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Summary

The finances and operations of the Puerto Rico Electric Power Authority (PREPA)—a public power utility owned by the Commonwealth of Puerto Rico—have attracted serious concern for many years. High electricity prices and the unreliability of the electricity grid resulting from underinvestment in and poor maintenance of the island's generation, transmission, and distribution infrastructure have hindered the island's economy and the well-being of its residents.

Public corporations have been central to Puerto Rico's economic development and have issued most of Puerto Rico's public debt. In 2014, frustration with PREPA led Puerto Rico to enact an energy policy reform (ALIVIO; Act 57-2014). At the time, PREPA was struggling to pay its fuel costs. In August 2014, it reached an agreement with creditors to maintain its access to fuel and accepted an outside manager. Federal courts struck down a 2014 local bankruptcy law that sought to reduce PREPA's debts. In 2015, the Puerto Rican governor stated that its debts were "unpayable."

In 2016, the Puerto Rico Oversight, Management, and Economic Stability Act (PROMESA; P.L. 114-187) established a Financial Oversight and Management Board (FOMB or Oversight Board) and two processes (Titles III and VI) to restructure Puerto Rico's public debts, including the $9 billion PREPA owed. The Title III process draws on the U.S. Bankruptcy Code. The Title VI process resembles sovereign debt workouts. In July 2017, the Oversight Board rejected the existing agreement with creditors and initiated a Title III debt restructuring process. While major portions of the island's debts have been restructured, PREPA's debt restructuring process continues.

In September 2017, Hurricanes Irma and María hit Puerto Rico and exposed widespread weaknesses in PREPA's operations. Most of the island remained without electric power for months afterward. In 2020, earthquakes and the COVID-19 pandemic created new challenges and delayed the debt restructuring process. Congress provided substantial funding for PREPA's recovery and rebuilding. The recovery and rebuilding effort of the island's energy infrastructure have involved many Puerto Rican public entities and several federal agencies.

In 2018, Puerto Rico enacted a measure to privatize PREPA's grid and its power generation assets. LUMA, a U.S.-Canadian joint venture, took over the grid in June 2020. In July 2023, Genera PR, a unit of New Fortress Energy, began operating PREPA's non-hydropower generation plants. Jenniffer González Colón, Puerto Rico's governor since her January 2025 inauguration, has sought to end LUMA's contract, which engendered several lawsuits. LUMA claims it has made progress, but blackouts remain frequent. In July 2025, LUMA petitioned the Puerto Rican Energy Board (PREB) to conduct a new rate review. PREB issued a new rate tariff in April 2026.

In 2019, the Oversight Board negotiated a third proposed agreement within the Title III process with creditors and Puerto Rican officials, which envisioned swapping old PREPA debt for two sets of new bonds, special treatment for certain insured bonds, and a transition charge applied to all electricity consumers. In 2022, however, negotiations stalled. In December 2022, the Oversight Board proposed a plan offering $2.6 billion to creditors. In March 2023, the Title III district court held that creditors' claims were severely limited. In June 2024, a federal appeals court held that creditors had a secured interest in PREPA's net revenues. In March 2025, the Oversight Board issued a new proposal. Creditors asked to file an administrative expense claim that was denied, but has been appealed. In April 2026, the Title III court allowed a narrow claim to proceed to determine what net revenues PREPA had earned. In June 2026, the Oversight Board proposed another plan, which creditors rejected.

In August 2025, the President attempted to dismiss six of the seven Oversight Board members. A federal judge issued a restraining order, holding that the board members "have never been properly removed from office."










Introduction

The Puerto Rico Electric Power Authority (PREPA), the largest public corporation in Puerto Rico, serves about 1.5 million customers. Although it is one of the largest U.S. electric utilities, it supplies less than half the power of a similarly large mainland utility.1 High electricity prices and the unreliability of the power supply resulting from deterioration of the island's generating and transmission infrastructure have hindered the island's economic development prospects and the well-being of its residents in recent decades.

PREPA's fiscal condition reflects that of Puerto Rico's other public corporations. Public corporations have been a cornerstone of Puerto Rico's economic development strategy since the 1940s. Much of Puerto Rico's public debt was issued by its public corporations, and their finances have been one of the island's major financial challenges. Transfers from Puerto Rico's general fund or new debt issuances were often used to cover shortfalls or debt service payments of public corporations in past years, thus blurring lines of fiscal responsibility.

PREPA's finances and operations have raised serious concern for many years, with critics citing a lack of investment, deferred maintenance, and operational challenges.2

In 2014, PREPA, unable to meet fuel costs, negotiated a restructuring support agreement (RSA) with fuel line creditors. An attempt to establish a local bankruptcy law in the absence of access to federal bankruptcy processes was rejected by federal courts. Congress held several hearings to consider how to address Puerto Rico's public debts.

In June 2016, Congress passed the Puerto Rico Oversight, Management, and Economic Stability Act (PROMESA; P.L. 114-187). PROMESA established a Financial Oversight and Management Board (FOMB or Oversight Board) and two processes to restructure Puerto Rico's public debts, one drawing on the U.S. Bankruptcy Code, the other following sovereign debt workouts.

On July 2, 2017, the Oversight Board rejected the previous RSA framework and initiated a PROMESA Title III process to restructure PREPA's $9 billion debt.3 PROMESA charges the Oversight Board with representing components of Puerto Rico's public sector before the Title III court. While the restructuring of two major portions of the island's debts has been completed, PREPA's debt restructuring process remains ongoing.

In September 2017, Hurricanes Irma and María hit Puerto Rico and exposed widespread weaknesses in PREPA's capacity to respond to operational and financial challenges. Most of the island was left without electric power for months after the hurricanes.4 Other events, including earthquakes, the COVID-19 pandemic in 2020, and Hurricane Fiona in 2022, created additional challenges and caused delays in the debt restructuring process. In 2018, Puerto Rico chose to privatize PREPA's electric power transmission and distribution system and its power generation systems.

This report presents a short history of PREPA and its role in Puerto Rico, and discusses factors responsible for the utility's financial and operational difficulties. Other CRS products discuss technical aspects of PREPA's assets and operations, as well as the progress of disaster recovery after the 2017 hurricanes.5 This report does not describe details of litigation stemming from the privatization of Puerto Rico's electrical power grid.6


Basic Challenges Facing PREPA


Technical Challenges

Electric power systems on islands face numerous technical challenges. Unlike mainland electric power systems, island systems typically lack connections to larger power grids. The lack of wider grid interconnection requires more generation capacity to meet peak loads. Island systems must have natural gas delivered by sea, not pipeline.

Puerto Rico's geography presents other challenges.7 The south coast is more sheltered from Atlantic storms and hurricanes and thus more suitable for fuel shipments. Most power demand for electricity comes from San Juan and other north coast locations. Power lines that connect generation on the south coast (Figure 1) with consumers on the north coast must either cross Puerto Rico's mountainous interior (Figure 2) or circle around the east or west sides of the island. Moreover, power lines running along the east coast of the island are vulnerable to Atlantic storms and hurricanes. The tropical climate intensifies the task of clearing vegetation from power lines. Low population density in many areas means that power lines must extend farther between customers.







	Figure 1. PREPA Aguirre Power Generation Complex, February 2018




	



	Source: Author.

Notes: The Aguirre power generation complex is about 30 miles east of Ponce, Puerto Rico's second-largest city.









	Figure 2. Power Distribution Line in Mountains Southeast of Utuado, Puerto Rico, February 2018




	



	Source: Author.








Management Challenges

PREPA's precarious financial condition complicates its bargaining power in negotiations with potential suppliers. Fuel supply contracts typically extend for years, if not decades. The involvement of myriad public agencies has also complicated planning and operations. The island's energy policies have involved many parts of Puerto Rico's public sector and many parts of the federal government, including the U.S. Treasury, the Department of Energy, the Department of Housing and Urban Development, the Environmental Protection Agency, the Army Corps of Engineers, the Federal Emergency Management Administration, the White House, Congress, federal courts, and the Oversight Board established by PROMESA.

