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Disclaimer

ThePuerto RicoFiscalAgencyand FinancialAdvisoryAuthority 6 & ! | Cthe@Géwvéramentof PuertoRico(the & D 2 @ S NY an@eadhaf 0 =
their respectiveofficers, directors,employees agents,attorneys,advisorsmembers,partnersor affiliates (collectively with AAFAFRand the
Governmentinstrumentalitiesthe & t | NJIm&akS rib éepresentationor warranty, expressor implied, to any third party with respectto the
information containedhereinandall Partiesexpresslydisclaimany suchrepresentationsor warranties TheGovernmenthashadto rely upon
preliminaryinformation and unauditedfinancialsfor 2015and 2016 in additionto the inherentcomplexitieshat are part of a governmentin
transition, especiallyafter a prolonged period of public finance obscurity As such, AAFAFand the Governmenthave made certain
assumptionghat may materiallychangeoncemore clarity andtransparencytakeshold, especiallyafter the Governmentissueshe pastdue
auditedfinancialsfor 2015and 2016later this year.

ThePartiesdo not owe or acceptany duty or responsibilityto any readeror recipientof this presentation,whether in contractor tort, and
shallnot be liable for or in respectof any loss,damage(includingwithout limitation consequentialdamagesor lost profits) or expenseof
whatsoevernature of suchthird party that may be causedby, or allegedto be causedby, the use of this presentationor that is otherwise
consequenuponthe gainingof accesgo this documentby suchthird party.

Thisdocumentdoesnot constitute an audit conductedin accordancewith generallyacceptedauditing standards an examinationof internal
controls or other attestation or review servicesin accordancewith standardsestablishedby the Americaninstitute of Certified Public
Accountantsor any other organization Accordingly the Partiesdo not expressan opinion or any other form of assuranceon the financial
statementsor anyfinancialor other informationor the internal controlsof the Governmentandthe informationcontainedherein

Any statements and assumptionscontained in this document, whether forward-looking or historical, are not guaranteesof future

performanceand involve certain risks,uncertainties,estimatesand other assumptionamadein this document Theeconomicand financial
condition of the Governmentand its instrumentalitiesis affected by variousfinancial,social,economic,environmentaland political factors

Thesefactorscanbe very complex,may varyfrom one fiscalyearto the next and are frequently the result of actionstakenor not taken, not

only by the Governmentand its agenciesandinstrumentalities,but alsoby entities suchasthe governmentof the United States Becauseof

the uncertaintyand unpredictabilityof thesefactors,their impactcannotbe included in the assumptionsontainedin this document Future
eventsand actual resultsmay differ materially from any estimates,projections,or statements containedherein Nothingin this document
shouldbe consideredasan expressor implied commitmentto do or take, or to refrain from taking,anyactionby AAFAFRthe Governmentor

anygovernmentinstrumentalityin the Governmenior anadmissiorof anyfact or future event Nothingin this document shallbe considered
a solicitation, recommendationor adviceto any personto participate, pursueor support a particular course of action or transaction,to

purchaseor sellanysecurity,or to makeanyinvestmentdecision

Byreceivingthis document,the recipientshallbe deemedto haveacknowledgedndagreedto the termsof these limitations.

Thisdocumentmay containcapitalizedtermsthat are not definedherein,or may containtermsthat are discussedn other documentsor that
are commonly understood Youshouldmake no assumptionsabout the meaningof capitalizedterms that are not defined, and you should
consultwith advisorsof AAFAhouldclarificationbe required
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EXECUTIVE SUMMARY
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leadership, lack of lorterm economic planning and frequent changes that:
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ii. degraded our credit into junk category for the first time in our history

iii. exhausted our liquidity

iv. provided zero visibility on public finances

v. increased the cost of government

vi. left billions in payments owed to private sector businesses

vii. caused a downward economic spiral, alienating private investment

viii. afforded no transparency to our citizens and the investment community about its management of taxpayer funds

Ac2ftt2¢6Ay3a GKS Syl OGYSyd 2F (GKS t dzSNI2 wAiO2 h@SNBRAIKG al )y
the past administration also had the historic opportunity of preparing a certifiable fiscal plan to help redress the damage
caused by its own actions

i. Instead it disregarded its federal statutory obligation to revise such plan in a compliant manner

ii. The end result was a deficient fiscal plan draft, as recognized by the Oversight Bogrd in its letters of November 23, 2016
FYR GKSNBFFGSNE (GKFdG 2yfe RStFreSR tdzSNIi2 wAalO2Qa LI GK
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credible financial information / audited financials), and disregard for the rule of law, set Puerto Rico in the wrong course

A The new administration took office on January 2, 2017, only 58 days ago. In that time period, the Oversight Board has asked
that we prepare a ten (10) year fiscal plan to address a $67 billion budget gap over the next 10 years, pension reform and
achieve the fiscal plan goals necessary to improve the quality of life of our citizens




EXECUTIVE SUMMARY

The Fiscal Plan seeks to achieve fiscal solvency and long term economic growth

A Strategic imperatives of the Fiscal Plan

i.  Restoring credibility with all stakeholders through transparent, supportable financial information and honoring our
obligations in accordance with the Constitution of Puerto Rico

ii. Reducing the complexity and inefficiency of government to deliver essential services ireff@ctste manner

ii. LYLX SYSYGAy3a NBF2NXYA (2 AYLINRPOS tdzSNI2 wAaO2Qa O2YLISGAI

iv. Ensuring that economic development processes are effective and aligned to incentive the necessary investments to
promote economic growth and job creation

v. Protecting the most vulnerable segments of our society and transforming our public pensions system

vi. Consensually renegotiating and restructuring debt obligations through Title VI of PROMESA.

