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GOVERNMENT OF PUERTO RICO  
PUBLIC SERVICE REGULATORY BOARD 

PUERTO RICO ENERGY BUREAU 
 
IN RE:  REVIEW OF LUMA’S INITIAL 
BUDGETS 

CASE NO.: NEPR-MI-2021-0004 

SUBJECT: Motion to Supplement the 
October 7 Filing  
 

 
MOTION TO SUPPLEMENT THE OCTOBER 7 FILING 

 
TO THE HONORABLE PUERTO RICO ENERGY BUREAU: 

COMES NOW the Puerto Rico Electric Power Authority (PREPA), through its counsel of 

record, and respectfully submits and prays as follows: 

1. On September 20, 2022, the Energy Bureau of the Public Service Regulatory Board of 

Puerto Rico (“Energy Bureau”) issued a Resolution and Order (“September 20 Order”) amending 

the procedural calendar and scheduling the continuation of the virtual technical conference to be 

held on October 18, 2022.  

2. The September 20 Order also directed PREPA to provide on or before October 7, 2022, 

the following documents:  

i) all documentation submitted before the Financial Oversight and 
Management Board for Puerto Rico ("FOMB") pertaining Fiscal Year 2022, 
including the four (4) quarterly reports for FY 2022; and  
 
ii) all documents filed with FOMB regarding Fiscal Year 2023 
Certified Budget as well as the responses provided by the FOMB. 
 

September 20 Order at p. 2. 

3. On October 7, 2022, PREPA filed a Motion in Compliance with the September 20 2022 

Order submitting documents responsive to the September 20 Order.  

4. PREPA has identified the following additional documents which are also responsive to 

items (ii) of the September 20 Order: 
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a. PREPA’s Response to the Financial Oversight and Management Board for Puerto 

Rico’s (“FOMB”) May 25, 2022, Notice of Violation dated May 31, 2022.  

b. PREPA’s Response to the FOMB’s June 7, 2022, Notice of Violation dated June 

16, 2022.  

c. PREPA’s Response to FOMB’s June 28, 2022, Notice of Violation dated June 29, 

2022.  

5. These documents are presented to the Energy Bureau as Exhibit A to this motion.  

WHEREFORE, it is respectfully requested that the Energy Bureau accepts Exhibit A as a 

supplemental response in compliance with the September 20 Order.  

RESPECTFULLY SUBMITTED. 

In San Juan, Puerto Rico, on this 14th day of October 2022.  

 
f/ Joannely Marrero Cruz 
Joannely Marrero Cruz 
TSPR 20,014 
jmarrero@diazvaz.law 
 
DÍAZ & VÁZQUEZ LAW FIRM, P.S.C.  
290 Jesús T. Piñero Ave. 
Oriental Tower, Suite 803 
San Juan, PR  00918 
Tel. (787) 395-7133 
Fax. (787) 497-9664

mailto:jmarrero@diazvaz.law
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CERTIFICATE OF SERVICE 
 

It is hereby certified that I have filed the foregoing with the Clerk of the Energy Bureau using 
the electronic filing system and that I have served a copy to Margarita Mercado Echegaray, 
margarita.mercado@us.dlapiper.com.  

 
In San Juan, Puerto Rico, on this 14th day of October 2022.  

 
f/ Joannely Marrero Cruz 
Joannely Marrero Cruz 

 

 

 

mailto:margarita.mercado@us.dlapiper.com
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Exhibit A 
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May 16, 2022 

 

Eng. Josue Colón 

Executive Director  

Puerto Rico Electric Power Authority 

San Juan, PR 00902 

 

VIA EMAIL:  josue.colon@PREPA.com 

 

RE: PREPA Tranche 1 Renewable Energy RFP 
 

Dear Mr. Colón: 
 
The Renewable Energy Producers Association of Puerto Rico (“APER” by its Spanish 
acronym) is a not-for-profit organization working to advance the transformation to 
renewable energy generation in Puerto Rico.  APER contributes to furthering public 
policies and promoting market development efforts to help grow Puerto Rico’s 
renewable energy economy, create jobs, expand economic opportunities, and reduce 
energy costs.   
 
Over the past decade, our members have engaged with PREPA and its oversight 
authorities in numerous negotiation processes and diligently responded to changing 
demands and requirements regarding PREPA’s procurement of utility scale 
renewable energy projects.  Some of these projects have survived PREPA’s 
circuitous renewable energy procurement path, several government and PREPA 
administrations and their conflicting plans and opinions, PREPA’s insolvency and its 
Title III reorganization under PROMESA, delays caused by hurricanes and 
earthquakes, three renegotiations of the legacy power purchase and operating 
agreements (PPOAs), the unjustified cancellation by the FOMB of over 450 MWac of 
new solar energy projects approved by PREPA and the PREB in 2020, and most 
recently, an opaque and challenging Tranche 1 renewable energy RFP process.   
 
Through this letter, APER seeks to highlight some concerning facts and recent 
developments related to PREPA’s Tranche 1 RFP process in an effort to prevent the 
failure of Puerto Rico’s renewable energy transition. 
 

1. On August 17, 2020, the FOMB cancelled over 450 MWac of shovel ready 
renewable energy projects with an average first-year energy price of 
$99/MWh and an average all-in LCOE of $133/MWh to have PREPA release 
the Tranche 1 RFP (February 22, 2021) with a goal to procure at least 1,000 
MW of renewable energy resource capacity and execute fully approved 
contracts by October 15, 2021. 

mailto:josue.colon@PREPA.com
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2. After a challenging Tranche 1 RFP process that was met with numerous 
amendments and months of delays, PREPA announced the final selection of 
participants for the final stage of evaluation and subsequently requested Best 
and Final Offers (“BAFO”) on October 5, 2021. 
 

3. By that time, the onset of supply chain challenges, historic increases in 
logistics costs, commodity price increases, wage inflation, and ongoing U.S. 
tariffs on solar equipment combined to materially increase the implied 
construction cost of the proposed renewable energy projects. The Tranche 1 
RFP BAFO process revealed prices for the Puerto Rico renewable energy 
market to be significantly higher than in 2020 and early 2021 and that it 
could only procure 733 MW out of the 1,000 MW required by the PREB. 
 

Note: In 2021, for the first time in more than two decades, the cost of 
installed solar projects, and thus of solar energy, is higher than the 
previous year, and such costs are expected to rise moving forward. 
The US Bureau of Labor Statistics Producer Price Index (WPU10) 
demonstrates an overall increase in prime material prices of 53% 
(See Appendix, Figure 1) for metals and metal products, and the costs 
of all materials necessary for solar panel manufacturing have also 
increased dramatically (See Appendix, Figure 2). The most significant 
drivers are an increase of over 300% in the cost of polysilicon and an 
increase of over 60% in the cost of copper and aluminum directly 
affecting the cost of solar panels, racks, inverters, switchgear, and 
interconnection infrastructure.  Global shipping costs have also 
increased by about 6x resulting in an increase from $0.005 per Wp to 
$0.03 per Wp (See Appendix, Figure 3).  These cost increases are well 
known and are impacting renewable energy markets across the globe 
and particularly in Puerto Rico.  These cost increases are a reality of 
the current market, outside of the control of the proponents, PREPA, 
the PREB, the FOMB, or the government of Puerto Rico. 
 

4. On December 11, 2021, with the original contract execution deadline two-
months overdue, PREPA abruptly changed its approach in the Tranche 1 RFP 
process.  Abandoning a market-based price discovery mechanism, PREPA 
unilaterally imposed, without any analysis, justification, or explanation, a 
levelized cost of energy (LCOE) price cap of $105/MWh on proponents as a 
condition to proceed in Tranche 1 of the RFP process.  Given the current 
market reality, developers will not be able to finance and build projects at 
the prices imposed by PREPA. 
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5. Since December 2021, additional developments have made the LCOE price 
cap of $105/MWh even more untenable.  These developments include, but 
are not limited to: 
 

a. Major increases in project costs are compounded by an 
unprecedented increase in long term interest rates and the associated 
cost of capital for U.S. projects.  The 30-year U.S. treasury yield has 
increased from a low in December, 2021 of 1.69% to 3.12% as of May 
10, 2022, representing an increase of nearly 85% in about 5 months; 
 

b. PREPA has cancelled the RSA with its Bondholders and the House of 
Representatives has threatened to cancel the Luma contract, 
increasing uncertainty and the cost of capital for projects with PREPA 
as the counterparty. PREPA’s and Puerto Rico’s credibility as a viable 
counterparty for renewable energy projects is in question; 

 

c. Adding to these issues, in March 2022, the U.S. Department of 
Commerce launched an investigation into allegations that modules 
produced in southeast Asia were being used to circumvent anti-
dumping duties on imports from China.  The implied risk of the 
investigation represents an additional 50% to 250% increase in 
module prices, and a recent survey of solar developers show that 
four-fifths reported module deliveries have been canceled or delayed. 
(See Appendix, Figure 4). The potential impacts of this investigation 
are retroactive and thus, affected panel prices have already increased 
in order to limit penalty risks. 