Puerto Rico now has a tripartite electrical system. Three parties, LUMA, Genera, and PREPA itself, manage PREPA's assets. In addition, independent power companies own and operate power generation plants that supply power to the grid, and some cooperatives provide electric power to select customers. High turnover rates among top executives of LUMA, Genera, and PREPA have complicated planning, coordination, and operations.8 The LUMA CEO, according to the Puerto Rican Energy Board (PREB), characterized the LUMA-PREPA relationship as "dysfunctional."9



Economic Challenges

PREPA faces nontechnical challenges as well. Median household income in Puerto Rico is below the U.S. average, so electric bills there may raise affordability concerns. The desire to avoid raising electric rates that would further strain those budgets, according to some, resulted in delayed maintenance and lack of new investment. A 2016 report noted that PREPA had not raised rates since 1989, leading to a persistent gap between revenues and costs. Borrowing to cover that gap resulted in an accumulation of debt that became unsustainable.10 The delayed maintenance and investment shortfalls have left PREPA's assets in critical condition, complicating ongoing planning and recovery efforts.11

Going forward, Puerto Rico's electrical energy systems will face new challenges. Forecasts of electricity demand expect total consumption will decrease due to outmigration, slowing of economic activity, efficiency improvements, and household generation such as rooftop solar installations.12




PREPA's History Up to 2014


Origins of PREPA

Various private operators, starting in 1893, set up the earliest electric power systems on Puerto Rico. The South Coast Irrigation Service, created in 1908, developed hydroelectric generation plants mainly to support irrigation and agriculture.13 Generation capacity expanded during the 1920s and 1930s, with the addition of hydroelectric generation units, as electricity demand expanded from sugar processing centers to wider areas of the island. In 1925, the Puerto Rico legislature established a public power authority, the Utilización de las Fuentes Fluviales (UFF; Utilization of Water Resources), to extend electric power to rural areas.14 More capacity was added with the help of the Puerto Rico Reconstruction Administration—a New Deal agency set up during the Administration of President Franklin D. Roosevelt (FDR). In 1937, UFF purchased a private utility that served the south coast city of Ponce, taking a first step toward consolidating a hydro-electric power system mostly serving rural areas with privately owned, oil-fired power systems. In 1938, Congress approved a law (P.L. 75-745; 52 Stat 1203) to allow Puerto Rico to establish public corporations. Bonds issued by the public corporations were not to be considered a debt of Puerto Rico.15



Public Electric Utility Established during World War II

When World War II began, the federal authorities saw a need to bolster military facilities in Puerto Rico, including greater electric power generating capacity. Local political leaders also sought to expand electrification beyond sugar mills and a few urban areas to the whole island.

Both Luis Muñoz Marín, founder of the Popular Democratic Party, and Rexford Tugwell, the wartime governor, supported the expansion of public corporations as a means of economic development. The New York Power Authority, which Franklin D. Roosevelt created in 1931 while New York State governor, and the Tennessee Valley Authority, created during the first 100 days of Roosevelt's presidency, served as models for the creation of a public corporation to make electricity widely available across Puerto Rico.16

In 1941, Muñoz Marín was elected president of the Puerto Rican Senate and sought to implement a program of social and economic reforms.17 In May 1941, the Puerto Rican legislature created the Puerto Rico Water Resources Authority (PRWRA)—the predecessor of PREPA—with the aim of consolidating existing power operators into an integrated publicly owned utility.18 Later that year, Tugwell, a leading figure in various New Deal initiatives in the 1930s, was appointed governor of Puerto Rico.19 In July 1942, the Federal Works Agency, at Governor Tugwell's urging, used war powers authorities to expropriate assets of remaining private power operators that served the larger cities.20 The Federal Works Agency then transferred those assets to the Water Resources Authority, which became responsible for their operation.21 That consolidation of the electrical system created a basis for universal urban service and rural electrification.



Operation Bootstrap and Growing Postwar Economy

After the end of World War II, Puerto Rico resumed its efforts to strengthen and diversify its economy. In 1947, the Puerto Rican legislature enacted Operation Bootstrap, a program of industrial incentives including a broad exemption from various taxes aimed at attracting private manufacturing.22 The resulting expansion of industrial output and per capita incomes increased demand for electric power. From the 1950s through the end of the 1960s, expanding generating capacity to meet burgeoning demand was the major challenge facing the power authority.23



New Challenges in the 1970s

Arab countries embargoed oil exports to the United States after the 1973 Yom Kippur War, initiating the 1973-1974 energy crisis.24 The production cuts caused oil prices to quadruple, causing serious dislocation to the mainland economy. The consequences for the Puerto Rican economy were even more severe.25 Nearly all of the island's electric power generation relied on oil, with smaller plants using diesel or gas. While mainland oil prices were regulated to some extent, Puerto Rico's electric generation and its refineries depended on Venezuelan oil, which sold for international market prices.26

An economic recession on the mainland cut demand for exports from Puerto Rico, which reduced demand for power. In addition, the sudden jump in oil prices on international markets undermined energy price advantages due to certain domestic pricing policies that benefited Puerto Rican refined products and chemicals industries.27

By 1974, an economic recession, the closure of a major refinery, and rising energy prices resulted in shrinking industrial output and falling household incomes, which in turn reduced demand for electricity to about half of PREPA's electric generation capacity. One 1974 policy response was to begin subsidizing households using less than 425 kilowatt/hour (kWh) per month, shielding those customers from the full brunt of higher energy prices. About 70% of residential accounts qualified for the subsidies, which shielded most residential customers from the oil price shock, while on average mainland electric rates increased by 42%. Rates, however, more than doubled for other residential customers and tripled for industrial users.28 While energy subsidies cushioned household incomes in a time of elevated unemployment, they also reduced PREPA's ability to cover its capital costs.29 Corruption in procurement processes also raised capital costs.30

Also in 1974, the utility, then known as the Puerto Rico Water Resources Authority, signed a trust agreement with a New York bank to issue revenue bonds.31 That agreement, as amended, framed the terms of subsequent bond issues. Interpretation of its terms remains a key point of contention in the current PROMESA Title III case, as discussed below.

In 1979, the Puerto Rico Water Resources Authority was renamed PREPA to reflect the transition from hydroelectric power to generation using fossil fuels (Act 57-1979).32

As the economy recovered and manufacturing activities expanded, the gap between generating capacity and demand narrowed. Economic growth, however, did not match pre-1973 rates, especially after certain federal tax incentives were fully phased out in 2006.33




Concerns About PREPA Intensify in 2014

Two threads of policy developments have shaped Puerto Rico's energy sector. First, Puerto Rico's government has taken steps to modernize its energy policy since 2010, although implementation of changes has been slow and at times contentious. Second, during the same period, PREPA began to face increasingly severe financial constraints.34 The threads of energy reform and financial exigency have intertwined in recent years, and untangling them presents several formidable challenges.

In July 2010, Puerto Rico enacted (Act 82-2010) a Renewable Energy Portfolio Standard (RPS), which mandated that PREPA supply increasing amounts of retail electricity sales from eligible renewable energy35 resources, peaking at 20% of retail sales by 2035.36


2014 ALIVIO Act Reframes Puerto Rico's Energy Policies

In May 2014, concerns about PREPA's performance culminated in legislation (Act 57-2014) that established a Puerto Rico Energy Commission (PREC) and an office of consumer advocacy.37 PREC was authorized to review PREPA's rates and provide oversight. Previously, PREPA set its own rates,38 subject to requirements of a 1974 bond contract that required the utility to set rates and fees "sufficient for the payment of expenses of the Authority."39 The then-president of the Puerto Rican Senate, Eduardo Bhatia Gautier, who sponsored the bill, claimed it would bring efficiency, transparency, and clean and cheaper energy, although he denied that it would lead to the privatization of PREPA.40 The law aimed to curtail PREPA's status as an unregulated monopoly of electric power provision and to shift from reliance on fossil fuels to renewable energy sources.41 It also contemplated a separation of electric energy generation and transmission.

Questions of PREPA's solvency were beginning to emerge in early 2014.42 Press reports at the time noted PREPA's debts and other financial problems, as well as the influence of bondholders on rates via terms of the 1974 trust agreement. Credit ratings agencies downgraded Puerto Rico's central government's debt, but PREPA's debt was not downgraded at that time.43

By May 2014, PREPA could only fund fuel purchases using capital reserve funds.44 On June 30, 2014, a financial report of the Puerto Rican government warned that PREPA faced "substantial doubt about its ability to continue as a going concern."45 On June 28, 2014, the Puerto Rican government enacted a law that sought to create local bankruptcy procedures in the absence of viable federal bankruptcy options at the time.46 Those local procedures, however, were struck down by federal courts.47



Restructuring Support Agreements Begin in August 2014

Negotiations with bondholders, fuel line creditors, and bond insurers led to an August 2014 forbearance agreement that averted PREPA's default. The August 2014 forbearance agreement required the appointment of a chief restructuring officer (CRO) to oversee PREPA operations, a post taken by Lisa Donahue of the consulting firm Alix Partners.

A tentative Restructuring Support Agreement (RSA) reached in mid-December 2015 between PREPA and holders of about 70% of PREPA's debt created a process for reducing PREPA's debt.48 In February 2016, the Puerto Rico legislature and governor enacted a law (Act 4 of 2016) to fulfill other RSA conditions, including the imposition of a surcharge on electric bills to repay creditors and the appointment of PREPA board members chosen through an independent search aimed at identifying technically qualified candidates.49

Had the RSA been finalized, uninsured creditors would have accepted new securities that were estimated to reduce PREPA's debt by 15%. PREC had approved a $0.031 per kilowatt-hour (kWh) surcharge in June 2016 as well as a $0.01/kWh base rate increase in January 2017. While that transition surcharge was not implemented, two subsequent restructuring support agreements—which also did not resolve PREPA's liabilities—proposed similar transition surcharges.