vii. Monitoring liquidity and managing anticipated shortfalls in current forecast; and

viii. Achieving fiscal balance by 2019 and maintaining fiscal stability with balanced budgets thereafter (through 2027 and
beyond)

A The Fiscal Plan achieves its objectives through fiscal reform measures, strategic reform initiatives and financialfoomigol re

i. Fiscal Reform Measures that reduce theysar financing gap by $33.3 billion through:
A Revenue enhancements through tax reform and compliance enhancement strategies
A Government rightsizing and subsidy reductions
A Efficient delivery of healthcare services
A Pension reform

i. { GNHzOGdzNI £ wSF2NY LYAGAFIGAGSAa GKFG LINPGARS (KS G22fa i
A Improving ease of business activity
A Capital efficiency
A Energy Reform

iii. Financial Control Reforms through improvement of transparency, controls and accountability of budgeting, procurement
and disbursement processes




EXECUTIVE SUMMARY

The Fiscal Plan provides the first important step inestablishing the dialogue between the
government and bondholders

A The Fiscal Plan complies with the 14 statutory requirements established by PROMESA and the five principles established by
0KS h@SNARAIKG . 2FNR OowSTFSNI G2 a[ S3IFE /2YLEAFIYOS gA0GK tw

A The Fiscal Plan sets the path to making available to the public and creditor constituents financial information that has been
long overdue

Al L2y (GKS h@SNEAIKG . 2FNRQa OSNIAFAOFIGAZ2Y 2F (K2asS FiAaol
its advisors will promptly convene meetings with organized bondholder groups, insurers, union, local interest business
groups, public advocacy groups and municipality representative leaders to discuss and answer all pertinent questions
concerning the fiscal plan and to provide additional and necessary momentum as appropriate
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XECUTIVE SUMMARY

Fiscal Plan RequirementsSection 201(b) of PROMESA

We have complied with the requirements established under Section 201(b) of PROMESA for a fiscal plan that

provides a method to achieve fiscal responsibility and access to the aapitkéts
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Provide for estimates of revenues and expenditures in conformance with agreed accounting
standards and be based on (i) applicable laws; or (ii) specific bills that require enactmentin
order to reasonably achieve the projections of the figitah

Ensure the funding of essential public services

Provide adequate funding for public pension systems

Provide for the elimination of structural deficits

For fiscal years in which a stay is not effective, provide for a debt burden that is sustainable

Improve fiscal governancagccountabilityand internal controls

Enable the achievement of fiscal targets
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Section Ik Financial
Projections

Section VIt Financial
Control Reform

Section IIk Fiscal
Reform Measures

Section lIk Fiscal
Reform Measures

Section \¢ Debt
Sustainability

Section VIt Financial
Control Reform

Section IIk Fiscal
Reform Measures
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XECUTIVE SUMMARY

Fiscal Plan RequirementsSection 201(b) oPROMESA

We have complied with the requirements established under Section 201(b) of PROMESA for a fiscal plan that

provides a method to achieve fiscal responsibility and access to the aapitkéts
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Create independent forecasts of revenue for the period covered by the fiscal plan

Include a debt sustainability analysis

Provide for capital expenditures and investments necessary to promote economic growth

Adopt appropriate recommendations submitted by the Oversight Board

Include such additional information as the Oversight Board deems necessary

<<<<<I

Ensure that assets, funds, or resources of a territorial instrumentality are not loaned to, transfe
to, or otherwise used for the benefit of a covered territory or another covered territorial
instrumentality of a covered territory, unless permitted

Respect the relative lawful priorities or lawful liens in the constitution, other laws, or agreement
of a covered territory or covered territorial instrumentality in effect prior to the enactment of
PROMESA

References

Section Ik Financial
Projections

Section & Debt
Sustainability

Section I\g
Structural Reforms

May be amended
or supplemented

May be amended
or supplemented

Ongoing

Ongoing
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BACKGROUND

The capacity to issue more debt postponed the implementation of the fiscal reforms and
O2y iNRfa ySOSaalNB (2 olflyOS GKS I20SNYYSy
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ineffective leadership, lack of loigrm economic planning, frequent changes in practices and policies, and a
failed colonial politicastatus

A Theincrease in public spending betwe2800and 2008 led to a recurrent practice of deficit financings,
resulting in a 131% growth in public debt during trexiod

Public Debt Growth Since 2060
(% in billions, calendar years)

$80 | A '-é}t?k ?f,ifflveitmet'i“ A Ratings downgraded to junk
critical Iinfrastructure A
A 64%increasein payroll $71 $693 o LOSS, ,Of ma.rket access /
$70 costs Inability to issue short/long
term debt
A Enactment of
$60 unconstitutional local
bankruptcyregime
$50 A Hostile stance vs
investment community and
$40 ) rating agencies
A Widespread defaults
$30 A Disregard for the rule daw
$20
$10
$-

2000 2004 2008 2012 2016

Source: Commonwealth Financial Information and Operating Report; GDB TOMIS Report

1 Excludes GDB notes. FY2016 is as of Sept@®dbérDoes not include unpaid principal and interest. 11
2 Includes $4.2bn in loans without sources of repayment, accounts payable and budget deficit of Fo020@anced through CONA during the second half of FY2009
3 Does not include TRANS that are otherwise included in the prior years. Further, as a result of the loss of marketaiscies®stment grade rating, Puerto Rico had no ability to borrow, hence the slight reduction in public debt outstanding.