 

d. Finally, due to the delay on contract execution it will be impossible 
for developers to qualify for the previously accessible 30% or current 
26% US Investment Tax Credit (ITC). Only a portion of the 18 projects 
selected may qualify for the 22% ITC in 2023 if further delays in 
contract execution are limited while the rest will have only a 10% ITC 
benefit in 2024 or thereafter. In other words, a benefit loss of 8% 
already realized and a potential 20% benefit loss from Tranche 1 
BAFO prices. 

 

In summary, instead of accepting the market prices presented, PREPA imposed an 
unachievable LCOE ceiling price of $105/MWh and could only procure 733 MW out 
of the 1,000 MW required by the PREB.  If PREPA insists on holding proponents to 
an arbitrary maximum LCOE, the result will likely be that no solar projects will be 
constructed and Puerto Rico ratepayers will continue to pay the highest electrical 
rates supplied by the most polluting and least efficient generation fleet in the U.S. 
Accordingly, Puerto Rico will once again be at risk of further delaying compliance 
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with renewable portfolio standards established in Act 33-2019: 20% by 2022 and 
Act 17-2019: 40% by 2025, 60% by 2040, and 100% by 2050.  
 
APER respectfully requests that PREPA exercises its leadership to avert this 
potential crisis.  We suggest that PREPA:  
 

1. Release the results of their market analyses of the estimated cost to build 
renewable energy projects in Puerto Rico, including all inputs for its LCOE 
calculations and a breakdown of the interconnection costs that PREPA 
estimated, to all the relevant stakeholders including the PREB, the FOMB and 
those developers who qualified for Tranche 1 RFP;  

2. Convene a summit with the Tranche 1 RFP participants, the PREB and the 
FOMB, for an open and frank discussion regarding current market conditions 
and the ability to construct and finance these projects under the 
aforementioned realized and projected cost increases coupled with below-
market PPA LCOE pricing; 

3. Provide an additional opportunity to submit BAFO for all original qualified 
Tranche 1 proponents that will take into consideration the inflationary and 
supply chain impacts discussed herein; and  

4. Check that its 2022 Fiscal Plan includes said inflationary and supply chain 
impacts discussed herein in order to reflect correct renewable PPOA market 
pricing trends 

 
APER stands ready to assist in the coordination of these efforts and to answer any 
questions you and your team may have. 
 
Thank you for your consideration and attention to this matter of utmost importance 
for the citizens of Puerto Rico. 
 
Sincerely, 

 
Julián Herencia 

Executive Director 
 
cc.  Mr. Edison Aviles Deliz, President, PR Energy Bureau, eavilesdeliz@energia.pr.gov 
       Secretaría PREB, comentarios@jrsp.pr.gov 
       Alejandro J. Figueroa, Esq., FOMB, alejandro.figueroa@promesa.gov 
       Members of Financial Oversight and Management Board for Puerto Rico. 
         

 
 
 

mailto:eavilesdeliz@energia.pr.gov
mailto:comentarios@jrsp.pr.gov
mailto:alejandro.figueroa@promesa.gov
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Appendix 
 

Figure 1: US Bureau of Labor Statistics PPI Commodity Data for Metals and Metals Products 
(WPU10) 

 
 
Figure 2: Solar PV Commodity Prices since 2020 
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Figure 3: Global Container Freight Rate Index in US$ 

 
 
Figure 4: SEIA Survey on Impact of Auxin Solar Tariff Petition 
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I. Background & Context 

Context: The budget request of the Puerto Rico Electric Power Authority (PREPA) for the 
Generation Directorate for fiscal year 2022-2023 (FY2023) was prepared against the 
backdrop of:  

1. the forced outages and ensuing blackouts during 2021 that impacted nearly all 
of Puerto Rico, along with recent ongoing outages, including the most recent 
island-wide blackout in early April 2022; 

2. new executive management appointed at PREPA; 
3. a fresh-eyes update to the Generation Necessary Maintenance Expenses 

(NME) schedule and budget; and  
4. ensuring that the legacy generation system can achieve a minimum level 

of reliability, stability, compliance, and ability to maintain sufficient 
reserves to avoid severe outage incidents.   

 
Methodology: The proposed budget was structured within the Revenue Allocation 
methodology initially proposed by LUMA Energy, LLC and LUMA Energy Servco, LLC 
(LUMA) and based on the allocation criteria described and presented further below, for 
LUMA and the P3 Authority’s benefit and further analysis, as the T&D and Generation 
budgets are consolidated1. It is also presented for the benefit and eventual further 
analysis of the Puerto Rico Energy Bureau (PREB) and FOMB. PREPA is cognizant of 
the material increases in fuel costs and resulting adjustments to customers’ 
electricity bills. Therefore, and based on such Revenue Allocation methodology, 
the budget requested herein by PREPA for the Generation Directorate falls within 
the limits of the 2017 Rate Order and does not require a base rate increase. 
 
Strategic Objective: The budget requested herein ensures adequate and reliable power 
generation that is essential for PREPA, LUMA (as the transmission and distribution (T&D) 
operator in charge of delivering electricity to customers), and for Puerto Rico’s economy 
and general well-being.  
 

a) Generation Outages during Fiscal Year 2021-2022 (FY2022) 
 
Outages Trend: PREPA’s aged legacy generation assets began experiencing frequent 
forced outage events during the summer months of 2021, July, August and September. 
These outage events were due to various factors, including a combination of high peak 
demand and energy use, with unanticipated generator forced outages that resulted in 
very tight reserve margins, and at times, generation shortfalls that resulted in brown-out 
conditions as well as long load shedding events.  
 

 
1 PREPA, LUMA and P3 Authority representatives have had multiple discussions and meetings regarding 
revenue allocation ahead of LUMA’s April filing of their consolidated budget, on March 23rd, March 29th, 
and March 31st. During those meetings, LUMA explained their methodology and initial proposed 
allocation. PREPA similarly explained the company’s reasoning and basis to propose a revised allocation 
based on various objective factors. The P3 Authority has been involved in all such meetings and is at 
least informed on the matters in which there is agreement and those where there are discrepancies.   
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PREPA’s aging plants continue to deteriorate with worsening levels of performance. The 
availability of the system’s generating units dropped by 17% from 2015 to 2020 and has 
consistently performed below peers. Forced outages of generating units have also seen 
an increase of 15% over the same period and underperformed peer units, exemplifying 
the unreliability of PREPA’s legacy generating fleet. The net heat rate of generating units 
has also seen an increase of 377 Btu/kWh from 2016 to 2020. These trends point to 
growing inefficiencies and unreliability as these units continue to age. 

 
Exhibit 1: PREPA Generating Unit Efficiency Metrics2 

 
Root Causes: The underlying root cause for outages in PREPA’s legacy generation 
plants, however, is related to their age and the need for a more enhanced, frequent, and 
aggressive maintenance (preventive and pro-active) program.  
 
Impactful Outage Incidents: Incidents during August, September, and October 2021, for 
example, collectively affected over 1,000,000 customers island-wide – or around 70% of 
electric customers. The September 13-14, 2021, incident, for example, which impacted 
over 550,000 customers involved incident at Costa Sur Unit 5 (410 MW); EcoEléctrica 
(530 MW); an outage at Aguirre Unit 2 (450 MW); and problems with several of the Frame 
5 GT’s (~20 MW each). These outages caused imbalance across the system given the 
combination of generation and transmission outages.  

 
The September 26th incident involved a chain of events that was precipitated by unusual 
sargassum levels that impacted power plant intake filters, operations, resulting instability 
that led to outages. This sequence of events impacted or were impacted by outages at 
the Aguirre Unit 1 and Unit 2, Palo Seco Unit 3 and Unit 4, and Mayagüez generation 
units, with load shedding events running through September 30th.   
 
The April 2022 island-wide blackout incident, although not generation related, does 
underscore the importance and strategic need to ensure that PREPA’s legacy generation 

 
2 PREPA Generating Unit and peer group statistics taken from Sargent & Lundy 2021 Independent 
Engineering Reports for PREPA’s plants and generating units. Peer group data for net heat rate was not 
available. The data was weighted in terms of each unit’s 2022 capacity to reflect the impact these statistics 
have on PREPA’s generational capabilities today.   
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assets are available for interconnection with the electric transmission system during a 
restoration or black-start process.  This incident started with an explosion and fire at the 
Costa Sur 230 kV switchyard, which is operated and maintained by LUMA under the 
Puerto Rico Transmission and Distribution System Operation and Maintenance 
Agreement (T&D OMA).  During the event, the electrical system lost connection with the 
units at Costa Sur and EcoEléctrica, which sufficiently destabilized the system to cause 
an island-wide black out.  
 
