Distributed December 2, 2019
PRIVILEGED AND CONFIDENTIAL
P3A T&D TRANSFORMATION –
CLARIFICATIONS TO PSEG PROPOSAL
Topic

Clarification/Question

PSEG Puerto Rico Comments

Form 1.3 – Confirmation of Acceptance of O&M Agreement
1

Initial Budget
and
Performance
Metrics
(PSEG Issue
2.a)

We understand that PSEG is proposing that if PSEG does not
agree with the Initial Budgets and Performance Metrics
approved by PREB, then PSEG has the right to terminate the
O&M Agreement. Please confirm. In addition, please confirm
that no termination fee would be payable by Owner pursuant
to Section 14.6(c) in the event of such termination.

The Initial Budget and Performance Metrics, once agreed to by
the Parties, must be approved by PREB. Each is a condition
precedent to the Service Commencement Date. PSEG has
proposed that PSEG’s acceptance of PREB’s determination with
respect to each of these conditions precedent is to be in PSEG’s
sole discretion. If PREB proposed modifications, the parties
would seek to reach agreement. Absent the Parties, including
PREB, being able to reach agreement, PSEG would have the
right to terminate the OMA.
No termination fee would be payable by Owner to PSEG in this
case.

2

Vegetation
Management
Plan
(PSEG Issue
2.b)

We understand that PSEG intends to propose a plan for the
performance of vegetation management work over a 4-year
period. Please indicate:
1. when PSEG intends to propose such plan;
2. how such plan would be different from the vegetation
management plan currently completed in the O&M
Agreement; and
3. to what extent completion of the vegetation
management plan would postpone Operator’s liability
under the O&M Agreement (as is the case for the
System Remediation Plan).
In addition, if (i) PREB were not to approve the vegetation
management plan as proposed by PSEG and (ii) PSEG were to
terminate the O&M Agreement, please confirm that no
termination fee would be payable by Owner pursuant to
Section 14.6(c) in the event of such termination.

1. The Vegetation plan will be proposed and included as
part of the Initial Budget.
2. The OMA provides for just the process with respect to
the Vegetation Management Plan and its approval by
PREB. We have identified the vegetation management
plan as a material issue because of its importance and
cost with respect to the establishment of the Initial
Budget.
3. Since the Vegetation Management Plan is critical to the
execution of the System Remediation Plan, it should
postpone liability in the same manner as the System
Remediation Plan per Section 18.6 of the OMA.
No termination fee would be payable by Owner to PSEG in this
case.

Topic

3

Technical
Disputes
(PSEG Issue 4)

4

Capped
Payment
Guarantee

Clarification/Question

PSEG Puerto Rico Comments

PSEG has proposed that Technical Disputes be resolved in a
neutral venue such as New York. Given that all records and
personnel related to the T&D System will be in Puerto Rico,
please indicate how the parties would be able to ensure
expedited decision-making with respect to Technical Disputes
if done outside of Puerto Rico.

The preparatory work in connection with a Technical Dispute
would be done locally but the actual adjudication of the
Technical Dispute would occur in New York.

Please indicate a proposed amount for the maximum liability
cap under the Guarantee.

The maximum liability cap under our Guarantee will be $30
Million.

The caps in Section 18.3(a)(i) are caps on Operator’s liability
to Owner Indemnitees under Article 18, rather than a total cap
on amounts payable by Operator to Owner under the O&M
Agreement. The O&M Agreement contains two additional and
separate caps on amounts payable by Operator to Owner: (i)
pursuant to Section 4.8(a), a cap on the amount of Delay
Liquidated Damages and (ii) pursuant to Section 14.6(d)(i), a
cap on damages in connection with a termination for an
Operator Event of Default. The three separate caps together
represent the total liability under the O&M Agreement (other
than in the case of gross negligence or willful misconduct by
Operator). Please confirm PSEG’s Definitive Proposal reflects
this structure.

This is to confirm our understanding that under the draft OMA
there are 3 separate liability caps (i.e., Delay Liquidated
Damages under Section 4.8(a), Termination Fee for Operator
Event of Default under Section 14.6(d)(i) and the Operator
General Limitation under Section 18.3(a)(i) which together
represent Operator’s total liability under the OMA except for
gross negligence and willful misconduct by Operator. This is
the basis, in part, for our proposal in Section 7.b.