Puerto Rico's Governor Declares Public Debts "Unpayable" in 2015

By June 2015, Puerto Rico's public finances had reached the point that then-Governor Alejandro García Padilla declared his government's debts "unpayable."50 In August 2015, only partial payment was made for bonds issued by one public financing vehicle. In January 2016, emergency fiscal legislation was enacted to address forthcoming shortfalls in debt service. In late 2015 and the first half of 2016, Congress and the U.S. Treasury were considering various approaches to address Puerto Rico's fiscal situation.51

Some progress was made within the energy policy area. The ALIVIO Act required a rate review and an integrated resource plan (IRP). An IRP is a plan specifying how a vertically integrated electric utility's power system will meet expected demand for electric power at the least cost for a certain time period, in PREPA's case, 20 years.52

In July 2015, PREC issued regulations starting a process to review PREPA rates to ensure that future rates would be "just and reasonable."53 PREC issued a final order on rates in January 2017.54 The order included a lengthy analysis of challenges facing PREPA.55

Also in that month, PREPA filed a draft IRP. In September 2016, PREC rejected PREPA's initial IRP and approved a modified IRP.56 PREPA requested a reconsideration of that order, which PREC largely denied through a final order in February 2017.57




PROMESA Creates Oversight Board and Debt Restructuring Processes

In late 2015 and the first half of 2016, Congress and the U.S. Treasury discussed and negotiated responses to Puerto Rico's fiscal distress. As noted above, Puerto Rico's attempt to enact a local bankruptcy was barred by federal courts, even as Puerto Rico lacked access to the U.S. bankruptcy system.

In April 2016, the government of Puerto Rico enacted emergency fiscal legislation. Among other provisions, the act replaced the Government Development Bank, the public sector's financial advisor and fiscal agent that was facing liquidity challenges, with the Puerto Rico Fiscal Agency and Financial Advisory Authority (FAFAA).58

At the end of June 2016, the Puerto Rico Oversight, Management, and Economic Stability Act (PROMESA; P.L. 114-187) was enacted, establishing a Financial Oversight and Management Board for Puerto Rico (Oversight Board) and creating two processes for restructuring debts. The Oversight Board was charged with certifying fiscal plans and budgets of instrumentalities of the Puerto Rican government, including PREPA. The Puerto Rican governor was charged with developing fiscal plans for the Commonwealth of Puerto Rico (CPR) and its public corporations, subject to Oversight Board certification. PROMESA mandated that fiscal plans outline "a method to achieve fiscal responsibility and access to the capital markets."

While PROMESA endowed the Oversight Board with wide authorities, the governor and legislature of Puerto Rico retained substantial control over public priorities, within constraints of fiscal plans and other provisions of PROMESA.

Title III of PROMESA set out a process that draws on procedures from the U.S. Bankruptcy Code. The Chief Justice appointed federal district court judge Laura Taylor Swain to the court overseeing Title III matters and related issues.59 Title VI of PROMESA set out a process for voluntary collection action agreements, similar to collective action strategies used in sovereign debt workouts.60 This provision may have been aimed at grandfathering the PREPA RSA.61 


PREPA's Debt Structure

At the end of December 2016, just before entering the PROMESA Title III debt adjustment process, PREPA's current debts totaled about $9 billion. That included $5.63 billion in uninsured power revenue bonds, $2.25 billion in insured power revenue bonds, about $700 million in fuel line agreements, and about $90 million in other loans.62

Many PREPA bonds were issued with the support of bond insurance to gain a strong credit rating. Bond insurers commit to pay creditors if a debtor defaults. Bond insurers have therefore played a key role in debt negotiations.

PREPA bonds are revenue bonds. Revenue bonds are backed by specific revenue streams pledged to cover debt service, rather than by physical collateral or a government's powers of taxation. Thus, revenue bonds are backed more narrowly than general obligation bonds that rely on a government's full faith and credit.63 To compensate for that limit on bondholders' security, revenue bondholders have certain recourses not available to general obligation bondholders. The 1974 trust agreement that governs PREPA's bonds specifies that bondholders may sue to force a rate increase if funds for debt service are insufficient or they may have a court appoint a receiver.64 The stay on litigation while PREPA's Title III debt restructuring process proceeds, however, has barred such actions so far. Much of the recent litigation has focused on the extent of creditors' claims on PREPA's net revenues and how net revenues are calculated.



PREPA's Bond Prices

Until mid-2013, PREPA bonds had traded near par values until the depth of the island's financial issues became widely known.65 The island's bond prices began to fall after the City of Detroit decided to file for bankruptcy and after an article in Barron's described Puerto Rico's fiscal situation.66 The bonds generally traded in the range of 40% to 60% of par from mid-2013 through mid-2017, when the Oversight Board entered PREPA into a PROMESA Title III process. Values dropped, however, after the arrival of hurricanes in September 2017 (see discussion below). Figure 3 shows trends in prices of representative bonds for the three largest Puerto Rico public corporations since the start of 2013.







	Figure 3. Bond Price Trends for Puerto Rico's Largest Public Corporations

Percentage of Par, January 2013-February 2026




	



	Source: CRS graph based on data from Electronic Municipal Market Access, Municipal Securities Rulemaking Board.

Notes: The PREPA Revenue Bond is CUSIP 74526QVX7 (5.25%; 2040) and Puerto Rico Aqueduct and Sewer Authority (PRASA) is CUSIP 745160QF1. PRASA issued bonds in 2020 to redeem this and certain other of its bonds. Highways and Transportation Authority (HTA) is CUSIP 745181K97. HTA debts were restructured through the Third Amended Title III Plan of Adjustment ordered on October 12, 2022. A CUSIP (Committee on Uniform Security Identification Procedures) number identifies most securities. Par is the face value of a bond.

The first vertical line indicates appearance of Barron's article (August 20, 2013); second vertical line is at enactment of Act 71 (July 28, 2014). Third vertical line is at June 29, 2015, when Governor García Padilla stated that "the debt is not payable." Fourth line is at June 30, 2016, when PROMESA was enacted. The fifth vertical line (September 20, 2017) was when Hurricane María hit the island. The sixth line (August 8, 2018) is when the Oversight Board (FOMB) announced an agreement on COFINA (i.e., sales tax backed) bonds. The seventh line (February 9, 2020) is when the Oversight Board released a plan support agreement (PSA) for Commonwealth of Puerto Rico (CPR) general obligation (GO) bonds. The eighth line (May 26, 2020) is when the PROMESA Title III court ordered detailed disclosures of creditors holdings of CPR GO bonds. The ninth line (February 10, 2021) is when the Oversight Board issued an amended CPR PSA. The last line (January 18, 2022) is when the Title III court confirmed the CPR plan of adjustment. For further explanations, see CRS Report R46788, Puerto Rico's Public Debts: Accumulation and Restructuring, by D. Andrew Austin. The PRASA bond appears to have been called in late 2020. The last PREPA bond trade reported by EMMA at the time of this writing was made on February 25, 2026.






After the Oversight Board announced an agreement on the restructuring of sales-and-use-tax-backed bonds (known by its acronym in Spanish, COFINA), bond prices for the island's public corporations began to recover dramatically. In the latter half of 2022, PREPA bond prices traded at about 75% of par. In June 2023, those prices fell below 50% of par after a Title III district court opinion (discussed in more detail below) limited creditors' claims. When the First Circuit Court of Appeals reversed that decision, supporting bondholders' claims, prices rebounded.67



PREPA Enters PROMESA Title III Restructuring in 2017

In January 2017, Governor Ricardo Rosselló Nevares took office. He soon proposed changes in the Puerto Rican government's structure and in particular, changes to the structure and governance of PREPA. Shortly after his inauguration, Rosselló signed legislation to expand the role of FAFAA, giving it sole responsibility for debt restructuring negotiations.68 FAFAA then engaged Rothschilds as financial advisors, replacing Millstein & Co., which had advised the Padilla administration.69

The structure of PREPA's board was also changed, resulting in the removal of members selected for their technical expertise and the appointment of new members by the governor.70

After Rosselló took office, the RSA covering PREPA initially remained in place. Chief Restructuring Officer Lisa Donahue's contract, however, expired at the end of February 2017. The governor sought and obtained additional concessions from PREPA creditors, incorporated into an April 27, 2017, RSA extension.71

The Oversight Board approved a revised draft fiscal plan for PREPA on April 28, 2017, which outlined proposals and projections for the utility's finances, operations, capital investments, and market environment for the coming decade.72 The plan projected a 23% reduction in energy sales and called for setting a target rate of $0.21/kWh by 2023.

