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Who is PREPA?
Overview of PREPA

 Independent island utility

 Monopoly provider selling an essential service with full rate setting authority

 No customer concentration risk

 Fuel and purchased power costs passed through to PREPA’s customers on a monthly basis

 PREPA is one of the largest public power agencies and is:

 First in number of customers served (approximately 1.5 million)

 First in revenues ($4.4 billion in FY2011)

Public Power Issuers by Revenues ($Bn)
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Who is PREPA?
Net Revenues and Debt Service Coverage

 PREPA’s Net Revenues and debt service coverage have been relatively stable

 Higher coverage in FY2012 reflects lower debt service as a result of the 

2012 plan of finance

1.48x
1.62x

1.45x

1.85x
1.47x

2.24x

1.52x
1.44x 1.44x 1.42x

0.0

0.5

1.0

1.5

2.0

2.5

0

100

200

300

400

500

600

700

800

900

1,000

FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016

Net Revenues DS Coverage (Trust Agreement)

Net Revenues 

($MM)
DS Coverage 

(x)



Who is PREPA?
Conservative Debt Profile

Debt Service Profile after Series 2012AB Transaction ($MM)

 PREPA has a downward sloping debt service profile with no variable rate 

risk or put risk on its senior lien



Who is PREPA?
Pass Through of Volatile Fuel Costs in Customer Rates

 Fuel and purchased power represent more than 72% of PREPA’s costs

 Rates are adjusted monthly to pass these costs through to customers

 Increases (or decreases) in PREPA’s fuel and purchased power cost are recovered in rates two 

months after such costs are incurred (billing cycle)
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Who is PREPA?
Adequate Reserve Margins

 Fleet of 31 major generating units aggregating to 5,839 MW in 20 facilities 

 PREPA estimates that its reserve margins are adequate beyond 2020

 PREPA’s reserve margins should continue to increase as PREPA has entered into PPAs 

with developers for renewable energy projects 

PREPA’s Reserve Margins (MW)
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Who is PREPA?
PREPA’s Cash Reserves Strengthen Bondholder Security

Available Funds ($000)

Unrestricted cash and cash 

equivalents

$64,856

Restricted cash and cash 

equivalents

Reserve Account $377,903

Self Insurance Fund $84,645

Reserve Maintenance Fund $15,691

Total $543,095

Type Amount• PREPA’s unrestricted cash and cash 

equivalents total almost $65 million

• In addition, PREPA has $478 million of 

restricted cash and cash equivalents 

that can be used to pay debt service



Who is PREPA?
Recent Developments at PREPA

• Comprehensive strategic plan to address challenges

• First six months of FY 2012:

– Net Revenues up 22.4% compared to the same period last year

– Operating expenses (excluding fuel and purchased power) are down by $13.3 

million compared to the same period last year

• Improvement in levels of accounts receivable; Ports Authority made a $60 million 

payment in late January, which had accounted for 29% of all public authority 

receivables

• Continued improvement in theft reduction 

• A number of new laws passed in December 2011 will help PREPA to reduce accounts 

receivable, improve theft reduction, reduce CILTs, and implement a new, more 

efficient fuel procurement process
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Strategic Plan for a Stronger PREPA

1. Diversify energy production with use of natural gas and renewables

2. Implement new Fuel Procurement Model

3. Reduce operating expenses

4. Aggressive theft recovery plan

5. Ensure efficient use of CIP funds

6. Improve cash flow and liquidity by reducing accounts receivable

7. Limit CILTs by collecting on energy consumed by municipalities for 

earnings purposes



Strategic Plan for a Stronger PREPA
Strategy 1: Diversify Energy Production

 PREPA is heavily reliant on oil – 65% compared to the US average of 1%

 Increasing oil prices have driven PREPA’s rates to double that of the US average 

rate of 11 cents per kWh

PREPA’s Average Cost of Oil ($/barrel)
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Strategic Plan for a Stronger PREPA
PREPA’s Current System Is Oil Reliant

 The majority of PREPA’s generation resources are reliant on high cost oil; Costa Sur began 

burning natural gas on a limited basis in April

 In order to address this, PREPA has a plan to either convert its plants to dual fuel or to source 

non-oil reliant PPAs

Oil-Fired Units

Peñuelas (EcoElectrica)

Available: 507 MW 

Fuel Type: Natural Gas

Mayagüez

Available: 193 MW 

Fuel Type: Oil #2

Cambalache

Available: 165 MW 

Fuel Type: Oil #2

San Juan (5-6)

Available: 220 MW 

Fuel Type: Oil #2

Aguirre (CC 1-2)

Available: 546 MW 

Fuel Type: Oil #2

Guayama (AES)

Available: 454 MW 

Fuel Type: Coal

San Juan (7-10)

Available: 248 MW 

Fuel Type: Oil #6

Palo Seco (1-4)

Available: 581 MW 

Fuel Type: Oil #6

Costa Sur (3-6)

Available: 990 MW 

Fuel Type: Oil #6 / Nat Gas

Aguirre (1-2)