We understand PSEG is proposing that the definition of PreExisting Environmental Conditions be expanded to include all
pre-existing non-compliant conditions (rather than being
limited to conditions involving discharges). Please confirm
whether the intent of this proposed change is to clarify that
Owner is responsible for penalties associated with pre-existing
environmental violations. If so, we would propose to address

Owner should be responsible for all Pre-Existing Environmental
Conditions irrespective of whether the condition results in a
discharge. We believe the change is necessary to the definition
of “Pre-Existing Environmental Conditions” since that term is
used in Section 5.10(b) (among other sections of the OMA). For
example, Section 5.10(b) provides that the Owner is responsible
for all Losses (as defined, this includes, but is not limited, to
penalties), relating to Pre-Existing Environmental Conditions -

(PSEG Issue 5)

5

Limitation on
Liability
(PSEG Issue
7.b)

6

Definition of
Pre-Existing
Environmental
Condition
(PSEG Issue
8.a)

2

Topic

7

Environmental
Baseline Study
(PSEG Issue
8.b)

8

Ability to
Terminate Due
to Change in
Law
(PSEG Issue 9)

Clarification/Question

PSEG Puerto Rico Comments

this in Section 18.2 rather than in the definition of PreExisting Environmental Condition.

which should be irrespective of whether the condition results in
a discharge.

We understand PSEG proposes to review and comment on the
scope and final report of the Environmental Baseline Study,
but notes that this would not be deemed to constitute approval
by PSEG of the Environmental Baseline Study. Please note
that the proposed scope of the RFP for the Baseline
Environmental Study was included in the data room in order
for Qualified Respondents to provide comments.

Given the limited amount of information available to PSEG, it
cannot meaningfully comment on the scope of the RFP for the
Baseline Study until after it begins the Front-End Transition
Services. PSEG’s proposal that the scope of this study
be developed “in consultation” with Operator is consistent with
PSEG’s need to perform more detailed reviews after the FrontEnd Services begins.

Please advise why a termination right with respect to Change
of Law is required given that Change in Law is treated as a
Force Majeure Event, and any costs associated with a Change
in Law are T&D Pass-Through Expenditures and may
potentially result in an amendment to the Budgets and/or the
Performance Metrics where appropriate.

While incremental costs should be T&D Pass-Through
Expenditures and should result in amendments to budgets (and
rates) and/or performance metrics, the extent of those potential
changes is uncertain as is the PREB’s approval of such
secondary impacts (budgets, rates, metrics). As a result, we
included a termination right.

In addition, please confirm that:
1. the reference to “18 months” refers to Section 14.5(c)
(Additional Termination Rights – Extended Force
Majeure Event); and
the reference to “4 months” refers to the 120-day period in
Section 17.2(c) (Relief – Extended Event).
9

The O&M
Agreement
and PREB
(PSEG Issue
10)

We understand that PSEG is proposing a new termination
right in the event that PSEG and PREB fail to agree on
whether actions taken by PREB meet the standard of (i)
enabling PSEG to meet its obligations to provide the O&M
Services and (ii) providing PSEG with a reasonable
opportunity to earn the Service Fee in full. Please confirm
whether PSEG’s intent is that if PREB comments on, modifies
or rejects any item submitted to PREB for review and/or

3

Given the requirements for what constitutes a Change in Law
(i.e., material adverse effect on the performance or the cost of
performance), having to wait a full 18 months to terminate may
result in an unreasonable hardship. We confirm the Section
references.

Our proposal is not intended to limit PREB’s decision making or
rate setting authority under Applicable Law. PREB’s actions,
however, will have a direct impact on Operator’s ability to
perform under the OMA. As the OMA is currently drafted by
P3, there is no connection between PREB and the OMA. Our
proposal seeks to establish this connection and provide Operator
with the right to terminate the OMA in the event that actions
taken by PREB are, in PSEG’s view, inconsistent with this

Topic

Clarification/Question

PSEG Puerto Rico Comments

approval, then such comments, modifications and/or rejection
would be considered a disagreement pursuant to which PSEG
could exercise such termination right. If so, please explain
how PREB would exercise its oversight as independent
regulator.

standard. Simply stated, we cannot force PREB to accept a
higher budget or increase rates and similarly we do not want to
be forced to accept what we may believe is an unreasonably low
budget to perform appropriate services, meet Contract Standards
and achieve performance metrics. While not forcing one party
or the other to accept a budget, this would at least lead to a
deadlock and a potential exit if agreement cannot be reached.
Establishing a standard for review under the OMA is also
necessary to enable PSEG to challenge PREB’s actions in court
(i.e., it is necessary to give PSEG standing in court).

