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OFFICE OF MANAGEMENT AND BUDGET
COMMONWEALTH OF PUERTO RICO

Puerto Rico Government
Tackling the fiscal crisis

A National Fiscal Crisis
A What are we doing now? (11 6 months)
AWhat are we doing for the future? (17 4 years)

A Government Management Accountability and
Performance Program (GMAP)
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A Puerto Rico is one of the many jurisdictions confronting a budget

gap.

A At least 46 states faced or are facing shortfalls in their budgets

for this and/or next year.

A With the economy on a downslide, Puerto Rico is facing a budget

gap of $3.2 billion or higher.

Al found this national debt , doubl ed, wrapp
stepped into the Oval Of fice. o
Barack Obama
- CREDIT CONFERENCE
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Puerto Rico Government
Tackling the fiscal crisis

A National Fiscal Crisis
AWhat are we doing now? (17 6 months)
AWhat are we doing for the future? (17 4 years)

A Government Management Accountability and
Performance Program (GMAP)

Altds time to control Government spendingéwe
Hon. Luis G. Fortuiio Burset

4 . —ea=o—— PUERTO RICO



A The Governor of Puerto Rico has submitted various Executive
Orders to implement measures of austerity, fiscal control and
expense reduction.

A 10 % reduction in budget spending
A Expected projected savings of $731 million in the next four
years.

A30 % reduction of ¢ onfconflamzad ) al
A A total of 877 positions have been eliminated.

A Expected projected savings of $140 million in the next four

years.
nNnChange wi | | not come I f we wait for some
We are the ones we've been waiting for. We

Barack Obama
CREDIT CONFERENCE



Other measures:
A Elimination of government credit cards
A Strict control over travel expenses

A Limitations to the following:
ACel l ul ar phones and PDAO®S
A Agency vehicles
A Electric power usage

All of these measures are currently being implemented by every
Agency and firmly monitored by OMB.

You cannot escape the responsibility of tomorrow by evading it today.
Abraham Lincoln

- CREDIT CONFERENCE



Outcome of these measures:

A $100 Million General Fund Estimated Budget Reserve for
Fiscal Year 2009.

A End the exponential increase in government payroll
A Increase productivity i do more with less
A Leaner government

A Full Disclosure, Transparency and Accountability

APrudence, Di sci plinkei ands TOMBépaNentclho
M. Sanchez Bras

- CREDIT CONFERENCE
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Puerto Rico Government
Tackling the fiscal crisis

A National Fiscal Crisis
AWhat are we doing now? (11 6 months)
AWhat are we doing for the future? (17 4 years)

A Government Management Accountability and
Performance Program (GMAP)

AWe have accomplished many things on our f
continue to work towards the achievement of a Full Fiscal Reconstruction

accompanied by an economic renewal é0
Hon. Luis G. Fortufio Burset
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What are we doing for the future? =

A Our path is clear.
A Our Administration has a thorough Economic Recovery Program.
A As it relates to OMB, we will be using proven strategies that are in
line withourAd mi ni s tOveaatl Pragmara s
o Washington St at e @&svernment Management
Accountability and Performance Program (GMAP) follows

our Government-wide vision

V 2008 Winner of Council of State Gover nme

Governance Transformation Award

CREDIT CONFERENCE
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Puerto Rico Government
Tackling the fiscal crisis

A National Fiscal Crisis
AWhat are we doing now? (11 6 months)
AWhat are we doing for the future? (17 4 years)

A Government Management Accountability and
Performance Program (GMAP)
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G M A P - M an ag e m e n t CoMMONWERLTH OF UERTO RICO

A Establishafi Cont i Goueocnment ReformAge nd a o

V Recoverc i t i @mrfidedce in Government
VReduceGover nnsgent 0s
V Anticipate and prevent management and fiscal problems

A Create a Multi-Sector Committee for the measurement and
evaluation of governmental performance

A Develop a precise and relevant results driven measurement system

A Reorganize and modernize the organizational structures of the
agencies and departments to make them more flexible.

A Clarify and redefine their mission and their role with a set goal to
eliminate redundancies and duplicities in the processes and
functions.