BACKGROUND

t dzZSNI 2 wAO2Qa OdzNNBYyd ONRAaAA&A A& UKS NBadz

A Beginningn 2001, a lack of forwartboking planning on the economic development front and irresponsible
fiscal policies led to the collapse of the public financial system

A FromFY200@mnd FY2009 payrotiostsincreased by3%

Growth of Government Payroll Cost8

($ in billions)
$5.50
$4.61
$4 30

3. 67
$363 $ $3 66 $355 $350

$6.00

5.32
$5 26 ¢519 ¥

$5.50

$4.50 saps 43
$4.00 s3.75 9386

$3.50 $3.38

$3.00

$2.50

$2.00

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016?

1 Source: Government Financial Information and Operating Data Reports (various years) and Government ComprehensivaAdel e ports and Office of Management and Budget 12
2 Fiscal Ye&016 approvedbudget. Actual expenses are not available yet




BACKGROUND

Consistently publishing audited financial statements with significant delays eroded Puerto
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Transparency
and

Credibility
Halted

LastAudited Financial Statement:
FY20132014

No credible financial
information

D2 S NY Y Sy litaimagioh y | y OA I

was not made public in timely
manner and subjedb NDAs
between 20142016

AAccess to detailed, accurate, and
up to date information is needed
to properly execute a transparent
and consensual negotiation
process

ASEC Rule 1542 requires
disclosure of audited financial
information within 305 days of
each fiscal year

I

Audited
Financial
Statements

s

Published
_J

2015-2016
2014-2015

Fiscal YearsDays LagDays Laté

243
609

2013-2014 — ~ 596

2012-2013
2011-2012
2010-2011
2009-2010
2008-2009
2007-2008
2006-2007
2005-2006
2004-2005
2003-2004
2002-2003

12001-2002

365
443
302
301
479
408
351
397
257
282
345
304

0
304
291

1 Government Development Bawww.bgfpr.com/investors_resources/commonwealtafr.html

2 Number of days after end of fiscal year when audited financial statements are published
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BACKGROUND
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ratings, except for the period between 2009 and 2012

LJdzo £ A O

Strong credit rating
Stable outlook
Growing economy
Market access
Credibility

]
> > > > >
> > >

-

Multiple notch downgrade
Deteriorating general fund
Large deficit financings
Material decline in GDB
liquidity

Weakening economy

A Positive Outlook: significant
expenditure controls and
revenue enhancements

A a22Ré&Q4a dzZLJANI R[S FNBY . Illol G2

A3¢ highest in 35 years

A Downgrade due to structural
fiscal imbalance

A Economic weakness

A Defiant attitude adopted
towards investment community

A S&P upgrade (first in 28 years)

A Trend of excessive
expenditures begins

A Deficit financings

A Weakening economy

A Government shutdown

A Economic contraction
accelerates

A Persistent structural deficits

A Weak expenditure controls

A S&P acknowledged political
status as a limiting factor for
better rating

A S&P highlights progress
towards fiscal stability

A Enactment of local bankruptcy act

A Engagement of restructuring
advisors

A Market access lost

dzSNIi 2 wA O2 @a000 tNBER G wl G Ay 3
S&P Rating on Gener@bligationBonds
A Negative outlook due
- to challenging 4.0%
A GDB: $500mm economic and fiscal
A A dividend and S —— a0
Stable  Negatve foiogrgg;?an A Readilyavailable 0%
c m& niti _ market access A First time in PR
A- A ommunities A Infrastructure private 2.0% history credit
sl fegaive  Negaive Trust ~ investment (P3s) reaches junk status
Outlook  Outlook A Adequateliquidity L ov A Liquidity concerns
“70 1A Loss of readily
BBB B BBB available market
Neg
e Ie;lg:(e VCVI:tch BBB Stable 0.0% access
BB BBB, BBB BB
able Stable Stable Oﬂz;‘;i (l .0%)
7
BB (2.0%) —
Negative A Governor
Outlook declared debt
Neganve (3.0%) not payable
Outlook
(mw
A Widespread
DEFAULT, 5 0of) Defaults
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2014 2015 2016
e Real GNP
M {2dNNDSY {iGFYyRFNR 5 t22NRA& [yR a22RéQa Ly@gSad2Na { SNOBAOS wlkidAy3a NBLRZNI
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BACKGROUND

Changing Our Ways: NWew Ea for Puerto Rico

| Enacted 14 Lawandi p 9 ESOdzi A S hNRSNE AY @88 WFAN

Confrontational &
"""""""""""""""""""""""""""""""""""""""""""" (intention to pay)

Hostile Attitude

Lost Credibility .
Execute Fiscal
debt recovery act, engaged . oo
restructuring advisorgunk rating Policy / Credibility
Act 22017
- AAFAF
Lack of Transparency Accessibility & Transparen(cy )
Inability to Produce Credible of Public Information for
Financial Information / Government Agencies