The Oversight Board filed PROMESA Title III petitions for the commonwealth government and other public entities on May 3, 2017, starting off a bankruptcy-like debt-restructuring process.73 The board, however, held off filing a petition for PREPA, as some board members sought to reach an agreement with creditors.74

The PREPA fiscal plan that the Oversight Board certified included a goal of completing RSA negotiations by July 1, 2017. On July 2, 2017, the board, however, decided to terminate the PREPA RSA and file a petition to initiate the Title III process established by PROMESA.75 On the following day, PREPA failed to make scheduled debt service payments. A coalition of bondholders holding nearly two-thirds of PREPA's debt then requested the appointment of a receiver to operate PREPA.76 On September 14, 2017, Judge Swain, who oversees the PROMESA Title III processes, denied that request citing limitations on the court's powers set by PROMESA.77




Natural Disasters Delay PREPA's Debt Restructuring Process

A series of natural disasters, including hurricanes and earthquakes, seriously damaged Puerto Rico's electrical system beginning in 2017. The complexity of the disaster recovery process, among other factors, also has created obstacles to the rebuilding of the island's power infrastructure and delayed the debt restructuring process.78

The disasters presented additional challenges by disrupting the local economy, quickening the pace of population outmigration, and heightening popular frustration with PREPA and Puerto Rico's public sector at large.


Hurricanes Irma and María Hit in September 2017

In September 2017, hurricanes Irma and María swept across Puerto Rico causing catastrophic damages to lives, infrastructure, and the economy.79 The hurricanes severely damaged electrical system assets. Most of the island was blacked out for months while PREPA's electric grid was patched back together (Figure 4).80

The extent of the damage raised new questions about how to fund repairs, given PREPA's financial condition.81 The outmigration of Puerto Rican residents and businesses to the U.S. mainland presents serious challenges to the size of PREPA's customer base, and therefore to its finances.







	Figure 4. Electrical Blackout in Puerto Rico on November 17, 2017

Two Months After Hurricane María




	



	Source: U.S. Army Corps of Engineers, presentation at Aguadilla, Puerto Rico, February 2018.

Notes: Lightest areas were near Arecibo, Puerto Rico. Shades reflect percentage of customers with electric power.






In the short run, the hurricanes caused a severe drop in public revenues and a steep increase in demands on public resources to address emergency conditions. PREPA lost an estimated $1.2 billion in revenues in the half year following the hurricanes.82

Over the longer run, the Oversight Board's macroeconomic projections, which influence what future debt levels would be sustainable, presumed that tens of billions of dollars in disaster recovery funds would flow to the island over time.83 The flow of such funds, however, has been much slower than expected.84

The exodus of residents after the 2017 hurricanes and the long-term trend in population decline affect forecasts of future demand for electric power. As more people move to the mainland, the burden of supporting the fixed costs of an electric power system falls on fewer households.

The scale of damage left by the hurricanes has led some to question whether PROMESA provided an adequate framework for Puerto Rico's recovery and restructuring efforts.85 The Oversight Board called for revisions in fiscal plans and has taken steps to impose stricter oversight of recovery operations. Although PROMESA gave the Oversight Board powers to certify fiscal plans and budgets, PREPA retained control over its operations. Some PREPA decisions sparked criticism. In particular, PREPA's decision to award a costly temporary repair contract to a small firm shortly after Hurricane María86 seemed to eschew normal industry practices, which rely on mutual aid as a primary route to system restoration.87

Such concerns about PREPA's operations and contracting practices led the Oversight Board to appoint its revitalization coordinator Noel Zamot as chief transformation officer of PREPA, a move that the governor opposed.88 In November 2017, the Title III judge, Swain, struck down that proposal, holding that the Oversight Board had overstepped its authorities.89



January 2020 Earthquakes Disrupt PREPA Power Generation

Starting in December 2019, a series of earthquakes shook the southwest coast of Puerto Rico and aftershocks continued through much of the following year. On January 7, 2020, an earthquake measured at a magnitude of 6.4 on the Richter Scale damaged houses and infrastructure in the area west of Ponce,90 including PREPA's Costa Sur plant, which supplies about a quarter of PREPA's electricity, and the privately owned EcoEléctrica, which supplies about 17% of the island's electricity.91 Shutdowns of those plants caused widespread blackouts, although service was restored to normal levels in a week by increasing generation elsewhere.92 The EcoEléctrica plants restarted in late February 2020 after repairs, although its liquified natural gas (LNG) storage was limited due to concerns about possible structural damage to tanks.93 Most Costa Sur units were back online by August 2020.94



COVID-19 Pandemic, Hurricane Fiona, and Other Disasters

Since the 2017 hurricanes, eight events affecting Puerto Rico have prompted major disaster declarations under the Robert T. Stafford Disaster Relief and Emergency Assistance Act (Stafford Act, P.L. 93-288, as amended).95

The COVID-19 pandemic required new emergency responses and put new strain on the local economy. In mid-June 2020, the Oversight Board projected that the island's economy would contract by 4.0% in 2020.96 The island's economy in inflation-adjusted terms turned out to have contracted by 3.1% in 2020.97

Hurricane Fiona, which landed as a category 1 hurricane in September 2022, caused island-wide power outages and prompted a major disaster declaration under the Stafford Act.98 Tropical Storm Ernesto landed on August 13, 2024, and also prompted a major disaster declaration.99



Federal Disaster Recovery Funding and Administration

Congress has appropriated substantial sums for disaster recovery and rebuilding in Puerto Rico. In December 2025, the government of Puerto Rico reported that federal agencies had obligated approximately $85 billion for disaster recovery from these incidents.100 About $20 billion in funding was provided for energy priorities, aside from funding provided through the Inflation Reduction Act (P.L. 117-169).101

The Federal Emergency Management Agency (FEMA) and the U.S. Department of Housing and Urban Development (HUD) administer most of the disaster response funding. Congress also provided $1 billion in disaster assistance funding to be administered by the U.S. Department of Energy (DOE). In addition, DOE had announced or provided other funding for energy projects in Puerto Rico.102

FEMA administers its assistance for Puerto Rico primarily through the Public Assistance (PA) program and the Hazard Mitigation Grant Program (HMGP).103 The government of Puerto Rico is designated as the recipient of FEMA assistance available under Stafford Act declarations for the 2017 hurricanes and subsequent disasters.104 Then-Governor Ricardo Rosselló Nevares delegated responsibility for administration of several forms of federal disaster assistance to the Central Office of Recovery, Reconstruction and Resiliency (COR3) in 2017.105

HUD's Community Development Block Grant-Disaster Recovery (CDBG-DR) program provides other significant federal assistance. Following Hurricanes Irma and María, in a series of separate legislative actions, Congress appropriated recovery funding for Puerto Rico through the CDBG-DR and CDBG-Mitigation (CDBG-MIT) programs. Then-Governor Rosselló tasked the Puerto Rico Department of Housing (PRDOH) with administering the CDBG-DR program in collaboration with COR3.106

COR3 and Government Accountability Office (GAO) reports of funds for the permanent reconstruction of PREPA's facilities and infrastructure following Hurricane María and other disasters are listed in Table 1.



Table 1. Federal Funds for the Permanent Reconstruction of PREPA's Electrical Grid

As of July 8, 2026, for FEMA, as of February 2026 for CDBG, according to COR3 and GAO











	Program

	Amount Obligated

(billions)

	Amount Disbursed

(billions)




	FEMA Public Assistance

	$10.7a

	$2.7




	FEMA HMGP

	$0.13b

	$.07




	CDBG-Energyc

	$1.9d

	$0.30




	CDBG-MITc

	$0.34

	$0.28







Sources COR3, "Transparency Portal," CRS cannot validate the accuracy of FEMA's or COR3's data. GAO has previously found FEMA's and COR3's data "sufficiently reliable" for its investigations into the course of Puerto Rico's recovery. (See, for example, GAO, Puerto Rico Disasters: Progress Made but Recovery Continues to Face Challenges, GAO-24-105557, February 2024). Various entities have reported disaster response funds in different ways, which complicates efforts to cross-check data.

a. COR3, "Transparency Portal: Table View," reflects "Total Obligated" and "Total Disbursed" Public Assistance for the Puerto Rico Electric Power Authority (PREPA) for "Category F: Utilities," for 2019-2020 Earthquakes (DR-4473), Hurricane Fiona (DR-4671), Hurricane Irma (DR-4336), Hurricane Maria (DR-4339) and Severe Storms, Flooding, Landslides, and Mudslides (DR-4805).

b. This reflects data on COR3, "Transparency Portal: Table View," which reflects "Total Obligated" and "Total Disbursed" HMGP for the Puerto Rico Electric Power Authority (PREPA) for 2019-2020 Earthquakes (DR-4473), Hurricane Fiona (DR-4671), Hurricane Irma (DR-4336), Hurricane Maria (DR-4339). PREPA reported an overall HMGP allocation of approximately $1.5 billion (Testimony of Josue Colon, Executive Director, PREPA, in U.S. Congress, House Committee on Transportation and Infrastructure, Subcommittee of Economic Development, Public Buildings, And Emergency Management, Recovery Update: Status of FEMA Recovery Efforts in Puerto Rico and U.S. Virgin Islands 5 Years After Hurricanes Irma and Maria, hearing, 117th Cong., 2nd sess., November 15, 2022).

c. GAO, Puerto Rico Grid Recovery: Limited Progress Toward Stability and Opportunities Exist to Improve Federal Assistance, GAO-26-107772, June 2026, Appendix IV. Data reflect activity as of February 2026. A Puerto Rico Department of Housing Farm and Energy Resilience Program funded by the U.S. Department of Housing and Urban Development is not shown in the table; $8 million was obligated for that program, of which $2 million has been disbursed.

d. COR3, Seventh Congressional Status Report, January 31, 2022, p. 35 (hereinafter COR3, Seventh Congressional Status Report),  https://recovery.pr.gov/documents/Seventh%20Congressional%20Report%20(4-[phone number scrubbed])%20FINAL.pdf.