In addition, please confirm that no termination fee would be
payable by Owner pursuant to Section 14.6(c) in the event of
such termination.

No termination fee would be payable by Owner to PSEG in this
case.
10

Use of PSEG
Affiliates for
O&M Services
(PSEG Issue
13)

The O&M Agreement (i) permits Operator’s use of affiliate
personnel to provide O&M Services on arms-length terms and
(ii) provides that Operator is responsible for such affiliate
personnel. We assume that Operator would be comfortable
bearing the risk of such affiliate personnel given that, as
discussed, the O&M Agreement requires Operator to take the
risk with respect to any third-party subcontractors. Please
explain why treating affiliate personnel as Subcontractors
under the O&M Agreement would impact Operator’s ability to
fully utilize the capabilities of PSEG and its affiliated
companies.

PSEG is a holding company with centralized corporate support
services. Our proposal envisions our having the ability to draw
on the appropriate personnel within our corporate structure to
provide ServCo related services. A simple example would be
implementing new IT systems. ServCo related services will be
provided by PSEG personnel at their fully loaded costs
(including any local, incremental taxes) without mark-up and
recovered as a T&D Pass-Through Expenditure. Such personnel
are not third party contractors as is the case with Subcontractors
who are subject to the procurement requirements under the
OMA.

In addition, please confirm how Operator intends to ensure
that any services provided by PSEG and its affiliate companies
with respect to responsibilities of ManagementCo under the
O&M Agreement (e.g., capital planning) and covered by the
Service Fee will not be charged as or considered T&D PassThrough Expenditures.

Such personnel would not be providing management services
and they would not be part of the management company’s scope
of services, rather they would be part of the day to day
operations, project implementation of ServCo. We are willing
to provide information, including project scope and duration,
FTEs and costs for all such engagements.

4

Topic

11

Use of Quick
Start Team
and Fee at
Risk Until
Effective Date

Clarification/Question

PSEG Puerto Rico Comments

We understand PSEG proposes to start work immediately if it
is the Selected Proponent and prior to the Effective Date.
Please confirm when PSEG would propose to begin such work
and whether compensation for such work would be structured
in the same manner as the Front-End Transition Service Fee.

The quick start work would start promptly following selection of
PSEG and, following negotiation by the parties of all
outstanding issues, the acceptance by the parties of the OMA.
Assuming that this occurs by December 20, we would be
prepared to launch the Quick Start team at PREPA’s offices in
Puerto Rico at 9:00 am on January 7, 2020. Compensation for
this work would be structured in the same manner as the FrontEnd Transition costs (i.e., PSEG personnel charged at fully
loaded costs without mark-up and third party contractors as a
direct pass-through without mark-up by PSEG).

The O&M Agreement contemplates that the Performance
Metrics would be (i) agreed to during the Front-End Transition
Period and (ii) applicable as of the Service Commencement
Date. Please clarify PSEG’s comment suggesting that the Key
Performance Metrics will not be set until after two Contract
Years of operations.

Key Performance Metrics will be agreed to during the Front-End
Transition along with Minimum Performance Levels (MPL) and
Performance Level (PL) lines, where data is found to be at an
appropriate level of accuracy. Experience has shown that some
data will not be found to be at an appropriate level of accuracy,
and, as a result, specific MPL’s and PL’s for those metrics will
need additional time for development that will likely be after the
Service Commencement Date.

We understand PSEG proposes that the review by
Administrator and PREB of items that require such review
under the O&M Agreement be done in parallel. Please confirm
how PSEG would propose to handle comments from
Administrator under this scenario (e.g., would Administrator’s
comments be incorporated together with comments from
PREB?).