Audited Financials EG20172010

Disregard for Rule of Law; Consensual
the Rule of Law Negotiations; Work with PROMES,

a{ O2NOKSR 9 NI K ! LILINE I OK®rderly Restructuring
Intentional Insolvency of GDB Avoid Disrupting Essential Service

Misalignment of Government Uniformity in handling fiscal matters
Branches & Fiscal Team Act 2 of 2017(AAFAF)

Damaged Reputation Preference for Consens
Widespread Defaults

Lack of Enhanced P3
Investments |egislation& P3
No P3s  Summit (04/17

2013- 2016

First 60 days of New Administration

1) ReorgResearch C S 6 Nzl RissetidZhnountes 6Q Pagment, New Trust@GawbaclC dzy R & £ 15
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FINANCIAL PROJECTIONS
5SOSYOSNRAE NBYAASR o0lasS FAYlLIYyOAy3d 3L 2F b
changes in GNP growth projections

AThe difference is comprised primarily of:

) Revised estimate of debt service, decrease of $133MM

i Positive net impact on cash flows available for debt service, pre-Measures of $11.5B:

A Increased total Revenues of $9.3B, mainly driven by changes in GNP Projections. Specifically, FY2018 varies from -
1.6% GNP growth in the currentplanvs.-1 7. 1 % f or December 6s Revised Baseline
A Decreased Expenses of $2.2B

Projections ($MM)

2,216
133 Sy -56,122
-67,483
Base Financial Variance in Debt Service Changes in Baseline Revenu€hanges in Baseline Expenses Base Financial Gap
Cash Flows
GNP Growth Projections
Fiscal year ending June 30, 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
Current Fiscal Plan (1.6%) (1.6%) (2.2%) 0.8% 1.3% 1.8% 2.3% 2.2% 2.1% 2.7%
December Revised Baselin (2.4%) (17.1%) (2.3%) 4.0% 3.2% 3.5% 0.7% 0.1% 0.1% 0.1%

GNP growth assumptions for the December revisaskline projected dramatic negative real growth for 10 years, going way beyond
YySAFGAGS AINRPGGK NBadz & F2NJ GKS LI &ad RSOFIRS® ¢ KAa aeffedtarSgiowth. | G K I

17




FINANCIAL PROJECTIONS

The Government will undertake fiscal measures that will reduce the financing gap by $32.7B,
and create a 10 year cash flow surplus of $11.6B

ABased on the currently stated debt obligations, the 10-year financing gap is expected to reach $55.2B

i ~$35.1B of expected principal and interest payments during forecast period

AThe Fiscal Plan estimates cash flows available for debt service. The chart below shows the key components of the forecast,
including:
i Base financial gap of $56.1B which includes full cost of debt service and does not include the impact of revenue and
expense measures
i Revenue and expense measures of $12.9B and $19.8B!
A Revenue Measures: Act 154 excise tax is extended that positively affects cash flows by $8.8B
A Expense Measures: $17.8B of $19.8 (90%) due to Government right-sizing initiatives?

(SMM)
122 BEE)
AccumulatedACAfunding &@ v
lossof $16.2B 11,643

-56,122
Base Financial Debt Cash Flow prévleasures Revenue Expense Cash Flows
Cash Flows Service Measures Measures Post Measures
Excluding Debt Service
1See Section IV, Fiscal Reform Measures for full detail 18

2See Section IV(B)



FINANCIAL PROJECTIONS

The current fiscal plan is a significate departure from the version presented in October, as it
commits to higher revenue and expense measures of $3.4B and $10.5B, respectively

AThe October Fiscal Plan estimated negative cumulative cash flowspre-d e bt servi ce over tH@6pr ojfect i
($4.9B) vs. the Current Fiscal Plan projections estimating positive cumulative cash flows pre-debt service of $11.7B. The change
is comprised primarily of:

I Positive net impact on cash flows available for debt service, pre-Measures of $2.7B
Alncreased total revenues of $1.6B
ADecreased expenses of $1.1B

i Enhanced revenue measures of $3.4B

I Additional savings from Expense Measures of $10.5B

($MM)

-4,947
October Fiscal Plan Changes to Changes to Revenue Expense Cash Flows
cum. Cash Flows Revenue Baseline Expenses Baseline Measures Measures Post Measures
pre Debt Service Excluding Debt Service

19




FINANCIAL PROJECTIONS
A summary of financials for the XQear projection period shows positive cash flows pest
measures, before debt service of $11.6B

Fiscal year ending June 30, 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 '17 - '26 total

Cash flows pre-Measures $1,410 ($901) ($2,157) ($2,252) ($2,456) ($2,692) ($2,762) ($2,856) ($3,189) ($3,167) ($21,022)
Measures

Revenue measures - 834 1,468 1,490 1,495 1,504 1,514 1,525 1,536 1,549 12,914
Expense measures (262) 643 1,848 2,160 2,357 2,468 2,503 2,540 2,728 2,766 19,751
Net impact of measures (262) 1,477 3,315 3,650 3,852 3,972 4,017 4,066 4,264 4,315 32,666
Cash flows post-Measures, before Debt Service $1,148 $576 $1,158 $1,398 $1,396 $1,280 $1,255 $1,209 $1,075 $1,148 $11,643
ACA restored 2 864 1,515 1,580 1,677 1,831 1,950 2,066 2,248 2,379 16,112
$1,441 $2,673 $2,977 $3,073 $3,111 $3,206 $3,275 $3,323 $3,527 $27,755

lllustrative: Cash flows post-Measures with ACA funding $1,148

Cash flows post-measures, before debt service trends:
AFY 2017 estimate of $1.1B, declining to a low of $580MM in FY 2018, driven by GNP contraction and ERS Paygo contributions of