Due to the damages in the 230 kV switchyard, the system interconnection point of Costa 
Sur steam units and EcoEléctrica combined cycle, LUMA, the system operator, was not 
able to immediately reconnect the Costa Sur and EcoEléctrica generating units with the 
electrical system even though these units were available.  In order to promptly restore 
power to customers after this event, it was critical to have the remaining generating units 
available3, so LUMA could re-energize the system during the black-start process.  After 
the event, PREPA’s legacy generating units were available to be reconnected with the 
electrical system, excluding those that were already offline due to repair works. 
 
Although PREPA’s legacy generating units were technically available, in order to recover 
the electric system from a total blackout, most major generating units need an external 
power source with sufficient capacity to start operations.  This source of power can be 
delivered from the system via electrical transmission lines or from on-site combustion 
turbine generators called black-start units.  For example, the San Juan Power Plant does 
not have black start units, so it needs to energize from the 115 kV substation and 
transmission line to start its units.  In another example, if three of the existing Frame 5000 
combustion turbines (CTs) at Palo Seco Power Plant were available, these CTs could be 
used to start the steam turbine units in the power plant.  Hence, a typical start-up 
sequence is 1) to start CTs at Palo Seco, 2) start the Palo Seco steam units, 3) energize 
one of the 115kV transmission lines connected to the San Juan Power Plant 115 kV 
switchyard, then 4) start the San Juan Power Plant units.   
 
As demonstrated by this example, CTs play a pivotal role for initiating the start-up or 
black-start process after load shed or blackout events. Therefore, after an island-wide 
blackout, in order to initiate the start-up or black-start process, all reliable available Frame 
5000 CTs or peaking units are needed as the power source for most of the starting 
sequence of base load units.  The CTs and the peaking units can help reestablish service 
faster and limit the impact of a system wide blackout. During outages where the main 
transmission lines are unavailable, the same CTs and peaking units may operate as the 
power source for isolated micro grids, providing localized power through the use of the 
38 kV sub-transmission lines and medium voltage distribution lines.  Once the main 230 
and 115 kV transmission lines become available, base load generators can be brought 
online to reestablish island-wide power.   
 
PREB Oversight: PREB began a dedicated docket (NEPR-MI-2021-0014) to evaluate and 
assess the roles of generation and T&D in outage incidents. The takeaway from technical 
hearings confirmed that the legacy generation fleet is very aged, and the increased 

 
3 Including AES and other PREPA legacy units 



 

7 
 

operational issues have led to forced outages, which in turn impact and delay routine, 
scheduled maintenance. The ongoing and increasingly delayed routine or planned 
maintenance of PREPA plants has started a negative feedback loop in which more 
delayed routine maintenance causes more forced outages, which in turn creates more 
delayed maintenance, and so forth.  
 
As presented by LUMA in the Exhibit 2 below during the PREB hearings on the 2021 load 
shed events, PREPA generation capacity was 40-50% offline and unavailable due to 
planned and unplanned outages.  

Exhibit 2: Load Shed Events Schedule 

 
 
Bottom line: PREPA and LUMA together must guarantee that power generation capacity 
is always available – because failure to do so is not an option. Further, if PREPA doesn’t 
have generation available, LUMA doesn’t have energy to transmit to the clients and thus, 
it is not able to perform its responsibilities under the T&D OMA.  
 
We are now past an extraordinary series of events and years – with repairs due to 
earthquakes, slowdowns resulting from COVID, and the ongoing historic transformation 
process of Puerto Rico’s energy sector. While those events have diverted attention and 
resources, PREPA is now solely focused on ensuring system reliability, stability, 
compliance, and sufficient reserves to avoid similar outages while a private operator 
for the legacy assets is onboarded and new generation capacity is built and/or contracted 
and integrated into the electric grid.  
 

b) State of Emergency   

Emergency Declaration: PREPA’s Governing Board, at the request of new Executive 
Director Josué A. Colón Ortiz, approved an emergency declaration on October 8, 2021, 
authorizing the use of emergency procurement procedures to: (i) address immediate 
repairs, (ii) support scheduled maintenance programs, and (iii) maintain necessary 
reserves to avoid future major plant outages.  
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Exhibit 3: Revised & Updated Maintenance Schedule 

 

II. FY2023 Generation Budget Overview  

The current FY2023 Proposed Budget includes necessary amounts to ensure the safe 
and reliable operation of the legacy generation fleet. As illustrated in the graphic below4, 
budget reduction trends have disproportionally impacted generation operations, 
necessitating significant catch-up maintenance and repairs.  

Exhibit 4: PREPA Generation Expenditures 

 

a) PREPA Budget Expenses Proposal Summary 

PREPA seeks to provide the PREB with the fulsome support found herein and throughout 
the budget proceeding to demonstrate the necessity of proposed budget amounts along 
with potential funding source options in light of the significant burden already borne by 
customers. PREPA has concluded, as further discussed below in the Revenue Allocation 
discussion, that by using an equitable revenue allocation methodology based on the 2017 
Rate Order framework proposed by LUMA, the proposed FY2023 Generation Budget 
would not require an adjustment to base rate revenues. PREPA also demonstrates that 

 
4 Source: PREPA Accounting System Data, capitalizable expenditures include costs for major maintenance 
and inspections, along with expenditures on necessary generation capacity additions and replacements 
such as Palo Seco MegaGen Units, Mayagüez, and Cambalache.   
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this allocation of expenses falls within historical proportional trends, including years that 
were used to develop the PREB approved base rate revenue requirement. 

PREPA seeks to implement a comprehensive repairs, maintenance and conservation 
program to ensure continuity of operations, while undertaking the transition to cleaner 
energy supply resources executing efforts to switch to cleaner fuels and to integrate 
renewables as required by Act 17-2019, as well as PREB’s approved Integrated 
Resource Plan (IRP) and IRP Modified Action Plan. The rationale for the year-over-year 
increase in proposed budget amounts presented in the table below is to improve 
performance, availability, and reliability to avoid costly and ongoing outages and to 
improve economic dispatch. PREPA’s leadership has developed and proposes herein a 
needs-based, bottoms-up budget with necessary expenses that it believes can achieve 
these objectives. 

Exhibit 5: FY2023 Proposed Budget vs. FY2022 Certified Budget5 Comparison 

 

b) Base Rate Revenue Allocation & 2017 PREB Rate Order 

PREB authorized a base rate revenue of $1.25 billion in the March 8, 2017, Ruling on 
PREPA’s Motion for Reconsideration and Motion for Clarification (Attachment A, line 26) 
(base rate revenue requirement of $1.289 billion less $39 million of Other Income). Base 
Rate revenues have decreased by approximately $100 million since 2017 due to 
decreased demand. The allocation proposed by LUMA under their proposed 
methodology, as presented in its April 2nd Budget filing, disproportionally impacts amounts 
that should be available for generation operation and maintenance and unfairly skews the 

 
5 FY2022 GenCo Budget excluding Shared Services certified by FOMB on July 1, 2021 

Revenue
FY2022 

Budget

FY2023 

Budget

FY22-FY23 

$-Variance

FY22-FY23 

%-Variance

Projected Revenue less Bankruptcy Costs 1,066,903$   1,009,561$   (57,342)$    -5%

22.1% 27.9%

PREPA Proposed Generation Budget Cap for FY2023 235,612$      282,016$      46,404$     20%

FY2023 Genco Proposed Budget:

Salaries & Wages 33,180$        42,680$        (9,500)$      -29%

Pension & Benefits 31,856$        26,204$        5,652$       18%

Overtime Pay 10,490$        13,061$        (2,571)$      -25%

Overtime Benefits 1,185$          1,567$          (382)$         -32%

GenCo Labor Operating Expenses 76,711$        83,512$        (6,801)$      -9%

Non-Labor / Other Operating

Materials & Supplies 18,000$        23,123$        (5,123)$      -28%

Transportation, Per Diem & Mileage 1,500$          1,527$          (27)$           -2%

Security 10,444$        11,527$        (1,083)$      -10%

Utilities & Rents 5,568$          5,573$          (5)$             0%

Professional & Technical Outsourced Services 5,000$          6,333$          (1,333)$      -27%

Other Miscellaneous Expenses 12,000$        24,542$        (12,542)$    -105%

Total Non-Labor / Other Operating 52,513$        72,626$        (20,114)$    -38%

Total GenCo Maintenance Projects Expense (NME) 106,389$      125,879$      (19,490)$    -18%

Total Genco Operating & Maintenance Expenses 235,612$      282,017$      (46,405)$    -20%

Generation Surplus / (Deficit) with PREPA Allocation -$              (0)$                
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allocation of base rate revenues approved by PREB toward the T&D System related 
expenses. 

c) LUMA Proposed Allocation Methodology and PREPA Concerns 

LUMA presented a revenue allocation to PREPA in materials dated March 17, 2022, 
indicating that it was based on the 2017 Rate Order, further indicating that it was the only 
reasonable way to allocate revenues. As explained during meetings with LUMA and P3 
Authority representatives, from the onset, it was apparent to PREPA that the resulting 
16.8% allocation proposed by LUMA for the Generation Directorate would result in a 
material decrease in amounts allocated to Generation (i.e., reduction of ~$54MM against 
the FY22 budget), further deepening the current significant deviation from allocations 
available to generation, as reflected in the graph below. The graph shows how reduction 
trends have disproportionally decreased generation budgets over the past years. 

