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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF PUERTO RICO

Inre: PROMESA
Title 11
THE FINANCIAL OVERSIGHT AND MANAGEMENT
BOARD FOR PUERTO RICO, No. 17 BK 3283-LTS
as representative of (Jointly Administered)

THE COMMONWEALTH OF PUERTO RICO, THE
EMPLOYEES RETIREMENT SYSTEM OF THE
GOVERNMENT OF THE COMMONWEALTH OF
PUERTO RICO, AND THE PUERTO RICO PUBLIC
BUILDINGS AUTHORITY,

Debtors.!

DISCLOSURE STATEMENT FOR THE FOURTH AMENDED TITLE III JOINT PLAN
OF ADJUSTMENT OF THE COMMONWEALTH OF PUERTO RICO, ET AL.

PROSKAUER ROSE LLP O’NEILL & BORGES LLC
Eleven Times Square 250 Mufioz Rivera Ave., Suite 800
New York, New York 10036  San Juan, PR 00918-1813

Attorneys for the Financial Oversight and Management Board for Puerto Rico
as Representative for the Debtors in their Title III Cases

Dated: June 29, 2021

Forinquiries regarding this Disclosure Statement, contact the Solicitation A gent, Prime Clerk LLC:
Telephone (available 10:00 a.m. to 7:00 p.m. AST): (844) 822-9231 (toll free for U.S. and Puerto Rico)
(646) 486-7944 (for international callers)
Email: puertoricoballots@primeclerk.com (reference “Commonwealth Plan of Adjustment” in the subject line)
Please note that Prime Clerk LLC is not authorized toprovide, and will not provide, legal advice.

' The Debtors in these Title IIl Cases, along with each Debtor’s respective Title IIl case number and the last four (4)
digits ofeach Debtor’s federal taxidentification number, as applicable, are the (i) Commonwealth of Puerto Rico
(Bankruptcy Case No. 17 BK 3283-LTS) (Last Four Digits of Federal Tax ID: 3481); (ii) Puerto Rico Sales Tax
Financing Corporation (“COFINA”) (Bankruptcy Case No. 17 BK 3284-LTS) (Last Four Digits of Federal TaxID:
8474); (iii) Puerto Rico Highways and Transportation Authority (“HTA”) (Bankruptcy Case No. 17 BK 3567-LTS)
(Last Four Digits of Federal Tax ID: 3808); (iv) Employees Retirement System of the Government of the
Commonwealth of Puerto Rico (“ERS”) (Bankruptcy CaseNo. 17 BK 3566-LTS) (Last Four Digits of Federal Tax
ID: 9686); (v) Puerto Rico Electric Power Authority (“PREPA”’) (Bankruptcy Case No. 17 BK 4780-LTS) (Last
Four Digits of Federal TaxID: 3747); and (vi) Puerto Rico Public Buildings Authority (“PBA”’) (Bankruptcy Case
No. 19-BK-5523-LTS) (Last Four Digits of Federal TaxID: 3801). (Title III case numbers are listed as Bankmptcy
Case numbers due to software limitations). The Oversight Board submits this Disclosure Statement in Cases No.
17 BK-1283-LTS (Commonwealth), 17 BK-3566-LTS (ERS), and 17 BK-5523-LTS (PBA).
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THIS IS NOT A SOLICITATION OF VOTES ON THE PLAN OF ADJUSTMENT. VOTES MAY NOT
BE SOLICITED UNTIL THE TITLE I COURT HAS APPROVED A DISCLOSURE STATEMENT.
THIS DISCLOSURE STATEMENT IS BEING SUBMITTED FOR APPROVAL, BUT HAS NOT YET
BEEN APPROVED BY THE TITLE Il COURT. THE INFORMATION IN THIS DISCLOSURE
STATEMENT IS SUBJECT TO CHANGE. THIS DISCLOSURE STATEMENT IS NOT AN OFFER TO

SELL ANY SECURITIES AND IS NOT SOLICITING AN OFFER TO BUY ANY SECURITIES.

NO OTHER INFORMATION HAS BEEN JUDICIALLY APPROVED.

THE OVERSIGHT BOARD, AS THE DEBTORS’ REPRESENTATIVE IN THESE
TITLE III CASES PURSUANT TO PROMESA SECTION 315(b), HAS NOT
AUTHORIZED ANY PARTY TO GIVE ANY INFORMATION CONCERNING THE
PLAN OR THE DEBTORS, OR THE VALUE OF THE DEBTORS’ PROPERTY,
OTHER THAN AS SET FORTH IN THIS DISCLOSURE STATEMENT OR THE
DISCLOSURE STATEMENT ORDER.2 HOLDERS OF CLAIMS SHOULD
UNDERSTAND THAT ANY INFORMATION, REPRESENTATIONS, WARRANTIES,
OR INDUCEMENTS MADE TO OBTAIN ACCEPTANCE OR REJECTION OF, OR
OBTAIN AN ELECTION TO SETTLE CERTAIN CLAIMS PURSUANT TO, THE
PLAN HAVE NOT BEEN APPROVED BY THE TITLE III COURT. FURTHER,
HOLDERS OF CLAIMS SHOULD NOT RELY ON ANY INFORMATION
DISTRIBUTED VIA SOCIAL MEDIA, INCLUDING, BUT NOT LIMITED TO,
FACEBOOK, TWITTER, AND INSTAGRAM.