Yes, our proposal is that the PREB and the Administrator work
together in order to reduce the total review time and to enable
the earliest possible Target Commencement Date, which
understandably is of significant importance to the government.
P3’s latest contract draft proposed 30 days for Administrator and
90 days for PREB. We proposed those reviews to be conducted
in parallel. To the extent that Administrator proposed and
PSEG agreed with such modifications, we would promptly file
an update with PREB. We would not expect those changes to
be material, so the PREB’s early start on the review process in
parallel would still be valuable even if there were changes. To
the extent there were then further proposed changes from PREB
(and we expect to have an ongoing dialogue w/ PREB
throughout their review process), we would be including the

(PSEG Issue
14)

12

Minimum
Performance
Threshold
Default
(PSEG Issue
15)

13

Review Cycle
Time During
Front-End
Transition
(PSEG Issue
23)

5

Topic

Clarification/Question

PSEG Puerto Rico Comments
Administrator in that dialogue simultaneously to streamline the
process and ensure all parties’ comments are considered.

14

Conforming
Changes
(PSEG
Introduction
and Issue 24)

PSEG indicated that Attachment A to its Definitive Proposal
Form 1.3 only includes its material comments with respect to
the O&M Agreement, and we understand PSEG would expect
to provide additional changes and clarifications. Please
indicate when PSEG intends to provide such comments to the
O&M Agreement.
In addition, please advise as to PSEG’s specific questions with
respect to the treatment of certain taxes.

We would expect to provide additional changes and
clarifications promptly during the negotiation phase if we are
selected.
With respect to taxes, our proposal assumes that we pay the full
Puerto Rican effective tax rate on our pre-tax earnings. It also
assumes that the imposition of any municipal taxes is either a
pass-through cost or a favorable tax ruling is received noting our
exemption. It further presumes the draft Determination notice is
finalized in its present substantive form.
Finally, we would like to further discuss the scope regarding
management of local tax issues for ServCo - for example the
CILT rates, municipal property and other taxes to ServCo,
etc. Although all of such costs to ServCo are pass-through
expenditures, we believe PREPA / the Administrator is better
situated to manage challenges and negotiations of these taxes
imposed by other government entities and our role would be a
supporting one regarding identifying cost optimization
opportunities and highlighting ratemaking principles of fair cost
recovery across customers, as well as processing the payments in
a timely fashion, but not directly challenging taxes imposed by
other government entities.

Form 1.4 – Approach to O&M Services
15

Key Personnel

How close are you to filling key roles and are resumes
available?

6

We have filled the Front End Transition Leadership Team, see
table 1.5.6, and we have named Dan Eichhorn as President of
PSEG Puerto Rico. We have identified both internal and
external candidates for the majority of the overall transition team
and are prepared to extend offers if we are selected.

Topic
16

O&M
Approach

Clarification/Question

PSEG Puerto Rico Comments

With respect to PSEG Puerto Rico’s response to 1.4.1, please
explain the key areas in which PSEG Puerto Rico’s approach
to O&M services in the PREPA context is expected to differ
from its approach in the LIPA context.

LIPA’s transition was approximately two years, but had several
complexities which were specific to that transition:
•

First, the transition for LIPA did not fully start for over
four months as we awaited government approval of the
contract. We understand that the Puerto Rico
government agencies are expected to promptly (i.e., in a
couple of weeks to act on the contract), so we do not
expect that to be an issue here.

•

Second, the LIPA transition involved another Service
Provider (National Grid) which created additional
transition issues and delays.

•

Third, the LIPA transition involved PSEG establishing
new IT infrastructure and migrating over 600
applications. For the PREPA transition, we plan on
taking over Operations and Systems as is and only
address the critical gaps prior to the Service
Commencement Date.

•

Fourth, there was a significant delay in engagement
from LIPA and National Grid while they addressed
SuperStorm Sandy.

While other aspects of this transition are more challenging
(System Remediation Plan and related plans and agreement on
associated budgets), we believe the transition can be completed
more quickly in Puerto Rico.
Form 1.5 – Front-End Transition
17

Outside
Services

What firms does PSEG intend to use to provide the outside
services related to the Front-End Transition Plan, which total
$25mm? Please also see question 37.