Slow Pace of Federal Funding for Post-Hurricane Rebuilding

The pace of contract administration and project completion, however, has been slow for several reasons, including rising costs and liquidity constraints,107 and the use of "alternative procedures" under Section 428 of the Stafford Act to administer disaster funding.108 The geographic, technical, and economic challenges noted previously also hindered progress. In particular, the slow pace of approvals and disbursements has complicated the path to recovery for Puerto Rico's electrical system.109




Privatizing PREPA and Policy Disruptions


Initiatives to Privatize PREPA Advance in 2018

In January 2018, the Oversight Board and Governor Rosselló Nevares proposed privatization of PREPA's generation plants and its electrical power grid, that is, its transmission and distribution systems.110 Privatization arrangements can take many different forms. In particular, the division of responsibilities and operational controls is a key design element for such arrangements.111

In June 2018, Puerto Rico enacted the Transformation of the Electrical System of Puerto Rico Act, establishing a path for privatizing public infrastructure assets such as PREPA.112 The act also stated that PREC would have no authority over partnership contracts or sales contracts.113



Public Sector Reorganization, Updating Energy Policy, and Political Turmoil

In August 2018, Act 211-2018 reorganized the Puerto Rico Energy Commission (PREC) as the Puerto Rico Energy Bureau (PREB) as part of a larger administrative restructuring.114 PREB retained most of the regulatory and oversight authorities of PREC. The Independent Consumer Protection Office was folded into a newly created Puerto Rico Public Service Regulatory Board.

Other developments around this time have also shaped Puerto Rico's energy policies.115 An advisory commission on energy transformation made recommendations taking into account developments in the five years following passage of the ALIVIO Act and especially PREPA's slow and inefficient responses to the 2017 hurricanes. In April 2019, those recommendations were largely incorporated into the Puerto Rico Energy Public Policy Act. The act called for ending coal-fired power generation by 2032, modified the 2014 ALIVIO Act's renewable energy goals, and set goals for modernizing the electrical grids. The act also called for expanding PREPA's interconnection with renewable energy sources and set the eventual goal of stabilizing electrical supply at $0.20/kWh.116 In March 2026, the average effective residential electricity rate in Puerto Rico was approximately $0.244/kWh, while the U.S. average was $0.186/kWh.117

Political events complicated the policy landscape. In July 2019, the managing partner and other employees of the audit firm used by PREPA were indicted on corruption charges.118 In August 2019, Governor Rosselló Nevares and several of his senior advisors resigned after transcripts of chats with close advisors were released.119 On August 7, 2019, Wanda Vázquez Garced, the Puerto Rican justice minister, was sworn in as the governor of Puerto Rico.120



Privatization of Puerto Rico's Grid and Power Generation

The grid privatization process started with a request for qualifications issued at the end of October 2018, which culminated in a 15-year operation and maintenance agreement signed with LUMA in June 2020.121 LUMA, a joint venture of Canadian Utilities Limited, a unit of ATCO Limited, and Quanta Services Inc., began operating and managing the transmission and distribution system on June 1, 2021.122 LUMA now also handles billing and collections.

The process of awarding the grid contract to LUMA and its subsequent performance raised widespread contention.123 LUMA has contended it was making historic progress toward rebuilding Puerto Rico's electrical grid, including having started over 500 FEMA-funded projects, 187 of which were in progress or completed. LUMA also complained about delays and complications related to FEMA procedures as well as due to PREPA's legacy of financial and operational precarity.124 Others have been more critical of LUMA's performance, leading some, including the current governor, to call for cancellation of its contract. Delays in federal disaster response funding, among other factors, have hampered LUMA's ability to maintain and rebuild the electrical grid.125 Litigation regarding LUMA's contract is ongoing.

In January 2023, PREPA and the Puerto Rico Public-Private Partnerships Authority signed an operations and maintenance agreement with Genera, a subsidiary of New Fortress Energy (NFE).126 In 2019, PREPA had signed a natural gas fuel delivery contract with an NFE subsidiary.127 Genera began operating and managing PREPA's non-hydropower generation assets on July 1, 2023.128 PREPA continues to operate its hydroelectric power plants, which account for a minor share of electricity generation. The Oversight Board commissioned a third-party report that concluded in November 2025 that Genera's expenditures had yet to improve reliability and adequacy.129 According to the report, the age and inefficiency of almost all PREPA major generation plants have diminished capacity and reliability to the point that calls for "total plant teardowns and full unit replacement."130




Updated Integrated Resources Plan for PREPA

In March 2018, PREB initiated the process for a new PREPA integrated resource plan (IRP). An IRP is a 20-year plan developed by the electric grid operator that considers how potential resources would meet the expected demand for electric power services.131 In August 2020, PREB approved a revised IRP.132 PREB approved certain investments to ensure energy reliability, but warned PREPA "NOT [to] interfere with or delay the procurement of solar PV [photovoltavic] (or other renewable energy) and battery energy storage resources as directed in the Modified Action Plan." PREB held that PREPA should "retire its older, oil-fired steam assets in order of the declining cost to operate when they are no longer necessary for system reliability." PREPA's IRP submission projected that demand for electricity over the next two decades would fall by 0.23% per year on average. 133


Disruptions in Governance and Power Supply in 2021

In July 2021, five PREPA board members resigned over disagreements over executive pay and their belief that they "no longer have the support to perform the politically unpopular tasks necessary to drive the change from within PREPA."134

Widespread power outages in 2021 raised concerns about the condition of PREPA and LUMA's performance in running the island's power grid.135 Outages that followed Hurricane Fiona in September 2022 generated further concerns.136



Department of Energy PR100 Report and LUMA IRP

In 2022, the U.S. Department of Energy, which has worked with local partners on Puerto Rico's energy systems since the aftermath of Hurricane María, began work on a two-year study of the island's electrical grid and energy policy options to help inform choices of island policymakers.137 The authors of the report aimed to analyze and describe how Puerto Rico could meet the goal set in Act 17-2019 to transition to 100% renewable energy by 2050. The authors coordinated with LUMA so that, among other purposes, the report could inform the development of LUMA's IRP for the electric power system. The report and associated databases were released in March 2024.138

In July 2023, LUMA initiated the process to update the 2020 IRP, which included some findings of the PR100 report and other developments, such as the commencement of Genera's control of generation assets. LUMA submitted an IRP to PREB on October 17, 2025.139




Debt Restructuring Negotiations

After the Oversight Board rejected an RSA in 2017 and entered PREPA into the PROMESA Title III process, the board negotiated a second RSA with PREPA, AAFAF, and some members of the ad hoc coalition of PREPA creditors. The board approved it on July 30, 2018.


Third Restructuring Support Agreement Reached in 2019

Further negotiations among the Oversight Board, Puerto Rico government agencies, and a coalition of creditors led to a third RSA put forth in May 2019.140 The agreement envisioned restructuring PREPA obligations by exchanging existing bonds for two sets of new bonds issued by a special purpose vehicle (SPV). For instance, an investor holding $100,000 in PREPA bonds would receive $67,500 in Tranche A bonds and $10,000 in Tranche B bonds and might receive other benefits as well.141 Those terms resembled those in the previous RSA. The third TSA added provisions to ensure that bonds held or insured by Assured Guaranty and related entities would enjoy special treatment.142

Those bonds would be supported by a transition charge added to electric bills starting at about $0.028/kWh and over two decades rising to about $0.045/kWh. The transition charge, in general, would apply even to those generating their own electricity.143 Several observers criticized this RSA as having insufficient debt relief to ensure PREPA's solvency and reasonable consumer rates in the future, among other grounds.144



Debt Restructuring Negotiations Hit Standstill in 2022

In March 2022, the Puerto Rican government—through FAFAA, the agency handling its negotiations—terminated the 2019 RSA.145 The PROMESA Title III Judge Swain rejected a creditor coalition's request to impose deadlines on the negotiation process. Instead, she ordered the "Oversight Board ... [to] engage in good faith, in a focused manner, in efforts to negotiate and/or determine the parameters of an appropriate plan of adjustment for PREPA." In particular, Judge Swain set deadlines for the Oversight Board to submit a plan of adjustment and to propose a schedule for litigation.146 Those deadlines were extended in June 2022.147

The Oversight Board, having been challenged to explain why the stays on litigation set by PROMESA should be maintained, contended that a plan confirmed through the Title III process was the only way to obtain reductions in debt sufficient to allow PREPA to regain access to capital markets and to deliver electric power on a reliable basis.148