THE PLAN IS THE PRODUCT OF SUBSTANTIAL NEGOTIATIONS AMONG THE
OVERSIGHT BOARD (AS THE SOLE REPRESENTATIVE OF THE DEBTORS IN
THEIR RESPECTIVE TITLE III CASES), PARTIES TO THE PLAN SUPPORT
AGREEMENTS (COLLECTIVELY, THE “SUPPORTING PARTIES”), AND OTHER
PARTIES. THE OVERSIGHT BOARD AND THE SUPPORTING PARTIES BELIEVE
THE PLAN REPRESENTS A FAIR AND REASONABLE OUTCOME FOR ALL
CREDITORS OF THE DEBTORS AND, THEREFORE, CONFIRMATION OF THE
PLAN IS IN THE BEST INTERESTS OF THE DEBTORS AND THEIR CREDITORS.
THE OVERSIGHT BOARD AND THE SUPPORTING PARTIES RECOMMEND
THAT YOU VOTE TO ACCEPT THE PLAN.

FOR THE AVOIDANCE OF DOUBT, THIS DISCLOSURE STATEMENT WAS
DRAFTED BY THE OVERSIGHT BOARD, AND SOME OF THE STATEMENTS
HEREIN MAY BE DISPUTED BY CERTAIN CREDITORS OR THE GOVERNMENT,
INCLUDING, WITHOUT LIMITATION, STATEMENTS REGARDING THE
INTERPRETATION OF PROMESA AND RIGHTS AND REMEDIES OF THE
DEBTORS AND CREDITORS. EXCEPT AS OTHERWISE EXPRESSLY PROVIDED
HEREIN, THE VIEWS EXPRESSED IN THIS DISCLOSURE STATEMENT ARE THE
VIEWS OF THE OVERSIGHT BOARD AND THE DEBTORS ONLY AND MAYNOT

2 (Capitalized terms used butnotdefined in this Disclosure Statement have the respective meanings given to themin
the Plan.
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BE ATTRIBUTED TO ANY OF THE SUPPORTING PARTIES OR ANY OTHER
PARTY.

IMPORTANT INFORMATION

OVERSIGHT BOARD AUTHORITY. THE PUERTO RICO OVERSIGHT,
MANAGEMENT, AND ECONOMIC STABILITY ACT (“PROMESA”) PROVIDES
THAT THE FINANCIAL OVERSIGHT AND MANAGEMENT BOARD FOR PUERTO
RICO (THE “OVERSIGHT BOARD”) MAY TAKE ANY ACTION NECESSARY TO
PROSECUTE A CASE UNDER TITLE III OF PROMESA OF A DEBTOR, INCLUDING
FILING A TITLE III PETITION, SUBMITTING A PLAN OF ADJUSTMENT FOR A
DEBTOR, AND OTHERWISE GENERALLY SUBMITTING FILINGS IN RELATION
TO THE TITLE III CASE. PROMESA ALSO PROVIDES THAT ONLY THE
OVERSIGHT BOARD MAY FILE A PLAN OF ADJUSTMENT OF THE DEBTS OF A
DEBTOR. PROMESA REQUIRES THAT THE PLAN OF ADJUSTMENT FOR A TITLE
III DEBTOR BE FILED IN ITS TITLE III CASE TOGETHER WITH A DOCUMENT
CALLED A DISCLOSURE STATEMENT.

PURPOSE OF DISCLOSURE STATEMENT. THIS DOCUMENT IS THE
DISCLOSURE STATEMENT (THE “DISCLOSURE STATEMENT”) FOR THE
FOURTH AMENDED TITLE III JOINT PLAN OF ADJUSTMENT OF THE
COMMONWEALTH OF PUERTO RICO, ET AL. DESCRIBED HEREIN (THE
“PLAN”). THE FUNCTION OF A DISCLOSURE STATEMENT IS TO PROVIDE A
HYPOTHETICAL INVESTOR TYPICAL OF THE CLAIMHOLDERS IN THE CASE
INFORMATION REASONABLY PRACTICABLE IN LIGHT OF THE NATURE AND
HISTORY OF THE DEBTORS AND CONDITIONS OF THEIR BOOKS AND RECORDS
TO ENABLE THE HYPOTHETICAL INVESTOR TO MAKE AN INFORMED
JUDGMENT TO ACCEPT OR TO REJECT THE PLAN.