CREDIT CONFERENCE
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GMAP - Management OMB

uuuuuuuuuuuuuuuuuuuuuuuu

MANAGING FOR RESULTS MoODEL

Governoroés Pl a7 T Government - Wide
Benchmarks

| |

Agency Mission

: I

Agency Strategic Measures

Programs —_— Program Outcomes
Activities — Inputs —— Outputs — Outcomes
Objectives

Sour ce: Government Accounting StaniO8r ds Board for Puerto Ric

CREDIT CONFERENCE
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A Zero Based Budgeting FY 2010

VReview programs / activities w
V Rank activities by priority and social impact
V Find synergies and efficiencies between programs as we

merge activities

A Timeliness of Financial Information

V Budgets
V Forecasts
V Financial Statements

g i s sure. We have to do somet hing
e moment . . . |l f 1t doesn't turn out
F.D. Roosevelt

- CREDIT CONFERENCE
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A Creation of the Office for Governmental Integrity and Efficiency

V The Office will respond to the OMB with independent and
operational autonomy as an added value asset

V The Office will be a self-sustainable unit through the savings
achieved

V Will coordinate and enhance the governmental efforts to
promote integrity and efficiency in order to detect and deter
fraud, illegal use or misuse of federal and state funds

V Identify and liberate funds that were previously wasted in
unnecessary inefficient processes to reassign them to the
fulfillment of the key priorities of our Government

V Evaluate the economic effects of the savings and resources
recovered to help in the incorporation of such in future budgets

CREDIT CONFERENCE
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GMAP - Performance Measure
A Establish Statewide Results

V Follow our Economic Recovery Program
V Goals will be set in a four year plan

V Identify savings and efficiencies

A Establish i key indicators of success

A Measure i examine by performance

nnnnnnnnnnnnnnnnnnnnnnnnnnn
uuuuuuuuuuuuuuuuuuuuuuuu

A Reassign i allocate future resources based on past and

planned results

A Transparency i Inform our citizens

VOMBO6s Website enhancement

CREDIT CONFERENCE
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RECONSTRUCTION nlt is very clear that what Puerto Rico needs is a
Government that motivates but does not burden;
FEBRUARY 19-20,2009 et hat | eads rather than i
SO does not punish, ea [ Gove

word. o

Hon. Luis G. Fortuiio Burset

o Ms. Maria Sdnchez Bras
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FY 2009 Revenues

A The budget for FY 2009 included a proposed sale of a $1.0 bn of tax
receivables, but market conditions have not allowed for the sale to

materialize.
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A The trend in revenues for 1H of FY2009 reveal a nominal drop of 5.2%

Actual FY Budget FY $ Jul-Dec FY Jul-Dec FY $

Revenue Sources 2008 2009 Change 2008 2009 Change

Individuals $2,793.0 $2,770.0 -$23.0 $1,269.5 $1,273.2 $3.7
Corporations $1,566.0 $1,751.0 $185.0 $773.9 $687.4 -$86.5
Non-Resident Withholdings $1,088.0 $1,015.0 -$73.0 $469.3 $422.8 -$46.5
GF Sales and Use Tax $911.0 $977.0 $66.0 $397.0 $368.7 -$28.3
Alcoholic Beverages $268.0 $292.0 $24.0 $129.4 $137.8 $8.4
Motor Vehicles $366.0 $414.0 $48.0 $193.2 $176.7 -$16.5
Federal Excise Taxes on Rum $362.0 $372.0 $10.0 $168.5 $207.3 $38.8
Other $899.0 $897.0 -$2.0 $488.4 $414.1 -$74.3
Total $8,253.0 $8,488.0 $235.0 $3,889.2 $3,688.0| -$201.2
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Revised Revenue Forecast FY 2009 (&,
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A General Fund revenues are expected to decline by 10.5%

A Sharp decline in corporate revenues mainly due to losses in local banks
and slowdown in global sales of pharmaceutical products