(pg. 132)

7

PSEG Puerto Rico estimated costs based on expected needs for
an accelerated transition and planned funding for the following:
•

HR firm such as Aon Hewitt to provide support during
the Front-End Transition, including the establishment of
the Health Care and Retirement benefits plans

Topic

Clarification/Question

PSEG Puerto Rico Comments
•

Staff augmentation to assist with onsite surveys

•

Potential minor capital investments to implement certain
IT systems

•

Communications with customers and stakeholders
(mailing, advertisements, signage)

•

Translation services

•

Management Consulting services

•

Engineering services

•

Environmental Consulting services

The estimate considered our experience with Long Island and
includes conservatism for unexpected contingencies.
18

Quick Start
FTEs

Do 8 – 10 quick start FTEs stay through full Front-End?

Our plan is for many members of the quick start team to stay
through the front-end transition and join the Management
Company into the Operations Services phase. Others will be
replaced with leaders who plan to stay into operations phase.

19

Quick Start
FTEs

How are the 30 – 50 PREPA FTEs costs covered – do not
appear to be in the proposal?

The 31-50 FTEs in table 1.5.5 are and would continue to be a
PREPA cost. We did not include them in our estimate as they
are a sunk cost to PREPA. The additional 10-15 T&D resources
would be used to support site and right-of-way surveys. Similar
to the estimate of our outside costs above, this estimate is to
facilitate an accelerated transition showing the need for close,
ongoing cooperation and is conservative to address unexpected
contingencies.

20

Front-End
Transition
Team Gating
Uncertainties

Please explain, in response to 1.5.1.c, what “uncertainties
associated with this opportunity” must be resolved to enable
PSEG Puerto Rico to name a full Front-End Transition Team
and “Quick Start” team and how soon these teams would be
assembled and deployed if PSEG Puerto Rico were selected.

As noted above, if the parties have accepted the OMA by
December 20, PSEG is ready with our full Quick Start Team of
8-10 people. We are prepared to be at PREPA’s offices in
Puerto Rico at 9:00 am on Tuesday morning, January 7 (as
Monday is Three Kings Day).

8

Topic

Clarification/Question

PSEG Puerto Rico Comments
For the Front-End Transition, we have named the Front-End
Transition Team leaders (see table 1.5.6) and have identified the
majority of the team via both internal and external candidates.
We have received robust interest internally and also engaged a
recruiting firm to identify potential leaders from external
sources. Once the OMA is accepted by the parties, we will
begin making offers to the full transition team (both internal and
external) so they are ready to begin following approval of the
OMA by the Government agencies. Our plan during transition
is to build the team that will serve during the Operations phase.
This also includes evaluating and bringing on top talent from the
existing PREPA team. As a result we will have a mix from
PSEG (majority) and external and PREPA – we believe this
diversity of leaders is a best practice identified through multiple
business ventures at PSEG and proved successful on Long
Island.

21

Front-End Due
Diligence

With respect to PSEG Puerto Rico’s response to 1.5.2, please
explain the extent of PSEG Puerto Rico’s due diligence of the
PREPA T&D System prior to its Definitive Proposal
submission in response to this RFP that would minimize the
required due diligence during the Front-End Transition.

PSEG representatives visited Puerto Rico multiple times during
this process, including several site visits to key substations,
control center, customer center, and conducted interviews with
T&D, Customer, IT, HR, Finance, Environmental and other
PREPA leaders. We have reviewed the CIM, Sargent and
Lundy capital reports, Grid Modernization reports and other
relevant material in the data room, including the responses to
well over a hundred of our questions.
PSEG Puerto Rico intends to utilize all existing work perform
by: PREPA’s planning Directorate, PREPA’s T&D Directorate,
Sargent & Lundy’s Condition Assessment, 2018 Final Report by
the DOE – Energy Reliance Solutions for the Puerto Rico Grid,
The 2019 fiscal plan for PREPA, etc. We intend to leverage this
work to minimize and supplement our “boots on the ground” due
diligence needs. We will seek to verify/validate all findings to
date and turn them into immediate actionable items. Given the
magnitude of the challenges and gaps, we will continue in

9

Topic

Clarification/Question

PSEG Puerto Rico Comments
parallel to complete the remainder of due diligence and complete
actionable items even after the Service Commencement date.