Exhibit 6: Historical Generation Expenditures6 

 

Based on the above and after reviewing the Revenue Allocation proposal presented by 
LUMA, dated March 17, 2022, the Parties met to discuss LUMA’s proposed approach, 
included below. 

 

 

 

 

6 This information is provided here by PREPA as additional context only and is not intended to be used directly in the 

Revenue Allocation calculation, which should be based on the 2017 Rate Order. Note that the average of combined-
total O&M and capital expenditure of the Generation Directorate from FY2008 to FY2020 was $264 million annually 
and 26% of combined-total overall PREPA O&M expense plus Capex.  
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Exhibit 7: Summary of LUMA Materials Presented to PREPA on March 17, 2022 

 

PREPA agrees with the overall base rate revenue requirement figure of $1.289 billion and 
the future Generation operational expenses of $152.96 million. PREPA, however, found 
errors of logic and material misstatements that lead to the allocation of a disproportionate 
and large amount of revenues to LUMA, at the cost of PREPA’s legacy generation’s 
budget. Our reasoning follows. First, LUMA implicitly assumed that the T&D revenue 
requirement allocation percentage should include the full amount of debt service included 
in the 2017 approved revenue requirement. Furthermore, LUMA did not rely on the PREB 
approved values for ratepayer Generation funded capex, and instead used $63.3 million 
when in fact PREB had authorized $89.17 million for Generation capex. The combination 
of these two adjustments made by LUMA led to the artificially low 16.8% revenue 
allocation for Generation Expenditures, while increasing the share of revenues allocable 
to LUMA.  

A summarized reproduction of the PREB final order from March 8, 2017, is presented in 
the Exhibit 8 below, for the parties’ ready reference and benefit. The yellow highlighted 
cell consisting of Debt Service Coverage and Ratepayer Funding of Capital Expenditures 
is the total amount of revenue requirement available for capital expenditures. A review of 
this Exhibit 9 reflects (1) the correct Generation CAPEX amount of $89.17 million; and (2) 
identifies non-operating expenses, debt service and bad debt expense, which are not 
allocable to Generation or LUMA. 

  

LUMA Analysis of 2017 Rate Case

PREPA Base Rate Revenue Requirement 5.6 1,289,098  

Generation

Expenditures 152,960           

Necessary Maintenance Expenses 63,300  

Total Generation Expenditures and Necessary Maintenance Expenses 216,260  

% of Generation Expenditures and Necessary Maintenance 

Expenses compared to PREPA Base Rate Revenue Requirement
16.8%

Analysis of Generation Necessary Maintenance Expenses Approved in 2017 Rate OrderPREB Approved

Generating plant

Aguirre steam units 27,000             

Costa Sur steam units 7,400               

Palo Seco steam units 8,500               

San Juan Steam units 800                  

Aguirre and San Juan combined cycle units -                   

Cambalache and Mayagiiez combustion turbine units 4,600               

Aguirre Offshore Gasport 15,000  

Total Generation Necessary Maintenance Expenses 63,300  

Note 1 March 8, 2017 Resolution and Order
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Exhibit 8: Summary Excerpt from 3/8/2017 PREB Rate Order7 

 

Exhibit 9: PREPA Analysis of 2017 PREB Rate Orders and Supporting Documents 

 

 
7 Note the blue highlighted cells denote Generation expenses and green highlighted cells represent Non-Generation expenses 
excluding Bad Debt, which is a non-cash expense, and Debt Service. The yellow highlighted cell represents total approved Generation 
and Non-Generation ratepayer funding of capex. Additionally, note that amounts for administrative and other costs that are now 
included as part of Generation Shared Services, such as Insurance Premiums, are not part of the “Generation Directorate” category. 
Insurance Premiums and other administrative costs incurred to support Generation activities were comingled in the Administrative 
and General Expenses category. Also note that the Non-Generation Directorates include costs that are now incurred by “HoldCo” or 
“PREPA Legacy” entities, such as the PREPA Board of Directors and Generation Environmental expenses (for interaction and 
compliance with the U.S. Environmental Protection Agency, previously under the Planning and Environmental Directorate), which 
were also included in Administrative and General Expense category. 

(Thousands  of Dollars) 3/8/2017

Base Rates

Commission

Line Adjusted

No. Description Results

(D)

1     Operating Expenses

4     Generation Expenses 152,960$       152,960$       

5     Transmission Expenses 38,136$         

6     Distribution Expenses 188,281$       

7     Customer Billing Expenses 85,334$         444,046$       

8     Administrative and General Expenses 132,295$       

9     Bad Debt Expense 98,484$         

10   Energy Administration Assessment -$                

11   Subtotal Operating  Expenses 695,490$       

19   

20   Debt Service (Principal & Interest) 314,390$       

21   Debt Service Coverage 125,756$       

22   Subtotal Debt Service and Coverage 440,146$       

23   279,218$       

24   Ratepayer Funding of Capital Expenditures 153,462$       

25   

26   Subtotal PREPA Non-F&PP Base Rate Revenue Requirement 1,289,098$    

PREB Approved Ratepayer Funding of Capital Expenditures ($ thousands)

Generación 90,168           90,168$         

Transmisión y Distribución 91,148           

Servicio al Cliente 14,795           

Planificación y Protección Ambiental 5,850              141,898$       

Ejecutivo 30,105           

Maintenance Investment 232,066         

IRP Transmission Investment 48,152           48,152$         

Aguirre Offshore Gas Port (AOGP) Investment 56,340           

Total Maintenance & Investment Capex 336,558         15,000$         

Limit Ratepayer Funding of AOGP (41,340)          

Reclassify Certain PREPA Capex as Generation O&M (16,000)          (16,000)$        

Total Maintenance & Investment Capex 279,218         190,050$       89,168$         

Non-Generation Operating Expense 444,046         

Non-Generation Capex 190,050         

T&D, Customer Biling, Admin and General 634,096         

Generation Operating Expense 152,960         

Generation Capex 89,168           

Total Generation Approved Revenue Requirement 242,128         

Bad Debt Expense 98,484           

Debt Service (Principal & Interest) 314,390         

PREPA Non-F&PP Base Rate Revenue Requirement 1,289,098      
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d) LUMA Revised Proposal for Revenue Allocation  

PREPA presented and discussed its views on Base Rate Revenue Allocation with LUMA 
on March 29, 2022, and explained  that: (1) the 16.8% allocation for Generation was not 
only inequitable, but based on faulty reasoning, and in the end, inadequate; (2)  there was 
no basis for allocating non-operational expenses to LUMA’s applicable expenses out of 
the 2017 Revenue Requirement (i.e., debt services and bad debt expense); (3) the correct 
amount for Generation CAPEX should be $89.17 million as approved by PREB and 
presented in Exhibit 9 above. 

LUMA responded with a counterproposal on March 31, 2022. In its revised approach, 
LUMA retracted its original proposed approach using the 2017 Rate Order to allocate 
revenues, and instead proposed an approach based on a timeframe of five (5) fiscal 
years, based on the data provided by PREPA, but leaving out FY2008-FY2016, which 
tilted the percentage amount available to Generation down from PREPA’s proposed 
27.6% to 25%. 

