$500 

$1,000 

$1,500 

$2,000 

$2,500 

$3,000 

$3,500 

$4,000 

$4,500 

$5,000 

10-year C
apital Investm

ent Program
 Total

Public Private 
Partnership (P3) 
G

eneration

T&
D

 Investm
ent and 

M
aintenance

A
guirre O

ffshore G
as 

Port (A
O

G
P)

INVESTM
ENT	PROGRAM

	–
OVERVIEW
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Public-Private Partnerships enabling a utility of the future

Source:  PREPA
 Planning D

epartm
ent. A

pril 8, 2017.
53

§
A

s part of its transition to a sustainable utility of the 
future, the revised investm

ent schedule envisioned in the 
long term

 financial projections begins PREPA
’s pivot 

from
 a generation ow

ner and operator to a D
istribution 

System
 O

perator (D
SO

) m
odel

§
The prim

ary driver is enabling private investm
ent in 

generation through com
petitive procurem

ent

§
Retirem

ent of less efficient units, repow
ering of existing 

assets, and Public-Private Partnership investm
ent w

ill 
reduce PREPA

’s overall fuel expense, system
 heat rate, 

exposure to volatile fuel prices and provide system
 

flexibility to better integrate renew
ables, in com

pliance 
w

ith health and environm
ental requirem

ents

8,200

8,400

8,600

8,800

9,000

9,200

9,400

9,600

Total System Heat Rate 
(mmBTU/kWh)

Expedited Repow
ering Infrastructure Expansion (PRO

M
ESA

)

P3 generation 
com

es online

INVESTM
ENT	PROGRAM

	–
P3

$-

$500 

$1,000 

$1,500 

$2,000 

$2,500 

$3,000 

C
apital Investm

ent

Millions

R
etirem

ents

Transm
ission 

U
pgrades

C
osta Sur 

5&
6

A
guirre 2 

Steam

A
guirre 1 

Steam

A
guirre 2 C

C
 

R
epow

er

A
guirre 1 C

C
 

R
epow

er

Jul-17
Jul-18

Jul-19
Jul-20

Jul-21
Jul-22

Jul-23
Jul-24

Jul-25
Jul-26

A
O

G
P O

nline
N

ew
 G

eneration at Palo Seco (SC
C

-800 C
lass)

San Juan 9&
10 R

etirem
ent

Palo Seco 3&
4 D

esignated to Lim
ited U

se
A

guirre 1 C
C

 U
nit G

as Turbine R
eplacem

ent/R
epow

er
A

guirre 2 C
C

 U
nit G

as Turbine R
eplacem

ent/R
epow

er
A

guirre 1 Steam
 U

nit R
eplacem

ent (H
 class)

A
guirre 2 Steam

 U
nit R

eplacem
ent (H

 class)
A

guirre 1 Steam
 U

nit R
etirem

ent
A

guirre 2 Steam
 U

nit R
etirem

ent
C

osta Sur 5&
6 Steam

 U
nits R

eplacem
ent (H

 class)
C

osta Sur 5&
6 Steam

 U
nits R

etirem
ent

Transm
ission U

pgrades
A

dditional R
enew

ables C
apacity G

eneric Projects

D
evelopm

ent, 
Perm

itting and 
Financing
EPC

R
etirem

ent or 
Lim

ited U
se

606.3M
W

5.7M
W

13.69¢/kW
h

4.3M
W

14.00¢/kW
h

7.3M
W

12.5¢/kW
h

4.7M
W

12.79¢/kW
h

7.6M
W

13.08¢/kW
h

5.5M
W

13.38¢/kW
h
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§
PREPA

’s needed infrastructure upgrades and new
 projects generally qualify as “Critical Projects” under PRO

M
ESA

’s Title 
V

, Section 501(2) –
as projects intim

ately related to addressing an em
ergency w

hose approvals, considerations, 
perm

itting and im
plem

entation m
ust be expedited and stream

lined 

§
They also

m
eet the statutory definition of “Em

ergency”, Section 501(5) –
w

hich includes any event or grave problem
 of 

deterioration in the physical infrastructure for the rendering of essential services to the people, or that endangers the 
life, public health or safety of the population or of a sensitive ecosystem

 –
under A

ct 76-2000 –
including problem

s in the 
physical infrastructure for energy, w

ater, sew
er and solid w

aste infrastructure

§
Projects anticipated by PREPA

 com
ply soundly w

ith Section 503’s required criteria for “Critical Projects”, including: 

•
The im

pact of the infrastructure project on an em
ergency condition 

•
The resulting environm

ental and econom
ic benefits 

•
Reduction in

reliance on oil for electric generation in Puerto Rico 

•
Im

provem
entsin perform

ance of energy infrastructure and overall energy efficiency 

•
Expediting diversification and conversion of fuel sources for electric generation from

 oil to natural gas and 
renew

ables in Puerto Rico 

•
Prom

oting the developm
ent and use of energy sources found in Puerto Rico

•
Contributing to transitioning to privatized generation capacities

E
nergy infrastructure upgrade –

highest priority under T
itle V

54

INVESTM
ENT	PROGRAM

	–
INFRASTRUCTURE
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§
PREPA

’spriority for identified infrastructure projects include analysis of: 

•
H

ow
 the project addressesthe infrastructure gap/em

ergency need

•
Cost-benefitratio 

•
Long

term
 econom

ic grow
th 

•
Tim

e
to realization / Shovel ready

•
Public/private funds requirem

ents 

•
A

lignm
ent w

ith G
overnm

ent’s policy goals, FO
M

B certified Fiscal Plan and Budgets 

E
nergy infrastructure upgrade –

priority criteria / delivery m
odel

PR
EPA

’s energy infrastructure projects are of the highest priority to ensure 
updated, safe, com

pliant, reliable and efficient energy services to the people of 
Puerto R

ico and its business com
m

unity

§
PREPA

’sproposed fiscal plan anticipates a PM
O

 structure to im
prove delivery efficiency by:  

•
Im

proving investm
ent delivery efficiency through centralization of delivery and expedited perm

itting

•
A

pplying alternative delivery m
odels (e.g., D

BF, D
BFO

M
) 

•
Coordinating PRO

M
ESA

 and central governm
ent support –

Revitalization Coordinator, Fortaleza, A
A

FA
F and the 

Puerto Rico P3 A
uthority

55

INVESTM
ENT	PROGRAM

	–
INFRASTRUCTURE
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§
PR

EPA’s long-term
 investm

ent program
 requires upgrades for plant efficiencies, pivoting the generation m

ix to natural 
gas and renew

ables, and full M
ATS com

pliance. PR
EPA

 w
ill seek to im

plem
ent this program

 by leveraging P3s

§
In accordance w

ith the current consent decree w
ith the EPA

, PR
EPA

 is to bring its pow
er plants into com

pliance w
ith 

environm
ental requirem

ents

§
The generation portfolio cost requirem

ents are $1.68bn during 2018-2026 tim
efram

e

§
Total new

 P3 generation in 2026 w
ill be approxim

ately 30%
 of total system

 generation

Pivoting Puerto R
ico’s generation m

ix

Pivoting
the G

eneration M
ix –

FY
2018 vs. FY

2026FY
2026 (1)

1)
Load Forecast assum

ption consistent w
ith revised econom

ic projections from
 FO

M
B and updated investm

ent plan
56

INVESTM
ENT	PROGRAM

	–
DIVERSIFICATION	

FY
2018

O
il 

45%
 

Coal  
17%

 

N
atural 
G

as
34% H

ydro 
1%

Renew
ables

3%
O

il 
2%

 Coal 
22%

N
atural G

as
57%

H
ydro 
1%

Renew
ables

18%

Source: PREPA
 Internal Estim

ates
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V
III. N

ew
 R

ate Structure 

57
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C
osts

§
This m

echanism
 w

ould allow
 

PR
EPA

 to recover from
 

custom
ers only its real and 

necessary costs

PR
EPA

’s new
 rate structure: Seeking FR

M

58

NEW
	RATE	STRUCTURE	–

FRM

PR
EPA

’s R
SA

 contem
plates a Form

ula R
ate M

echanism
 (“FR

M
”) to annually update and reconcile PR

EPA
’s rates

K
ey C

hallenges

§
PR

EC
 has allegedly assum

ed extensive operating control over PR
EPA

, including areas w
here PR

EPA
 is 

im
plem

enting governm
ent policy or the approved governm

ent Fiscal Plan 
§

There is no robust reconciliation process to address ongoing changes; rather, adjustm
ents for changes require 

extraordinary action or PR
EC

 perm
ission prolonging processes and tim

elines
§

The PR
EC

 exercises jurisdiction over PR
EPA

 budgets even w
hen approved by the FO

M
B

 and unduly 
im

pacts relevant tim
elines 

§
PR

EC
 has denied PR

EPA’s requests to reconsider its O
rder regarding som

e aspects of the annual rate update 
m

echanism
, including budgeting and rate adjustm

ent tim
elines 

§
PR

EPA
 has appealed such denial to the P.R

. A
ppeals C

ourt and is in the process of developing
a further 

regulatory strategy to address certain of these challenges

A
nnual R

ate U
pdate Process and C

hallenges w
ith the PR

EC
: PREC rejected the PREPA

 proposal, adopting instead a proposal that 
effectively puts PREC in the position of controlling PREPA