At the end of September 2022, Judge Swain ordered the Oversight Board to submit a confirmable plan by December 1, 2022, and set other deadlines for related legal filings.149 In December 2022, the Oversight Board proposed a settlement offering $2.6 billion to creditors.150 As with other PROMESA Title III debt restructurings, old PREPA bonds would be exchanged for two sets of new bonds issued by a special purpose vehicle (SPV).151



Appeals Court Backs PREPA Bondholder Claims in 2024

In March 2023, Judge Swain held that the language of the 1974 trust agreement severely limited creditors' claims and security interests. Bondholders appealed, and in June 2024, the U.S. Court of Appeals for the First Circuit largely sided with those creditors, holding that the bondholders' claim was about $8.5 billion, the sum of principal and interest on the bonds.152 The Title III court in July 2024 then stayed the PREPA litigation and later extended the stay through March 2025.153

In November 2024, the First Circuit opinion was withdrawn and replaced with a revised opinion that supported bondholder claims in stronger terms.154 The Title III court, as before, continued to urge the board and creditors to negotiate.155



Oversight Board Proposes Fifth Amended Plan of Adjustment, Bondholders Seek Administration Expense Claim in 2025

In March 2025, the Title III court lifted the stay to allow the Oversight Board to submit a new plan of adjustment and set a schedule for the consideration of an administrative expense motion.156 On March 28, 2025, the Oversight Board then put forth a Fifth Amended Plan of Adjustment that sought to address issues raised by the First Circuit's opinion.157

On April 7, 2025, a coalition of PREPA bondholders filed a motion asking permission to file an administrative expense claim, stating that PREPA's "net revenues were the Bondholders' collateral" and that "bondholders are entitled to an administrative expense claim for PREPA's depletion of this collateral" during the period since the initial 2017 Title III petition.158 The petition asked for an administrative expense priority claim of at least $3.7 billion.

Although the First Circuit confirmed that bondholders have a confirmed interest in PREPA's net revenues, what constitutes "net revenues" remains a central point of dispute.



Administrative Expense Claim Denied, Appeal Filed

In March 2026, the Title III court denied the administrative expense claim, holding that the motion failed "as a matter of law to demonstrate that the Bondholders have an allowable administrative expense claim."159 The bondholders appealed the decision to the First Circuit Court of Appeals.160 On September 24, 2026, that court affirmed the lower court's decision.161

The bondholders' original claim for roughly $8.5 billion remains in litigation.



Title III Court Allows Accounting Counterclaim to Determine Net Revenues

In March 2026, the main bondholder coalition again petitioned the court to lift the stay on litigation provided for by Title III of PROMESA. Under the terms of the 1974 trust agreement, that would allow them to appoint a receiver for PREPA.162 Litigation and other actions to collect debts owed by PREPA have been stayed since 2016.

In April 2026, while that motion was under consideration, the Title III court granted a separate bondholder motion to lift the stay for the narrow purpose of determining what net revenues, if any, PREPA had earned.163 The Oversight Board, FAFAA, and the unsecured creditors' committee had proposed a similar means of addressing that issue. The court allowed bondholders to proceed with an accounting counterclaim to avoid issues raised by shifting economic forecasts.

Disputes have continued over what materials documenting PREPA finances and operations could be obtained through discovery. In May 2026, the Title III court limited bondholders' ability to obtain discovery over various PREPA materials related to determining what net revenues had been earned. The court also limited some arguments that the Oversight Board, as PREPA's representative in the Title III process, could make.164

In May 2026, Judge Swain denied the bondholders' earlier motion for a full lifting of the stay, holding that the accounting counterclaim process offered a better venue to resolve key issues.165 Bondholders appealed that decision to the Court of Appeals for the First Circuit<del>.</del>166




Other Developments in 2025

Jenniffer González Colón was inaugurated as Puerto Rico's governor in January 2025. In March 2025, she signed into law Act 1-2025 to push back renewable energy goals and redirect funds earmarked for renewable energy projects to grid stabilization.167


Governor González Colón Moves to Cancel LUMA Contract

During her gubernatorial campaign, González Colón called for cancelling the LUMA contract and reiterated that aim once in office.168 In December 2025, her administration, through the Puerto Rico Public-Private Partnerships Authority (P3A) that oversees the LUMA contract, moved to have local courts declare the 2022 extension of the Supplemental Agreement to the Transmission and Distribution System Operation and Maintenance Agreement (T&D OMA) invalid under Puerto Rico laws and thus unenforceable.169

LUMA responded that the move was politically motivated and warned that any disruption meant "setting the island back and further delaying projects aimed at improving the electric system, increasing the risk of outages, slowing restoration times, and delays to federally funded improvements."170

The Oversight Board, commenting on an earlier dispute between Puerto Rico and LUMA, stated that LUMA "must perform better, and the people of Puerto Rico, who retain ownership of the grid and power plants, have every right to hold private operators accountable." The board reiterated its support for the privatization of PREPA's grid and generating assets.

Puerto Rico argues that the 2022 extension was not validly authorized under provisions of the Puerto Rico Civil Code, including special laws enacted by the Puerto Rico legislature to govern public-private partnership contracts.171 LUMA disputes Puerto Rico's legal and factual allegations.172

LUMA removed the actions to the Title III court as adversary actions in the Title III case.173 The Title III court ordered the parties to address first whether the court had jurisdiction over the actions and, if the court had jurisdiction, whether it should abstain from hearing the actions.174 On May 8, 2026, the Title III court ordered the actions to be remanded to the Commonwealth Court of First Instance.175 Reportedly, "[U.S. District Judge] Swain stressed the remand does not decide whether the contract is valid or whether LUMA's performance warrants termination; those questions will be decided by Puerto Rico courts."176 LUMA and the FOMB appealed the remand question to the U.S. Court of Appeals for the First Circuit.177 The First Circuit denied LUMA's motion for a stay pending appeal, permitting the case to proceed in the Puerto Rico courts while the First Circuit considers the merits of the appeal.178 On August 5, 2026, a divided Puerto Rico Supreme Court agreed to take up the case directly.179



LUMA Initiates PREB Rate Review, New Base Rates Set in April 2026

On July 3, 2025, LUMA petitioned PREB for a rate review. Rates set by the first review process had been in place since January 2017.180 Before that, rates had not been raised since 1989.181 In the 2017 rate order, the regulator noted that "years of underspending left the electric system's physical infrastructure "unreliable and in disrepair, short of experienced staff, at risk of environmental fines, and ill-prepared to accept the [mandated] quantities of renewable energy."182

Genera, LUMA, and PREPA filed proposals with the PREB to raise rates to fund grid improvements, capital investments, and pension obligations.183 In line with PREPA's certified fiscal plan, however, those proposed revenues would not be used to pay PREPA's legacy debts.184

PREB issued a new rate order on April 15, 2026, noting several systemic challenges facing the island's electrical system.185 According to PREB, Puerto Rico lacks "sufficient, reliable generation capacity, leading to frequent blackouts; the distribution system faces numerous problems, including substations in disrepair; poor financial recordkeeping by PREPA hinders coordination with LUMA; and relations among PREPA, LUMA, and Genera are complicated by growing pains that remain unresolved."

PREPA's continuing PROMESA Title III case and the associated lack of access to capital markets implies capital funds must originate elsewhere. PREB notes

The general rule remains that long-lived assets ordinarily are financed, so that each generation of customers pays its fair share and only that share. PREPA's lack of capital access creates pressure to depart from that norm; but it does not justify treating captive customers as the first source of capital whenever federal funding is slower, more burdensome, or not yet administratively lined up.186

On those grounds, PREB rejected requests from LUMA and Genera for rate increases to fund capital investment where PREB judged that federal funds could be used.

Although PREB declined to grant LUMA and Genera the revenue requirements they sought, PREB found that an interim rate set during the rate review had been too low to cover system costs. Rates for the year starting on July 1, 2026, would increase to cover the deficit.187



Attempted Dismissal of Oversight Board Members in August 2025

On Friday, August 1, 2025, President Trump had dismissal notices sent to five of the seven members of Puerto Rico's Oversight Board: Arthur J. Gonzalez, Cameron McKenzie, Betty A. Rosa, Juan A. Sabater, and Luis A. Ubiñas.188 On August 13, 2025, a week after member Andrew G. Biggs described the dismissals as a "setback for Puerto Rico," he received a notice of dismissal from the White House, according to an Oversight Board statement.189 John E. Nixon received no dismissal notice.

In media reports, some complained that the board's outlays on consultants and legal teams were high. Unnamed White House officials were quoted as endorsing criticisms of the board's efforts to cut debts of the Puerto Rico Electric Power Authority (PREPA) through the PROMESA Title III process. White House officials were also quoted as claiming that the board "has been run inefficiently and ineffectively by its governing members for far too long and it's time to restore common sense leadership."190

On August 26, 2025, a coalition of bondholders and bond insurers claiming to represent "nearly 90% of the Bondholders" argued that "Bondholders and the sole remaining Board member [Nixon] agree that the preferred path forward is to stay matters relating to the Bondholders' claims until the new Board is constituted."191



Oversight Board Members Granted Temporary Stay Against Dismissal

On September 18, 2025, Gonzalez, Rosa, and Biggs sued to challenge their dismissals, contending that "in violation of the statutory text, Judge Gonzalez, Dr. Biggs, and Dr. Rosa were purportedly terminated without cause, as the emails provided no basis, justification, or authority for the terminations."192 McKenzie, Sabater, and Ubiñas did not contest the purported terminations.

