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February 27, 2025 

 

At the request of the P3A, FTI was requested to prepare a cost-benefit analysis of a proposal related to the fuel incentives in 

the Genera OMA. In their proposal Genera has agreed to forego all incentive payments for the term of the Genera O&M 

Agreement in exchange for a lump sum payment of $110 million to be paid in monthly installments during a period of 

eleven (11) months. 

Background: 

After several months of reviewing the Genera Fuel Optimization Plan, it has become apparent to all parties that the 

approach described in the OMA will be very difficult to administer over the 10-year Term of the OMA.  This is primarily 

because of the following: 

- Individual annual unit and plant performance tests which are required in the OMA to establish output and hear 

rate by unit for each fuel that a unit is capable of burning require outages to conduct.  The purpose of these tests is 

to provide a baseline for each units efficiency and capacity limitations which then LUMA can use to determine the 

most optimal economic dispatch.  These tests have not been able to be scheduled primarily due to operational 

issues as well as generation shortages that have prevented the required schedule outages.  Without these, LUMA 

is using estimated performance for economic dispatch as had been done previously by PREPA. 

- Documenting actual fuel cost savings versus avoided costs, while desirable, is difficult to track.  Avoided costs were 

not initially included in the OMA but do, in fact, provide substantial benefits to PREPA. 

The OMA is a 10-year agreement.  The incentives and penalties are documented in Annex II (Section III) of the OMA, as seen 

in Exhibit 1, and can be summarized in part as follows: 

The Operator’s financial compensation is directly tied to performance in providing O&M and Decommissioning 

Services. During the Mobilization and Demobilization Periods, neither incentives nor penalties shall apply. 

Furthermore, adjustments to incentives and penalties may be negotiated in good faith in the event of Force 

Majeure occurrences, except for Forced Outages. 

O&M Services Incentives and Penalties 

The Operator’s performance is assessed across six categories, with financial incentives for exceeding defined 

targets and penalties for underperformance. The total incentive amount is subject to an annual cap of $100 

million, with any excess carried forward to future contract years. 

1. Operation Cost Efficiency – The Operator may earn an incentive payment based on actual cost 

savings, which is equal to the Operating Budget minus actual expenditures. Subject to the Annual 

Incentive Cap, the Operator receives 50% of the actual savings. 

2. Equivalent Availability Factor (EAF) – Incentive payments are based on exceeding EAF targets for 

Baseload and Peaking Units, while penalties apply for failing to meet them. Performance calculations 

adhere to IEEE 762-2006 standards, with adjustments allowed for Force Majeure and Owner Fault 

events. 
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3. Safety Compliance – Incentives are awarded for maintaining low incidents of Lost Time Injuries (LTI), 

Recordable Injuries (I&I), and Fatalities/Severe Injuries. Exceeding predefined limits incurs penalties, 

with recurring non-compliance triggering a Minimum Performance Threshold Default. 

4. Environmental Compliance – The Operator earns incentives for maintaining full compliance with 

environmental regulations. Any violations result in financial penalties, with consecutive non-

compliance leading to a Minimum Performance Threshold Default. 

5. Reporting Obligations – Timely responses to Administrator’s information requests are required. 

Delays exceeding 15 sequential days result in penalties of $100,000 per occurrence, with a maximum 

annual penalty of $1 million. 

6. Fuel Optimization – The Operator is entitled to 50% of actual fuel cost savings achieved through 

efficiency initiatives. Savings are calculated pursuant to the Fuel Optimization Plan and based on the 

applicable assumptions in the current approved budget, and be an amount equal to the difference 

between the budgeted cost and the actual cost of the relevant budget items. 

 

Avoided Incentive Payment Analysis: 

In order to evaluate Genera’s proposal, FTI conducted an analysis using the following assumptions: 

Assumptions 

$110M paid to eliminate any incentives 

$(15.52)M has been agreed upon avoided incentive payment 

11 is the number of monthly installment payments 

$100M is the maximum assumed annual incentive payments earned for the term of the OMA 

$50M is 50% of the maximum assumed annual incentive payments earned for the term of the OMA 

August is the month that annual incentive payments are assumed to be made (2 months after Fiscal YE) 

 

Two sensitivities were analyzed. 

- Sensitivity 1: Assuming Genera earned 100% of their allowed incentives, which is capped at $100 million per year.  

- Sensitivity 2: Assuming Genera only earn 50% of their allowed incentives, assumed to be $50 million per year.  

Using the above assumptions, the analysis resulted in the following Net Present Values (NPVs) for the cases run. 
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PREPA Avoided Incentive Payment Analysis     

 Discount Rate 

Cases 8%  10% 12% 

Genera Proposal ($110M) 106 105 104 

$100M Avoided Incentive Payments (Sensitivity 1) 697 644 598 

$50M Avoided Incentive Payments (Sensitivity 2) 349 322 299 

 

Assuming the 10% discount rate, as shown in the table above, the NPV of PREPA’s avoided future incentive payments 

ranges from $322 million to $644 million. As a result, the $110 million lump sum to be paid over 11 months is beneficial to 

PREPA. 

It should be noted that all penalties for safety, reporting, environmental violations and equivalent availability remain as 

noted above. 

 

Sincerely, 

 

 

 

Ellen S. Smith 

FTI Consulting 

Senior Managing Director 
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Exhibit 1 

Annex II (Section III) of the OMA 
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