Exhibit 10: Annual Spend Since in Title III Fiscal Conditions 

 

 

Although the 2.6% difference between 27.6% and 25% may seem small, LUMA made 

one key change to its original March 17th proposed allocation methodology. That is, LUMA 

subtracted the T&D Fixed and Performance fees from base revenues for purposes of 

calculating revenue allocation, hence reducing the applicable multiplier by $105 million, 

which in effect reduces the available pool of revenues available to generation by almost 

$30 million. Additionally, LUMA’s proposal is flawed for the additional following reasons:  

 ($ in millions)  2017  2018  2019  2020  2021  Average 

A01 - Junta de Gobierno $1 $1 $1 $1 $1

A02 - Ejecutivo $57 $64 $39 $56 $72

A04 - Consultor Jurídico $5 $5 $5 $5 $3

A05 - Planificación y Protección Ambiental $8 $6 $8 $6 $8

A07 - Finanzas $9 $9 $9 $9 $8

A09 - Recursos Humanos y Asuntos Laborales $12 $10 $10 $10 $11

A10 - Generación $218 $170 $276 $186 $203 $210

A11 - Servicio al Cliente $104 $60 $101 $106 $110

A12 - Transmisión y Distribución $254 $236 $217 $285 $378

A14 - Responsabilidades Corporativas $112 $94 $204 $203 $224

Total $780 $655 $870 $866 $1,019 $838

Generation % of Total 28% 26% 32% 21% 20% 25%

FY 23

Basic Revenues 1,169,476

Less:

Expenses applicable to All Parties

PREPA Restructuring 38,722

FOMB Advisor 24,400

P3A Transaction Costs 9,500

HoldCo 32,602

LUMA Fee 105,704

Bad Debts 87,209

Remainder 871,339

GenCo % Actuals 25%

GenCo

GenCo based on Actuals 221,170
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• LUMA selected years for Actual expenses to calculate GenCo % Actuals that 

include costs related to PREPA Restructuring, FOMB Advisor, P3 Transaction 

Costs, and HoldCo costs, but then excludes these costs from the “Remainder” to 

which it applies the proposed GenCo percent allocation of 25%. These two 

adjustments have the effect of reducing the percent allocation of revenues 

available to Generation, and on the other it reduces the applicable multiplier base, 

further reducing the end amount of budget available to Generation. 

• As shown in the table above (Exhibit 10), the allocation percentage calculation 

based on actual expenses uses an unrepresentative time period (i.e. FY2017-

FY2021) during which Generation expenses were exceedingly low, leaving out 

from the average calculation years in which the percent allocation for Generation 

was higher, as shown in Exhibit 6.  

e) PREPA Allocation Methodology Proposal 

PREPA believes that the Revenue Allocation Methodology should be based on the 
following principles: 

1. Use the 2017 Rate Order as the basis for the base rate revenue allocation because 
it determined the current base rate. Additionally, this approach is consistent with 
Section 7.3 of the T&D O&M Agreement;8  

2. Any revenue requirement line items that are not obviously Generation or T&D 
system expenses should be excluded from the calculation (e.g., Debt Service and 
Bad Debt Expense);  

3. The calculation needs to be equitable and internally consistent, incorporating 
revised and corrected input values for Generation capex.  

Based on the above principles, the following exhibit (Exhibit 11) illustrates the changes to 
LUMA’s calculation approach and inputs, in order to illustrate how each correction 
impacts the revenue allocation for the Generation Budget. 

  

 
8 Owner shall prepare and deliver to Operator the Generation Budget for consolidation with the Operating 
Budget and the Capital Budgets submitted to Administrator. Administrator shall, acting reasonably, review 
such proposed Budgets to ensure compliance with the applicable Rate Order and Section 7.4 (Budget 
Policy). 
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Exhibit 11: PREPA Modifications and Calculation of Revenue Allocation 

 

Notes to Exhibit 11 explaining adjustments to LUMA’s revised proposed allocation: 

A. Presentation of the LUMA proposed revenue requirement allocation 
B. Exclude Debt Service (Principal & Interest) from the Approved Base Rate Revenue Requirement – this 

category is not allocable to Generation or T&D 
C. Exclude Bad Debt from the Approved Base Rate Revenue Requirement – the reserve for uncollectible 

amounts from customers is a non-cash expense that is not allocable to Generation or T&D 
D. Revise and include correct NME input from PREB approved revenue requirement 
E. Remove Generation and T&D projects included in 2017 revenue requirement that were based on the 

2015 IRP. 

 

  

(values presented in $-thousands) [A] [B] [C] [D] [E]

Allocation Approach:
 LUMA Proposed 

on 3.17.22 

 [A] excluding 

Debt Service 

 [A] excluding 

Debt Service & 

Bad Debt 

 [C] revised 

corrected NME 

amounts for 

Generation 

 [D] excluding 

Bad Debt and 

IRP Capex for  

Transmission  

March 8, 2017 Rate Order

Total FY2017 Approved Base Rate Revenue Requirement 1,289,098   

less approved Debt Service (Principal & Interest) 974,708      

less approved Bad Debt 876,224      876,224      

less approved AOGP and IRP Transmission 813,072      

Column-to-column change (314,390)     (98,484)       -                   (63,152)       

PREPA Generation

Generation Operating Expenses 152,960      152,960      152,960      152,960      152,960      

Generation Maintenance Capital Expenditures 63,300        63,300        63,300        89,168        89,168        

remove Aguirre Offshore Gas Port ("AOGP") (15,000)       

Total Approved Generation Expenses 216,260      216,260      216,260      242,128      227,128      

Generation Expenses % of Approved Base Rate Revenue Requirement 16.8% 22.2% 24.7% 27.6% 27.9%

Transmission Expenses 38,136        38,136        38,136        38,136        38,136        

Distribution Expenses 188,281      188,281      188,281      188,281      188,281      

Customer Billing Expenses 85,334        85,334        85,334        85,334        85,334        

Administrative and General Expenses 132,295      132,295      132,295      132,295      132,295      

Bad Debt Expense 98,484        98,484        

Debt Service (Principal & Interest) 314,390      

Non-Generation Ratepayer Funded Capex 215,918      215,918      215,918      190,050      190,050      

Remove one-time IRP transmission projects (48,152)       

Total 2017 Revenue Requirement Allocated LUMA 1,072,838   758,448      659,964      634,096      585,944      

Expenses % of Approved Base Rate Revenue Requirement 83.2% 77.8% 75.3% 72.4% 72.1%

Generation Maintenance Capital Expenditures 90,168        90,168        

Reclassify Certain PREPA Capex as Generation O&M (16,000)       (16,000)       

PREPA Proposed FY2017 Capital Expenditures for AOGP 56,340        56,340        

Limit Ratepayer Funding of AOGP (41,340)       (41,340)       

PREB Approved Generation Maintenance Capital Expenditures 89,168        89,168        

Total Generation Expenses 216,260      216,260      216,260      242,128      227,128      

2017 Revenue Requirement Categories Allocated to LUMA 1,072,838   758,448      659,964      634,096      585,944      

FY2017 Approved Base Rate Revenue Requirement 1,289,098   974,708      876,224      876,224      813,072      

(values presented in $-thousands) [A] [B] [C] [D] [E]

Allocation Approach:
 LUMA Proposed 

on 3.17.22 

 [A] excluding 

Debt Service 

 [A] excluding 

Debt Service & 

Bad Debt 

 [C] revised 

corrected NME 

amounts for 

Generation 

 [D] excluding 

Bad Debt and 

IRP Capex for  

Transmission  

March 8, 2017 Rate Order

Total FY2017 Approved Base Rate Revenue Requirement 1,289,098   

less approved Debt Service (Principal & Interest) 974,708      

less approved Bad Debt 876,224      876,224      

less approved AOGP and IRP Transmission 813,072      

Column-to-column change (314,390)     (98,484)       -                   (63,152)       

PREPA Generation

Generation Operating Expenses 152,960      152,960      152,960      152,960      152,960      

Generation Maintenance Capital Expenditures 63,300        63,300        63,300        89,168        89,168        

remove Aguirre Offshore Gas Port ("AOGP") (15,000)       

Total Approved Generation Expenses 216,260      216,260      216,260      242,128      227,128      

Generation Expenses % of Approved Base Rate Revenue Requirement 16.8% 22.2% 24.7% 27.6% 27.9%

Transmission Expenses 38,136        38,136        38,136        38,136        38,136        

Distribution Expenses 188,281      188,281      188,281      188,281      188,281      

Customer Billing Expenses 85,334        85,334        85,334        85,334        85,334        

Administrative and General Expenses 132,295      132,295      132,295      132,295      132,295      

Bad Debt Expense 98,484        98,484        

Debt Service (Principal & Interest) 314,390      

Non-Generation Ratepayer Funded Capex 215,918      215,918      215,918      190,050      190,050      

Remove one-time IRP transmission projects (48,152)       

Total 2017 Revenue Requirement Allocated LUMA 1,072,838   758,448      659,964      634,096      585,944      

Expenses % of Approved Base Rate Revenue Requirement 83.2% 77.8% 75.3% 72.4% 72.1%

Generation Maintenance Capital Expenditures 90,168        90,168        

Reclassify Certain PREPA Capex as Generation O&M (16,000)       (16,000)       

PREPA Proposed FY2017 Capital Expenditures for AOGP 56,340        56,340        

Limit Ratepayer Funding of AOGP (41,340)       (41,340)       

PREB Approved Generation Maintenance Capital Expenditures 89,168        89,168        

Total Generation Expenses 216,260      216,260      216,260      242,128      227,128      

2017 Revenue Requirement Categories Allocated to LUMA 1,072,838   758,448      659,964      634,096      585,944      

FY2017 Approved Base Rate Revenue Requirement 1,289,098   974,708      876,224      876,224      813,072      
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LUMA accepted PREPA’s correction to Generation Revenue Requirement elements and 
made some effort to achieve a consensus on revenue allocation with PREPA. LUMA’s 
final proposed allocation approach, however, deviates from the 2017 Rate Order. 
PREPA’s proposed approach, presented below, is an equitable revenue sharing 
framework that is (i) consistent with the 2017 Rate Order, and (ii) consistent with the 
requirements of Section 7.3 of the T&D O&M Agreement9.  