Initial Revised
Forecasts Forecasts

Revenue Sources FY 09 FY 09

Individual $2,770 | $2,555 | ($215)| -7.8%
Corporation $1,751 | $1,432 | ($319)| -18.2%
Non-Resident Withholdings $1,015 $879 | ($136)| -13.4%
Sales And Use Tax $977 $911 ($66)| -6.8%
Alcoholic Beverages $292 $282 ($10)| -3.4%
Motor Vehicles $414 $339 ($75)| -18.1%
Federal Excise Taxes on Rum $372 $397 $25 6.7%
Other $897 $805 | ($92)| -10.3%
Total $8,488 $7,600 ($888)]  -10.5%




State Revenues

A At least 46 states faced or are facing shortfalls in their budgets for
this year.
I Average Mid year FY2009 budgets gaps 10.5%
A California 15.9%, lllinois 14.8%, Alabama 12.7%, NC 9.3%

A The economy has deteriorated substantially since November, and

states have revised their revenue estimate downward since then.
I Revenue collection declines across a variety of types of taxes

A The there main organizations that track state fiscal conditions i the
National Conference of State Legislatures, The National Association
of State Budget Officers and the Center on Budget and Policy
Priorities T have found large and growing shortfalls in the vast
majority of states.

I Each of these surveys clearly indicates that states are facing a fiscal
crisis of historic proportions that will continue for number of years.

CREDIT CONFERENCE



Sales and Use Tax Collections

A Exemption of 4 1/2 days in Sep. 2008 - due to declaration of emergency

(In millions of $)
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Compliance Program

Main Objective: Increase Revenues

Compliance
I Effective Tax Administration
I Broaden The Tax Base

Burden Reduction
I Facilitate the services to compliant taxpayers

CREDIT CONFERENCE



Compliance Program ( Cont.)
Change I n Serviceos

ASerwce Oriented organization

" Reinforcement of taxpayers rights.

Increased Authority and Visiblility of the
Taxpayer 0s Ombudsman.

Increased level of service to compliant
taxpayers.

Tax Education to the taxpaying
Community

CREDIT CONFERENCE



Compliance Program (Cont.)
Haci endaodos obligation wi

A Facilitate the compliance with the tax laws is one of
Haciendaods main responsi bi
community.

A Hacienda will reinforce their commitment with the
honest and law abiding citizens who meet their
obligation on a timely and accurate fashion.

- CREDIT CONFERENCE



Compliance Program (Cont.)
Window of Opportunity

A Cases in Process (Non criminal)

I Establish settlement procedures to bring
unresolved cases in Appeals, to a closure.

A Allow taxpayers the opportunity to come forward
and get in full compliance.

I Consider non assertion of discretionary
penalties.

- CREDIT CONFERENCE



Compliance Program (Cont.)
Initiatives

A Voluntary Disclosure Program

A Closing Agreements as an alternative to solve cases
A Offer In Compromise Program

A Streamlined lien filing procedures

A Delinquent taxpayers to be reported to the Credit
Reporting Agencies

- CREDIT CONFERENCE



Compliance Program (cont.)
Initiaitves

A Use of artificial intelligence to identify high yield

cases
I Use technology to improve quality service and compliance
efforts

I Information matching to identify non-compliant taxpayers

A Improved coordination with Federal and Local
Agencies

A Exchange of information agreements
A Law Enforcement Task Forces

A Expedited collection procedures on audit
assessments

CREDIT CONFERENCE



Compliance Program (cont.)
VU

Alnitiatives to improv

I Unannounced visits to business taxpayers to ensure
full compliance

I New legislation
I Use of technology to record transactions

I Lottery system to attract customers to ask for
receipts

CREDIT CONFERENCE



Compliance Program (Cont.)
Call Center

A Compliance Call Center
I Provide assistance to compliant taxpayers
I Increased collection activity

A Follow up on collection actions
I Systemic notices

I Installment agreements

» Promote Payroll deductions and ACH procedures
I Levies against third parties (salaries and banks)
i Lien filing

I Follow up to non-compliant taxpayers

CREDIT CONFERENCE



Compliance Program (cont.)