LIST OF DEBTORS. THIS DISCLOSURE STATEMENT ACCOMPANIES
A JOINT PLAN OF ADJUSTMENT FOR THE FOLLOWING DEBTORS:

e THE COMMONWEALTH OF PUERTO RICO (THE “COMMONWEALTH”
OR “PUERTO RICO”),

e THE EMPLOYEES RETIREMENT SYSTEM OF THE GOVERNMENT OF
THE COMMONWEALTH OF PUERTO RICO (“ERS”), AND

e THE PUERTO RICO PUBLIC BUILDINGS AUTHORITY (“PBA”).

SOURCE OF DATA. THIS DISCLOSURE STATEMENT INCLUDES
CERTAIN EXHIBITS, EACH OF WHICH ARE INCORPORATED INTO THIS
DISCLOSURE STATEMENT AS IF SET FORTH IN FULL HEREIN. THIS
DISCLOSURE STATEMENT HAS BEEN PREPARED AND FILED BY THE
OVERSIGHT BOARD ON BEHALF OF THE DEBTORS.
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THE UNITED STATES GOVERNMENT CREATED THE OVERSIGHT
BOARD ON JUNE 30, 2016. THE PRESIDENT OF THE UNITED STATES (THEN
PRESIDENT BARACK OBAMA) APPOINTED THE OVERSIGHT BOARD’S SEVEN
VOTING MEMBERS ON AUGUST 31,2016. AT ITS INCEPTION, THE OVERSIGHT
BOARD HAD NO INFORMATION OR DATABASE OF ITS OWN, BUT HAD THE
LEGAL RIGHT TO PROCURE INFORMATION AND DATA FROM THE
COMMONWEALTH.

ORIGIN OF FINANCIAL INFORMATION. ALL FINANCIAL
INFORMATION HEREIN IS BASED ON DATA THE OVERSIGHT BOARD HAS
EITHER RECEIVED FROM THE COMMONWEALTH AND ITS
INSTRUMENTALITIES, ORTHAT IS PUBLICLY AVAILABLE. AS OF THE DATE OF
THIS DISCLOSURE STATEMENT, THE COMMONWEALTH HAD NOT YET
PUBLISHED AUDITED FINANCIAL STATEMENTS FOR ITS 2018, 2019, AND 2020
FISCAL YEARS. IN SOME CASES, SUCH AS FOR PENSION LIABILITIES AND
DETERMINATIONS OF AVAILABLE CASH, THE OVERSIGHT BOARD RETAINED
EXPERTS TO HELP VERIFY AND UNDERSTAND THE DATA. ACCORDINGLY,
WHILE THE OVERSIGHT BOARD HAS USED ITS BEST EFFORTS TO PROCURE
ACCURATE AND COMPLETE INFORMATION, IT IS LIMITED TO USING THE
COMMONWEALTH’S SYSTEMS AND DATA AS ITS SOURCES AND CANNOT
INDEPENDENTLY VOUCH FOR THE CORRECTNESS OF SUCH DATA. THIS
DISCLOSURE STATEMENT AND THE ECONOMIC AND FINANCIAL
INFORMATION PROVIDED HEREIN HAVE NOT BEEN APPROVED BY THE
COMMONWEALTH’S FISCAL AGENT, THE PUERTO RICO FISCAL AGENCY AND
FINANCIAL ADVISORY AUTHORITY.?

COURT REVIEVW. THE UNITED STATES DISTRICT COURT FOR THE
DISTRICT OF PUERTO RICO (THE “TITLE III COURT”) HAS REVIEWED THIS
DISCLOSURE STATEMENT, AND HAS DETERMINED IT CONTAINS ADEQUATE
INFORMATION PURSUANT TO BANKRUPTCY CODE SECTION 1125(b)* AND MAY
BE SENT TO YOU TO SOLICIT YOUR VOTE ON, OR ELECTION OF THE FORM OF
DISTRIBUTION TO BE RECEIVED UNDER, THE PLAN. THE COURT HAS NOT,
HOWEVER, DETERMINED THE CORRECTNESS OR COMPLETENESS OF ANY
INFORMATION HEREIN.

VOTE AFTER CONSIDERING RISK FACTORS. ALL HOLDERS OF
CLAIMS ENTITLED TO VOTE ON THE PLAN, OR MAKE AN ELECTION
THEREUNDER, ARE ENCOURAGED TO READ AND CAREFULLY CONSIDER THIS
ENTIRE DISCLOSURE STATEMENT, INCLUDING THE RISK FACTORS CITED
HEREIN AND THE PLAN ATTACHED HERETO, BEFORE VOTING TO ACCEPT OR
REJECT THE PLAN OR MAKINGAN ELECTION THEREUNDER. SEE SECTION VIII

The Government of Puerto Rico, and its agencies and instrumentalities (including AAFAF), have not
independently verified or approved the information contained or the statements made in this Disclosure Statement.