$1.0B in FY 2018 (See Appendix Financial Projections i Expenses Excluding Debt Service)

AForecast peaks at $1.4B in FY 2021 before declining to $1.2B by FY 2026. Decline is primarily driven by Affordable Care Act
(AACAO) funding expiration that increase steadily from ~$0. 98B

AThe last row of the table above adds back ACA funding to illustrate how it removes the downward trend in cash flows post-measures
after 2021

20

1 Fulldetailsin Appendix
2 Thisaddbackisillustrative, andis not reflectedin the amountsavailablefor debt serviceelswherein this Plan




FY2019; Fiscaltargets and balance available for debt service

8 FOB Jan PRG PRG
_ 18 Letter " Adi.  Revision The Government ¢ &t w &géeés with the
Total Baseline Revenues | $15.4 | | $1.1 | | $16.5 | magnitude of the problem presented in the
Total Non-Debt Service Expenses +[ 201 | [ o3 |[ 188 | December revised baseline projections with
Primary Balance before Debt Service and Measures some Caveats(see item W!. n’]jns it is aligned
Fiscal Measures with the necessarympactof FiscaMeasures
Revenue Enhancement + @ . .
o . . C) However thet w Da@uioachto addressinghe
Government Right Sizing, Efficiency and Reduction+ Primary Balance Deficit before Debt Service
Reducing Healthcare Spending N ©[ oz ] differs from the Boards recommendation
Savings related to New Healthcare Model + TBD especially when it comes to Reducing
Reducing Higher Education Spending + HealthcareSpending(seeitem W 5. Dhaimpact
Pension Reform +[ 02 @[ o1 | of these measuresmeets the minimum target
Primary Surplus After Measures Available for Debt Service $0.8 $1.2 established by the Board in its ‘January 18th
Affordable Care Act Funding + | Excluded letter to the PRG
lllustrative: Primary Surplus After Measures and AC,
$0.8 $2.7

Funding Available

Given the dramatic 17.25% nominal economic contraction projected for FY 2019 and another 2.29% contraction in FY 208 thesedine
projection assumes a dramatic reduction in tax revenue collections from current levels. Revised macroeconomic projepioms, ap A (1 Kt w L
fiscal measures and structural reform package, yields a $1.1B adjustment. The $0.3B adjustment in expenses is due ittflegidunckglures

applied to payroll

Considers 1.0 from Act 154 Extension, 0.3 from Internet Tax and POS SUT collection and 0.2 from enhanced tax complifeenaneelincreases

0.45¢ Subsidy reductions, (0.35 of which are municipal subsidy reductions)
0.3¢ Reduction in Higher Education Spending

Considers no ACA Funding for FY 2019. Rather than cutting a significant portion of the Healthcare System's Budgettasgame#isere, the
Government vision is replacing the current regionalized service delivery model for anvstinthodel.¢ K S tstarefisithat proposed cuts

would force massive emigration from the island, exacerbating its economic downturn. ASES is currently refining theircaoahgstdss MCO

revamp

LG A& GKS twbhQa LlRaArAdAzy oSySFTFAG Odzia gAftf 2yfe o0S$200MmanthBSNER S

0 0.85¢ Externalization, Mobilization, and Service Integration approach to agency consolidation initiatives, which assumetb¥ée exttption.
¢ expected to yield $9MM

21
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FISCAL REFORM MEASURES

Fiscakeform measures reduce the 1@ear financing gap by $33.8B

Estimated ImpactsMM

2018 m 2020 2021 2022 2023 2024 2025 2026 10-year Total
|

Revenue : :
Enhancement | 1468 | 1490 1496 1504 1515 1526 1536 1549 12,917
——834—- - - - - - - - - q 21435
rs &6 8 § 8 B B B I
|
| |
| |
| |
Government : : 1990 2115 2,224 2,258 2,292 2,328 2,364 17,787

e Rightsizing ~ _____1_1, By oo - 21976 l
e Reducing

[
[
[
[
[
[
[
[
[

25|

Healthcare
Spending
299 302 305 310 314 319 324 329 2,527
__—__l__;':_:_:_______;—_________- 4 @281 I
| |
| |
Pension : :
Reform I :
I
64 64 64 63 63 62 62 61 60 564
————— 478 L
| | el
| |
| (139
: . NG
— e 3,979 4,101 4,149 4,199 4,249 4,302 33,794
| ]

I

&
@
©
=
&

i Note: Values may not add up due to rounding 23
A do



REVENUE ENHANCEMENT

Revenue enhancementseasures reduce the XQear financing gap b$$12.9B

Estimated 10year Impact,$B

Revenue
Enhancement
$12.9B

| $8.8B _ | Corporate Tax | $5.18 1 %098 L.
: Reform ! | :
: | . : :
I I i I
- ??-?E‘_é | $6.18 _ | $0.78 | $0.68.
: Tax Compliance [ :
| : :
| | |
: \ !
1
| $0.58 _é 1_$6.58B _ | $0.58B
Adjust Fees :
1
1
1
1
| $0.4B
el
1
1
1
:
1
1 TBD

Note: Values may not add up due to rounding




REVENUE ENHANCEMENT

During the past 4 years, the Government of PR has overestimdterevenuesby
approximately7%annually

