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Puerto Rico’s Fiscal Situation Is
Dramatically Improving
The Facts On Puerto Rico’s Fiscal Situation:
• The Commonwealth has budgeted a $3bn primary surplus in 2018, yet claims it
has virtually no money for debt service.
• This massive surplus occurs even while the Commonwealth is increasing year
over year expenses by $575mm, and refusing to identify essential services
despite the Oversight Board’s recent demand that it do so.
• General Fund revenues continue to outperform all official estimates, including
the Fiscal Plan.
• Recent disclosures of official documents show approximately $1bn in additional
cash, and $1bn in reduced accounts payable.
• Rather than correct the Fiscal Plan to incorporate any of these developments,
the Oversight Board and the Commonwealth are engaged in subterfuge to hide
economic data from creditors and officials in Washington.
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A Massive Primary Surplus, Increasing Revenues,
& $1bn of Available Cash
The Spin: "The government's liquidity and solvency problems are massive and Title III has now become necessary to
protect the people of Puerto Rico.” – Oversight Board Chairman Jose Carrion, June 3, 2017

The Facts:
• The Commonwealth has budgeted a massive $3bn primary surplus in Fiscal Year 2018
§ The primary surplus factually demonstrates that tax collections are significantly outpacing government spending, even when factoring in an
increase in spending on non-essential services.
§ Despite this massive primary surplus, the certified Fiscal Plan calls for just $404mm of cash available for debt service in FY2018.

• Fiscal YTD General Fund revenues are up, powered by robust consumer consumption
§ Fiscal YTD General Fund revenues outpace budget by $236mm (3.2%), led by consumption-based taxes.
§ Sales and Use Tax revenue increased 8.6% year over year; Motor Vehicle Tax revenue increased 34% year over year, with unit sales up 5.8%
year over year.
§ Robust consumer consumption is indicative of an economy that is expanding, not contracting.

• Disclosures from the Puerto Rico Department of Treasury show close to $1bn of
excess cash
§

The Commonwealth has a projected ending cash position of $1.15bn as of June 30th compared to $291mm as forecast by the Fiscal Plan.

§

Notably, this information only became available as part of litigation brought by the Center for Investigative Journalism.

• The Fiscal Plan does not reflect nearly $1bn in payables that have either been paid or
written down in Fiscal Year 2017
§

The Fiscal Plan contemplates paying $1.3bn in deferred payables over the projected period, however, $1bn of these outstanding payables appear to have been
written off or paid, according to documents that were made public by the Center for Investigative Journalism.
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The Board and Commonwealth Are Engaged
in Budget Subterfuge
Puerto Rico’s economy is expanding, but the Board and the Commonwealth say
otherwise. How are the Board and the Commonwealth obscuring the facts about
Puerto Rico’s fiscal situation?
1. Governor Rosselló’s Budget increases, rather than decreases expenses
§ Core General Fund expenses increase by $575mm in FY18 Budget, obscured by accounting gimmicks,
specifically the creation of “below the line” reserve accounts, which function as slush funds for
the Commonwealth.
§ The so-called Reconciliation Adjustment ($545mm) and Budgetary Reserve ($305mm) actually
allow for an increase in General Fund expenditures, including increasing expenditures on
non-essential services.
§ Governor Rosselló has promised to reduce taxes for businesses and individuals, despite being in
default on Constitutionally-protected first priority, full faith and credit debt.

2. The Board and the Commonwealth are projecting a steep decline in GNP and
overall revenues, in the face of conflicting data
§ Despite seeing actual nominal GNP growth in almost every year since 1981, the Fiscal Plan projects an
economic contraction that starves the budget of $600mm+ of revenues.
§ Local politicians have highlighted the conservative nature of the General Fund revenue projections.
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The FY18 Budget Hides General Fund
Expenditure Increases

• The FY18 Budget moves hundreds of millions of pension expense from Direct Payroll (i.e., General Fund
expense) to Incremental Retirement, below the General Fund Expense line.
• The “Reconciliation Adjustment” – straying far from its Board-stated purpose of being a “hypothetical
extrapolation of potential understatement of general fund expenditures” – provides a slush fund for increased
and new appropriations. This is another example of “below the expense line” budgeting that allows Governor
Rosselló to increase actual spending.
• The “Budgetary Reserve” provides another $305mm in FY18, in addition to the $395mm of contingency reserve
funded in the last 5 weeks of FY17, to fund appropriations above debt service even though a significant portion
of the reserve is to be used only when there is insufficient income for the year “to honor the payment of the
public debt”
• All in all, the Rosselló budget proposes to INCREASE spending by $575mm year over year.
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The “Reconciliation Adjustment” is a Slush Fund
The Reconciliation Adjustment has morphed into a slush
fund for previously unbudgeted non-essential services
• The Oversight Board has described the Reconciliation Adjustment as “a hypothetical
extrapolation of historical general fund expenditures [that] suggests a potential understatement
of general fund expenditures in the FY17 projections”
• In practice, the Reconciliation Adjustment is being used to fund new additional expenses across
specific agencies. For example, it is already being appropriated to entities (HTA and Cardio
Center) which never received General Fund appropriations.