A Emphasis on withheld taxes

A Ensure criminal prosecution against tax
evaders, including withholding agents, non filers,
and under reporters

A Ease on payment agreement procedures

A Targeted audits

CREDIT CONFERENCE



Staff Projections

A Resources Redistribution

Alncreased Staff

A100 Auditors
A200 Collection Officers
A40 Special Agents

A Administrative Reorganization Internal
Revenue Area oriented to collection

CREDIT CONFERENCE



COMPLIANCE ECONOMIC PLAN

CHART OF IMPLEMENTATION

Implementation Date

2009

Compliance Initiative

Jan

Employment Tax (Audit)

Feb

Mar

Apr

May Jun Jul

1

2 Employment Tax (Collection)

3 Reduce Burden (Payment Plans)

4 Reduce Burden (Offer in Compromise)

5 Reduce Burden (Closing Agreement)

6 Reduce Burden (Voluntary Disclosure)

7 Enforced Collection

8 Revenue Increase The Sales & Use Tax

9 Sales & Use Tax Compliance

10 Sales & Use Tax & PRITAS Systems Integration
11 Targeted Audits

12 Tax Evasion Project

13 Correspondence Audits

14 Tax Intelligence & Equity Project (PIT)

15 Military Store Sales & Use Tax Implementation

CREDIT CONFERENCE
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Rating Agency Panel

Dennis Farrell
Executive Director, Morgan Stanley, Ratings Specialist, Panel Moderator

Horacio Aldrete
Di rector, Publ i ¢ Fi nance Rat.

Robert Kurtter

Managing Director, State and Regiona
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A NOMe@et cho Rating
Market Access on the GO Credit

Commonwealth GO Ratings and Outlook Changes

Downgr

(Moody®&) g g (S&P)
Aa3 (] 5 AA-
§ g
= :
Al 2 z g_ g A+
£ O o [ @ £ ﬁ' [}
@ ] e e re) @ 2
ol I ) g ) 3 'Q & g E
) n 0 0 ) a) :
A2 o o g g h = A
= 2 - ~ 23
: E &
1 o bl < A
A3 > ] oo
g 2 5 TE -
c g = = =] 5 8
S » 2 SE S8
Baal = 28 g > e BBB+
- I -
T © 23 -
Baa2 =z = 2 = 5 2
aa a 8* BBB
1 g )
ini g 3 3
Baa3
Bal BB+

1996

1997 1998 1999 2000 2001 2002 2003

[0 Moodys [ S&P

' s PUERTO RICO

2004 2005 2006 2007




38

The Loss of Investment Grade Ratings
Could Result In Loss of Control Over
Financial Affairs

Overview of Selected Financial Control Boards

Control Board:  New York State Municipal Assistance Corporation District of Columbia Financial Responsibility and
Management Assistance Authority

Issuer: City of New York Washington, D.C.
Oversight Entity: State of New York Federal Government
Board: Nine Directors appointed by the Governor; four of the Five members appointed by President of the United
nine recommended by Mayor; No State or City States
employees
Key Powers: £ Levy 4% sales and stock transfer tax in City in place £ Review 4-year financial plan; if recommendations not
of City taxes incorporated, submit own plan to Congress
A Control Board approves contracts (including debt ZReview contracts and leases, including collective
issues and collective bargaining) and four-year bargaining agreements
financial plans during Control Period £ Direct access to records; power of subpoena
£ Control Board reviews compliance with financial plan i District fails to implement recommendations,
quarterly ability to take actions directly in consultation with
#1ssue bonds until 1980 with max term of 15 years Congress
£ Purchase short-term bonds of the City to fund the ﬁApprove appointment of CFO and Inspector General
repayment of maturing short-term bonds Approve long and short-term borrowings

2 purchase short-term bonds of the City to fund intra-
year cash needs and a capped amount of deficit

Source of Aid: Bonds sold by MAC and repaid with sales tax and None; Limited ability to take cash advances against
stock transfer tax (in place of prior City taxes) next year's Federal payment if no access to public
credit markets; 1997 Act revised Federal funding
formula, providing a modest benefit of 1.1% growing
to 4% of expenses in year four

CREDIT CONFERENCE



Regaining Financial Control and Investmen
Grade Ratings Required Difficult Decisions
for New York City and Washington, D.C.