 

Exhibit 12: PREPA Generation Revenue Allocation 

  

 

  

 
9 Owner shall prepare and deliver to Operator the Generation Budget for consolidation with the Operating 
Budget and the Capital Budgets submitted to Administrator. Administrator shall, acting reasonably, review 
such proposed Budgets to ensure compliance with the applicable Rate Order and Section 7.4 (Budget 
Policy). 

(values presented in $-thousands)

PREPA Generation Revenue Allocation

LUMA Projected Sales for FY2023 $1,169,392

less Title III Costs 38,722        

less FOMB Advisor Costs 24,400        

less P3A Transaction Costs 9,500          

less Bad Debt 87,209        

Projected Sales less Bankruptcy and Advisor Costs $1,009,561

Generation Allocation % 27.9%

FY2023 Revenue Allocation for Generation Budget $282,016
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III.  Necessary Maintenance Expenses (NME) 
 

The proposed FY2023 Generation NME Budget is composed primarily of repair related 
costs for critical generation plant infrastructure. The projects that were included in 
PREPA’s final proposal were prioritized and selected with the strategic objective of 
preventing further performance degradation and improving reliability and available 
capacity – while a private operator is onboarded, and new generation capacity is built 
and/or contracted and integrated into the electric grid. Plant managers and technical 
teams were involved throughout the budget proposal development to ensure a robust 
screening process for deciding which NME projects to pursue. Those activities included 
in the FY2023 Generation NME Budget are designed to achieve the following goals, 
which will pave the way towards transitioning the generation legacy assets to private 
operation: 
 

• Comply with mandated programmed environmental outages & avoid fines from the 
U.S. Environmental Protection Agency (EPA) 

• Improve reliability and performance (including hurricane season preparedness) 

• Meet summer peak demand levels by maintaining an adequate reserve capacity 
of 700MW on average with an assumed 60% outage rate  

• Funding for Long-Term Service Agreements and critical maintenance activities for 
San Juan, Cambalache, Palo Seco, & Mayagüez power plants 

 
Exhibit 13: NME Proposed Budget for FY2023 

 

($ in thousands)

Division
FY2023 

Budget

Project 

Count
Power Plant FY2023 Budget

Project 

Count

San Juan Combined Cycle Power Plant $30,450 10             

San Juan Complex $12,375 5               

San Juan Steam Plant $1,800 2               

Aguirre Frame 5000 $1,800 2               

Cambalache $4,040 4               

Culebra Power Station $20 1               

Frame 5000 Gas Turbine Units $400 1               

General $50 1               

Hydroelectric Units $3,500 3               

Hydrogas Gas Turbine Peakers $8,900 5               

Jobos Power Station $300 1               

Mayaguez $7,050 3               

Palo Seco Power Station $575 3               

Vieques Power Station $80 2               

Generation $22,540         13 All Power Plants $22,540 13             

Aguirre Combined Cycle $1,000 1               

Aguirre Power Plant $11,800 8               

Costa Sur Complex$8,790         12 Costa Sur Steam Plant $8,790 12             

IT $6,000            3 IT $6,000 3               

Facilities $2,609            3 Facilities $2,609 3               

Palo Seco Steam Plant$1,800            3 Palo Seco $1,800 3               

Total $125,879 86        Total $125,879 86             

Aguirre 

Complex
$12,800            9 

San Juan 

Complex
$44,625         17 

Hydrogas 

and 

Cambalache 

Power Plants

$26,715         26 
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The majority of FY2023 Generation NME Budget is for projects at the San Juan Combined 
Cycle Power Plant, units 5 and 6, which are PREPA's most modern base load units with 
the capability to burn diesel or natural gas. Both units supply roughly 35% of load for the 
north region and 15% for the rest of the island with efficient, environmentally compliant, 
and reliable energy. These units are fueled with natural gas, which offers a reduction of 
90% in SO2 emissions rates compared with diesel fuel oil within an area classified by the 
U.S. Environmental Protection Agency (EPA) as a non-attainment area. Potential 
emissions from other pollutants such as PM, PM10, PM2.5, H2SO4, NOx, and CO were 
also reduced due to the implementation of the San Juan 5 and 6 natural gas conversion, 
and the emission limits accompanied by these efforts. 

The reliability and availability of San Juan Units 5 and 6 is critical to maintain a stable and 
efficient electrical system. By running San Juan Units 5 and 6 at higher capacity factors 
with natural gas, PREPA has been able to reduce its reliance on other generating units 
that consume heavy fuel oil, yielding additional emissions reductions. With these units, 
PREPA can achieve significant reductions in air emissions, at lower generation costs.   

The largest project in the FY2023 Generation NME Budget is the $10 million annual 
expenditure for the Natural Gas Manufacturing Surcharge paid to New Fortress Energy 
in equal amounts on a monthly basis. The surcharge is a contractually required amount 
and is stated as being for the “reasonable and necessary current expense of making 
Natural Gas available” to PREPA.    

The Original Equipment Manufacturer (“OEM”) of San Juan combined cycle recommends 
the Major Inspection and Maintenance of the combustion turbines under the Long-Term 
Service Agreement at 12,000 hours. Major Inspection of the steam turbine is 
recommended at 50,000 hours. At that same interval, other major components associated 
to the thermal energy of a combined cycle and controls should be inspected, repaired and 
upgraded to extend useful life and to maximize plant efficiency, heat rate and reliability. 
Both San Juan units 5 and 6 have exceeded their recommended hours of service for 
major inspection and maintenance.  

The San Juan unit 5 combustion turbine reached 12,000 hours on June 28, 2021. 
Mitsubishi Power System, the OEM, performed a borescope inspection that extended the 
operating hours until October 2021. The outage for the Major Inspections and 
Maintenance was scheduled to begin during the third week of October 2021, but due to 
other forced and planned outages, it was delayed until January 2022. San Juan Unit 5 
was taken out of service for major maintenance and repairs on January 15, 2022, and is 
expected to return to service on June 16, 2022. The Generation Directorate is planning 
to perform the same major maintenance and repairs on San Juan unit 6 during Fiscal 
Year 2023, after the peak summer months have passed.  

Furthermore, the Generation Directorate has proposed completing the necessary 
Installation of Modules D & E, Heat Recovery Steam Generator and the Supply and the 
Installation (Replacement) of the Online Condenser Cleaning System of Unit 5, which 
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should be procured through a competitive request for proposals (RFP) process. A 
competitive procurement process will provide PREPA with the opportunity to obtain 
greater alternatives and competition, reduce the risk of collusion, and promote the best 
possible terms and conditions that will result in the public’s best interest in terms of 
savings, costs, and expenses. Carrying out an RFP process for this specialized 
equipment offers PREPA the flexibility to negotiate adequate pricing structures, while 
ensuring the quality of the services provided and complying with the completion times of 
the projects, among other technical and commercial elements. 

The next largest divisional spending category of the FY2023 Generation NME Budget is 
for Hydrogas and Cambalache Division power plants, which includes the 220MW of 
capacity at Mayagüez, 248MW of capacity at Cambalache (165MW excluding Unit1), and 
378MW of capacity from the 18 Frame 5 peaking and emergency backup units distributed 
across the island at various power plant complexes and distributed peaking facilities. 
PREPA routinely faces capacity limitations and total lack of availability at these power 
plants, and units, which are responsible for immediate emergency response and electrical 
grid restoration during load sheds and after blackouts. Greater availability of these units 
could have mitigated or avoided altogether the most recent blackout event that occurred 
starting on April 6, 2022. The proposed FY2023 Generation NME Budget includes major 
inspection, maintenance, and repairs at most of the Division’s facilities, including annual 
costs of the LTSA for Cambalache and specific projects for maintenance of Mayagüez 
and the 18 Frame 5 peaking units. Maintenance and repairs costs at Mayagüez also 
include expansion of water demineralization capacity to ensure adequate production 
availability for the full plant operation. 