On October 3, 2025, federal district court judge María Antongiorgi-Jordán granted a temporary restraining order, holding that the board members "have never been properly removed from office," and barred officials from "effectuating in any manner the attempted removal of Plaintiffs from their positions."193 On December 3, 2025, defendants filed an appeal with the First Circuit Court of Appeals.

That appeal was stayed pending the Supreme Court's consideration of a potentially related case and, after the Supreme Court ruled in that matter, remanded to the district court at defendants' request.194 On September 1, 2026, the district court converted the temporary restraining order into a permanent one.195 The Trump Administration did not object to this action, but indicated that it understood the order as focused on the alleged lack of process provided in the removals and not precluding "any future removals of the Plaintiffs consistent with law."196

At present, the Oversight Board consists of members Biggs, Gonzalez, Nixon, and Rosa, plus Governor González Colón as a nonvoting ex-officio member. The Trump Administration, according to some observers, appeared to remain interested in finding new ways to remove board members.197



Shifts in Bondholder Coalition

After the attempted dismissals in August 2025, BlackRock Financial Management, Nuveen Asset Management, and certain other investment funds ended their agreement to support the Oversight Board's Fifth Amended Plan of Adjustment.198 They then joined with an existing coalition of bondholders who claimed to control or own 90% of PREPA's bonded debt.199 BlackRock and Franklin Advisors, however, reduced their holdings of PREPA debt in October 2025.200



Developments in 2026

PREPA's debt restructuring process remains unresolved in 2026. Moreover, the island's electrical system remains strained, with shortfalls in available generation capacity and grid capacity to take on additions to solar power installations, which affect system reliability.201

In the August 2026 status report to the Title III court, the mediation team stated that negotiations were at a standstill. They noted that the Oversight Board had proposed a new plan of adjustment, which attracted no support among bondholders.202 In addition, they noted that vacancies on the Oversight Board created ongoing uncertainties regarding the resolution of PREPA debt restructuring. In particular, the mediators noted that the Oversight Board had not certified a FY2026 fiscal plan for PREPA and that the contract for the board's restructuring advisor had lapsed in September 2025 and a new advisor had not been engaged. The mediation team also chose to suspend its contract with its own financial advisory firm.

In May 2026, the Title III court set out guidelines and schedules regarding discovery related to determining what PREPA's net revenues have been.203 Oral arguments on the matter are scheduled for mid-November 2026.

As noted above, the bondholders' administrative expense claim is before the Court of Appeals for the First Circuit.

On September 23, 2026, the First Circuit affirmed a Title III court decision within the separate Commonwealth of Puerto Rico debt restructuring case. Bondholders had contended that actions of the commonwealth government, such as enacting the ALIVIO Act (Act 57-2014) that established the Puerto Rico Energy Commission, had impaired PREPA's ability to set rates sufficient to fund debt servicing costs. The Title III court had held that a bondholders' claim of $8.5 billion against the Commonwealth of Puerto Rico fell within a subordinated category of claims.204 The commonwealth's plan of adjustment provided nothing for claimants within that category. The First Circuit also pointed to the law creating PREPA's predecessor (Act 83-1941), which specified that debts of the electric power authority were not to be considered debts of Puerto Rico's central government.




How Did PREPA Get to This Point?

PREPA's financial and operational difficulties accumulated over several decades. Some of those difficulties stem from inherent challenges of island electrical systems, from terrain and geography, and from Puerto Rico's wider economic challenges. Other factors, such as its business practices and governance, as well as interactions with the federal government, have also played a role. The following sections briefly discuss these issues.

PREPA's difficulties have left Puerto Rico with high electricity prices and frequent blackouts that hinder economic development and burden households.205 Prices for electricity in Puerto Rico—about $0.244/kWh on average for March 2026 for residential customers—were about a third higher than the mainland average ($0.186/kWh).206

The recent rate review order issued by PREB notes several risks that could lead to future rate increases, including possible outcomes of PREPA's Title III debt restructuring process. If that process results in compensation to bondholders, how such payments would be financed is unclear.


Dependence on Petroleum for Generation

High electricity prices have in part been attributed to a heavy reliance on oil in power generation, the poor condition of much of PREPA generation plants,207 and inherent difficulties in operating electric power systems on islands. As noted above, electric power systems on islands face technical challenges—such as the absence of fuel pipelines and connections to national grids—not faced by mainland systems. Many other island electric systems have depended heavily on oil and diesel for fuel, which has linked local electricity prices with fluctuations in global petroleum prices. Many other island systems have struggled to keep power plants up to date and most have rates well above those charged by mainland systems.208

Petroleum and diesel remain Puerto Rico's main fuels for generating electricity, long after most mainland utilities have shifted to using natural gas and renewable energy sources. According to DOE, "[p]etroleum-fired power plants accounted for 62% of Puerto Rico's electricity generation capacity, followed by natural gas with 23%, coal with about 8%, and renewables with 6%. By comparison, less than 1% of the electricity generated in the 50 U.S. states is fueled by petroleum."209

Fluctuations in petroleum prices significantly affect electricity prices paid by consumers in Puerto Rico.210 Rates for electricity typically comprise base rate and additional fees or surcharges. The fuel surcharge currently accounts for 37% of the residential electricity rate, about the same as the sum of the fixed and variable base rate. The base rates, as noted above, were set most recently in April 2026. Charges for fuel and purchased power are reviewed and adjusted quarterly to account for the actual cost of fuel and purchased power.211



Progress Toward Incorporating Renewable Power Sources Lags Behind Goals

Despite goals set by Act 57 of 2014 and subsequent energy policy laws, progress toward adding renewable sources of electric power has been considered slow by many island residents, PREB, independent energy experts, and some Members of Congress.212 Increasing renewable energy generation could be one way of reducing costs of electricity in Puerto Rico.

Act 17-2019 set renewable energy targets, including a goal of 100% of power from renewable sources by 2050 (with interim goals for 2025 and 2040) and ending the use of coal for power generation by 2028. The law also prioritized enabling consumers to generate their own electricity and send excess energy to other grid users (known as net metering). Act 1-2025 removed interim goals for renewable energy and extended the use of coal through 2032.

In 2025, 4% of the island's electric power came from wind and solar and another 2% from hydroelectric generation.213 This does not account for electricity from generators with a nameplate capacity less than 1 MW (e.g., distributed rooftop solar systems). The pace of diversification of fuel sources has depended, among other factors, on PREPA's ability to borrow to finance major capital investments, which PREPA's financial condition and debt restructuring process have hindered.214 The poor condition of PREPA's transmission lines and lack of generating capacity that can be switched on and off efficiently have also hindered Puerto Rico's progress toward using renewable energy sources. PREB has also warned PREPA against further delays in integrating renewable power sources.215



Responses to 1973-1974 Energy Crisis Cushioned Customers but Reduced Investment

PREPA and Puerto Rican policymakers, as noted above, chose to subsidize energy use to cushion incomes for many households and municipality governments, which also reduced PREPA's ability to cover its capital costs.216 The objective to keep rates low, at least in the short term, appeared to motivate that approach. Electric power rates, as elsewhere, remain a sensitive political issue in Puerto Rico.

Moreover, much of PREPA's borrowing did not translate into construction of modern facilities capable of delivering reliable electric power at efficient prices. Maintenance and repairs were often delayed, leaving PREPA assets in poor condition. For instance, an engineering report in August 2017—a month before Hurricane María—found serious and dangerous conditions in the Palo Seco power plant (Figure 5) east of San Juan.



Business Practices Have Reduced PREPA's Revenues

PREPA's revenues are reduced by unbilled power generation, with approximately 14% of power generated by PREPA classified as lost or unaccounted for in 2013.217 PREPA had not been billing many municipalities and government offices, in part to offset payments in lieu of taxation, as well as some nonprofit organizations and businesses. PREPA has recently become more aggressive in collecting past due amounts. Some of PREPA's largest unpaid accounts, however, were accumulated by other public corporations that are also going through debt restructuring processes.







	Figure 5. Palo Seco Power Plant, San Juan, Puerto Rico

February 2018




	



	Source: Author.

Notes: An August 2017 engineering report concluded that an inspection "confirm[ed] the need for the critical repair of work to ensure life safety and the safety of the boilers and balance of plant. Many of the defects observed were identified in the prior reports issued in 2012 and 2016. These have, in many cases, worsened. The severity of many of these defects is such that they are of critical importance and pose a current imminent threat to the safety of personnel using the areas, as well as posing a potential threat of damage to critical boiler equipment ... or even gross failure of the structures." See Island Structures Engineering, PREPA Palo Seco Steam Plant Units 1,2,3 & 4 Emergency Structural Steel Assessment Report, August 25, 2017, at p. 15.