’s budgets and priorities, in addition to review
ing its rates

Liquidity

§
IthelpsPR

EPA
 address current 

challenges resulting from
 having 

no access to capital m
arkets, 

lim
ited reserves, essential 

investm
ent needs, needed 

environm
ental com

pliance 
investm

ents and avoid/m
inim

ize 
historic undue political influences

Sales

§
A

nnual reconciliations address 
changes in sales/dem

and, 
protects custom

ers from
 forecast 

errors and rem
ove disincentives 

from
 reaching efficiency gains 

and renew
able energy 

deploym
ent
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R
evitalizing PR

EPA
 requires addressing challenges related to providing safe and reliable service, at the least cost possible and

through the m
ost efficient and environm

entally sound approach available:

PR
EPA

 rate design challenges &
 opportunities: Em

bracing new
 technology

§
Support and prom

ote new
 technologies, and protect essential revenues

§
Provide custom

ers w
ith rational, econom

ic price signals that discourage uneconom
ic bypass and avoid cost shifts 

and subsidies that harm
 custom

ers and the econom
y as a w

hole

59

In addition to continuing to low
er cost and im

proved reliability and efficiency, utilities facing such circum
stances can use 

established regulatory tools to:

NEW
	RATE	STRUCTURE	–

TECHNOLOGY

Proposed Initiatives

Em
brace new

technologies

§
D

istributed generation, cogeneration, and renew
able generation are rapidly expanding

§
PR

EPA
 m

ust plan for and accom
m

odate that expansion and also prepare for other advanced 
technologies such as storage and m

icrogrids

Transform
 and 

revitalize 
PR

EPA’s 
system

s and 
structure

§
R

em
aking PR

EPA
 requires forw

ard-looking investm
ent

§
Private and third-party capital is key, but PR

EPA
 also needs adequate revenues and liquidity

in order to support a reliable, resilient, and capable grid w
hich is the foundation of  a w

orld-
class utility

§
A

ll these new
 technologies have significant costs, and m

ay not provide direct revenue back to 
PR

EPA
 to pay for these costs

M
anage 

declining load 
and potential 
revenue loss

§
PR

EPA
 has lost load and faces further loss of significant load due to econom

ic conditions and, 
in som

e cases, new
 technologies.  For exam

ple, custom
er generation can significantly reduce 

PR
EPA’s revenues and cost base and threaten to “strand” investm

ents and costs
§

W
ithout adequate revenues and liquidity, PR

EPA’s ability to invest in its transform
ation w

ill 
be lim

ited
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§
A

dopteconom
ically

efficientrate
designs.

U
neconom

ic
incentivesto

bypassutility
supply

ordelivery
can

be
avoided:

•
Properly

reflectfixed
and

volum
etric

costsin
rates,and

properly
assign

coststo
classes.

•
M

ove
m

ore
coststo

fixed
values,than

to
volum

etric
coststo

reduce
volatility

and
discourage

inefficientbypass.
•

C
onsider

unbundling
delivery

and
supply

rates
and

costs.This
can

help
protectessentialgrid

costrecovery
and

preserve
funding

forgird
im

provem
entand

“future
utility”

goals.
•

R
ates

thatdiscountdelivery
prices

w
ithoutreducing

grid
costs

m
ustbe

carefully
designed

to
prom

ote
the

desired
social

goal
(e.g.,prom

oting
renew

able
energy)

w
ithout

stranding
grid

costs
or

creating
cross

subsidies
that

hurt
custom

ersleastable
to

respond,w
ho

are
often

low
incom

e
orlow

use.

§
U

se
targeted

rate
tools.

C
ustom

erorgroup-specific
rate

tools
such

as
econom

ic
developm

entrates,load
retention

rates,
and

specialcustom
er

class
(e.g.,very

high
voltage,interruptible)

rates
can

reduce
the

risk
of

uneconom
ic

load
loss

and
attractnew

load
to

areasw
here

capacity
(T&

D
orgeneration)isavailable

atlittle
m

arginalcost.
Thishelpsthe

utility
and

the
econom

y.

§
Explicitstranded

costcharges.
Im

pose
non-bypassable

charges
on

custom
ers

designed
to

recoveridentified
categories

ofstranded
costs.The

Transition
C

harge
can

be
thoughtofas

such
a

charge,and
PR

EC
w

as
sym

pathetic
to

thatrationale
since

otherw
ise

rem
aining

custom
ers

pay.
In

extrem
e

cases,stranded
costcan

even
be

recovered
from

custom
ers

w
ho

go
entirely

offgrid
orw

ho
depart.

In
som

e
cases,a

non-bypassable
charge

can
reduce

the
incentive

to
departas

a
m

eans
of

avoiding
responsibility

forstranded
costs.

There are w
ell-understood ratem

aking and regulatory responses used by utilities faced w
ith serious threats of uneconom

ic 
bypass and stranded costs:

R
ate design challenges and opportunities: Stranded costs recovery

NEW
	RATE	STRUCTURE	–

REGULATORY	OPTIONS

60
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C
IL

T
 reform

§
M

oving of all the m
unicipal public lighting to the subsidies rider in the custom

er bill
§

R
em

oval of all m
unicipal for profit entities from

 receiving an electric service credit from
 the C

ILT
§

Establishing a total consum
ption (kW

h) cap on the m
unicipal C

ILT, w
hich w

ill be reduced by 15%
 (in 

three fiscal years, 5%
 each)

§
The m

unicipality w
ill pay for any excess, plus the for profit ventures

§
The C

ILT adjustm
ent process itself has not begun in full due to PR

EC
 regulations and im

plem
entation 

obstacles, in addition to issues presented by m
unicipalities disputing the validity of the for profit claim

B
eyond this, PR

EPA
 has no authority to further reduce the C

ILT values.  PR
EPA

, under the new
 rate structure, w

ill 
recover the cost of C

ILT via the C
ILT rider in custom

er bills.  A
ny additional reductions or am

endm
ents w

ould 
require legislation

61

NEW
	RATE	STRUCTURE	–

CILT

A
s established in A

ct 57-2014 and A
ct 4-2016, there are significant changes in the treatm

ent of the M
unicipal 

C
ontribution in Lieu of Taxes (C

ILT)These changes involve…
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IX
. O

perational Perform
ance Im

provem
ents

62
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Situation Encountered
A

ctions Taken

Fuel and
G

eneration

§
Lim

ited forecasting, inventory controls and dispatch 
coordination, unsuitable term

s related to fuel sourcing 
and unusually high spinning reserve levels

§
Fuelsavings driven by renegotiation of natural gas contract for Costa Sur 
(~$33m

), reduction of forced outages (~$29m
), norm

alizing spinning 
reserves (~$25m

), roll-out of S&
O

P process (~$23m
), and enhanced forecast 

tool and inventory reduction (~$4m
)

C
ustom

er
Service

§
D

eficient governm
ent and general custom

er collection 
practices, losses related to theft and non-technical 
issues, and a disappointing custom

er experience

§
Run-rate

annual custom
er service savings of ~$77m

 driven by roll-out of 
strict collections program

, im
proved training of em

ployees and use of 
external call center for additional support

Indirect
Procurem

ent

§
A

bsence of efficient procurem
ent processes and 

inventory m
anagem

ent, and underutilized fleet and lack 
of real estate strategy

§
Run-rate

annual procurem
ent savings of ~$23m

 driven by im
proved 

inventory m
anagem

ent and control process, fleet upgrade program
 and 

developm
ent of real estate strategy w

ith aid from
 external experts

Em
ployee

R
elated

§
Loss of productivity regim

ented by strict w
ork rules, 

unenforced safety protocols and costly m
edical benefits 

for em
ployees

§
A

nnualem
ployee related savings driven by flexible w

ork shifts, assessm
ent 

by 3
rdparty expert on im

provem
ent opportunities and im

provem
ents to health 

plan utilization controls and service m
etrics

O
rganization 
R

elated

§
U

nsustainable em
ployee m

anagem
ent practices driven 

by faulty succession planning and failure to reshape the 
em

ployee hierarchy and alleviate understaffed team
s

§
Reduction

of succession risk by establishing alternative strategies for critical 
role replacem

ent and new
 governance related to operational and staffing 

priorities

Inform
ation 

Technology

§
Inadequate inform

ation security controls, outdated 
technical infrastructure and an unreliable reporting 
process