General FundRevenuesBudget vsActual $B

$9.770 $9.800

$9.565

0.625 -6.4%

$9.083 0.890 9.1%

0.724 -7.6%

0.521 -5.7%

2013

Budget 2013

2014

Budget 2014

2015

Budget 2015

2016

Budget 2016

A Fiscal year 2013 revenues
included (i) approximately
$8.131 billion of operating
revenues, (ii) approx. $63
million of revenues from the
electronic and traditional
lotteries (approximately $24
million which were non-cash)
transferred to the General
Fund, (iii) approximately $242
million of excess collateral
received on derivative
transactions transferred from
the Debt Service Fund and (vi)
approximately $126 million of
excess funds transferred from
COFINA after payment of
COFINA debt service

A General Fund revenues on a
budgetary basis for fiscal year
2014 were approximately
$8.880 billion, an increase of
approximately $318 million or
3.7% over fiscal year 2013.
These revenues include: (i)
General Fund budgetary
operating revenues of
approximately $8.726 billion
(net of actual income tax
refunds paid in excess of
reserve) and (ii) revenues from
the electronic and traditional
lotteries of approximately $154
million (approximately $82
million which were non-cash)

transferred to the General Fund

A Preliminary General Fund

revenues on a budgetary basis
for fiscal year 2015 were
approximately $8.841 billion.
Preliminary collections of the
special temporary excise tax
under Act 154 were
approximately $1.920 billion, an
increase of approximately $18
million from the prior fiscal year.
Preliminary collections of
individual income taxes were
approximately $2.157 billion, an
increase of approximately $324
million over the prior fiscal year.
Preliminary collections of
corporate income taxes were
$1.852 billion, $62 million lower
than the prior fiscal year

A Preliminary General Fund

revenues on a budgetary basis
for fiscal year 2016 were
approximately $9.175 billion.
Revenues from the special
temporary excise tax under Act
154 were approximately $1.876
billion, a decrease of
approximately $44 million from
the prior fiscal year. Revenues
from individual income taxes
were approximately $2.021
billion, a decrease of
approximately $136 million from
the prior fiscal year. Revenues
from corporate income taxes
were $1.647 billion,
approximately $205 million
lower than the prior fiscal year

Source: Commonwealth Report 2016
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REVENUE ENHANCEMENT

Through structural reforms the Governmentill stabilizeand enhancecorporate taxrevenues

Revenue Enhancement Measure&gyiM

1,468 1,490 1,496 1,504 1,515 1,526 1,536 1,549

Adjust Fees
Tax Compliance
Il Corporate Tax Reform

Reform Measures Current State Specific Initiatives

A The corporate tax regime lacks simplicity and The substitute for the excise tax under ACT 154 by
stability due -baodat hKxets the BRigovermiett cohststent with the
a high degree of uncertainty and hindering requirements of 8901 of the IRC will include the
investment following alternatives or a combination thereof:

A Receipts from Act 154 excise taxes represent A A modified version of the effectively connected- - -
approximately 21% of General Fund revenues income source rule; or

A Act 154 excise tax was set to expire in A Increase income tax rate on exempted income

December 31, 2017 and was to be replaced bya  ; . . .
AModified Source lncome AII__pco e tax withholding on imputed royalty or

Codt al%coatiorti paaﬁ(ments
A The Government recently passed an extension

to the Act 154 excise tax for 10 years A A withholding income tax on profit distributions

A The substitute tax must be in harmony with the
proposed changes to the US Code applicable to
US multinationals operating in Puerto Rico.

2019 Impact of MeasureJ $1.04B Cumulative Impact of $8.8B
Measures
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REVENUE ENHANCEMENT

Hacienda will embarkn a multi-yeartransformation process to reduce leakage and improve
revenuecollections

Revenue Enhancement Measure&gyiM

1,468 1,490 1,496 1,504 1,515 1,526 1,536 1,549
Adjust Fees 834
Il Tax Compliance
Corporate Tax Reform
2018 2019 2020 2021 2022 2023 2024 2025 2026
Reform Measures Current State Specific Initiatives
A Tax system has been plagued for years with A Create an award based whistleblower office to
high rates of informality and non-compliance i mprove compliance amd r ec
A Limited use of technology/analytics hinder A Deploy internet sales tax collections through
Ha c i e ralllity fosletect evaders efficiently economic and affiliate nexus instead of

A Insufficient number of auditors and ad hoc consumer self reporting -

auditing processes A Implement point of sale (POS) SUT tax
A Haci : collections
acienda currently has 174 auditors and,
@ Tax Compliance through the Single Employer Act, Hacienda is A Detect non-compliance at scale using advanced
bringing in an additional 200-300 collections analytics

staff from different parts of government to
centralize collections, and increase capacity and
efficiencies

A Develop capabilities to significantly expand
capacity to address identified non-compliance
through correspondence audits, targeted
notices, and other methods

A Deploy lean operations toolkit to increase
auditor and institutional capacity

2019 Impact of MeasureJ $0.37B U it $3.6B
Measures
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REVENUE ENHANCEMENT

Most states havealready passed or proposed legislation to collect taxes on interpatchases;
this initiative will provide a level playindield for local businesses