PREPA's fuel purchasing practices and procedures have raised serious concerns. A civil complaint alleged that PREPA's Fuel Office and private laboratories approved fuel deliveries that did not comply with contract terms and U.S. Environmental Protection Agency requirements.218 According to that complaint, officials in PREPA's Fuel Office pressured laboratories to approve fuel shipments that failed to meet technical requirements, such as the grade of oil or the sulfur content. In 2016, a committee of the Puerto Rican Senate heard extensive testimony regarding alleged serious irregularities in PREPA's fuel purchases.219



Governance Issues

Changes in political control of Puerto Rican offices have resulted in sharp changes of direction in energy policy, which has arguably hindered major energy projects. For instance, one pipeline project (Gasoducto del Sur) was cancelled in 2009 due to political and environmental opposition after the project was reportedly 25% completed.220 In October 2012, PREPA withdrew its Vía Verde pipeline proposal from U.S. Army Corp of Engineers review.221 Costs for construction, engineering, and promotion of the Vía Verde project totaled $30 million.222

In January 2016, then-Chief Restructuring Officer Lisa Donahue testified before Congress that

management and other strategic decisions, including staffing and capital investment, were too often based on political or electoral considerations rather than best practices or business imperatives. As a result of this dynamic, PREPA suffered from regular employee reassignments and had difficulty conducting rational long-term planning, which compounded existing challenges.223

PREPA, which had been an unregulated monopoly before 2014, has also had contentious relations with its regulators. As noted above, PREPA moved forward with plans for an LNG terminal near San Juan without obtaining PREB or Federal Energy Regulatory Commission permits. In 2022, PREB noted the PREPA's plans to expand conversions of generating plants to natural gas did not conform to the approved IRP and public procurement regulations.224

The April 2026 rate order issued by PREB noted contention among PREPA, LUMA, and Genera, as well as high turnover rates in those organizations' senior ranks, as factors complicating coordination. In addition, coordination with multiple federal agencies has been complicated.225

A hard budget constraint means that an organization covers its costs through its revenues or asset appreciation and that future plans are constrained by the need to align costs and revenues.226

An enterprise's budget constraint could be softened if it perceived some probability of receiving subsidies or other favorable treatment from elsewhere. In particular, if a loss-making enterprise—public or private—expected that it would not be allowed to fail because a higher-level government or some other organization would bail it out, the incentives facing managers of the enterprise would reflect that expectation.

For many years, Puerto Rico's Government Development Bank (GDB) helped cover shortfalls of public corporations such as PREPA.227 While that financial support helped PREPA avoid painful choices, it also weakened the Puerto Rican government's overall fiscal stability. Eventually GDB's finances became untenable and it was wound up in a PROMESA Title VI process in 2018.228



Jones Act Restrictions on Water Transportation

The Jones Act (P.L. 66-261) requires that goods shipped between American ports, which applies to shipping between Puerto Rico and the mainland, must use vessels that are U.S.-owned, U.S.-crewed and U.S.-built.229


Comments from Economists on Jones Act and Puerto Rico

A 2012 report from the Federal Reserve Bank of New York noted that high shipping costs may hinder Puerto Rico's economic development and suggested a temporary lifting of the Jones Act to help determine effects of the restrictions.230 A 2013 GAO report that examined the effect of Jones Act restrictions more generally was unable to reach strong conclusions about their effect on shipping rates.231 A 2015 report by a team headed by Anne Krueger, former first deputy managing director of the International Monetary Fund, argued that removing Jones Act restrictions would lower prices and bolster economic development.232 In 2016, Lisa Donahue, then the chief restructuring officer for PREPA, testified that the Jones Act raised PREPA's costs "in the range of $3 to $5 million per year, due to the required use of Jones Act-compliant barges to distribute fuel oil between units."233

In 2018, the Puerto Rican government's economic and disaster recovery report to Congress stated that the

Jones Act may constrain Puerto Rico's ability to import a variety of goods and services at more-competitive prices (including, but not limited to, liquefied natural gas, food, and other commodities). Although data limitations obscure the exact magnitude of the effect, it is likely that the prices of imports in Puerto Rico, and of the goods and services produced from these imports, may be artificially inflated, which disadvantages both producers and consumers.234

In 2018, a Boston-based consulting group and a San Juan economic consulting group issued a report sponsored by the domestic maritime services industry that contended that the Jones Act imposes little or no cost to Puerto Rico.235 The report asserts that retail prices in Puerto Rico are roughly similar to those on the mainland, pointing to price comparisons of 13 specific products sold in Walmart stores in Jacksonville, FL, and in San Juan. The report also noted that transportation costs often amount to a small proportion of retail prices. Technical weaknesses in price indices issued by the Puerto Rican government make a more thoroughgoing comparison of prices in Puerto Rico with those on the mainland difficult.236 The lack of price differences for selected goods does not imply no losses in consumer welfare. For example, some products may be unavailable in Puerto Rico or are subject to transport cost surcharges.237 The report also criticized earlier quantitative estimates and argued that if foreign ships were allowed to transport goods between Puerto Rico and the mainland and were required to adhere to U.S. safety, labor, and environmental standards, cost differences might diminish or disappear.

In 2019, another San Juan-based economic consulting group issued a report sponsored by Puerto Rican business organizations that estimated shipping cost differentials and overall costs of the Jones Act on Puerto Rico.238 The report used responses to a survey of Puerto Rican importers along with other data sources. According to the report's estimates, freight shipping rates for Jones Act-qualified ships would be 151% higher than if international shippers could transport goods between Puerto Rico and the U.S. mainland. The report also estimated that Jones Act restrictions increased food costs by about $367 million, or roughly $300 per household per year.



More Recent Econometric Analyses

A 2020 econometric analysis estimated the effects of the Jones Act on domestic transportation, using, among other controls, the decline in the capacity of Jones Act-compliant ships over time. Construction costs for Jones Act-qualified ships, according to available data, are well above costs of vessels built in foreign shipyards.239 The number of new Jones Act-compliant ships is now well less than 1% of new ship construction around the globe.240

This analysis used data from Freight Analysis Framework Version 4 (FAF4), produced by the Bureau of Transportation Statistics, which measures shipments among states and the rest of the world.241 Those data include the commodity category and the means of transport, destination, and origin, including to and from foreign locations within eight regions. The FAF4 data do not include specific information on shipments to or from Puerto Rico, and therefore the island could not be included in the analysis.242 One specification that controls for state-specific characteristics, changes in the global supply of ships, commodity type, destination, and origin points estimated that a 10% decrease in the capacity of Jones Act ships is associated with a 2.7% decline in domestic water shipments, relative to imports, an effect concentrated among coastal states. Over the study period, other modes of transportation grew, while domestic water transportation declined. That implies that Jones Act restrictions induced shippers to choose other forms of transport, such as pipelines, interstate trucking, and railroads, or choose to import goods rather than buy goods domestically if domestic goods would be shipped by water.

Economic theory would suggest that because goods cannot be sent to Puerto Rico via those alternative modes, the effects of the Jones Act could be more pronounced for Puerto Rico. In general, sensitivity to prices declines as the number of alternative options shrinks.243

A 2023 World Bank working paper uses port-of-call data from 2004 through 2020 for more than 16,000 vessels servicing the Caribbean, from which imports to Puerto Rican ports can be calculated, as well as data on barge traffic between Puerto Rico and the mainland.244 It ascribes the "near absence of bulk ships, tankers and general cargo vessels on U.S.-PR routes" to Jones Act effects and notes that containerized shipments are less affected. The paper estimates economic losses amount to about $203 per person per year. The authors also contend that the Jones Act may have affected the economic structure of Puerto Rico by burdening industries that rely on inputs that are not easily containerized.

A 2023 working paper examined Jones Act effects on shipping petroleum products among different mainland coasts. Estimates suggest that removing Jones Act restrictions would reduce East Coast prices and slightly increase Gulf Coast prices. Estimated gains in consumer benefits ($769 million per year) would outweigh producers' losses ($367 million per year).245



Jones Act Waivers and Workarounds

Congress and the President have issued various Jones Act waivers. Jones Act restrictions were waived for Puerto Rico for 10 days after Hurricane María.246 A waiver announced in March 2026 prompted by the war with Iran was extended through November 2026.247 More than 40 ships have carried oil, gasoline, and other petroleum products to Puerto Rico so far during the current waiver period.248

Jones Act requirements also may have affected the pace of the turn toward natural gas.249 More recently, however, some workarounds have been found. The U.S. shipping firm Crowley bought a French-built LNG tanker that qualified under a 1996 modification of the Jones Act (P.L. 104-324) that now shuttles between Puerto Rico and the mainland. NFE Energy, which built a LNG terminal facility in San Juan, has been liquifying U.S.-produced natural gas in Mexico and then shipping LNG to Puerto Rico since 2024.250









This report draws on work by colleagues Corrie Clark, John Frittelli, Erica Lee, Joseph Jaroscak, and Alexander Pepper.
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