§
Im

plem
entation

of increased security m
easures to protect netw

ork and critical 
applications, developm

ent of new
 docum

entation standards and autom
ated 

K
PI reporting dashboard

M
anagem

ent is com
m

itted to continuing on the operational restructuring path
§

PREPA
 m

anagem
ent is com

m
itted to continuing the path tow

ards operating efficiently and im
plem

enting “best in class” operational and 
organizational m

easures, w
hile leveraging the private sector and available technological solutions

§
In the past years, PREPA

 has im
plem

ented initiatives and internal controls that have generated both one-tim
e and projected recurring 

im
provem

ents
•

PREPA
 has taken action in areas such as fuel procurem

ent &
 controls, reduction of non-technical losses, im

proved collections, 
procurem

ent and inventory control, potentially generating projected annual savings of approxim
ately $254m

(1)

•
O

ne-tim
e increm

ental cash generation initiatives im
plem

ented to date of approxim
ately $271m

63
1)

N
ew

 m
anagem

ent is in the process of validating the annual projected savings identified by its prior restructuring advisor

OPERATIONAL	PERFORM
ANCE	IM

PROVEM
ENTS	–

OVERVIEW
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O
perational im

provem
ents w

ill drive projected annual savings (1)

64

PR
EPA

 m
anagem

ent is in the process of identifying and im
plem

enting additional savings and efficiencies

1)
N

ew
 m

anagem
ent is in the process of validating the annual projected savings identified by its prior restructuring advisor

OPERATIONAL	PERFORM
ANCE	IM

PROVEM
ENTS	–

OVERVIEW
	

A
ctivity

R
ationale

Initial 
Investm

ent
A

nnual 
Savings

U
tility of the future –

sm
art grid (IO

T)

Increased productivity, low
er tim

e 
to restore service, efficient 
m

anagem
ent of dem

and, better theft 
m

anagem
ent

TB
D

TB
D

R
eduction in technical regions from

 7 
to 5

O
ptim

ize num
ber of custom

ers 
considering topography and 
revenues configuring for future end 
state

TB
D

TB
D

B
usiness processes reengineering

C
apitalize on low

er cost and 
efficiency; better service

TB
D

TB
D

M
obile w

ork force m
anagem

ent

R
educe m

aintenance backlog; 
im

prove technical productivity, 
standardize w

orkflow
 access 

districts

$3.75m
$9m
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§
H

eadcount has been reduced by 30%
, or 2,584 em

ployees 
since 2012

§
H

ow
ever, there still exists room

 for operational savings as 
highlighted by the actionable $729m

 total annual expenses 
across labor, O

&
M

 and bad debt
§

B
usiness process reengineering w

ill help PR
EPA

 achieve 
savings in non-productional areas; such as adm

inistration and 
custom

er service

A
pproxim

ately 28%
 of PR

EPA
’s total operating expenses are actionable

PR
E

PA
’s operating expense profile and recent attrition constrains savings 

opportunities 

T
otal H

eadcount by Y
ear

8,626 
8,465 

7,822 

6,975 

6,563 

6,042 

 5,000

 6,000

 7,000

 8,000

 9,000

2012
2013

2014
2015

2016
2017

Headcount

Year

OPERATIONAL	PERFORM
ANCE	IM

PROVEM
ENTS	–

OVERVIEW
	

65

72%

18%

8%

3%

Fuel	&
	Purchased	Pow

er

Total	Labor	Expense

O	&	M
	Expenses	(ex.	Labor)

Bad	Debt	Expense

10 Year A
verage

A
nnual Expense

$ (in m
illions)

%
Fuel &

 Purchased Pow
er

1,854
            

71.7
            

Total Labor Expense
450

               
17.9

            
O

&
M

 Expenses (ex. Labor)
214

               
8.3

              
Bad D

ebt Expense
65

                 
2.5

              
Total O

perating Expense
2,583

            
100.0

          

Source: H
eadcount and other figures provided by PREPA

 H
um

an Resources D
epartm

ent

C
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X
. G

overnance

66
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M
anagem

ent m
ission statem

ent

GOVERNANCE	–
M
ISSION	STATEM

ENT

67

M
anagem

ent is com
m

itted to executing the transform
ation of PR

EPA
 into a utility of the future, enabled by a rigorous 

corporate governance fram
ew

ork including a PM
O

 im
plem

entation structure w
ith am

bitious and m
easurable 

transform
ational objectives

R
egional transm

ission and distribution 
com

panies w
ith full accountability and 

enclosed by technology platform
 

(sm
artgrid) 

Puerto R
ico’s generation needs 

provided via public-private 
partnerships and renew

able energy

Infrastructure investm
ents that lead to 

full com
pliance w

ith environm
ental law

 
(e.g.  M

A
TS)

Leverage innovative technology to 
drive efficiencies and im

prove 
custom

er service

Preserve Board of D
irectors 

independence and professionalism
 and 

im
plem

ent K
PI program

R
ate D

esign that adequately distributes 
costs based on cost of service

Business process reengineering

C
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G
overnance &

 A
ccountability

68

§
C

ultural change to drive increased 
transparency and accountability

§
In consultation w

ith its external advisors, 
PR

EPA
 has developed K

PI’s to ensure 
m

easurem
ent of m

eaningful perform
ance 

m
etrics to reinforce accountability across 

the organization 

§
Further m

odifications to the K
PI program

 
w

ill be m
ade as initiatives included in the 

Fiscal Plan are finalized

Aug-16
Sep-16

O
ct-16

O
verall

Safety - recordables (%
 incidents per 100 em

ployees)
(%

)
13.1

12.8
14.4

11.0
3.45

A
bseentism

 (%
)

(%
)

14.0%
23.0%

0.0%
2.0%

-2.0%
C

A
ID

I (M
in)

(M
in)

185.3
179.4

206.1
146.0

60.1
O

perational Expenses vs. B
udget (excluding fuel) (%

)
(%

)
105.1%

105.4%
0.0%

2.5%
-2.5%

C
apital Expenses vs. B

udget (%
)

(%
)

33.5%
28.2%

0.0%
7.0%

-7.0%

T&
D

SA
ID

I - A
verage interruption duration

(M
ins)

79.9
78.4

81.4
48.0

33.42
SA

IFI - A
verage interuption frequency

(%
)

0.431%
0.437%

0.395%
0.328%

0.067%
M

onthly N
et W

ork O
rder B

alance
(+, -)

-6,314.0
-720.0

0.0
1,500.0

1,500.0

ITO
n tim

e project delivery
 (%

)
0.0%

50.0%
75.0%

75.0%
0.0%

System
 up -tim

e (Z
abbix)

 (%
)

99.0%
97.0%

97.4%
98.0%

-0.6%
Incident m

gm
t - problem

 resolution
D

ays
1.78

1.72
1.56

7.00
5.44

%
 unresolved tickets after 30 days

 (%
)

5.4%
6.0%

3.8%
20.0%

-16.2%

H
R

%
 of jobs w

ith current job description (%
)

(%
)

5.0%
13.5%

0.0%
70.0%

-70.0%
A

verage tim
e to fill vacancies

(D
ays)

17.6
15.7

0.0
45.0

-45.0

C
ustom

er Service
Increase C

ash C
ollection

D
SO

 (D
ays sales outstanding) G

ov C
ustom

ers (ratio)
D

ays
0.0

0.0
0.0

60.0
-60.0

D
SO

 G
eneral C

ustom
ers (ratio)

D
ays

0.0
0.0

0.0
45.0

-45.0
C

ash recovered on theft ($m
illions)

($ m
m

)
$1.9

$2.0
$0.0

$2.0
($2.0)

