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Executive Summary

Key highlights of revised economic forecasts:

1.

The economy of Puerto Rico is experiencing a prolonged recession that constitutes
sharpest economic decline since fiscal year 1983

The economy fell 2.5% in fiscal year 2008

Revised forecasts show a contraction of 3.4% for the present fiscal year 2009, and
decline of 2.0% for next fiscal year 2010

The main factors in the period of recession are:

a)
b)
C)
d)
e)

A decrease in consumer spending
Record oil prices
The continuous contraction in the construction investment

The recession in the United States
The serious fiscal situation

These projections do not include measures of economic stimulus for Puerto Rico. T
PB preferred not to include measures of stimulus until they were clearly defined anc

approved.



Economic Revision Summary Fiscal Year 2008

APersonal consumption declined in the FY 2008 due to high oil prices
AConstruction investment contracted and government consumption fell
AU.S. economy entered into recession and began to experience a financial crisis

Main Variables (in real terms) F2007 r W
Gross National Product (GNP) -1.9% - 2.5%
Personal Consumption 1.9% - 0.5%
Construction Investment - 7.6% - 8.8%
:\:I“a/lgginmeerztand Equipment 0.9% - 8.1%
Government Consumption -1.3% - 6.5%*
Oil Barrel Prices** $63.4 $96.8

Source: PR Planning Board, Program of Economic and Social Planning and Division of Projections. P = Preliminary.
* The expenses of government fell but the income (collections to the General Fund) fell in real terms by 13,4% in FO8.

** Average price for West Texas Intermediate (WTI) barrel for the fiscal year.

} The largest segment of
the local economy

} Sector with largest
multiplier effect

} Record oil prices
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Trend in Economic Performance

Fiscal year 2009 will be the third year of consecutive of
recession

Annual Real Growth of the Gross National Product

2.7%
2.1% 1.9%
Base Case
0.5% Projections
’—‘ -1.9% -2.5% -3.4% -2.0%

The economic slowdown intensified in fiscal
year 2006. In FY 2007, a decline in
construction investment and a drop mortgage
activity contributed to the recession. In FY
2008, high oil prices led to a severe impact on
consumer spending.

2003 2004 2005 2006 2007r 2008p 2009 e~* 2010 e*

Fiscal years

Source: PR Planning Board, Program of Economic and Social Planning and Division of Projections. * Figures correspond to base case scenarios. P = Preliminary.
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Economic Projections FY 2009 and FY 2010

APuerto Rico investment continues to drop in FY 2009 du

to internal and external constraints

Main Variables F2008 p

F2009 F2010
Gross National Product (GNP) - 2.5% - 3.4% - 2.0%
Personal Consumption - 0.5% - 0.6% 0.2%
Construction Investment - 8.8% -11.1% - 10.5%
Machinery and Equipment - 8.1% - 9.9% - 11.3%
Investment
Government Consumption - 6.5% -2.8% -1.4%
Oil Prices** $96.8 $65.3** $47.3%*

Source: PR Planning Board, Program of Economic and Social Planning and Division of Projections. P = Preliminary. *Average price of West Texas

Intermediate (WTI) barrel for the fiscal year. **Source: Department of Energy of the United States.
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Main Forecast Components

AThe PB analyzed the actual trend of the monthly econor
iIndicators and other factors

Factors Description

Reductionin | 1y ynemployment rate reached 13.1% in December 2008

personal 2 Decline | di d I f ial bank
consumption ) Decline in credit and personal loans from commercial banks

Fall in 1) High level of real estate inventory (vacant properties)
construction | 2) Decline in credit and construction loans from commercial banks
Investment | 3) Reduction in public construction investment

U.S. 1) Recession in US economy in FY 2009 y FY 2010
Recession 2) Unprecedented events in US financial markets have led to cut in millions of jobs

1) The actual fiscal deficit of PR has led to reductions in public investment and

Fiscal Deficit delay in payables
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The US Economy and Oil Prices have an
Additional Impact on the PR Economy