22

Front-End
Expenses

What are the major categories for expenses expected to be
incurred during the Front-End Transition?

As noted in our proposal, the Front-End Transition costs include
estimates for:
PSEG Labor $12.9M
PSEG Expenses $7M (airfare, hotel, rental car, meals)
Outside Services: $25M (HR, T&D)
PSEG Labor costs were estimated using an average of 42 FTEs
for 12 months.
Expenses include travel, hotel, meals, etc. for the 42 FTEs over
12 months.
Outside services are comprised of items discussed in question
#17.

Front-End
Employee
Hours

Please provide envisioned hours per each Front-End Transition
employee associated with 1.5.C Front-End Transition
Schedule in the Appendices.

See spreadsheet in Appendix 1.5.A for our estimate.

24

Outside
Services

Please provide an explanation as to what the referenced
“outside services” represent. Which areas of the Front-End
Transition will be covered by the referenced “outside
services”? What are the approximate FTEs envisioned for
“outside services”?

See our response to #17

25

Employee
Requirements

What are the major risks associated with the Front-End
Transition employee and subcontractor requirements? Please
also provide total cost assumptions and a completion schedule
for the employee and subcontractor requirements.

Unclear question – responded to P3 for clarification

23

10

The actual hours will be what it takes to successfully transition
on an accelerated timeline that meets our commitments.

Topic
26

System
Remediation
Milestones

Clarification/Question

PSEG Puerto Rico Comments

Please provide additional detail to supplement PSEG Puerto
Rico’s response to 1.5.3: System Remediation Plan Milestones
with emphasis on how the program will be designed.

As mentioned in 1.5.3.b; “…The program will utilize a strategy
similar to that used to successfully harden the Long Island
electrical grid; along with project worksheets representing
preliminary engineering plans will be developed and submitted
for FEMA approval. These plans are key to the remediation and
should encompass future systems needs including smart grid
applications including, but not limited to automated metering,
EMS, SCADA, ADMS, renewable / distributed generation. The
remediation plans will be complementary to the T&D
implementation plan and will include a strategic view to
leverage the available financial resources in a compliant manner
to achieve state-of-the-art smart grid technology with a robust,
safe and resilient T&D backbone…” Additionally, the program
will be broken down into distinctive cycles and by region
utilizing the data collected from PREPA’s Planning Directorate,
PREPA’s T&D Directorate, Sargent & Lundy’s Condition
Assessment, 2018 Final Report by the DOE – Energy Reliance
Solutions for the Puerto Rico Grid, The 2019 fiscal plan for
PREPA, and the condition assessment provided by PREPA and
Sargent and Lundy. The initial phase will rely heavily on the
PREPA planning resources and data to prioritize and validate
remediation objectives. Each function will be segmented to align
with current operating span of control for PREPA’s
regions. The data will be aggregated and projects developed
based on priority. The initiation phase will also include
stakeholder feedback and alignment with PSEG and PREPAs
strategic goals. The scopes of work developed will be moved to
project planning phase where evaluation of activities are vetted
with operations, planning, engineering to ensure conflicts are
identified and resolved, logistics and lead times are evaluated at
this phase including all relative compliance with FEMA
requirements.

11

Topic
27

Parent
Company
Resources

Clarification/Question
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Does PSEG Puerto Rico intent to make the parent company
resources available for storm and emergency restoration? If so,
what constraints would govern this transaction?

Given logistical and travel challenges, we expect to operate
PSEG Puerto Rico so it can manage routine storms on its own,
with a network of local resources and construction trades to
supplement restoration efforts as appropriate. In the event of a
larger storm requiring broader assistance, we would use our
leverage to obtain mutual assistance from across North America.
PSE&G and PSEG-Long Island are required to address storms in
their own systems and those within their State / mutual aid
associations first. PSE&G and PSEG-LI are available to
respond to mutual aid for other companies thereafter. Costs
would be at our fully allocated rates (including reimbursement
for any local taxes charged) with no mark-up.

Form 1.6 – Operator Recruitment and Staffing
28

Storm
Restoration
Services

Please clarify whether Table 1.6.1 represents “services that
would typically be outsourced services for storm restoration”
or a broader list of outsourced services used in normal course
business.

Table 1.6.1 contains both. Services as part of normal operations
and a listing of Storm Restoration Services.