Major Initiatives to Balance Budget

Control Board:

New York State Municipal Assistance Corporation

District of Columbia Financial Responsibility and
Management Assistance Authority

City G.O. Ratings Caa Ba/B /BB
at Inception: (Moody's) M/S/TF)
Significant £25,000 layoffs and wage freeze for all employees £ Layoffs (4.2%)
Initiatives in First ZCap expenditures at current levels for three years £Management initiatives (1.7%)
Multi-Year £No tax increases due to high tax burden EUpdate financial and management systems

Financial Plan:

(Savings as % of
Expenses)

£ 42% mass transit fare increase

£ Eliminate operating expenses improperly included in
capital budget over time

£ Require City to balance GAAP rather than cash
budget

£implement pilot performance programs

EPrioritize capital projects, which are limited by
available funds

Ecashflow estimates added to Budget

Fiscal Years Until
Balanced Budget

7 years (GAAP)
FY1976 to FY1983

2 years
(FY1995 to FY1997)

Time Until
Regained
Investment
Grade Rating

~ 8 years
(October 1975 to November 1983)

~ 4 years
(February 1995 to June 1999)

Termination of

Financial Control Board Permanent; Control Period

After (i) District has access to credit markets at

Oversight: ended in 1986 after three GAAP balanced budgets; reasonable rates; and (ii) four consecutive balanced
Control Period can be reinstated if deficit exceeds budgets according to GAAP; can be reinstated
$100 million in any fiscal year (September 2001)
Current G.O. Aa3/ AA [ AA- Al/ A+ A+
Ratings: M/S/TF) M/SITF)

39
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Investment Grade Ratings

AAA

A An obligation rated 'AAA' has the highest rating assigned by Standard & Poor's. The
obligor's capacity to meet its financial commitment on the obligation is extremely strong.

AA

A An obligation rated 'AA' differs from the highest-rated obligations only to a small degree.
The obligor's capacity to meet its financial commitment on the obligation is very strong.

A

A An obligation rated 'A' is somewhat more susceptible to the adverse effects of changes in
circumstances and economic conditions than obligations in higher-rated categories.
However, the obligor's capacity to meet its financial commitment on the obligation is still

strong.
BBB

A An obligation rated 'BBB' exhibits adequate protection parameters. However, adverse
economic conditions or changing circumstances are more likely to lead to a weakened
capacity of the obligor to meet its financial commitment on the obligation.

Plus (+) or minus €)
The ratings from 'AA' to 'CCC' may be modified by the addition of a plus (+) or minus €) sign to
show relative standing within the major rating categories.

STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poord s . &POOR’S
41. _—



Municipal Ratings on a Global Scale

A Credit ratings facilitate the process of issuing and purchasing bonds
and other debt issues by providing an efficient, widely recognized,
and long-standing measure of credit risk. Investors and other market
participants can use the ratings as a screening device to match the
relative credit risk of an issuer or individual debt issue with their own
risk tolerance or credit risk guidelines in making investment and
business decisions.

A The global credit markets benefit from standards and benchmarks
that are understood by all, which is why we use the same scale
across all sectors.

STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poord s . &POOR’S
42. _—



43.

Puerto Rico GO Credit Rating History

6BBBO6 t-6 O0BBB Ma y

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poord s .
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S&PO0s Rati onal e f or 2007

The Commonweal thds GO OrBaB@®ased onwar spinibmo we r
of the Commonweal t hdos:

A Long history of structural imbalance and the ongoing difficulties
anticipated with further efforts to reduce the accrued deficit;

A Standard & Poor's noted that Puerto Rico's debt, which is already high, is
likely to increase. Although a major new revenue source--a 5.5% sales tax--
was added in the current fiscal year, balance remains difficult to achieve,
requiring expense cuts and use of onetime revenue sources. Gap forecasts
suggest that balance will not be achieved until 2010 and those forecasts are
based on the expectation of flat expense growth, which Standard & Poor's
believes will be difficult to achieve. It appears that despite the efforts taken
to date, accrued structural imbalance will persist. In addition, Puerto
Rico's economy is struggling, with unemployment at 10.1% and a projected
decline of 1.4% in gross national product (GNP) in 2007.

STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poord s . &POOR’S
44.



45.

Credit Implications of Current Deficit

In our opinion, there are four main factors that we will continue to

consider in our assessment of the st
credit rating in the near term:
A Fiscal and Budget Measures to Narrow the Gap
A The Government Development Bank Provides an Element of Stability
A Continued Market Access
A The Economic Recession will Continue to Pressure Revenues
STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poord s . &POOR’S
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Fiscal and Budget Measures to Narrow the Gap

A $3.2 billion projected deficit for fiscal 2009 (nearly 38% of
budget) is significantly higher than originally budgeted

A Commonwealth officials project a growing deficit unless
measures to contain expenditures and increase revenues are
Implemented

ASt andard & Poorés believes that
deficit makes the timely implementation of revenue
enhancement and more-aggressive cost-cutting measures
crucial to maintaining credit stability in the near-term

STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poord s . &POOR’S



47.

GDB Provides An Element of Stability

A The Commonwealth will need to rely, at least temporarily, on
increased support from GDB to fund the budget gap

AThe stabilizing effect of GDB on
rating has 1ts |1 mitations. Press
rating will increase if:

I Reliance on GDB increases significantly

I The Commonwealth does not implement measures in the near
term to reduce the structural deficit

I Reliance on GDB becomes a long-term and growing source of
deficit financing for the Commonwealth

STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poord s . &POOR’S



Continued Market Access

A In our opinion, Puerto Rico (and its agencies and
iInstrumentalities, including GDB) will continue to rely on market
access to fund its cash-flow needs to cover the deficit. A lack of
sufficient market access to meet its funding needs could
forestall one avenue that Puerto Rico has used in the past to

solve cash shortfalls.

A Constitutional provisions that give priority payments to the
Commonweal t hds GO debt service su

STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poord s . &POOR’S
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49.

Economic Recession

AThe economic recession will continue to pressure
revenues

APuerto Rico has been in an economic recession for
nearly three years

AThe Puerto Rico Planning Board projects that the
economy will contract by 3.4% in fiscal 2009, and
2.0% in fiscal 2010

AA deepening of the recession has the potential to
widen the deficit and mitigate the impact of the
Commonweal thdos revenue and

to address the deficit
STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poord s . &POOR’S
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Commonwealth:of Puerto Rico
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Overview

A  Commonwealth still in recession

A National recession makes Commonwealth recovery
more difficult

A Commonwealth faces significant challenges in coming
years

A Some important achievements have already been made

A More difficult decisions need to be made to move
toward economic stability and structural balance

A Ratings will reflect challenges and solutions
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Puerto RicoEconomy

A Puerto Rico downturn started earlier than U.S.

downturn

p2

GDP % Change Y/
N

-6 -

-8 -

-10
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GDP

Puerto Rico downturn expected to be deeper and longer
than U.S. downturn
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Puerto RicoEconomy

A Puerto Ricobs

I Tends to be about 6 percentage points higher than the

U.S. unemployment rate

Unemployment Rate
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Puerto RicoEconomy

A Like the nation, Puerto Rico is expected to see
employment declines continue until 2010

Total Employment
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Puerto RicoEconomy

A Per capita personal
income is $13,500,
one -third of the U.S.
average

I Mississippi, the
poorest state, has a

per capita personal
income of $28,500
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Puerto RicoEconomy

Puerto Rico Tourist Hotel Occupancy Rate,
Jan-August
73

%

2005 2006 2007

2008

A Tourism is down in Puerto Rico

tourism, sales taxes, etc.
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Puerto Rico Tourist Hotel Occupancy Rate,
July-Sept

2007

2008

Continued national and global downturn will affect
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Puerto RicoFinances: <«

A Financial position is very weak

Unreserved, Undesignated Fund Balance
2001 2002 2003 2004 2005 2006 2007

= T
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Puerto RicoFinhances

A Debt has been increasing

Puerto Rico Net Tax-Supported Debt
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Puerto RicoFinances
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>

over -year basis compared to last year

>

and non -tax revenues

Puerto Rico Revenue Collections

Revenues so far this year are down 5% on a year

Almost every category is down in both tax revenues

Traditional Lottery

Electronic Lottery

July-Dec

Fiscal Year to Date

Tax Revenues 3,434,692
Personal Income Taxes 1,269,525
Corporate Income Taxes 773,931
Sales and Use Tax 396,996