N
T

L reduction as %
 of net generation (12 m

onth rolling avg)
(%

)
5.7%

4.9%
0.0%

4.5%
-4.5%

A
verage speed to answ

er
 (H

r:M
in:Sec)

0:17:44
0:13:20

0:00:00
0:05:00

0:05:00
W

ait tim
e in com

m
ercial offices

 (H
r:M

in:Sec)
0:18:18

0:16:40
0:00:00

0:15:00
0:15:00

Planning, Environm
ental

T
im

eliness of response to regulatory requests (%
 on tim

e)
(%

)
100%

100%
100%

95%
5%

T
im

liness of perm
it renew

als (%
 on tim

e)
(%

)
100%

100%
100%

95%
5%

Target
Variance

Trend
K

ey Perform
ance Indicator

Unit
Three M

onth 
Prior K

PI
Two M

onth 
Prior K

PI
O

ne M
onth 

Prior K
PI

GOVERNANCE	–
OVERVIEW

Source: PREPA
 Internal Planning D

epartm
ent
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Proposed PR
EPA

 PM
O

 structure

PREPA
Executive D

irector

69

Im
plem

entation

A
 PM

O
 structure w

ill be set up as a support system
 to m

anage execution of critical initiatives

Legal and Regulatory 
A

dvisory
[Reserved]

Restructuring Support &
 

Fiscal A
ffairs

Strategic PM
O

O
perational 

Transform
ation

Innovation

PM
O

Fiscal Plan Initiatives

W
orking G

roups

Fiscal Plan Initiatives

Fiscal Plan Initiatives

W
orking G

roups
W

orking G
roups

GOVERNANCE	–
ADM

INISTRATION
C

onfidential -Subject to Further R
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X
I. K

ey R
isks &

 M
itigation Strategies

70

C
onfidential -Subject to Further R

evisions and M
odifications

Case 3:17-cv-01909   Document 2-1   Filed 07/02/17   Page 70 of 96



K
ey risks w

ith details on m
itigation

KEY	RISKS	–
OVERVIEW

	

71

Potential R
isks

M
itigation Strategies

§
Im

paired ability to adjust rates as forecasted and 
recover planned and approved costs 

§
Seek and obtain approval for FRM

§
U

nder-delivery of investm
ent program

 
§

O
rganizational structure w

ith rigorous PM
O

 
approach and ongoing reporting and K

PI’s, as w
ell 

as support from
 the Puerto Rico Fiscal A

gency and 
Financial A

dvisory A
uthority and the P3 A

uthority

§
U

nder-delivery of O
PEX

, fuel cost savings 
§

O
rganizational structure w

ith rigorous PM
O

 
approach and ongoing reporting and K

PI’s

§
Lim

ited ability to renegotiate labor agreem
ents or 

achieve payroll savings 
§

PREPA is still evaluating w
hether additional 

payroll savings are possible

§
U

nder-staffing in key operational roles due to 
potential labor shortage, concerns over pensions 

§
Contract specialized labor directly or via 3

rdparties

§
Lim

ited ability to access capital m
arkets and 

liquidity 
§

Fiscal Plan assum
es PAY

G
O

 for T&
D

 m
aintenance 

and currently uncom
m

itted financing or investm
ent 

for A
O

G
P and

execution of public-private 
partnerships for developm

ent ofnew
 generation

§
Lack of political w

ill to drive changes
§

Independence com
ponent in the Board of D

irectors
§

PREC as regulator provides a forum
 fact driven 

rate design, cost recovery and long term
 capital 

planning and execution
§

Im
plem

entation of PM
O

§
FO

M
B oversight

C
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PR
EPA

’s transform
ation, as included w

ithin this Fiscal Plan, is still contingent on a num
ber of assum

ptions, risks and 
uncertainties, som

e of w
hich are and w

ill be beyond the unilateral control of PR
EPA

 including, but not lim
ited to:

§
Im

plem
entation of new

 rate structure program
, including collections from

 governm
ental and non-governm

ental custom
ers

§
Successful com

pletion of all V
alidation Proceedings (see A

ppendix) related to the securitization authorized by the PREPA
 

Revitalization A
ct (A

ct 4-2016)

§
Potential for additional deterioration in m

acroeconom
ic conditions w

hich m
ay m

aterially im
pact revenues and collections as a result of 

decreased econom
ic activity, increased m

igration, and/or affordability constraints

§
A

bility to execute capital im
provem

ent program
 via public-private partnership delivery and financing m

odel

§
A

bility to fund or obtain financing for the construction of A
O

G
P

§
Inability to obtain financing for the construction of A

O
G

P. O
ptions available to finance A

O
G

P are lim
ited given RSA

’s restrictions 
regarding new

 SPV
 bond issuances (e.g. clear m

arket period)

§
D

ivergence from
 short and long term

 financial projection assum
ptions as detailed in the ‘Financial Projections’ section of this plan 

§
A

chieving operational results and/or executing operational / capital im
provem

ents, given perm
itting and financial constraints

§
Resolution of environm

ental issues and achieving M
A

TS com
pliance

§
A

bility to obtain adequate liquidity available to close RSA
 transaction and im

plem
ent business plan

§
A

chieving budget targets/revenue requirem
ents and targets to fund necessary operating costs

§
Potential for significant additional loss of load than projected in the Fiscal Plan due to potential acceleration in the installation of 
distributed generation, and/or developm

ent of co-generation capacity (above the projected 42.6M
W

 assum
ed in the projections)

§
Consum

m
ation of debt restructuring consistent w

ith RSA
 through Title V

I of PRO
M

ESA
 or other m

utually agreeable m
echanism

C
ertain key risk factors on rem

aining transform
ation

KEY	RISKS	–
OVERVIEW

72
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ppendix
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G
eneration sites

APPENDIX	–
ENERGY	PROJECTS	

74

C
am

balache

Capacity                               (M
W

)  248
Location                                A

recibo
Construction Y

ear                 2007
Fuel Type                              Fuel  O

il #2

C
osta Sur

Capacity                               (M
W

)  990
Location                                G

uayanilla
Construction Y

ear                 1962-1973
Fuel Type                              Fuel  O

il #6

Eco Eléctrica

Capacity                               (M
W

)  540
Location                                Peñuelas
Construction Y

ear                 2000
Fuel Type                              Fuel  LN

G

Palo Seco

Capacity                               (M
W

)  602
Location                               Cataño
Construction Y

ear                1960-1970
Fuel Type                             Fuel  O

il #6

San Juan C
om

bined C
ycle

Capacity                               (M
W

)  440
Location                               San Juan
Construction Y

ear                2008-2009
Fuel Type                             Fuel  O

il #2

A
guirre C

om
bined C

ycle Plant

Capacity                               (M
W

)  592
Location                               Salinas
Construction Y

ear                1977
Fuel Type                             Fuel  O

il #2

A
E

S

Capacity                               (M
W

)  454
Location                               Salinas
Construction Y

ear                1994
Fuel Type                             Fuel  Coal

A
guirre Therm

o Electric

Capacity                               (M
W

)  900
Location                               Salina
Construction Y

ear                1975
Fuel Type                             Fuel  O

il #6
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E
nergy Sources: H

ow
 does Puerto R

ico com
pare?

75

§
Puerto R

ico fully depends on 
im

ported petroleum
 in order to 

satisfy its energy needs

§
The cost of im

ported petroleum
 

has driven Puerto R
ican pow

er 
prices to m

ore than tw
ice the 

average pow
er price in the states

0%
 

10%
 

20%
 

30%
 

40%
 

50%
 

Coal

N
uclear

Renew
ables

N
atural G

as

Petroleum

Puerto Rico
U

nited States
G

erm
any

APPENDIX	–
ENERGY	PROJECTS	

Source: P3 Sum
m

it Puerto Rico. “Energy Projects”

Energy Source M
ix
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R
estructuring Support A

greem
ent (“R

SA
”)

76
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Securitization structure: T
rue up m

echanism
 designed to adjust quarterly to 

cover debt service by operation of law
 (A

ct 4 –
2016)

PREPA

R
etail Electric 
C

ustom
ers

D
epository A

gent:
C

entral C
ollection 

A
ccount

U
tility Bill 

Paym
ents

O
perating 

A
ccount

SPV
 Indenture 

Trustee

Base C
ollections

Transition C
harge C

ollections

Paym
ents split pro rata in the case of 

partial paym
ents

O
ther Securitization 

Investors

Principal &
 Interest Rem

ittance

C
alculation A

gent

C
alculate Transition 

C
harge &

 C
onfirm

 Inputs

C
ollections

§
Custom

er collections w
ill  be rem

itted daily to a 
Central Collection A

ccount  (“CCA
”) m

anaged by 
the D

epository A
gent

§
O

n a daily basis, funds in the CCA
 w

ill be split 
betw

een PREPA
 and the SPV

 Indenture Trustee
§

PREPA
 w

ill  w
ork w

ith the Calculation A
gent to 

update its rem
ittance assum

ptions regularly based 
on changes in billing and collection perform

ance

C
ollection A

ccounts at 
Point of Paym

ent 
(R

egional O
ffices, 

A
C

H
 Processing, etc.)