“Gov. Ricardo Rosselló’s fiscal 2018 budget proposal includes hundreds of millions of dollars in
agency-level earmarks for unspecified ‘other operational costs’ that could be used to pay
down legacy debts, Office of Management and Budget Director José Iván Marrero said.”
“House Minority Leader Rafael ‘Tatito’ Hernández circulated a list of such earmarks totaling
$525 million at 13 agencies that he referred to as ‘fiscal plan reconciliation adjustments.’”
- Reorg Research June 8, 2017
(emphasis added)
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The Size of Puerto Rico’s Primary Surplus is Massive
“In the next few months, we will be facing challenges
in terms of cash” – According to Elias Sanchez in a
June 16, 2017 press release
• The Board and Commonwealth claim that Puerto
Rico’s situation is dire, but the facts don’t support
these claims.
• While our calculation of the Primary surplus is based
on the Commonwealth’s own numbers, we have
substantial critiques of their revenue and expense
calculations, and believe stakeholders should be
afforded the opportunity to further diligence these
items.
• To arrive at the General Fund Primary Surplus, we add
the “Reconciliation Adjustment”, the Budgetary
Reserve, and Net Pension Expense
• To arrive at Other FP Primary Surplus, we subtract
non-General Fund expenses in the Fiscal Plan from
non-General Fund revenues in the Fiscal Plan
• The Result: Total FY18 Primary Surplus is
$3.038bn
§

This compares to roughly $950mm per year in annual GO and
GO-guaranteed interest expense
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Puerto Rico’s GNP today – At an All Time High
Nominal Gross Domestic Product (GDP)
$105

$85

Nominal Gross National Product (GNP)

Current US$ (in Bns)

$65

$45

$25
Sources:
1980-2006: World Bank
2007-2016: Puerto Rico Planning Board

$5
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Despite all of This, the Board and Commonwealth
Still Refuse to Correct the Fiscal Plan
• In a court filing on June 10, 2017 the
Oversight Board states that “the Fiscal
Plan contemplates an average of $787mm
in available funds for debt service.”
• That is a material misstatement of fact
that excludes current fiscal realities,
including Puerto Rico’s massive primary
surplus and liquidity improvements
covered in this presentation.
• In fact, the Fiscal Plan average annual
cash flow available for debt service
should improve from $787mm to $1.16bn
in light of these developments alone.

“It is equally of concern that some of the narrative taking hold in the public discourse fails to
characterize adequately the truly dire fiscal situation the Commonwealth is facing, thus leading the
public to underestimate the true nature and impact of some of the fiscal responsibility measures
mandated in the fiscal plan and that, accordingly, will have to be incorporated in the budget.”
- Jose Carrion, in a June 16, 2017 letter to Governor Rosselló and other Commonwealth officials
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Materials Relied Upon
§ Certified Fiscal Plan (March 2017), Government of Puerto Rico – Fiscal Agency and Financial Advisory Authority
§ https://juntasupervision.pr.gov/wp-content/uploads/wpfd/50/58f614473f619.pdf
§ Resolution - Fiscal Plan Certification (March 2017), Federal Oversight and Management Board for Puerto Rico
§ https://juntasupervision.pr.gov/wp-content/uploads/wpfd/50/58c6e140a43d4.pdf
§ Report by Ernst & Young on the Government’s Bridge Between the 2014 Audited Financial Statements and the 2017 Baseline Numbers (March 2017), Federal Oversight
and Management Board for Puerto Rico

§ https://juntasupervision.pr.gov/index.php/en/documents/
§ Technical Meeting Discussion Materials (November 2016), Government of Puerto Rico – Government Development Bank
§ http://gdbpr.com/spa/documents/16_11_16PublicTransitionMeetingDeck-vShare.pdf
§ Gobernador Rosselló Nevares presenta su primer presupuesto ante la Legislatura (May 2017), Government of Puerto Rico – Office of the Governor
§ http://www.fortaleza.pr.gov/content/gobernador-rossell-nevares-presenta-su-primer-presupuesto-ante-la-legislatura
§ CAPÍTULO INGRESOS NETOS AL FONDO GENERAL AÑOS FISCALES 2016-17 Y 2017-18 (May 2017), Government of Puerto Rico – Office of Management and Budget
§ http://www2.pr.gov/presupuestos/PresupuestoRecomendado20172018/Captulo%20del%20Departamento%20de%20Hacienda/Ingresos%20Netos%20al%20Fondo%20General.pdf