Non-Tax Revenues 281,147

20,605

General Fund Revenues, Total 3,889,185

July-Dec
2008

3,262,340
1,273,224
687,380
368,736
215,772
11,358
41,911
3,688,017

%
Change

-5.0%
0.3%
-11.2%
-7.1%
-23.3%
-44.9%
-38.5%
-5.2%
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Puerto Rico Finances

A Sales tax revenues have performed relatively well

140 PR Sales Tax Collections

120

Nov- Jan-

Mar- May- Jul- Sep- Nov-  Jan- Mar- May- Jul- Sep- Nov-
2006 2007 2007 2007 2007 2007 2007 2008 2008 2008 2008 2008 2008
Moody’s Investors Service
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Recent: Achievements
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Recent Achievements

(&

Recent achievements include:

A

A

A

>

>

Moody’s Investors Service

Revision of revenue and spending estimates
Declaration of fiscal emergency

Speedy passage of legislation
Allowing deficit borrowing

Pledging additional 1% of sales tax to allow more
revenue bonds

Restructuring of PRIFA corpus account

Local stimulus package
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Challenges-Ahead
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Challenges-Ahead

A Economy

I Commonwealth government
employment has been reduced, but
still represents a disproportionately
large sector of employment

I Local and federal stimulus money
may help

I Can local economy rebound if
national economy is still struggling?
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Puerto Rico Employment Distribution

Govt,
29%

All
Other,
71%

U.S. Employment Distribution

Govt,
16%

All
Other,
84%




Challenges-Ahead

~

A Financial stability

I Continued use of deficit borrowing
demonstrates chronic fiscal weakness

I Expenditure control necessary

A Bond Market

I Limited market access presents challenges

I Option to access local market
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Rating Considerations
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Rating Considerations

A

A Rating considerations going forward will
iInclude:

I Revenue performance
I Liquidity position
I Spending pressures
I Deficit financings
A Offsetting these risks are:
I Federal fiscal stimulus

I Management response

S
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Rating Considerations

~

A Federal stimulus aid to Puerto Rico

I Puerto Rico has the option of a 30% increase
In their cap or a 6.2 percentage point increase
In their FMAP plus a 15% increase in their cap

i Puerto Rico will get more than $255 million in
additional infrastructure investment funding

T Stabilization aid of several hundred million
dollars

e
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Rating Considerations

A Rating considerations will include the following:

Stronger Weaker
Liquidity Smaller cash flow borrowing Larger cash-flow borrowing
Improved cash position Severely constrained liquidity
Economy | Economy shows signs of recovery | Recession continues
Less deficit borrowing More reliance on deficit borrowing
Financial | Restrained spending Spending growth

Structural balance achieved within
three years

Structural balance not achieved
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Rating Considerations

Puerto Rico ratings

iil“li

Moody's
Category Rating
General Obligation Bonds Baa3/S
Appropriation Bonds Bal/S
Hotel Occupancy Tax Revenue Bonds Baa3/S
PRIFA Special Tax Revenue Bonds Baa3/S
Pension Funding Bonds Baa3/S
PRASA Commonwealth Guaranteed Baa3/S
PR MFA bonds Baa3/S
PRHTA Transportation Revenue Bonds Baa3/S
PRHTA Highway Revenue Bonds Baa2/S
Sales Tax Revenue Bonds Al/S
Conservation Trust Fund Secured Notes B2/S
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Rating Considerations

~

A Ratings that

I Sales tax revenue bonds (Al)

I PREPA revenue bonds (A3)

I Highway Revenue Bonds (Baa2)

ACondi til ons
ceilingo
'|'

requi red

Economic strength of entity is overpowered by
other factors in the G.O. rating

I Separation from host government
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Rating Considerations

Problem

ldentification

S

Implementation/

Execution

Action Plan
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