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FINANCIAL PROJECTIONS

The Government will undertake fiscal measures that will reduce the fiscal gap by $39.6B, and
create a 10-year cash flow surplus of $7.9B

» Based on the currently stated debt obligations, the 10-year budget gap is expected to reach $66.9B
— ~$35.2B of expected principal and interest payments during the forecast period

= The Fiscal Plan estimates cash flows available for debt service. The chart below shows the key components of the forecast,
including:
— Base fiscal gap of $66.9B which includes full cost of debt service and does not include the impact of revenue and expense
measures
— Revenue and expense measures of $13.9B and $25.7B"
* Revenue Measures: $7.9B of $13.9B (57%) due to stabilizing corporate tax revenue through tax reform
» Expense Measures: $20.3B of $25.7 (79%) due to Government right-sizing initiatives?

(SMM)

ia2a cen
+39,580

Accumulated ACA funding i o v

loss of $16.1B

-66,905
Base Financial Debt s Cash Flow pre-Measures Revenue Expense Cash Flows
Cash Flows Service Measures Measures * Post Measures
Excluding Debt Service
1 See Section 1V, Fiscal Reform Measures for full detail 3Includes $1,415 of past due P&l (Aug 1, 2015 to July 1, 2016), and $277 in Other Adjustments. 3

2See government right-sizing section #Includes -$1,310 in AP pay downs.



FINANCIAL PROJECTIONS

Assumptions and Methodology: Macroeconomic Factors

Category Description, % 2017 - 2026 Growth Methodology

Q PR Nominal . 1 21 26 * Initial decrease to 97.2%in 2019
1

GNP Growth 03 e mmm B B © Increasein 2020 to 99.5%
Factor -_-_- 05 04 ® Steady, minimal growth until 2026

22 ,g 24

e PR Inflation L s s e e * Initial negative inflation of -0.2% in 2017
R S : increasing to 1.2% in 2018, 1.0% in 2019 with
02 steady, minimal growth in Inflation until 2026
e PR Population ®* Maintenance of 2017 PR Population Growth
Growth Factor of 99.8%
Factor 02 02 02 02 02 02 02 02 02 -02
° us ®* Maintenance of 2017 US Population Growth of
Population o8 08 08 08 08 08 08 07 07 07 100.8% until 2024, where it drops to 100.7%

Growth
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
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FISCAL REFORM MEASURES

Fiscal Reform measures reduce the 10-year financing gap by $39.6B

Estimated Impact, SMM

10-year
2017 2018 2021
Total

Revenue
Enhancement 1,381 1,384 1,531 1,633 1,740 1,752 1,766 1,785
924
0 13,897
I
Government 2094 2,414 2,543 2,597 2,651 2,706 2,758
Right-sizing 1,713 4
0 851 20,329
Reducing
Healthcare 945 1001
Spendin 750 795 842 892 )
P g 0 100 299 500 6,123
— I
Pension
Reform
0 0 0 83 81 80 78 76 73 70 541
Accounts
Payable
Pay down Y Y Y Y 0
LB EEE I e | ——
-262 262 -262 -262 262 -1,310
5,491 5,615
TOTAL as1s 4789 4995 5108
39,580

5B

Note: Values may not add up due to rounding 6




GOVERNMENT RIGHT-SIZING - NON-PERSONNEL RELATED

The Government must embark on a transformative journey in order to provide core services to

citizens in an efficient and fiscally responsible manner

Some examples of Projects to be Implemented

Externalization of Operations and/or maintenance services

Externalization:
Transfer services
from the Central
Government to
outside entities

that have proven
experience to
better perform
the servicesin a
more efficient
manner

Integrations:
Eliminate
duplicate services,
internal and
external, from
agencies allowing
the government to
provide shared
services from one
centralized
location

Integration of services

Right-size department

DMO Marketing
Ferry System for Metro and Island Services
Automation Traffic Violations and Security
Concession/Monetization of Parking facilities
Optimization of the Bus Transportation System

Express Lanes on Highways and Corridors

Externalize Maintenance Services and PBA

Government Employee
Training and Education Services

Centralized HR Unit
Security groups services
Familiy group services
Economic development services
Centralize corrections

Education Department

Integrated Services Center

Analysis for service integration is carried at 2 levels:
1. Expense description level:

1

,/' Savings based on ~20% overhead
£+ costs savings in non-personnel
related expenses, phased ina 3
year period after project start