D
aily R

em
ittance of 

C
ollections

D
aily Split

R
eview

 A
llocation 

M
ethodology

U
tility Bill for A

ll A
m

ounts O
w

ed

M
irror Bond 

Escrow
 A

gent

PR
EPA

 Legacy Bond 
Indenture Trustee

Insured PR
EPA

 
Legacy Bondholders Principal &

 Interest Rem
ittance

77

APPENDIX	–
SECURITIZATION
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§
M

irror B
onds are securitization bonds that provide credit support for the Insured PR

EPA
 Legacy B

onds, enabling the Insured PR
EPA

Legacy 
B

onds to receive the benefits of the securitization structure
•

M
irror B

onds w
ould have the sam

e econom
ic term

s (i.e., principal, interest and m
aturity date

(1)) as the Insured PR
EPA

 Legacy B
onds, 

but w
ould not be insured

•
M

irror bonds w
ould be held by an escrow

 agent and w
ould not be tradeable instrum

ents; in contrast, Insured PR
EPA

 Legacy B
onds

w
ould rem

ain insured and tradable
•

E
xit consents w

ill m
odify the L

egacy B
onds to rem

ove obligations from
 PR

E
PA

 that could interfere w
ith operations or 

otherw
ise negatively im

pact PR
E

PA
 (ex. asset sales, privatization)

•
Transition C

harge and the autom
atic quarterly adjustm

ent m
echanism

 w
ould provide cash for paym

ent of debt service on the M
irror 

B
onds (and ultim

ately the Insured PR
EPA

 Legacy B
onds, thereby discharging, dollar-for-dollar, PR

EPA
’s paym

ent obligation on the 
corresponding Insured PR

EPA
 Legacy B

onds)

M
onolines w

ill retain legacy bonds w
hile obtaining securitization m

irror bonds

PR
EPA

C
ustom

ers

Insured Bondholders

C
urrent Structure

§
Custom

ers pay fixed and pass 
through rates to PREPA

 to cover 
costs, including debt service

§
A

s part of its collections, each 
m

onth, PREPA
 collects 1/6 of 

next interest and 1/12 of next 
principal paym

ent from
 

custom
ers

§
Bondholders receive principal 
&

 interest paym
ents from

 
PREPA

D
epository A

gent

C
ustom

ers

Insured Bondholders

M
irror Bond Structure

§
Custom

ers pay Transition Charge in am
ounts sufficient to 

pay debt service on securitization bonds, including M
irror 

Bonds
§

PREPA
, in its capacity as servicer and on behalf of the 

SPV
, collects Transition Charges from

 custom
ers each 

m
onth and delivers the funds to the SPV

 Bond Trustee 

§
H

olders of Insured PREPA
 Legacy Bonds receive principal 

&
 interest paym

ents

M
irror Bond Escrow

 
A

gent

§
M

irror Bond Escrow
 A

gent sends M
irror Bond debt 

service to PREPA
 Legacy Bond Indenture Trustee for 

paym
ent of Insured PREPA

 Legacy Bonds

SPV
 Bond Trustee

§
The SPV

 Bond Trustee pays, sem
i-annually, M

irror Bond 
debt service to the M

irror Bond Escrow
 A

gent

1)
U

nder current RSA
, scheduled m

aturity date w
ith respect to a M

irror Bond w
ould be sam

e as m
aturity date on the corresponding Insured PREPA

 Legacy Bond; 
but, the final (contractual) m

aturity date of a M
irror Bond w

ill be up to 2 years later to perm
it any delay in receipt of Transition Charges to be m

ade up w
ithout 

resulting in a default on said M
irror Bond

78
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The debt service schedule below
 presents all interest expense and principal paym

ents for the pow
er revenue bonds (SPV

 D
ebt 

Service) and bank debt (PR
EPA

 D
ebt Service) included in the fiscal plan. This excludes any A

O
G

P funding

PR
E

PA
 and SPV

 debt service schedules

79
N

otes:
1)

Excludes A
O

G
P debt service

2)
CCA

B accretion refers to accrued interest on capital appreciation bonds
3)

Q
3 calendar year 2017 closing date

APPENDIX	–
DEBT	SERVICE

FY 2017
FY 2018

FY 2019
FY 2020

FY 2021
FY 2022

FY 2023
FY 2024

FY 2025
FY 2026

PR
EPA debt service

Principal
$85.5

$11.8
$11.8

$11.8
$11.8

$11.8
$59.0

$59.0
$59.0

–

Interest
369.5

12.6
14.0

13.4
12.8

12.2
10.6

7.5
4.4

2.5

Total
$455.0

$24.4
$25.8

$25.2
$24.6

$24.0
$69.6

$66.5
$63.4

$2.5

 SPV debt service (assum
ing refinancing)

Principal
$11.9

$75.1
$65.7

$78.0
$97.7

$50.2
$69.8

$69.4
$111.0

Interest
319.0

364.5
363.2

361.4
358.7

365.9
412.9

408.7
405.7

Surety fees & replacem
ent

16.0
12.7

12.9
12.6

11.9
5.5

28.9
39.7

42.1

Total
–

$346.9
$452.3

$441.7
$452.0

$468.3
$421.6

$511.7
$517.8

$558.7

M
em
o:

D
ebt service assum

ing no access to capital m
arkets

–
$346.9

$452.3
$441.7

$452.0
$468.3

$697.6
$759.1

$770.2
$814.8

B
enefit from

 access to capital m
arkets

–
–

–
–

–
–

276.0
247.5

252.4
256.0

C
C

A
B

 accretion
–

52.8
66.5

70.2
74.1

78.3
–

–
–

–
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K
ey R

isk Factors on R
em

aining Transform
ation

80
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C
ertain key risk factors on rem

aining transform
ation

81

APPENDIX	–
KEY	RISKS

§
To obtain the legal rulings required for bond counsel’s opinion for the issuance of securitization bonds, the R

evitalization 
A

ct established a “validation process” for parties to challenge the R
evitalization A

ct and the SPV
 B

ond R
esolution (the 

“Validation Proceedings”)

§
Seven law

suits w
ere filed before seven separate judges at C

ourt of First Instance in San Juan; Tw
o law

suits rem
aining (O

ne 
Phase O

ne C
hallenge, U

TIER, and one consolidated Phase 2 C
hallenge)

§
Issues raised in the Validation Proceedings need to be resolved favorably in order to consum

m
ate the R

SA
 transaction, 

though the risk of delay has been m
itigated by the favorable U

TIER
decision and other case dism

issals

§
G

iven these recent developm
ents, PR

EPA
 is no longer seeking the FO

M
B

’s intervention in the Validation Proceedings, 
w

hich w
as previously suggested as a vehicle to consolidate and expedite the pace of the Validation Proceedings