Additionally, the proposed FY2023 Generation NME Budget includes expenses related 
to design and construction of fire protection systems at San Juan and Aguirre Power 
Complex’s to comply with insurance and other regulatory and safety requirements. The 
San Juan Power Complex fire protection work includes maintenance and repair of the 
existing fire detection and suppression system.  For the Aguirre Power Complex, fire 
protection work includes designs for above ground piping to replace the obsolete 
underground piping system, which has undetectable and irreparable leakage.  PREPA 
plans to undertake RFP processes for contractors to complete the design and relocation 
of underground fire suppression piping, including any electrical, data and control systems, 
and water storage and delivery infrastructure. 

Further, the proposed FY2023 Generation NME Budget also includes significant amounts 
for design, build and repair of storage tanks for raw water, demineralized and other 
processed water, along with repairs and maintenance of concrete or earth dikes in power 
plants for water containment.  Repairs and expenditures on water storage capacity is 
intended to provide necessary water for plant operations, such as the need for 
demineralized water for superheated steam for steam turbines, and for compliance with 
state and federal codes, standards and regulations related to water containment and 
management, such as: API 653, NPDES, and ASCE-7. 

Funding to supply materials, equipment, and services for surface preparation and 
application of protective coating to certain PREPA steam plant structural elements, boiler 
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components, and exhaust stacks is also contemplated and accounted for in the proposed 
FY2023 Generation NME Budget. This work is necessary to preserve and protect existing 
equipment and supporting structures from atmospheric (including coastline saltwater 
conditions) and thermal conditions that cause and hasten corrosion and deterioration, 
which has begun to accelerate from delayed and neglected upkeep. Consideration for 
necessary repairs to fuel storage tanks is also included in the proposed budget. These 
include:  

i) Structural repairs to the floor, roof, shell, columns, and beams element of San 
Juan Power Complex Tanks along with the application of new anti-corrosive 
coating on the interior and exterior, 

ii) Rehabilitation, repair, and installation of approximately 46,000 square feet of 
a flexible membrane liner system of the Aguirre Power Complex fuel tanks, 

iii) Procurement and delivery of an integrated measurement, control, and 
monitoring system for the Palo Seco Power Complex fuel tanks 

iv) Protective Coating for the Culebra power plant fuel tank to withstand the harsh 
coastal environment, 

v) Yabucoa, Fuel Tanks Dike Spill Containment Works, both fuel tank dikes need 
spill containment measures, and 

vi) Mayagüez Fuel Tanks 1, 2 and 3 repair, inspection, and overhaul including 
dike repair and coating as needed. 

The proposed budget includes funding for the purchase of approximately 45 replacement 
vehicles that are urgently needed to sustain generation operations. The current fleet is 
over 20 years old on average and is unsafe and unreliable. PREPA’s Hydrogas Division 
is comprised of 51 generating units in 20 power stations, which are spread throughout the 
islands, along with several reservoirs, channels and tunnels - all of which requires 
movement of personnel between stations for normal operations, repairs, inspections and 
maintenance.   

PREPA has included a portion of the total necessary maintenance budget for Information 
Technology (IT) related to Generation, in the proposed FY2023 Generation NME Budget. 
Per the T&D O&M Agreement and Shared Services Agreement, LUMA provides certain 
IT/OT services to the FY2023 Generation NME Budget. The Shared Services Agreement 
establishes that such services will be provided for a maximum of three (3) years from its 
effective date. To that end, PREPA is preparing to take responsibility of this function, 
which requires certain investments in computer equipment, and program licenses to 
maintain power plant operations and critical support services such as those from the 
Engineering and Technical Services Division. Additionally, PREPA needs to generate and 
have real time access to operational data as it used to have before Service 
Commencement Date in 2021. LUMA’s shared services in this area have not been 
effective, impacting PREPA’s access to operational and financial information that it 
requires for management and reporting purposes.  

The proposed FY2023 Generation NME Budget further includes amounts for repairs and 
maintenance to Bonus Plant site. U.S. Department of Energy (USDOE) provides technical 
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advisor services and monitoring of the facilities, but the agreement between PREPA and 
the USDOE establishes that PREPA is responsible for maintenance and inspection costs. 

 

IV.  Operational Expense 

a) Labor Expense 
 
Background: From 2012 to 2021, PREPA’s generation workforce fell by over 50% due to 
the loss of 871 employees, as shown on the table below. The reduction was caused by 
several factors including austerity measures related to Act 66-2014 and Act 26-2017, 
among others. These austerity measures have crippled PREPA’s ability to retain key 
talent and hire new employees to allow for orderly succession planning, leading to an 
overall loss of skilled personnel within the generation directorate.  
 

Exhibit 14: Generation Directorate Annual Headcount Loss10 

Division 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Total 

Servicios de Regadío 3 6 11 6 4 9 11 3 6 7 4 70 

Generación 1 6 1 0 2 3 1 1 0 0 0 15 

Ingeniería y Servicios Técnicos 5 2 14 3 1 11 2 5 2 20 2 67 

Centrales Hidrogas y Cambalache 6 8 18 10 12 14 5 4 1 11 3 92 

Central Aguirre 13 20 30 23 16 11 15 14 10 23 5 180 

Central San Juan 10 14 36 15 10 21 9 6 6 28 7 162 

Central Costa Sur 9 16 37 13 9 14 14 8 10 17 7 154 

Central Palo Seco 10 7 38 8 6 12 19 5 5 19 2 131 

Total 57 79 185 78 60 95 76 46 40 125 30 871 

 
PREPA’s leadership is acutely focused on ensuring that PREPA can retain and hire the 
necessary employees to responsibly operate the legacy generation units. Unpredictable 
retirement patterns without available substitutes to assume the roles of skilled personnel 
eligible for retirement are driving a critical situation that could potentially cause major 
operational disruptions. PREPA needs to ensure, therefore, the availability of sufficient 
personnel to cover shifts at the legacy generation plants, as well as the necessary support 
staff to ensure that PREPA complies with its various obligations and mandates. To that 
point, PREPA’s Generation Directorate currently faces a (i) shortage of key operational 
personnel and (ii) a high proportion of key personnel eligible for retirement, which is 
demonstrated in the following table (Exhibit 15).  

 

 
 
 
 
 

 
10 Headcount loss for all reasons 
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Exhibit 15: Years of Service Schedule 

Years of Service 30+ 
29-
30 

25-
38 

20-
24 

15-
19 

10-
14 

0 - 9 

Number of Employees 53 138 48 146 284 119 245 

% of Total Generation 
Workforce (1,033) 

5% 13% 5% 14% 27% 12% 24% 

 
 
PREPA’s proposed spending on labor expenses is consistent with facilitating the 
transition to private operation via the P3 process currently underway, as it is designed to 
retain and hire/train the necessary employees to allow for the continuous and safe 
operation and maintenance of the legacy generation assets. This is also relevant and 
necessary to enable PREPA’s implementation and orderly transition to renewable energy, 
as mandated by Act 17-2019 and the approved Integrated Resource Plan.  

 
Exhibit 16: Headcount Comparison: Certified FY 2022 vs. Proposed FY 2023 

 

Plant or Area

FY 2022

Certified 

Budget

FY 2023

Proposed 

Budget

Change

Proyectos Especiales 10         11           1            

Inspección Represas y Embalses 5           6            1            

Centro Adiestramiento Sistema Eléctrico (CASE) 11         10           (1)           

Director Generación 4           6            2            

Oficina de Presupuesto y Mejoras Capitales 6           6            -         

Conservación y Servicios Técnicos 14         13           (1)           

Taller Mecánica Generar Norte 13         17           4            

Taller Mecánica Generar Sur 9           10           1            

Conservación Eléctrica Centrales Generatrices 21         27           6            

Jefe División Hidro y Ciclo Combinado 2           3            1            

Jefe Central Ciclo Combinado 83         79           (4)           

Jefe Central - Cambalache 39         38           (1)           

Hidroeléctrica Dos Bocas y Caonilla 22         18           (4)           

Sub-Área Palo Seco, vega Baja, Covadonga 11         10           (1)           

Hidroeléctrica Río Blanco 6           5            (1)           

Sub-Área Yabucoa - Daguao, Vieques y Culebra 11         11           -         

Hidro Carite y Toro Negro 20         19           (1)           

Sub-Área Jobos - Aguirre Gas 12         13           1            

Sub-Área Sur Hidro - Gas 16         16           -         

Central de Gas - Mayagüez 17         16           (1)           

jefe de Centrl Hidro Gas 28         27           (1)           

Jefe División Central Generatriz Aguirre 142       152         10          

Jefe División Central Generatriz San Juan 158       152         (6)           

Jefe División Central Generatriz Costa Sur 196       194         (2)           

Jefe División Central Generatriz Palo Seco 160       160         -         

Administración de Contratos y Servicios Técnicos 19         16           (3)           

TOTAL 1,035     1,035      -         
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Exhibit 17: Labor Budget Comparison: Certified FY 2022 vs. Proposed FY 2023 

($-values presented in millions) 

 

 

b) Non-Labor Expense 
 
The Non-Labor Expense category includes the purchase of non-capitalizable services, 
equipment and tools and materials that are essential and critical to carry out technical 
activities. This is essential to ensure a safe and reliable operation and maintenance of the 
generating units that make up the legacy generation fleet, and to meet the energy 
dispatch and load reserve requirements required during hours of regular and peak 
demand, as well as the hurricane season. 
 