Available: 450 MW 

Fuel Type: Oil #6



Strategic Plan for a Stronger PREPA
PREPA Proactively Addressing MATS Regulations

• The EPA’s recently adopted MATS rules 

govern the emission of mercury and air 

toxics by coal and oil-burning power plants

• Power plants will have three years to 

comply with the new regulations, with a 

limited ability to obtain a one-year 

extension

• PREPA’s plan to convert to natural gas is on 

schedule to comply with the MATS rules 

within the 3 year period

EPA’s Mercury and Air Toxics Standards (“MATS”)



Strategic Plan for a Stronger PREPA
Natural Gas and Renewable Energy

 Two Components

 Convert oil-fired units to dual fuel units that can burn oil or natural gas 

 Renewable projects

 PREPA could expect to see savings of between $500 million and $1 billion annually by 

FY 2016 with implementation of the full LNG plan, including the current plant 

conversions, Via Verde, and the Off Shore Terminal at Aguirre

Planned Reduction in Dependence on Oil Based Production
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Strategic Plan for a Stronger PREPA
Natural Gas Infrastructure Development Strategy

Major Components of PREPA’s Full LNG Plan

PREPA Power 

Plant

EcoElectrica 

LNG Terminal

Proposed Offshore 

LNG Terminal
Proposed Pipeline (approx. 

route)

South Coast #5–6

(820 MW)

Conversion 

Completed

Cambalache #1–3

(248 MW)

Cost of Conversion: 

$5.1 million

Aguirre #1–2

(900 MW)

Cost of Conversion:

$50.0 million

Palo Seco #3-4

(432 MW)

Cost of Conversion:

$23.0 million

San Juan

CC #5–6, #7-10

(440, 400 MW)

Cost of Conversions:

$12.0 million

$29.2 million



Strategic Plan for a Stronger PREPA
Natural Gas Delivery Infrastructure Update

• Positive feasibility study

• Permitting process begun

• If negotiations are completed and 

permits received, terminal would 

be operational by August 2014

• Transport natural gas from EcoEléctrica 

to San Juan, Palo Seco, and 

Cambalache

• Received required Puerto Rico permits

• Waiting on U.S. Army Corps of 

Engineers (“USACE”) permit

• Expect USACE will approve the project

• The offshore LNG terminal for Aguirre and the Via Verde pipeline are not included in 

PREPA’s CIP

• PREPA and GDB are evaluating various financing structures for these projects, including 

off-balance sheet project finance and fuel purchase agreements for the delivery of LNG

Off Shore LNG Terminal for Aguirre Off Shore LNG Terminal for Aguirre



Strategic Plan for a Stronger PREPA
New Renewable PPOAs to Provide Lower Cost Power

Renewable Power Purchase Agreements (in GWHr)

 PREPA intends to bring several renewable PPOAs online in the near-term future

 Projects with financing commitments:

 AES, 20 MW, Solar

 Punta Lima, 39 MW, Wind

 Pattern Energy, 75 MW, Wind

 Windmar, 2.1 MW, Solar

 PREPA has signed PPOAs for 33 projects totaling 989 MWs

FY 2013 FY 2014 FY 2015 FY 2016

Wind 311 337 536 464

Solar 222 345 538 780

Waste to Energy - - 432 670

Landfill Gas 56 112 126 126

Total Renewable PPOA 589 794 1,455 2,040

Total Production 20,751 20,817 21,039 21,360

% Renewable 3% 4% 7% 10%



Strategic Plan for a Stronger PREPA
Transmission and Control Improvements to Accommodate New Generation

 PREPA is making the transmission and control capital investments (new SCADA system) 

needed to accommodate renewable generating projects into PREPA's system



Strategic Plan for a Stronger PREPA
Strategy 2: Implement New Fuel Procurement Model

New Fuel Oil Procurement Strategy

• Disadvantages of current model

– Contracts include significant interest and penalties for PREPA

– Built in premiums exist to reflect inconvenience of payment lags from PREPA

– PREPA has had to interact with traders and other intermediaries

– No oil price hedges

• New procurement model

– GDB to procure fuel on PREPA’s behalf

– Eliminates interest and penalties and allows for more favorable contract 
terms

– Began March 2012 with additional plants to be added in July 2012

– New commodities hedging program

• The recent closure of the Hovensa refinery should have a minimal 
impact on PREPA, as PREPA can source diesel fuel from other available 
refineries



Strategic Plan for a Stronger PREPA
Strategy 3: Continue Re-engineering of Internal Processes

Expense Reduction Plans

 Since 2009, significant progress has already been made on reducing expenses

 GDB, as Fiscal Agent, has hired corporate restructuring and performance improvement 

consultants, who are providing further suggestions for improving operating 

efficiency, optimizing significant capital investments and increasing asset productivity

 Expecting to reduce expenses by $30 million over the next year

Current Expenses - Excludes Fuel and Purchased Power (in thousands $)
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Strategic Plan for a Stronger PREPA
Strategy 4: Aggressive Theft Recovery Plan

Revenues from Theft Reduction
($000’s Measured by Calendar Year)