State Actions

- ClickThrough Nexus A Click Throughefersto a nexus created via an affiliate in the state
g that links to another "outf-state" business via an affiliate program. i Internet sales in Puerto Rico avergge
I Economic Nexus When they send sales your way, you give them a small cut of the around $2 billion a year
- profits. That creates alickthrough nexusand now owe sales tax to
Affiliate Nexus : : .
_ that state With economic and affiliate nexus,
- Reporting A Economic nexusefers to the dollar amount spent by a consumer at internet sales tax would yield
Other business._‘l’here is a threshold am_ount attached to it to derive the $65MM by FY 2019, assuming ah
(= nexus point.Each state creates different thresholds. incremental capture rate during the
 — None ) _ _ first 3 years until reaching the
A Rep_ortmgrefgrsto when a stateenactsa reportingmandate to average 40%
business selling to the state.
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REVENUE ENHANCEMENT

Reducing leakagand improving revenue collections is expected to have an annualpact of at
least $0.2B by 2019

Key initiatives identified Critical next steps

Levers Key initiatives identified Critical next steps
P Implementing SURI Identify andcomplete 39 party data sharing
c . .
2 GenTavintegrated tax system to automate intake, agreements and integration
% 8 workflows, andnanagemenbf core tax processes Create algorithmgo identify key revenue
5 > Advance Rolling out in Oct foBUT income tax next opportunities
g analytics ) ) )
£ < Incorporating external datge.g.PREP)to identify Create change program teain auditorson how to
o mismatches between expected spend and reported income toyse new software and incorporate into way of
(% target enforcement working

Initial planning to move away from solely doing full audite Scale up aspirations for coverade.g., IRS is1.5%

S a mix full audits, partial audits and sending assessments for full audits and ~8% for lighter forms of treatment)
argete . . .
fErETEre Aspiration to go_from 0.3% CO\_/erage_onIy using full auditspetermine key issuet target for assessments
on smaller to 0.2% full audits + 0.5% partial audits / assessments ] ) ) o )
: . . . . Conductipilot campaign using specialized delivery
cases Usingmore flexible payment optiongo avoid bankruptcies unit if helpful
and improve collections
A
(5]
S Large i i i
a corpo?ate Create large taxpayer corporate unit Identify strategy and population of taxpayers to be
unit covered
Currently have 174 auditorbringing in additional 20€300 Conduct indepth diagnostic of examinations and
collections staff from different parts of government to audit and collections processés identify specific

Lean

operations centralize collectionsand increase capacity and efficiencies levers to substantially increase capacity and quality

of audit of collections operations
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REVENUE ENHANCEMENT

Revise feesand chargedor services to keep up with market trends

Revenue Enhancement Measure&gyiM

1,468 1,490 1,496 1,504 1,515 1,526 1,536 1,549
I Adjust Fees 834 —E&— —&— —&E—
Tax Compliance _m_
Corporate Tax Reform
2018 2019 2020 2021 2022 2023 2024 2025 2026
Reform Measures Current State Specific Initiatives

A Puerto Rico ranks #12 in the World in number of A Increase motor vehicle license fees by 10%
vehicles per capita (64 motor vehicles per 100

g A Increase insurance fees by 5%
citizens)

. . . A Increase traffic fines fees by 10%
A Revenues for motor vehicle licenses as well as

regulatory licenses issued by the Commissioner A Increase other miscellaneous permits, charges
of Financial Institutions are growing 6% annually and royalties by 10% -
primarily driven by finance and health related

license growth

A Traffic fines average growth rate of 13% for the
past 5 years is primarily driven by collection
efforts

APR6s Automobile Accident Compensation
Administration (AACA) $35 insurance premium
has remained unchanged since its inception

A Other miscellaneous permits, charges for
services and royalties represent $68MM in
annual revenues

- 2019 Impact of Measureil $0.06B U it $0.5B
Measures
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REVENUE ENHANCEMENT

License revenu@creasing6% annually primarily driven by finance and health related license

growth
LicenseRevenues$MM per year License Revenue by Agen@NM per year
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REVENUE ENHANCEMENT

Fine revenugyrowing 13% annually primarily driven by increased fine collections

Fine RevenuesMM per year Overview

A The majority of these fines relate to the fines owed and
68.60 paid by citizens at the beginning of the year when

63.60
59.90 registering their motor vehicle

46.80

42.40

A Traffic Fines vary by territory but are generally the
following:

V Parking: $28550

2012 2013 2014 2015 2016 V Speeding: $50 + $5 for every 2MPH over the limit
V Avg. speeding ticket in the rest of the U.S. is ~$125
V 1sttime DUI: $500
Fine Revenuéy Agency FY1668.6MM V Driving without a license: $100

$3.9 A Inthe U.S., a 10% decrease in economic growth leads to an

average 6.5% increase in # of tickets issued

[l others
MW oror

B AvA

| Integrated Transport Authority
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REVENUE ENHANCEMENT

Insurance premium prices have not increased since 1968

TheAutomobile Accidents Compensations AdministratiorSACA) was establisheid 1968 to provide deathdisability
and health benefits for victims of automobile accidents

A$35 premium has remained unchanged since its inception 48 yemrs
AA 2% annual increase would had resulted in a $92 premium in 2017
AlIn 2014, AACAnstituted a 5% service fee on premiums collected

APuerto Rico ranks #12 in thgorldin # of vehicles per capita (64 motor vehicles per 100 citizens)