§ PRESUPUESTO CONSOLIDADO DEL FONDO GENERAL POR AGENCIA AÑOS FISCALES 2015 AL 2018 (May 2017), Presupuesto Recomendado 2016-2017,
Government of Puerto Rico – Office of Management and Budget

§ http://www2.pr.gov/presupuestos/PresupuestoRecomendado20172018/Tablas%20Estadsticas/Presupuesto%20Consolidado%20Del%20Fondo%20General%20Por%20Agencia%20A%C3%B1os%20Fiscales%202015%20Al%2
02018.pdf

§ Letter to Governor Rosselló and the Presidents of the Senate and the House of Representatives Regarding the FY2018 Budget. Includes Appendixes A (Unanimous
Consent from the Board), B and C (Budget Joint Resolutions) (June 2017), Federal Oversight and Management Board for Puerto Rico

§ https://juntasupervision.pr.gov/wp-content/uploads/wpfd/50/5931f195b70d1.pdf
§ Letter to Governor Rosselló and the Presidents of the Senate and the House of Representatives Regarding Revisions to the Fiscal Plan. Includes Appendixes A (Letter
from FAFAA) and B (Unanimous Consent from the Board) (June 2017), Federal Oversight and Management Board for Puerto Rico

§ https://juntasupervision.pr.gov/wp-content/uploads/wpfd/50/5931f0e61a0ce.pdf
§ Definición de Términos, Presupuesto Recomendado 2016-2017, Government of Puerto Rico – Office of Management and Budget
§ http://www2.pr.gov/presupuestos/presupuesto2016-2017/Informacin%20General/Definici%C3%B3n%20de%20T%C3%A9rminos.pdf
§ FY17 Legislative Budgets - RESOLUCION CONJUNTA (R. C. de la C. 893 and 894) (July 2016)
§ http://new.reorg-research.com/data/documents/20160705/577c177146fd0.pdf; http://new.reorgresearch.com/data/documents/20160705/577c18c6d3b51.pdf

§ See also – “Puerto Rico Governor Enacts Budget as Oversight Board Looms,” Reorg Research,
July 5, 2016, http://platform.reorg-research.com/app#company/all/intel/view/23307
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Materials Relied Upon (Cont’d.)
§ “Budget Includes Significant Funding for Unspecified ‘Other Operational Costs’,” Reorg Research, June 8, 2017
§ http://platform.reorg-research.com/app#company/1869/intel/view/36679
§ Detalle de Ingresos Netos por Año Fiscal / Serie Histórica Anual (2007-2016), Government of Puerto Rico – Department of Treasury
§ http://www.hacienda.gobierno.pr/sites/default/files/copy_of_ingreso_netos_fondo_general_2006-16_0.pdf
§ Apéndice Estadístico del Informe Económico al Gobernador y a la Asamblea Legislativa – 2016 (March 2017), Government of Puerto Rico – Planning Board
§ http://www.jp.gobierno.pr/Portal_JP/Default.aspx?tabid=184
§ World Development Indicators (accessed March 2017), World Bank
§ http://data.worldbank.org/data-catalog/world-development-indicators
§ Presentation Regarding Government Liquidity (January 2017), Federal Oversight and Management Board for Puerto Rico
§ https://juntasupervision.pr.gov/wp-content/uploads/wpfd/50/588cda5d9cc56.pdf
§ The PR Government Effectively Faced the Expiration of Medicaid Funds (June 2017), Government of Puerto Rico – Fiscal Agency and Financial Advisory Authority
§ http://new.reorg-research.com/data/documents/20170614/59414d927c4fa.pdf
§ See also – “AAFAF Chief: $859M Liquidity Increase Doesn’t Mean Puerto Rico Financial Situation Improved,” Reorg Research, June 14, 2017
http://platform.reorg-research.com/app#company/1869/intel/view/37009

§ Puerto Rico Department of Treasury - Treasury Single Account (“TSA”) Cash Flow Actual-to-Forecast Comparison as of May 26, 2017
§ https://drive.google.com/file/d/0BwUldNJ-sOg_TkJGdFVtelZCTms/view
§ Key Coverage of TSA Info Release:
§ “Journalist Group Sues PROMESA Board, Governor for Release of Financial Reports, Internal Communications,” Reorg Research, June 2, 2017
§ http://platform.reorg-research.com/app#company/1869/intel/view/36417
§ “Commonwealth Report Forecasts $1.15B Treasury FY 2017 Closing Balance,” Reorg Research, June 13, 2017
§ http://platform.reorg-research.com/app#company/1869/intel/view/36952
§ “Los nuevos $1,150 millones… y más,” El Vocero, June 15, 2017
§ http://elvocero.com/los-nuevos-1150-millones-mas/
§ Final Fiscal Plan – PR Highway and Transportation Authority (May 2017), Federal Oversight and Management Board for Puerto Rico
§ https://juntasupervision.pr.gov/wp-content/uploads/wpfd/50/59037737859d2.pdf
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