 Steady progress in reducing losses due to theft

 Use of new smart meters and monitoring through data systems and technology will allow PREPA to 

better detect and stop energy theft

 Recently passed Laws 237 and 238 empower PREPA to take more aggressive action against energy 

theft

Site Visits
(Units Measured by Calendar Year)

$2,200

$4,421
$5,557

$9,646

$17,601

$20,925

$27,000

2005 2006 2007 2008 2009 2010 2011

18,260

31,971
29,450

27,442

35,172
37,412

19,643

2,001 3,083
4,110 4,474 5,016 4,735 5,307

2005 2006 2007 2008 2009 2010 2011

Client Visits Positive Cases



Strategic Plan for a Stronger PREPA
Strategy 5: Ensure Efficient Use of CIP Funds

Historical and Projected Capital Improvement Program Uses ($MM) 
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$2.2 Billion

2012-2016 CIP 

$1.7 Billion

 Projected CIP includes conversion of plants to dual fuel (but does not include capital costs 

of Via Verde or the Aguirre offshore LNG terminal)

 CIP also includes investment in the improvement and expansion of transmission and 

distribution facilities



Strategic Plan for a Stronger PREPA
Strategy 6: Reduce Accounts Receivable to Improve Cash on Hand

• Committed to addressing receivables

• Central government receivables dropped 24% during the first six months of FY2012

• In January 2012, Ports Authority made a $60 million payment to PREPA

• Recently passed Act 239 provides that agency electricity & energy expenses will be retained by 

the Treasury Department and sent directly to PREPA each month

Accounts Receivable

Balance as of

6-30-2011

% Past Due as 

of 6/30/2011

Balance as of 

12/31/2011

% Past Due as 

of 12/31/2011
Reduction

Central Government 54,194,140 69% 41,768,628 58% 12,425,512

Public Corporations 228,113,494 88% 209,679,009 85% 18,434,485

Total $282,307,634 84% $251,447,637 81% $30,859,997



Strategic Plan for a Stronger PREPA
Strategy 7:  Reform Municipal CILTs

Contributions in Lieu of Taxes (CILTs)

• Municipalities in Puerto Rico are entitled to collect contributions in lieu 

of taxes, or CILTs

• Law 233 will reduce the amount of CILTs that the municipalities are 

entitled to collect by excluding electric energy consumption for 

properties for which rent/fees are charged

• Expected to reduce amount of CILTS and increase revenues collected by 

as much as $30 million annually by 2016



Strategic Plan for a Stronger PREPA
GDB’s Partnership with PREPA

Fiscal Oversight Agreement

• Beginning in 2009, GDB and PREPA have entered into a Fiscal Oversight 

Agreement

– Goal:  To ensure PREPA’s self-sufficiency and improve the credit to 

ensure reliable access to the capital markets to finance its long-

term capital plan

• The agreement enhances fiscal oversight and control and commits 

PREPA to a comprehensive expense reduction and to providing 

additional financial and operational information to GDB

• Recently, GDB has increased its level of operational support, through 

Fiscal Agency, to help PREPA tackle multiple initiatives concurrently 

(fuel procurement, natural gas plan, etc.)



Strategic Plan for a Stronger PREPA
Legislature Has Been Supportive of PREPA

• Because PREPA is vital to the prosperity of Puerto Rico, the Government 

and Legislature have been very supportive of PREPA reforms

• Several new laws were passed in December 2011 that will strengthen 

PREPA and improve liquidity

 Law 233 – Change to CILT formula to reduce CILTs

 Law 234 – New fuel procurement process

 Law 235 – Assigns responsibility for energy theft to Department of Justice

 Law 236 – Allows PREPA to establish its own procedures for procurement of 

goods and services

 Law 237 – Makes meter tampering a felony

 Law 238 – Authorizes more serious penalties and sanctions on meter 

tampering

 Law 239 – Treasury Department intercept of Central Government receivables
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Concluding Remarks
Successful Execution Of Strategic Plan To Address Business Issues

• PREPA continues to deliver on its promises and proactively 

address its challenges

– Exceeded headcount reduction

– Strategic shift from fuel oil to natural gas (Costa Sur)

– Reduction of government receivables

– Implementation of energy theft reduction measures

• The first six months in FY2012 reflect the successful execution of 

PREPA’s strategic plan and a seamless management transition



Concluding Remarks
Many Strong Credit Features

Summary of PREPA Credit

Business Fundamentals Financial Performance Resource Mix

 Sole provider of an essential 

service

 Diverse set of customers; no 

concentration

 Full rate setting authority

 Fuel and purchased power 

passed through monthly

 Independent of 

Commonwealth

 Liquidity supported by GDB

 Strong coverage

 Active implementation of cost 

reduction initiatives

 Reduced capital improvement 

program

 Aggressive theft reduction 

program

 Reducing government 

receivables and improving 

liquidity

 Strong reserve margin

 Improving reliability

 Power resource diversification 

plan

 Capital program focused on 

improving efficiency and fuel 

diversification
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