29

Existing Labor
Contract Due
Diligence

With respect to PSEG Puerto Rico’s response to 1.6.2.c –
1.6.2.e, please explain the extent of PSEG Puerto Rico’s due
diligence of existing PREPA labor contracts and benefits
which will reduce PSEG Puerto Rico’s due diligence
requirement during the Front-End Transition.

The due diligence efforts to date have included a visit to Puerto
Rico, a review of the labor and benefits materials provided in the
data room, conversations with PREPA leaders, and consultation
with outside counsel to understand the local laws and existing
terms and conditions. PSEG also has been in discussions with
HR firms who will provide support during the Front-End
Transition, including support for the establishment of health and
retirement plans. We intend to leverage this work to minimize
and supplement the additional diligence to be completed during
the Front-End Transition.

30

Pension /
Benefit Due
Diligence

In addition, explain the way in which due diligence undertaken
during the Front-End Transition Period would influence your
approach to items 1.6.2.c – 1.6.2.e, including CBAs and
pension and benefit plans.

The additional diligence to be completed during the Front-End
Transition will influence the terms and conditions set by
PSEG. Early in the Front-End Transition, PSEG will conduct a
more detailed analysis of the CBAs and pension and benefit
plans, as well as the current vendors and administrative practices

12

Topic
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and procedures relating to the same. PSEG will compare what is
offered to benchmark data and legal requirements, identify gaps,
make recommendations, and implement. We intend to make
recommendations regarding benefits and compensation early in
the process to the Administrator as this is a key input to the
Initial Budgets.

31

Management
Company
Structure

What is the anticipated cost of the Management Company
structure proposed in 1.6.1 and what is the anticipated
timeframe for selecting personnel dedicated to the
Management Company?

PSEG has already identified a number of employees to key
positions within the Management Company, however as noted
above, we plan to assess the talent pool within PREPA and
externally before we formally fill these positions.
Regarding the costs, labor costs for approximately 40 Senior
Officers and Directors and costs for relocation, travel and other
expenses will be a significant cost that we will bear and is
covered by our Service fee. In addition, we would also have
costs for charitable contributions within Puerto Rico,
consultants’ fees, oversight charges from our Parent company,
potential claims, and various contingencies. And finally, taxes,
primarily the Puerto Rico corporate tax rate, as well as certain
State and Federal taxes will be a cost of the Management
company. These are all covered by our Service Fee.

Form 1.7 – Approach to Performance Metrics
32

Performance
Metric
Calculation

Please elaborate on how the combination of original
performance metrics and maintenance metrics calculation
methodologies interact as is found in section 1.7.7. (Can
incentive exceed 150%?)

For both improvement metrics and maintenance metrics, the
incentive cannot exceed 150% both individually and in
combination. Points can be shared between the Customer
Satisfaction, Technical, Safety and Regulatory, and Financial
Performance categories by having points be scored in the
aggregate.
In no case can our actual incentive payout exceed the target we
included in our proposal.

13
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34

Performance
Metric
Timeline

Performance
Metric
Calculation

Clarification/Question

PSEG Puerto Rico Comments

Provide rationale for the proposed time periods for baseline,
target and minimum performance levels proposed in 1.7.7 and
explain whether PSEG Puerto Rico views the timelines
proposed in Annex VIII of the O&M Agreement as
achievable. In addition, explain how the Year One and Year
Two Incentive Methodology proposed in 1.7.1 interacts with
the time periods proposed.

PSEG Puerto Rico does not see the timelines proposed in Annex
VIII to reach mainland performance levels achievable given
unknowns for budget, system implementation, process and
culture change.

Please clarify PSEG Puerto Rico’s suggestion for the Year
One and Year Two Incentive Methodology, with particular
emphasis on how “Milestones Achieved” in Table 1.7.3 were
calculated and how the “Scoring Parameters” mapping in
Table 1.7.2 was derived.

For most of the contract term, we expect the incentive fee will
be primarily tied to the metrics laid out in the OMA. For the
first few years, given various uncertainties, we proposed to limit
the incentive fee and only use a few key performance metrics
and to also include a number of milestones for key initiatives
that we agree on with PREPA/the Administrator and PREB.

