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Chairman Murkowski, Ranking Member Cantwell, and Members of the
Committee:

My name is Steven M. Fetter and | am President of an energy advisory
firm called Regulation UnFettered. | appreciate the opportunity to testify on the
economic issues affecting the Commonwealth of Puerto Rico. Based upon my
past experience of serving as Chairman of the Michigan Public Service
Commission and head of the utility credit ratings practice at Fitch Ratings, | will
direct my comments toward the situation facing the Puerto Rico Electric Power
Authority, known as PREPA, though | expect my views will have some relevance
on other fiscal issues Puerto Rico is currently facing.

Initially | wish to emphasize that | come at the PREPA issues with the
hope that the ultimate resolution will create an environment in which investors will
be willing to continue providing funds to the Commonwealth for the wide range of
public services they now support well into the future. | believe the best way of
achieving that is if stakeholders can reach a consensual settlement agreement
under which necessary sacrifices can be shared. This is consistent with my
approach at the Michigan Commission where | continually urged our Staff and
adversarial parties to attempt to reach agreement on points of difference through
settlement, because no matter how thorough a litigated case record is
developed, the parties are always in a better position to weigh their areas of
dispute and strike a fair balance as to how they wish them to be resolved.

Simply put, through settlement, each party is able to dictate the type and extent
of sacrifices they feel they can accept.

Toward this ultimate goal, | offer the following thoughts:

The new Energy Commission should expedite PREPA'’s current base rate
case as much as it possibly can, a point that | encourage Congress to emphasize
to their counterparts in Puerto Rico as well. My understanding is that rate levels
have been inadequate to meet operating expenses and debt obligations, thus
leading to PREPA's financial crisis. Adding to the problem, when oil-reliant
PREPA received a major positive break with oil prices plummeting down during
the past year, those saved funds were flowed back to customers, rather than
keeping rate levels the same and using the additional revenues to support
operations and required investor payments. My back-of-the-envelope calculation
puts those lost revenues during the past year as approaching one billion dollars.
| admit, I'm not sure if the Energy Commission had the authority to so direct
these fuel savings, but my experience tells me that they could have done what |



did at the Michigan Commission: go to the Michigan Legislature — actually
Senator Stabenow was in the legislature back then — and explain to the
policymakers why the law needed to change, and that the public interest would
be furthered if that change could be made immediately. Such a proactive step
would have helped PREPA respect the interests of debt investors while
mitigating the financial pain its customers will likely have to face as this crisis
proceeds.

Similarly, PREPA should immediately endeavor to operate with
substantially increased efficiencies, especially with regard to rate collection
practices. | think if | were serving at the Commission or in PREPA management,
| would seek the advice of individuals and institutions that have faced similar
difficulties in the past. For example, almost every US utility regulator serves in
NARUC, their longstanding national association, and utility executives belong to
a range of electric and natural gas associations — | expect any of those
organizations would be willing to assist PREPA or the Energy Commission. And,
of course, relevant experience exists in utility consulting firms across the United
States. Expertise is there to be tapped, and | believe Congress could play a role
in facilitating such interaction.

In addition, | understand that outside investors are willing to assist PREPA
in a range of ways: from new investment aimed at asset modernization all the
way up to privatization. At this point, no option should be off the table.

Let me briefly discuss the potential for Chapter 9 bankruptcy filings being
permitted for PREPA or other Commonwealth entities, and caution Congress
about becoming involved with the issue. Undoubtedly, legal challenges to such
an authorization would go on for years with all the uncertainly that such a delay
would engender. But, more importantly, if such proceedings were intended to
take from debt investors, including insurers of such bond investors, more than
they are willing to give, in my opinion the end result might be that the current
crisis will morph into a Commonwealth catastrophe.

Let me explain why: debt investors lent money to the Commonwealth and
its public agencies with the expectation that they would receive their funds back
with interest. They are not equity holders, or co-owners of PREPA, subject to
making or losing a bunch of money depending upon the ups and downs of the
utility’s performance. Thus, in my mind, for any resolution of this crisis to
succeed going forward, it must keep faith with the debt investment community,
because those are the individuals and institutions, along with possible new equity
investors, that will be needed to support Puerto Rico’s continuing recovery well
into the future.

Thank you for your attention.
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