Matrix of estimated effects of U.S. Growth and oil prices on the local economy

U.S. Real GNP Growth
-2.0% -1.5% -1.0% 0.0% 1.0% 1.5% 2.0% 2.5%
Puerto Rico Real GNP Growth

Positive
0.5% 0.9% 1.3% U.S.
growth
FY 2010 ] 0.0% @ 0.4% and
$45-$55
oil prices
Y 2009 $65 -4.0% 32% | -24% | -15% | -11% | -0.7% | -0.3%
$75 -4.6% -4.2% -3.8% -2.9% -2.1% -1.7% -1.3% -0.9%
$85 -5.2% -4.7% -4.3% -3.5% 2.7% -2.3% -1.9% -1.5%
FY 2008 $95 -5.7% -5.3% -4.9% -4.1% -3.3% -2.9% -2.5%
$100 -6.0% -5.6% -5.2% -4.4% -3.6% -3.2% -2.8% -2.4%
$150 -8.9% -8.5% -8.1% -7.3% -6.5% -6.1% -5.7% -5.3%

Source: PR Planning Board.
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Forecast Modeling Process

A Personal Consumption
A Government Consumption
A Total Investment

A Investment in construction
A Investment in machinery and equipment

A Imports
A Personal Income

Internal or Endoaenous Variablés

External or Exoaenous Variableis

A US Economy

A Exports

A Visitors Spending
A Federal Transfers
A Interest Rates

A QOil Prices

Team Discussions and consultations with private economists




Next Steps in Economic Analysis

Keep the team work to:

1. Include the Federal and local stimulus packages i
the forecasts

2. Complete the economic analysis of the different
fiscal measures within the next three weeks

3. Update economic forecasts on regular basis.
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Executive Summary

A The Commonwealth recognizes the need to provide
significant stimulus to the local economy

A In the next 18-24 months the local economy will receive
an estimate of $5.5 billion in stimulus and development
funds (~$5.0 bn Federal and $0.5 bn Local)

A The organizational structure is in place to start
Implementing and monitoring the stimulus package

A The Federal and Local stimulus packages provide a
golden opportunity to begin the fiscal and economic
reconstruction of Puerto Rico
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Clearly Defined Objectives and Key Factors

Main Objectives

A Jumpstart our economy
A Create jobs
A Begin the process of

transforming our
economy

Key Success Factors

A Time is critical

A Strict compliance with
funding guidelines

A Accurate reporting,
monitoring and
accountability

A Transparency

13
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Total Stimulus for PR is Proportionally Higher

AThe total of stimulus packages will impact the local economy in
a higher proportion than the US economy

Stimulus as a Percentage of the Economy

8.9%

5.5%

Puerto Rico* United States**

( Federal + Local Stimulus)

Sources: Approved Federal Stimulus Packages, Bureau of Economic Analysis and PR Planning Board.
* Calculated as $5.5 billion divided by nominal GNP for FY 2009 of $61.7 billion. Total includes Federal and Local stimulus programs.

** Calculated as $787 billion divided by nominal GDP of $14.3 trillion as of 40-08.
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Federal Stimulus Package
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Funding Distribution by Category
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/% million Y

$188 $187 $175

Education* Tax Credits Agriculture HUD Labor + Social Health Medicaid Tranportation Other**

Security
Recipients

* Includes Fiscal Stability Fund.
** Includes funds for EPA/Environment, Commerce, Energy, Justice arﬁ Veterans.
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Capital Improvement vs. Other Program Funding
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AOver 20% of the stimulus package will be used in Capital

Improvement Programs

CAPITAL
IMPROVEMENT

OTHER FUNDS

ESTIMATED PR % OF TOTAL
CATEGORY AMOUNT PACKAGE
Transportation $175 4%
Agriculture $646 13%
Commerce $85 2%
Education $1,419 29%
HHS $188 4%
Labor* $315 6%
Energy $81 2%
HUD $386 8%
EPA $85 2%
Taxes $1,348 27%
Others $246 5%

FUNDS

_____

- -

_____

- -

_____

$0
$632
$85
$1,110
$173
$315
$81
$104
$11
$1,348
$246

* Includes Social Security Recipients.
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Organizational Structure