Impact based on budget
reductions of non-core’ expenses
and ~13% in savings on remaining

core expenses for centralized
procurement. All phased over a 4
year period

Is the expense an internal service incurred by multiple agencies? (i.e. Employee training costs)

2. Agency Level:

Cluster agencies by core service provided to gain visibility of the ones that could be integrated

1See section VIII for core vs non-core analysis



REDUCING HEALTHCARE SPENDING

Mi Salud beneficiaries represent 46% of Puerto Rico’s population

Map by Mi Salud Region

Arecibo

s,
% et
% )

Manati

Dorado

Number of Beneficiaries by Region
Total Beneficiaries 1,552,252

Cost PMPM ($US)

s West 252,334 138.37
Toa Carolina
| Alta g 3 Trujillo 2 RoGrande  Lauilo
& L5 W Ao 2
) harnite], ) 5 East 244,367 194.27
‘lru Utuado Aguas Gurabo )
»\LasMan‘as ’\—e e Buenas ! Juncos "H Naguabo
Mayagiez - - S G /&
/" Maricao J; Cidra / 5‘}&
g = ) s
j_)eross ) oreno | / Humaezo Metro - North 234,121 165.93
an
“—~_| Grande
North 230,475 157.75
Vieques
Southeast 176,086 167.00
Southwest 151,258 172.21
guadilla Isabela
Hatillo Vegs o = 0, 2
‘ Camuy e Manati Baja Baja - :
o S o . Carolina
ae | £ s - 20 oqrande ) Lo Northeast 148,761 164.50
: San Sebastian . T 5 Alto g: .
Afasco . a .
o Jado . Gurabo
-~ Single Region -
Maricao djuntas - Cidra
Hormigueros ) . = Humacao
e Sabana Yauco Pefiuelas o o
Grande : Ponct g .
g Juana Disz : Virtual | 4,047 257.66
- Guénica Isabel o Guayama | £
Culebra
Vieques

$167 Average PMPM




REDUCING HEALTHCARE SPENDING

The new healthcare model will reflect a PMPM cost that incorporates the proposed savings

and the availability of budgeted funding

Pillars of the Health Reform

Single region
More competition (cost-effective)

More options for patients

NENRKNRK

Increase number of insurers
(including Medical Groups)

N

Government pays for basic, less costly option
and patient pays for selected premium
services and any misuse of services

Key

V =PMPM Cost

'V = Current Average PMPM Cost

Vyax = Current Maximum PMPM Cost

Vyew = New Average PMPM Cost to achieve targeted
expense reduction

Vi = Current Minimum PMPM Cost

P = Population

VMAX

VNEW

VMIN

Healthcare Cost PMPM

b e s e i e e i i s st e v

Population

ILLUSTR
ATIVE

Savings FY2019
(518.90 PMPM)
= $300MM

The new PMPM
will be adjusted
to comply with
target expense
reductions in
healthcare
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STRUCTURAL REFORMS

Five structural reforms contribute to broaden economic activity through three channels

Implement

2)

Promote Job

[3)

Implement

(4)

6,

Improve

Private Sector Creation and Infrastructure/ 2:::;:" HOLES gt?o‘::zrsnsz:;r: d
Labor Reform FDI P3 Reform
Talent
® |ncentivize = Generate new = Enable public = Reduce and = Reduce
formal jobs by and private stabilize transaction
employment attracting FDI investment in energy prices costs and
by reforming and infrastructure modernize
welfare developing for long-term processes
benefits tourism growth
= Reduce
employment
cost
Increase . Enable and
employment [fEHEE Gl support market
. productivity . .
per capita efficiency

Economic growth
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STRUCTURAL REFORMS

Each reform area is supported by multiple measures: some newly proposed, some already

underway (1/2)

The direct fiscal impact of structural reforms should be cost neutral®

Implement Private Sector Labor
Reform

@ Tax Credits and Benefits

= Reform welfare and other public
assistance programs to
encourage participation in formal
employment

@ Labor Regulation

= Reduce cost of employment by
modifying vacation and sick days

= Ease December bonus payment

= |mplement flextime and
eliminate “Ley de Cierre”

= Reform mandatory severance

Promote Job Creation and FDI

@ Enterprise Puerto Rico

= Attract FDI, and incentivize tech
investment by externalizing and
centralizing economic
development function