R
evitalization A

ct C
hallenges

Bond R
esolution C

hallenges
§

U
TIER. A favorable decision regarding the validity of the 

Revitalization A
ct and the Restructuring O

rder is currently 
under appeal at the Puerto Rico Suprem

e Court; has been 
briefed and is pending before Suprem

e Court for a ruling; 
U

TIER filed a m
otion seeking further briefing, w

hich 
PREPA opposed

§
JubiladosI.  D

ism
issed by the plaintiffs w

ith prejudice

§
JubiladosII.  D

ism
issed w

ith prejudice

§
Cuadrado. D

ism
issed w

ithout prejudice

§
A

ll three Phase Tw
o Challenges w

ere consolidated into the 
PV

 Properties case; adm
inistrative law

 standard of review
 

determ
ined to apply

§
Petitioner briefs due by A

pril 21, and PREPA
, SPV

 and 
PREC response due M

ay 12
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C
ertain key risk factors on rem

aining transform
ation 

82

R
evitalization A

ct C
hallenges

R
estructuring Bond C

hallenges
§

Validity. Validity of Revitalization A
ct

§
N

o Im
pairm

ent. N
o provision of the A

ct breaches or 
im

pairs any contract or constitutesa taking
§

Revenue Attribution. Transition Charges are revenues and 
incom

e solely of the SPV
 and are not revenues or 

resources of PREPA
, the G

overnm
ent of Puerto Rico or 

any other Person 
§

N
ot a Tax. Transition Charges are not a tax and the SPV

’s 
right to collect them

 is irrevocable
§

N
o Encum

brance.Transition Charges are not subject to 
any other lien or levy

§
C

onstitutional M
atters. A

ny m
atters relating to the 

foregoing,under Puerto Rico or U
S constitution

§
Validity. Validity of: (i)Energy Com

m
ission’s 

Restructuring O
rder; (ii)issuance of Restructuring Bonds 

by the Corporation; (iii)PREPA’s outstanding debt 
(iv)SPV

’s property rights w
ith respect to the Transition 

Charges; and (v)Transition Charge form
ulae

§
Applicability. Validity and applicability of: (i)Transition 
Charges; (ii) A

djustm
ent M

echanism
; and (iii)revocability 

of right of the Corporation to im
pose and collect 

Transition Charges
§

N
o Breach or Taking. N

either the issuance of the 
Restructuring Bonds nor the am

ount of the Transition 
Charge results in: (i) the breach of any contract or 
agreem

entbetw
een the G

overnm
ent of Puerto Rico

or 
PREPA and its creditors; (ii) any fraudulent conveyance; 
or (ii) any taking of property w

ithout just com
pensation

§
C

onstitutional M
atters.A

ny or all other m
atters relating to 

the foregoing,under Puerto Rico or U
S constitution

To date, plaintiffs have filed com
plaints including all of the above allegations, except for challenges regarding (i) validit y of 

PR
EPA

’s legacy bonds, and (ii) fraudulent conveyance issues

APPENDIX	–
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O
perational Savings

83
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O
perational im

provem
ents –

Fuel &
 generation

Situation Encountered
A

ctions Taken

Forecasting and 
Inventory 
C

ontrols

§
Lim

ited inform
ation sharing led to unnecessary build-up of 

fuel inventory
§

Fuel Inventory controls not in line w
ith industry standards

§
Im

plem
entation of fuel forecasttool and closer coordination 

have reduced inventory levels by ~$36m
 and generated 

ongoing annual savings of $3-4m
§

Im
plem

ented industry standard fuel inventory controls

G
eneration 
D

ispatch
§

Lim
ited coordination prevented PREPA

 from
 capitalizing on 

opportunities to optim
ize dispatch

§
Roll-out of revised S&

O
P processis generating annual 

dispatch savings of ~$23m

Fuel Sourcing &
 

Supply
C

hain
§

PREPA
’s fuel procurem

ent processes did not provide 
sufficient opportunity to secure best term

s

§
Com

petitive
RFP processes have  generated annual reduction 

in fuel oil adders of ~$31m
 and a one tim

e $65m
 cash flow

 
saving

§
Renegotiation of natural gas contract for Costa Sur have 
generated annual fuel savings of ~$33m

Spinning R
eserve

§
Spinning reserve levels m

aintained at higher than required 
levels

§
H

igh frequency and duration of forced outage events

§
Im

plem
enting

action
plans and business case to reduce the 

num
ber and severity of forced outages w

ill result in an 
estim

ated saving of ~$29m
§

W
ith the stabilization generation units, optim

ize the spinning 
reserves to deliver fuel savings estim

ated at ~$25m

Fuel related im
provem

ents have generated annual run-rate savings of ~$144m
 as w

ell as one tim
e liquidity im

provem
ents of 

~$101m
 to date

84
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O
perational im

provem
ents –

C
ustom

er service
C

ustom
er service im

provem
ents have generated annual run rate savings of ~$77m

 as w
ell as one-tim

e liquidity im
provem

ents of ~$135m
 to date

Situation Encountered
A

ctions Taken

G
overnm

ent 
C

ollections

§
Ineffective collections practices and acceptance of non-paym

ent 
resulting in G

ov. past dues in excess of $255m
§

D
eficient billing practices and custom

er com
m

unication leading 
to high balances in dispute spanning m

ultiple years 

§
Im

plem
ented rigorouscollections program

 w
ith Public 

Corporations and A
gencies, using service suspensions to drive 

collections and sign paym
ent plans

§
Collected 120%

 of am
ounts invoiced to G

ov. custom
ers over the 

last 12 m
onths, Past due balances have im

proved by $70m

G
eneral C

ustom
er 

C
ollections 

§
D

elays in execution of service suspensions w
ith residential and 

w
holesale custom

ers
§

D
eficient billing practices leading to high num

ber of estim
ated 

(and disputed) invoices
§

A
ccum

ulation of A
ct 33-driven balances

§
N

o collections effort on severely past due accounts

§
Stream

lined and enforced service suspension program
, rolled-out 

perform
ance K

PI’s, organized A
ct 33 w

ork, special program
s (i.e. 

residential housing, Top-20 by Region), increasing cash 
collections by ~$65m

§
Engaged 3rd party collections firm

 to focus on severely past due 
accounts. $3.5m

 net collected
§

D
eveloping new

 processes for centralized collections, deposit and 
bond m

anagem
ent, A

ct 57 objections  

Theft/ N
on-

Technical loss

§
Pervasive culture of accepting higher than industry standard 
non-technical loss rates

§
D

isorganized theft reduction effort and lack of m
eaningful 

deterrents leading to low
 probability reducing theft rates

§
D

eficient m
eter m

aintenance practices, increasing num
bers of 

m
eters w

ith reading issues (end-of -life)

§
Reorganization of ICEE, new

 leader engaged, stream
lined 

adm
inistrative process, im

plem
ented and rolled-out new

 Theft 
A

nalytics system
 and training 

§
$60m

 annual reduction in non-technical loss
§

M
eter renovation and verification projects launched for secondary 

and prim
ary custom

ers (sm
art m

eters, m
eter recycling, m

eter 
equipm

ent field verification)

C
ustom

er 
Experience

§
Long w

ait tim
es in the Call Center, in excess of 20 m

in.
§

Long lead tim
e to address custom

er service issues, 8+ w
eeks on 

average
§

Long w
ait tim

es in com
m

ercial offices above 30 m
in.

§
Custom

ers visiting offices for routine transactions that can be 
done electronically (paym

ents)

§
Im

proved training and use of 3
rdparty call center

§
Reduced backlog of open orders by 40%

 through com
bination of 

office and field w
ork

§
Centralizing all billing back-office functions to focus com

m
ercial 

offices on custom
er care

§
Launching program

 to increase use of electronic transactions85
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O
perational im

provem
ents –

Indirect procurem
ent

A
ddressing inadequate processes has generated annual savings of ~$23m

 as w
ell as one -tim

e im
provem

ents of ~$32m
 to date

Situation Encountered
A

ctions Taken

Procurem
ent

§
O

verly com
plex procurem

ent processes and lack of 
specialized expertise leading to lead tim

es of 3-5 m
onths

§
Lim

ited use of contracts is preventing PREPA
 from

 
leveraging scale w

ith suppliers

§
Legislate change allow

s PREPA
 to use RFPs to reduce prices 

and obtain optim
al term

s
§

O
rganizational structure changes im

proved efficiency and 
enabled strategic planning

§
Launched ED

E/M
RO

 RFP w
hich w

ill lead to significant 
procurem

ent cost savings in FY
2017

Inventory
§

Lack of coordination and a culture of ‘m
ore is better’ have 

led to ~$70m
 of obsolete inventory and another $50-100m

 of 
off-book inventory

§
Restructured inventory m

anagem
ent and control process, 

trained personnel, developed and tracked K
PIs resulting in 

savings of $32m
 to date (additional ~$15m

 expected in 
FY

2017)

Fleet
§

Large and under utilized fleet w
ith 3,500 vehicles/equipm

ent
§

U
nderinvestm

ent in fleet and m
aintenance has created an 

unsafe fleet

§
H

ave im
plem

ented a fleet rejuvenation program
 w

ith the goal 
of elim

inating 1,000 vehicles/equipm
ent

§
In the process of negotiating contract term

s w
ith a fleet 

m
aintenance outsourcing provider.  Im

plem
entation expected 

in early FY
2017

R
eal estate

§
N

o cohesive real estate strategy in place to m
anage large 

portfolio in excess of 1,000 properties
§

Conducted RFP to hire 3
rdparty professional real estate firm

 
to develop strategy and dispose of excess properties
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O
perational im

provem
ents –

E
m

ployee related
Situation Encountered

A
ctions Taken

Productivity

§
Inflexible w

ork rules and high absenteeism
§

Paid leave of 80 days (tw
ice industry norm

)
§

A
ct 66 has generated im

provem
ents of $40m

, but 
strong resistance is lim

iting its full potential

§
PREPA

 is im
plem

enting changes to w
ork rules and benefits required to 

im
prove costs and productivity:

•
Changes to w

ork shifts in Call Center, along w
ith use of 3rd 

party services
•

Changes to “cartas de deberes” for ICEE field investigators 
(energy theft)

•
Centralization of account m

aintenance activities (m
oving 

em
ployee locations)

Safety

§
U

nacceptable safety record, in excess of 14,000 
accidents and 15 fatalities over 10-year period

§
Culture of focusing on legislative com

pliance 
instead of prom

oting active safety culture

§
H

ired industry leading firm
 to assess current situation and develop 

program
 to im

prove
§

D
evelopm

ent of standard H
SE dashboard to track im

plem
entation of 

im
provem

ent program

M
edical 

Benefits

§
M

edical benefits costs set to increase for both active 
and retired em

ployees
§

PREPA
’s m

edical benefits design w
ay above 

com
parable Public Corporations

§
Retirem

ent system
 projected to be insolvent by 

2024

§
Transitioned to new

 supplier (M
M

M
) for Retired Em

ployees H
ealth Plan 

for $4m
 annual savings. M

M
M

 is exceeding service level expectations 
after 12 m

onths
§

Concluded FY
 2013-2014 audit of active em

ployees health plan for 
~$3m

 cash reim
bursem

ent
§

Im
plem

ented changes to A
ctive Em

ployees H
ealth Plan for $6m

 annual 
savings and im

proved utilization controls. Introduced service level 
m

etrics and perform
ance reporting

§
N

o significant union issues relative to the H
ealth Benefits changes

§
O

n-going analysis of Pension Plan options

87
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O
perational im

provem
ents –

organization R
elated

Situation Encountered
A

ctions Taken

Succession 
Planning

§
N

o succession plans
§

O
ver 1000 currently staff eligible for retirem

ent; m
any in 

critical positions
§

350 retirem
ents per year; 1000 in 2014 associated w

ith 
changes to the retirem

ent plan
§

Retirem
ent system

 vulnerable and retirem
ent levels 

sensitive to any changes

§
Identified

m
ost critical retention risks in T&

D
, G

eneration and 
CS (covers approx 80%

 of the w
orkforce)

§
D

eveloped risk reduction plan via identified successors for 
50%

 of the critical roles and alternative strategies for 40%
 of 

the critical roles (these are yet to be im
plem

ented)

K
PI -M

eritocracy 
&

 Perform
ance 

M
gm

t

§
Large Confianza job class drives significant instability, 
low

 accountability and lack of leadership from
 top 

m
anagem

ent
§

Leaders and m
anagers are placed in positions based on 

political affiliation vs. job qualifications
§

O
utdated job descriptions and lim

ited use of perform
ance 

K
PI’s

§
N

o form
al perform

ance m
anagem

ent process

§
Identified K

PIs (PREPA
-w

ide and individual D
irectorates)

§
Com

m
enced K

PI data gathering and built report tem
plate 

§
Piloted perform

ance m
anagem

ent w
ith Senior Staff D

efined 
PREPA

-w
ide com

petencies and collected senior staff self-
evaluations 

§
Built online perform

ance evaluation tool to capture evaluations 
and support a broader roll-out (scope includes com

petency 
evaluations only at this stage)

O
rganization
Blueprint

§
H

ighly silo’d, highly traditional bureaucracy
§

O
verly staffed w

ith non-value added adm
inistrative 

personnel
§

O
ver sized executive directorate and executive team

 
§

Shortages in a lim
ited num

ber of specific technical skill 
areas

§
D

efined key organizational/operational roles; Redesigned 
current directorate structure 

§
Establish staffing levels to support operational priorities

§
D

esign new
/stream

lined  governance and decision processes88
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O
perational im

provem
ents –

Inform
ation technology

Situation Encountered
A

ctions Taken

Inform
ation 

Security

§
Lack of adequate protections for PREPA

’s m
ission 

critical data netw
ork

§
PREPA

’s custom
er data (personal identifiable data, 

i.e. SSN
, credit card num

bers) not safe
§

Lack of IT security basic policies, processes and 
specialist resources 

§
Im

plem
ented

critical netw
ork protection com

ponents: firew
all, proxy servers, 

netw
ork m

onitoring
§

D
eveloped plan to address every instance w

here custom
er data are not hidden, 

encrypted or protected
§

Im
plem

ented strong passw
ord policy across entire com

pany and started 
training program

§
Currently conducting penetration test w

ith specialist firm
 to define IT Security 

Phase II action
plan

Technical 
Infrastructure 

§
Santurce m

ain data center at high risk of outages, 
due to deterioration of physical facilities and 
environm

entals (H
V

A
C, pow

er supply, cabling)
§

N
on-operational disaster recovery plan

§
Lack of effective m

onitoring of infrastructure 
problem

s and service levels

§
Im

plem
enting plan to m

igrate critical applications to a co-location facility 
(PREPA

.N
et) and 3

rdparty cloud (M
icrosoft)

§
Cloud m

igration already 70%
 com

plete. Target to m
igrate applications to 

PREPA
.N

et by end of Q
4 2017

§
D

isaster Recovery site in A
guirre is operational

§
Im

plem
ented new

 N
etw

ork O
perations Center, m

onitoring softw
are and IT 

help desk

C
ustom

er C
are 

&
 Billing 

System

§
Lack of adequate testing and softw

are release 
process , resulting in poor softw

are quality 
§

D
eficient reporting environm

ent, data unreliable, 
reports take long tim

e to produce
§

Functional gaps, leading to m
anual processes (i.e. 

field operations)
§

A
pplication running an obsolete version, has not 

been updated since im
plem

entation in 2013
§

A
pplication outages and slow

 response tim
e to 

users, exacerbated at m
onth end 

§
Im

plem
ented new

 provisional rate in 30 days from
 notification date to live 

release, w
orth $18m

 in additional cash. Currently im
plem

enting perm
anent 

rate
§

Im
plem

ented new
 docum

entation standards for design, configuration of 
softw

are changes
§

Com
pleting im

plem
entation of new

 testing environm
ent (hardw

are and 
softw

are), process and testing tool
§

Im
plem

ented autom
ated K

PI reporting dashboard, updated w
eekly, using 

existing tools
§

D
eveloped softw

are upgrade plan, to be executed after rate im
plem

entation 89
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Energy Infrastructure/P3
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R
evitalization A

ct and upcom
ing R

FPs

§
PR

EPA
 R

evitalization A
ct authorizes PR

EPA
 to create and foster investm

ent in public-private partnerships 
(P3)related to needs of generation, transm

ission and distribution of energy

§
P3 Law

 available to pursue P3 projects; evaluating com
m

ittee to be com
posed of 5 m

em
bers, including 2 PR

EPA
 

representatives, and representatives from
 G

D
B

, Public Energy Policy O
ffice, and PPP A

uthority

§
In the event PR

EPA
 does not com

plete com
petitive processes by dates established in Energy R

ELIEF A
ction Plan 

or IR
P, the Energy C

om
m

ission m
ay begin and carry out these com

petitive processes

§
PR

EPA
 and the Energy C

om
m

ission developed a joint regulation for an R
FP process, that w

as approved by the 
G

overnor during Septem
ber of 2016 

§
PR

EPA
 w

ill determ
ine its new

 generation m
odernization priorities, taking into account operational perform

ance 
of existing units, IR

P outcom
e, m

arket appetite (referencing R
EO

I and other proposals received) and planned 
renew

able additions as w
ell as other relevant considerations.