AThe Governor has established an organizational structure to
orderly manage the implementation and execution of the
stimulus package

PRLEGIS ATURE MUNIGPALTIES

SHAREHOLDER > A=
-Governor PRASA \
I | prEPA |
| |  Dprop |
- |  PRPHA I
BOARD OF DIREGTORE GOVERNMENT | PRPA |
- Chairman (TSAR) STEERING COMMITTEE DOE
AI ' DOL I
! | coB |
| | AR |
EXECUTIVE COMMITTE LEAD GOVERNMENT | ToURSM
-CEO NI \\ etc... /
POLICY -
B
OPERATIONS |
OPERATIONS PROGRAM ]
-COO MANAGEMENT | ~
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Program Management Organization

Program Management

Administration
(IT, Admin,Comm Doc Control)

Legal, Accounting & Fiscal Contrg

Deputy Program Deputy Program Deputy Program
Manager Manager Manager Deputy Péo?]ram Manager
Education Commerce Energy thers
| . I I |
roo T - e s K
[ Capital Improvement [
: Management I : Grants Management I
! o :
I Sched Cost/ QAQC Procurement I ,
: Control /Contracting I : Education Dpt. Health Dpt. I
Manager Manager

| [ ] l | |
I Agency Municipal | . |
: Projects Projects | I Treasury Dpt. Other |

Manager Manager [ Manager Managers I
| |
! ;o :
| |

J

Capital Improvements Grants Management

—— — — — o e md m —  — —  — — — — —— i — i — D iy N (o] gl f J
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Capital Improvement Management
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Panning
and
Project
Definition

Permitting and
Endorsements

Design

CGontracting
and Bids

Gonstruction

Sart-Up

Jose-Out

Develop Basis of
Design
-Conceptual
Costs and
Schedule

Qonceptual
Development
and Feasibility

Recommend
Qonstruction
Method

Development of

Preliminary
Design

Preparation of
Permit
Documents

Development
of Project Plan

Develop
the Scopes
of Work

Manage
Design
Gontract

Review
of Final Design

Procurement
Documents and
Requests for
Proposal

Selection
Process
for the

Gontractor

Request for Evaluation of
Design
Proposals

A clear workflow has been
established for the Capital
Improvement Program of the
Federal Stimulus Package

- Monitor the Preparation of Permit Applications and . . .
Environmental Reports Review Gonstruction Permits
- Maintain Permits and Related Documents Fles

Qonstruction
and other
Professional
Services

Qonstruction Contract
Management, including:

- Inspection (Q/ A)

- Monitoring of Shop Drawings/
Submittals

- Monitoring Cost/ schedule
-Management of Change

- Reporting

-Management of Payments

Certification

of Project
Gonstruction
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Grants Management

Planning

Understand

Deployment

Program

(

Scope

Assign R&R

Monitor &
Adjust

to Receiving

Agencies

Conduct
Periodic

Program
Closeout

Program
Reviews

Comply
with

21

Closeout
Procedures

Reporting
Mgmt

Define

Reporting
Guidelines

Implement
Doc Control
& Reporting

Provide
Progress
Report

\

=

Scheduling

Establish

Cost
Control &
Contracting

Establish

Timetable

PUERTORICO! &4 8 i 5 ¢

Budgets

Training

Develop
Training
Program

Train

Pertinent
Personnel




Local Stimulus Package
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Local Stimulus Plan

Local Sti muREGs) P4 a:hb q G

Consumer Relief Program
Business and Innovation Programs
Strategic Infrastructure Program

Training Program for Dislocated Workers

a ~ W D =

Retooling and Upgrade of the Permitting Process
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Summary

A The Federal and Local stimulus packages will have a
substantial impact in our local economy

A The new administration is prepared to implement the
stimulus packages and maximize all the economic
development opportunities for Puerto Rico

A Time is critical and the opportunity is unique for the

stimulus packages to provide the growth that we all need
as the first steps towards a fiscal reconstruction
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