 

 

 

Plant or Area

FY 2022

Certified 

Budget

FY 2023

Proposed 

Budget

$-

Variance

%-

Variance

Proyectos Especiales 0.3$      0.8$        0.5$       149%

Inspección Represas y Embalses 0.4        0.4          0.0         12%

Centro Adiestramiento Sistema Eléctrico (CASE) 0.8        0.9          0.0         3%

Director Generación 0.5        0.8          0.3         68%

Oficina de Presupuesto y Mejoras Capitales 0.5        0.5          0.0         10%

Conservación y Servicios Técnicos 1.4        1.2          (0.2)        -14%

Taller Mecánica Generar Norte 0.9        1.4          0.5         53%

Taller Mecánica Generar Sur 0.6        0.7          0.1         9%

Conservación Eléctrica Centrales Generatrices 1.5        1.9          0.4         26%

Jefe División Hidro y Ciclo Combinado 0.1        0.3          0.2         133%

Jefe Central Ciclo Combinado 6.6        6.7          0.1         1%

Jefe Central - Cambalache 2.8        3.2          0.4         15%

Hidroeléctrica Dos Bocas y Caonilla 1.3        1.2          (0.2)        -13%

Sub-Área Palo Seco, vega Baja, Covadonga 0.8        0.8          0.1         11%

Hidroeléctrica Río Blanco 0.4        0.4          (0.0)        -2%

Sub-Área Yabucoa - Daguao, Vieques y Culebra 0.8        0.9          0.1         15%

Hidro Carite y Toro Negro 1.3        1.3          0.1         6%

Sub-Área Jobos - Aguirre Gas 0.8        1.2          0.3         39%

Sub-Área Sur Hidro - Gas 0.9        0.9          (0.0)        -3%

Central de Gas - Mayagüez 1.3        1.3          0.0         1%

Jefe de Central Hidro Gas 1.9        1.9          0.0         0%

Jefe División Central Generatriz Aguirre 10.7      13.4        2.7         26%

Jefe División Central Generatriz San Juan 11.9      12.3        0.4         3%

Jefe División Central Generatriz Costa Sur 15.3      15.3        0.0         0%

Jefe División Central Generatriz Palo Seco 11.6      12.9        1.3         11%

Administración de Contratos y Servicios Técnicos 1.3        0.9          (0.4)        -29%

TOTAL 76.7$     83.5$      6.8$       9%
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Exhibit 18: Non-Labor Budget Comparison: Certified FY 2022 vs. Proposed FY 2023 

 
 
The budget for Non-Labor Expense was developed by the PREPA Generation Directorate 
and Executive management to ensure that generating units are available, reliable and in 
compliance with the requirements of the EPA Consent Decrees, as well as any 
operational and power plant’s condition requirements under PREPA’s Property and 
Casualty, Business Interruption, and other insurance policies11. The FY2023 Generation 
Budget includes amounts sufficient to ensure that PREPA can undertake the necessary 
non-capitalizable maintenance and repair activities to comply with operational, 
environmental and insurance related requirements, which includes but is not limited to 
the following activities: 
 

• removal and replacement of refractory material 

• installation and certification of scaffolding 

• pressure washing of boilers and condensers 

• interior dry cleaning of boilers 

• execution of non-destructive tests on components of boilers 

• maintenance and repair of control systems DCS Foxboro for boiler and Mark Vie 
for turbines, including simulation systems 

• repair work of components of the units with stamp R certification 

• maintenance and repair of electrical and mechanical equipment such as breaker 
panels and boiler’s safety and line valves 

• boilers and turbines conditions assessments 

• preventive maintenance program for units 

• collection and disposal of non-hazardous material and the receipt of this material 
in industrial landfills approved for this use 

• routine environmental maintenance and repair work on circulation and feed pumps 
for boilers, fuel pumps, burners, high-pressure components for boilers, 
condensers, air compressors, power turbines, generators, fire systems, 
transformers, and electrical switches  

• installation and maintenance of control equipment to address any spill of oil or 
chemical products during the operation of the units and to monitor emissions into 
the air resulting from fuel combustion and the quality of water for processes, in 
compliance with the Clean Air Act, Clean Water Act and Oil Pollution Act Laws, as 
applicable 

 
11 Note that the cost of insurance premiums for the various insurance policies mentioned here is included 
in the cost of Shared Services with LUMA, not in Generation Non-Labor Expenses. 

($'s in thousands)

GenCo FY 2022 FY 2023 Certified Budget Certified Budget

Certified Proposed vs Proposed vs Proposed

KOE/Description Budget Budget Budget Var Budget Var %

200 y 210: Materials and Supplies Gen Blankets 18,000$              23,123$              5,123$                28.5%

260 y 300: Land Transportation & Per Diem and Traveling Expense 1,500 1,527                  27 1.8%

510: Rent 5,568 5,573                  5 0.1%

550: Technical and Professional Services 5,000 6,333                  1,333 26.7%

555 & 557: Miscellaneous Div. Expenses & Services Blankets 12,000 24,542                12,542 104.5%

600: Security Services 10,444 11,527                1,083 10.4%

Total 52,513$              72,626$              20,114$              38.3%
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• treatment of boiler water for the creation of superheated steam with acid and 
caustic soda for the operation of the power turbines of the units and the treatment 
of the process water that it discharged from the power plant to the sea, in 
compliance with state and federal environmental laws such as the NPDES 
(National Pollutant Discharge Elimination System) Permit Program 

• purchase of hydrogen gases to maintain an adequate level of cooling in the 
generator of the unit and avoid overheating that causes tripping of the same and 
load relief 

• purchase of other gases such as propane, used for the initial ignition of the boiler’s 
burners, oxygen, carbon dioxide and acetylene used for operational, maintenance 
and repair projects 

• water chemical treatment of the sea water intake travelling screens, against the 
growth of organism that affects essential equipment such as condensers and water 
pumps 

• water chemical treatment of the auxiliary equipment’s cooling towers to avoid and 
control the cause of corrosion, in all its manifestations, of the components of the 
cooling system such as: hydrogen coolers, oil coolers, vacuum pump coolers, 
stator coolers 

• maintenance and repairs of vehicles such as vacuum trucks, emergency response 
vehicles, jeeps and dump trucks used during the environmental maintenance and 
compliance on the power plant, but as part of schedule and emergency repair 
projects 
 

The proposed FY2023 Generation Budget is necessary to ensure the execution of 
scheduled outages for environmental maintenance and major repairs of boilers, 
turbogenerators, combustion turbines and the respective auxiliary equipment, as well as 
to improve the availability of the generating units to meet the energy demand of 
customers. Similarly, the activities and materials included in the FY2023 Generation 
Budget are necessary to comply with state and federal environmental regulations and 
operational requirements to avoid catastrophic failure or unit shutdowns due to non-
compliance with environmental requirements. 
 

 



V. Conclusion 
 
  

• PREPA’s new executive management prepared this budget (i) cognizant of the 2017 Rate 
Order’s terms, (ii) the ongoing and challenging transformation of the island’s energy 
sector, and (iii) electric system challenges, including the legacy generation fleet, volatile 
global fuel prices, and the increased burden being carried by system customers. 

  
• PREPA’s proposed revenue allocation is based on the 2017 Rate Order, yielding a fair 

and equitable allocation between the needs of T&D and those of the Generation 
directorate.  

  
• The proposed FY2023 Generation Budget considers the availability of federal funding for 

a host of projects totaling approximately $962 million. Similarly, the T&D System will be 
benefit from a much larger amount of federal funding, totaling approximately $9 billion for 
T&D system reconstruction and modernization – which funding and reconstruction is 
managed by, and the responsibility of, LUMA.  

  
• PREPA’s obligation to ensure a reliable, sustainable, and compliant generation fleet 

(including sufficient reserves) is inescapable – particularly given the most recent 
experiences of blackouts. It is also the responsible approach while a new private 
generation operator is selected and onboarded to maintain the PREPA legacy generation 
fleet. Beyond its own system needs, PREPA’s responsibility includes making sure that 
power generation is stable and reliable to minimize or avoid generation related outages 
which is essential for people’s health, wellbeing and our island’s overall economic stability 
and prosperity.  
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VI. APPENDIX  

a) Excerpt from PREB Rate Order dated March 8, 2017 
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