Destination Marketing
Organization

= Externalize the overseeing of
marketing efforts and continuity
under a single brand and as a
unified front representing all of
Puerto Rico’s tourism
components

O,

Implement Infrastructure / P3
Reform

Increase Market
Competitiveness

= Create a Federal Opportunity
Center to attract federal funding

= Deliver capex more efficiently to
the right critical projects

= Launch an inter-agency group to
expedite permitting

= Develop a governor’s permanent
advisory council

= Establish an integrated services
center for infrastructure delivery

@ Public-Private Partnerships

» Launch pipeline of priority projects
for Public-Private Partnerships

= Amend the Public-Private
Partnership Act

= Accelerate projects via PROMESA
Title V process

= Putin place bankable structures to
attract private and federal funds

1 DMO's recurring marketing costs are contemplated in government budget
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STRUCTURAL REFORMS

Each reform area is supported by multiple measures: some newly proposed, some already
underway (2/2)

The direct fiscal impact of structural reforms should be cost neutral®

[4)

Reform Power Sector

@ Restructure PREPA debt

= Complete debt restructuring

@ Improve PREPA’s operational
performance and governance

= Facilitate operational
transformation to lower and
stabilize rates

@ Accelerate CAPEX program

= Facilitate PREPA’s energy
transition towards lower cost
power generation

@ Public-Private Partnerships

= Partner with the private sector to
fund construction of generation,
transmission and distribution and
to operate existing assets

Improve Government Processes

and Talent

@ Modernize and digitize
processes
= Property registry modernization
and reduction of transaction
costs
= Modernize and centralize
financial information systems

@ Civil Service Reform

= Create a professional
technocratic workforce within
the government

13



STRUCTURAL REFORMS

e The government will invest $4.1B of Government funds over the next 10 years towards base
capex, incremental capex and the delivery of infrastructure and P3 initiatives

Schedule of projected government capital expenditures, SMM

4,154

422 429 437 445 >3 0

400 407 415

283

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 Total

The government will not apply funds to growth projects, as these will be pursued using P3s, private
infrastructure investments and additional Federal funds

14




IV. FINANCIAL CONTROL REFORM
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FINANCIAL CONTROL REFORM

The Government is rolling out a series of reforms to improve the budget to cash process and

overall financial reporting and controls

Current State

=  “Top-down” approach, based on prior year’s Budget

0 = No tracking mechanisms exist to measure intra-year
actual expenditures vs. budget on an accrual basis

= No central office has visibility across all spending
= Procurement agencies do not actively enforce terms
and specifications
Q Procurement = Processes often lack transparency
= Disincentives to using a Total Cost of Ownership
approach
= Government failed to incorporate modern technology

= No well-defined priority of payments in place
= Cash disbursements is a manual and subjective process
handled at Hacienda

. = Bank-to-book reconciliations are not prepared in a
@ Disbursement timely manner

= No formal structure for reporting and release of
audited financials

Structural Changes

Prepared within the confines of the overall
fiscal plan assuring a positive cash balance with
sufficient safety margin, due to lack of access to
capital markets

Include adjustments following the definition of
core expenses

Set quarterly performance metrics and targets
to detect and correct variances

Formation of a Procurement Assessment Group

Creation of PMO to implement financial control
reforms

Establishment of Disbursement Authorization
Group (“DAG”) at Hacienda

Centralize all cash balances into a single
treasury account

Implementation of rolling 13-week forecast and
weekly reporting vs. plan (see Liquidity Section)
Priority of payments protocol based on core
services definition

Set a minimal available liquidity threshold and
alert system

Complete Audited Financial Statements

16



FINANCIAL CONTROL REFORM

o Identifying critical Government services and type of expenses

Critical Government Services

Catalogue Type of Expenses?

= Preventive,
diagnostic and

treatment services = Education for K-12,

= Specialized
services: Mental

vocational and
special education

Health, Substance = Post-secondary and

Abuse Treatments
= Emergency Care

(Hospital)
Healthcare Education
Critical
_ Government
Ll Services Public
Safety Infrastructure
Prosecution of .
complaints and legal
counsel to .
Government
Adjudication of -
criminal and civil "
complaints, including =
labor disputes and
child support -
administration .
matters L]
L]
L L

graduate Sports
and Recreation

Basic maintenance and
repairs for public roads
Public buildings
administration

Ports

Power grid

Potable water supply
pipelines

Information technology
Permit Expedition
Basic capabilities for
disbursements and
collections