The 100% performance level, based on 10 years, is what PSEG
Puerto Rico sees as an aggressive timeframe to meeting
PREPA’s performance expectations. The 25% performance
level is based on meeting agreed upon targets within the 15
years of the contract term. Other performance lines target time
frames relative to these key lines.

Milestones achieved as well as total milestones that were
included in the proposal are illustrative for calculation purposes.
Actual milestones, the timeframe for completion and the quality
criteria for completion will be developed during the front end
transition and approved by all relevant parties.
The methodology is based upon PSEG’s scorecard methodology
for employee incentive compensation. The Achievement Rate is
the total milestones divided by milestones achieved. The
Achievement Rate, in the example of 91.0% is reviewed against
the Milestones Met Parameters, and is found to be between the
100%-125% of the Incentive Compensation Parameters.
Prorating the 91.0% achievement rate against the compensation
parameters of 100% and 125% is 105.1%, 105.1% determines
the percent of incentive compensation. PSEG Puerto Rico can
provide a spreadsheet that completes this calculation if desired.
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35

Baseline
Metrics

Please provide additional details of how PSEG Puerto Rico
proposes to test whether Baseline Performance Levels are
valid or invalid during the Front-End Transition timeframe and
again during the proposed Year One and Year Two Incentive
Methodology period.

PSEG Puerto Rico will conduct a comprehensive review of
current and identified metrics outlined in the OMA, including
reviewing source data and data collection methods. PSEG Puerto
Rico will identify and document all metric definitions, metric
calculations, and any exclusions. PSEG Puerto Rico will review
and test the calculation of the metrics to ensure they are
measured utilizing the industry standard as well as the data
integrity of the source system.

36

Metric Reset

Does PSEG Puerto Rico envision, in its proposed Year One
and Year Two Incentive Methodology, that performance
targets and incentive fees would be reset following this twoyear period?

Based on experience, PSEG Puerto Rico does expect that certain
performance targets will be reset as data issues become apparent
that would warrant change. A common example is implementing
a new Outage Management System where actual outage
information is determined to be worse than previously reported.
This occurred on PSEG Long Island as well and was
constructively resolved.
Changes in incentives fees will not reset, only the targets based
on actual information used to establish baseline and performance
trajectory.

Form 1.8 – Operational and Finance
37

Management
Co Expenses
(p. 71)

38

Back-End Rate
Escalation

Does the PSEG team have a breakdown of the ManagementCo
costs to be incurred during the Front-End transition (the
$32mm estimate)?

See response to question #22.

Are these third party costs, and if so, which firms does PSEG
intend to use?
For the Back-End transition fully allocated rates, at what rate
were the 2020 rates escalated as to estimate the 2035 rates?

3% per year

PSEG to confirm the following amounts that were found in
PowerAdvocate, but didn’t appear to be in Section 1.8:

Operator Liability Cap (Both per annum and aggregate over
contract term)

(pg. 74)
39

Confirmation
of Amounts
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40

Back-End
Transition Fee
and
Termination
Payments

Clarification/Question

PSEG Puerto Rico Comments

•

Operator Liability Cap (Both per annum and aggregate
over contract term)

•

Annual: $10M

•

•

Over Contract life: $50M

Outage Reserve Account

•

•

Outage Reserve Account: $25M

Operator Damage Cap

•

Operator Damage Cap: $15M

Please explain how the following amounts proposed by PSEG
were derived and why such amounts are appropriate: (i) the
Back-End Transition Service Fee, (ii) the Operator
Termination Fee and (iii) the Owner Termination Fee.

Back-End Transition Service Fee: 12.5 FTE’s for 3 months (see
appendix 1.5.j)
Operator Termination Fee: $125M based on full Service Fee
($85M fixed + $40M incentive = $125M). The logic behind this
amount is if the contract is nullified by the Government or a
privatization occurred that a full year’s fee still has to be paid.
Owner Termination Fee: $0. The logic is that if PSEG Puerto
Rico fails to perform pursuant to the OMA that it can be
terminated, and that is the recourse to PREPA. We would of
course lose this financial opportunity and our reputation would
suffer. A termination fee on top of that as an ‘incentive’ to fire
us could inappropriately alter the dynamics. This is also similar
to our arrangement with LIPA.
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