§
A

s part of its M
odified Integrated R

esource Plan, PR
EPA

 is expanding its use of renew
able energy and is 

scheduled to begin a com
petitive bidding process for a public-private partnership

for new
 generation capacity 

in the north of the island by June 2017
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E
nergy infrastructure/P3 –

critical projects
§

Project sequencing w
ill be designed to effectively progress the advancem

ent of all needed energy C
ritical Projects and avoid m

ajor obstacles in 
the shortest tim

eline possible

§
W

ill prom
ote and im

prove funding m
odels to leverage the use of private funds, w

here/as relevant and m
axim

ize access to, or use of, unused 
federal funds available

§
PR

EPA
 is in dire need of an am

bitious Infrastructure / P3 program
 for generation and T&

D
 assets by the end of 2019, as w

ell a s other critical 
infrastructure projects beyond 2019 

§
A

ttracting external capital in PR
EPA

’s current fiscal situation m
ust address investors concerns regarding governance, financing and execution 

of proposed infrastructure/Fiscal Plan program
:

§
PR

EPA
 w

ill incorporate global best practices and industry standards in:

•
G

overnance: political independence, trusted board, and professional m
anagem

ent of P3 delivery entity; and

•
Financing and execution: m

arket term
s on exclusivity and re-negotiation provisions of com

m
ercial agreem

ent, subordination of any 
governm

ent-provided capital, clarity on ultim
ate counter-party and credit enhancem

ent support

§
A

 com
prehensive and self-reinforcing P3 program

 w
ill be designed to include:

APPENDIX	–
ENERGY	INFRASTRUCTURE
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ü
Seeding and ring-fencing a 
P3 delivery entity w

ith 
unencum

bered assets and 
potential revenue flow

s 

ü
Leveraging asset base to enhance 
counter-party surety, im

prove 
project financing term

s, and 
potentially raise third party 
financing for the P3 program

 or 
delivery entity 

ü
Establishing an independently-governed (or specifically dedicated 
PR

EPA
 PM

O
 office), professionally m

anaged P3 structure (e.g., 
via the P.R

. P3 A
uthority) to select the right projects using 

objective criteria, deliver using optim
al procurem

ent strategy and 
com

m
ercial term

s 

PR
EPA

’s structure should be responsible for end-to-end delivery of P3 projects, protection of core energy infrastructure 
assets, and re-investm

ent into w
ell-defined critical energy infrastructure needs
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Im
plem

entation: com
prehensive P3 program

 design, delivery resources &
 approach to attract 

capital –
in tandem

 w
ith support from

 the P3 A
uthority and applicable regulators

APPENDIX	–
IM

PLEM
ENTATION

C
reate the 
Project 
C

oncept

Prepare the P3 
Project For 

Tender

Tender &
 

D
eliver the P3 

Project

D
escription

C
urrent State &

 N
eed

§
D

evelop energy project concepts alongside 
public and private partners

§
Establish priorities, tim

elines and align key 
policy objectives (e.g., environm

ental and 
health com

pliance)

§
Build basic profile of various critical projects

§
A

ttract private investors to provide debt and 
equity providers for construction and 
perm

anent financing

§
Ensure the financing term

s and 
com

m
ensurate service levels m

eet PREPA 
requirem

ents

§
Concerns regarding PREC role in  
infrastructure procurem

ent 

§
PREPA w

ill lead effort under certified 
fiscal plan and budget –

and FO
M

B

§
G

ain support of G
overnor’s 

Infrastructure Taskforce/P3 A
uthority

§
PREPA im

plem
ented m

arket sounding 
effort (REO

I in 2016) 

§
There are num

erous interested private 
sector parties for energy infrastructure 
projects

§
Expedited perm

itting under Title V, A
ct 

76-2000, are key

§
PREPA w

ill design a com
prehensive P3 

energy infrastructure program

§
G

overnm
ent procurem

ent process 
view

ed as inefficient and uncertain

§
PREPA has lim

ited capital budget to 
provide cash equity 

§
G

overnm
ent, PREPA going through 

restructuring –
attracting long-term

 debt 
rem

ains a challenge

§
Prepare cost estim

ates and project feasibility
§

D
esign P3 procurem

ent m
odel 

§
Issue P3 RFPs  

§
Facilitate legal due diligence to identify 
potential risks or legislative requirem

ents

93
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PR
EPA

’s infrastructure program
 success w

ill hinge on addressing 
fundam

ental governance, execution, and financing questions

APPENDIX	–
INFRASTRUCTURE

§
PREPA

w
illcreate

a
PM

O
forcentralized

projectconsideration,including
efforts

betw
een

Taskforce
and

P3
A

uthority
&

coordination
w

ith
relevantagencies

§
PREPA

isenhancing
governance

provisionsunderthe
supplem

entto
the

RSA

Execution &
 

Financing

G
overnance

§
PREPA’s

Fiscal
Plan

contem
plates

ensuring
necessary

capital
to

launch
infrastructure/P3

critical
projects

as
necessary

operating
expenses

to
ensure

environm
ental,

health
and

safety
com

pliance,
am

ong
others

§
PREPA

,
through

its
Fiscal

Plan,
w

ill
ensure

having
sufficient

internal
and

external
resources

to
execute

§
Environm

ental
review,

siting,
perm

itting
(including

federal)
for

critical
energy

projects
w

ill
be

m
anaged

via
Title

V
(Revitalization

Coordinator),A
ct

76-2000,Executive
O

rder
N

o.3-2017
and

related
regulations

§
Supplem

entalRSA
term

sand
conditionsw

illbe
leveraged

§
PREPA

is
review

ing
how

to
best

leverage
existing

assets
to

m
axim

ize
P3

critical
project

opportunities

§
W

ill
there

be
regulation/

legislation
that

w
ill

protect
private

capital?
(e.g.

exclusivity,
lim

ited
protection

from
com

petition)
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G
overnance enablers for P3 program

 success include political independence, trusted 
board, and professional m

anagem
ent of P3 delivery entity &

 im
plem

entation

APPENDIX	–
GOVERNANCE	ENABLERS

Trusted Board of 
D

irectors

Professional 
M

anagem
ent -

Im
plem

entation

§
H

igh-level representation across key public sector 
stakeholders and functional areas of expertise 
draw

n from
 prom

inent private and public sector 
individuals –

to provide credibility and assure 
broad buy-in to overall energy P3 projects  

§
Sufficient coverage from

 in-house PREPA
 

professionals and external experts across key 
functional areas (technical, com

m
ercial, legal, etc.) 

w
ill be organized to assure appropriate diligence, 

procurem
ent approach, com

m
ercial structure and 

im
plem

entation for each critical project

Success factor
R

ationale

§
PREPA

 BoD
w

ill rem
ain professional 

and highly supportive of the certified 
Fiscal Plan 

§
PREPA

 is designing, as part of its new
 

organizational structure, PM
O

 offices to 
m

anage and im
plem

ent operational, 
financial and infrastructure projects 
under the Fiscal Plan

K
ey im

plem
entation concerns 

addressed

Political 
Independence

§
Political independence of decisions to determ

ine 
optim

al delivery and procurem
ent m

odels, to assure 
long-term

 investors and developers that:
•

Critical projects have m
erit and address 

clear needs –
under  PREPA

 certified fiscal 
plan

•
Procurem

ent is to be com
pleted w

ithout 
political veto or interference per fiscal plan

§
Priority critical projects are identified as 
is criteria to support projects

§
Perm

itting form
 local agencies as w

ell 
as federal m

ust be efficient and 
supportive –

under PRO
M

ESA
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L
egislation has been enacted to address the challenges faced by Puerto R

ico’s 
energy sector

APPENDIX	–
NEW

	LAW
S

96

Legislation

Puerto R
ico E

nergy 
Transform

ation and R
E

L
IE

F 
A

ct (A
ct N

o. 57-2014) 

§
Creation of Energy Com

m
ission 

•
Regulatory oversight for PREPA

, including assessm
ent of service quality and 

review
 of proposed rates

•
O

ngoing rate case w
ith respect to proposed 1.025 cent/kW

h provisional rate 
increase 

•
N

ew
 transparent rate structure

•
Provides for better m

onitoring of PREPA’s efficiency
•

Covers PREPA’s costs and elim
inates structural deficits

PR
E

PA R
evitalization A

ct

§
Enhanced A

ccountability 
•

Consum
er A

dvocacy position: the Independent Consum
er Protection O

ffice 
(ICPO

) 
•

Lim
its on electricity provided to m

unicipal entities as Contributions in Lieu of 
Taxes (CILT)

T
he Puerto R

ico O
versight, 

M
anagem

ent and E
conom

ic 
Stability A

ct (PR
O

M
E

SA
)

§
Creates a federal restructuring regim

e for the G
overnm

ent of Puerto Rico and its 
instrum

entalities
§

Establishes the FO
M

B to oversee the developm
ent of budgets and fiscal plans for 

Puerto Rico’s instrum
entalities and governm

ent
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