Basic legislative and

Executive tasks to ensure

business continuity &
economic development

Regular Payroll

Payroll for regular, transitory
and designated officers. It also
includes retentions for Social
Security, Medicare and other
statutory retentions

Capital Expenses (CapEx)
Funds used to acquire or
upgrade physical assets such as
property, industrial buildings or
equipment

Matching Funds (Federal
Programs) Funds related to a
federally sponsored program

Debt Restructuring Expense
Expenses incurred as part of
the debt negotiations, including
the Oversight Board, legal,
financial and technical services
geared toward developing and
implementing a Fiscal Plan

Debt Service Payments

Payroll Related

It includes marginal benefits
such as cellphones,
accommodation expenses,
Christmas and summer
bonuses, incentives,
liguidations of accumulated
sick or vacation days. In brief,
everything other than basic
compensation given to an
employee as remuneration for
his/her services

Operating Expenses (OpEx)
Includes utilities, rent,
equipment, marketing,
professional services, insurance
and any other miscellaneous
expense incurred in operating
the agency

Transfers to Municipalities or
other entities (Transfers)

Aids, Donations and
Scholarships

(1) The Type of Expenses are not listed in any specific order of priority

17



FINANCIAL CONTROL REFORM

@ Financial Controls: Disbursement Authorization Group (“DAG”)

Review and provide decisions on daily cash disbursement activity

Composition Guidelines
= DAG comprised of three individual members: = A summary chart of disbursement categories and
— Secretary Of Treasury (or noted de/egate} preliminary approval requirements are presented bEIOW,

— Executive Director of AAFAF (or noted delegate) subject to change by a determination of the AAFAF

— Executive Director of OMB (or noted delegate) Disbursement Amount

Disbursement Description: <=[$100,000] >[$100,000]
Payroll and benefits Hacienda  Hacienda
= “Real time” access to the DAG’s data Pension Hacienda  Hacienda
Safety Hacienda  Hacienda
. . . Health Hacienda  Hacienda
= Set a minimum available liquidity threshold and an alert- Education (K-12) Hadienda  Hadienda
system Component Unit Appropriations Hacienda DAG
Supplier and Tax Refund Payments Hacienda DAG
= Essential disbursements are automatically authorized for Federal Funds Hacienda DAG
release by the Department of Treasury, subject to the Other/Earmarked Funds Hacienda DAG
defined minimum available liquidity threshold, as Debt DAG DAG
Disbursements that reduce cash below DAG DAG
forecasted Non-core disbursements DAG DAG
— Any urgent payment requests for essential
disbursements (as defined) that would otherwise
breach the minimum liquidity threshold require = |tis assumed that certain disbursement categories will be
DAG approval for execution subject to policy decisions as it relates to liquidity

initiatives set forth by AAFAF

= The DAG will act as the fiscal agent related to cash flow :
management for the Government. All other functions i Implementation Timeframe:
performed by the Department of Treasury and AAFAF ‘/ Pilot and Testing: April 15, 2017
remain unchanged i\/ Launch: July 1, 2017

_______________________________________________________




V. HIGH LEVEL IMPLEMENTATION PLAN

19



FISCAL PLAN IMPLEMENTATION

The Government is establishing a project management organization to effectively and
efficiently implement the Fiscal Plan using best practices and tools from other jurisdictions

FISCAL AGENCY AND FINANCIAL ADVISORY AUTHORITY

Description and Responsibilities:

Successful implementation of the

Fiscal Plan will require

=  Methodical analysis of policy,
legal, regulatory and governance
issues

= (Clearly defined goals to be
implemented according to
timelines and significant
coordination across a broad
range of local and Federal
stakeholders

=  Ongoing public engagement,
transparency measures and
integrity controls

Methodical Analysis
Coordination

Engagement and Transparency

Implementation of
Initiatives

Accountability:

The PMO will also develop
performance metrics to measure the
progress and efficacy of fiscal
reforms, debt restructuring and
economic revitalization initiatives.
Moreover, it will coordinate a
number of important internal and
external reporting obligations to be
responsive to the Government,
PROMESA and other Stakeholder
requirements

The PMO structure that will be further organized into working groups populated with Government
leaders, staff and external advisors, as needed, to carry out the necessary functions. In order to
provide continuity and sustainability to the Fiscal Plan’s implementation long-term success

20