Insurance Revenue§MM per year # of Covered Vehicle$/M per year

72 60 77.50 7310 75.20 233 2.39 2.38 2.36 226

2013 2014 2015 2016 2011 2012 2013 2014 2015

Historical Trend:AACAevenue has been fairly stable over time
Main Drivers:# of Covered Vehicles
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REVENUE ENHANCEMENT

Other miscellaneougpermits, charges foservicesand royalties represent $68MM in annual
revenues

Ve
'
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GOVERNMENT RIGHIZING

Governmentright-sizingmeasures reduceéhe 10-year financing gap b§$17.8B

Estimated 10year Impact,$B

Government
Rightsizing

$17.8B

1
1
1
1
1
1
1
1
:
1
8.8B 1 $5.1B L
: " jrsssss Mobilization pesses F====:
1 |
: | | | :
1 ! 1 1
_$3.68 | $6.18 _ g | $0.78 | $0.68_
ke : New Government :
: : Model i
: | |
1 |
1 1 [ 1
I $0.5B $6.5B . .5B
lz===== sErEEs Reduction of :—$9— -
Subsidies :
|
:
| $0.4B
Ayl
|
1
1
:
1
1 TBD

Note: Values may not add up due to rounding




GOVERNMENRIGHTSIZING

Currentgovernmentstructure comprises 12%ntities working insilos, which resultsn
redundancies, inefficiencies and an unjustifiable cost base

FY 2017 BudgetMM

Total Budget

Department
/Agencies

PREPA, PRASA, U

Public Corporation

Judicial| 341

Legislative| 200

7,749

5,674

25,889

Number of Government Entities

I Public Corporations
Central Government, Judicial, Legislative

125

a4 58
vz
Judicial  Legislative Governor Public Departments  Total
Branch Branch Offices  Corporations /Agencies
Number of Employees
67% 153,349
27% 103,432 '
3% 2% 1% 40617 ——
5,189 2,534 1,577 -
Judicial  Legislative Governor Public Departments  Total
Branch Branch Offices Corporations /Agencies

Currentmodel hinders economies of scale amadovides forexcesswvorkforce andunused governmenftacilities
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GOVERNMENRIGHTSIZING

The complexity and bureaucracy of the current governmental structure hastted
unsustainablelevels of workforce and compensatiorelated expenditures

Il Public Corporations
FY 2017 Total BudgetMM Central Government, Judicial, Legislative

25,889

$4.6Bin scope,
represents24.5%of
non-federal budget

Represents 33% of

Fmm————————

-

1,598 I I

7777777 I 3,|737 :

| oa1 !

,,,,,,,,,,,, :

Total Budget Budget Excluding  Payroll Related Cost PREPA : Central Public :
Federal and PRASA 1 Government CorporationsI

ARRA Funds UPR e e e e = -

The public sector has experiencadconstant annuafteduction of 4% in its workforce since FY2013,
however ithas not translatedo payroll-related expenditure reductions

Number ofEmployee$, $1 n n Q a Payroll RelatedCostg, SMM
—(4%— —> — (39— -
151 153 141 144 129 4192 4200 4,887 4,739 4,678
— Q. | > m— 6, N 155
135 136 125 129 113 3.152 3173 3,851 3,781 3,737
2013 2014 2015 2016 2017 2013 2014 2015 2016 2017

1 Numberof employees and PayreRelated Costs includes 11,488 transitory employees and excludes 24,160 employees from PREPA, RRRSA and 37




GOVERNMENRIGHTSIZING

TheGovernmentmust embark on @ransformative journey in order to providecore services to
citizens inan efficient and fiscally responsible manner

Mobilization Integration
Needs based resource Eliminate duplicate
mobilization to services, internal and
guarantee the offer of external, from agencies
services to our citizens, allowing the government
without dismissals of to provide shared

public employees services from one
centralized location

New
Government
of Puerto Rico

Externalization

Transfer services from the

Central Government to outside
entities that have proven
experience to better perform the
services in a more efficient

manner
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GOVERNMENRIGHTSIZING

New Government model along with th&ngle Employer Programwill produce higher attrition
rates and generate reductions in payreaielated expenses

Government RighiSizing MeasuressMM

1920 2115 2,224 2,258 2,292 2,328 2,364
Il Mobilization 1,609 '
New Government Model 678 =
Subsidies o
2018 2019 2020 2021 2022 2023 2024 2025 2026
Reform Measures Current State Specific Initiatives
A Highly fragmented Government lacks uniform A Implementation of a Single Employer Program
controls and processes, creates redundancies, (Act 8 of 2017) will improve mobilization of
allows excess levels of employees in some employees across the government providing for
entities while others are understaffed better allocation of human resources
A The complexity and bureaucracy of the current A Through mobility, the Government can
governmental structure has led to ever guarantee offer of services to our citizens, ——
increasing unsustainable levels of workforce and without entailing dismissals of public employees

compensation-related expenditures A Program will result in an employee attrition of

A An annual reduction of 4% in public sector 2% and a 50% reduction in temporary hires by
workforce since FY2013, has not translated to 2018 and 20% thereafter
payroll-related expenditure reductions given the
employment of temporary hires and
compensation raises

A Equality in fringe benefits throughout
government (public corporations and central
government)

A Inequality exits in the remuneration of
employees performing the same work
depending on the government agency in which
they work

A Align public sector vacation benefits with the
private sector

o 2019 Impact of Measureil $0.40B U it $5.1B
Measures
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