Allprovisions of Title 11 ofthe United States Code (the “Bankruptcy Code”) referenced herein are made applicable
to these Title Il cases by PROMESA section 301(a).
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OF THIS DISCLOSURE STATEMENT, ENTITLED “CERTAIN RISK FACTORS TO BE
CONSIDERED.”

FORWARD LOOKING STATEMENTS. THIS DISCLOSURE
STATEMENT CONTAINS STATEMENTS THAT ARE “FORWARD-LOOKING
STATEMENTS” WITHIN THE MEANING OF CERTAIN FEDERAL SECURITIES
LAWS. ALL STATEMENTS CONTAINED HEREIN THAT ARE NOT CLEARLY
HISTORICAL IN NATURE ARE FORWARD-LOOKING AND THE WORDS
“ANTICIPATE,” “BELIEVE,” “COULD,” “SHOULD,” “EXPECT,” “ESTIMATE,”
“FORECAST,” “INTEND,” “POTENTIAL,” “PROJECT,” “TARGET,” AND SIMILAR
EXPRESSIONS ARE GENERALLY INTENDED TO IDENTIFY FORWARD-LOOKING
STATEMENTS. ALL STATEMENTS CONTAINED IN THIS DISCLOSURE
STATEMENT, OTHER THAN STATEMENTS OF HISTORICAL FACT, INCLUDING
STATEMENTS ABOUT THE PLAN, STRATEGIES, PROSPECTS, AND
EXPECTATIONS REGARDING FUTURE EVENTS AND THE DEBTORS’ FINANCIAL
PERFORMANCE, ARE FORWARD-LOOKING STATEMENTS THAT INVOLVE
CERTAIN RISKS AND UNCERTAINTIES. WHILE THESE STATEMENTS
REPRESENT THE DEBTORS’ CURRENTJUDGMENT ON WHAT THE FUTURE MAY
HOLD, AND THE DEBTORS BELIEVE THESE JUDGMENTS ARE BASED UPON
REASONABLE ASSUMPTIONS UNDER THE CIRCUMSTANCES, THESE
STATEMENTS ARE NOT GUARANTEES OF ANY EVENTS OR FINANCIAL
RESULTS, AND THE DEBTORS’ ACTUAL RESULTS MAY DIFFER MATERIALLY.
THE INFORMATION INCLUDED IN THIS DISCLOSURE STATEMENT, INCLUDING
THE FORWARD-LOOKING STATEMENTS AND PROJECTIONS OF CERTAIN
FINANCIAL DATA FOLLOWING CONSUMMATION OF THE PLAN, ARE MADE
ONLY AS OF THE DATE OF THIS DISCLOSURE STATEMENT, UNLESS
OTHERWISE SPECIFIED. THE DEBTORS UNDERTAKE NO OBLIGATION TO
UPDATE PUBLICLY THE INFORMATION CONTAINED IN THIS DISCLOSURE
STATEMENT, INCLUDING ANY FORWARD-LOOKING STATEMENTS, TO
REFLECT NEW INFORMATION, FUTURE EVENTS OR OTHERWISE, EXCEPT AS
REQUIRED BY LAW. ALL FORWARD-LOOKING STATEMENTS INVOLVE RISKS
AND UNCERTAINTIES, MANY OF WHICH ARE BEYOND THE DEBTORS
CONTROL, WHICH MAY CAUSE ACTUAL RESULTS, PERFORMANCE, OR
ACHIEVEMENTS TO DIFFER MATERIALLY FROM ANTICIPATED RESULTS,
PERFORMANCE, OR ACHIEVEMENTS. THE DEBTORS CANNOT GUARANTEE
THAT PROJECTED RESULTS OR EVENTS WILL BE ACHIEVED. FACTORS THAT
COULD CAUSE THE DEBTORS’ ACTUAL RESULTS TO BE MATERIALLY
DIFFERENT FROM THE DEBTORS’ EXPECTATIONS INCLUDE THOSE FACTORS
DESCRIBED HEREIN UNDER SECTION VIII, “CERTAIN RISK FACTORS TO BE
CONSIDERED.” THE DEBTORS URGE HOLDERS OF CLAIMS TO CONSIDER
THESE FACTORS CAREFULLY IN EVALUATING THE FORWARD-LOOKING
STATEMENTS AND NOT TO PLACE UNDUE RELIANCE ON THESE FORWARD-
LOOKING STATEMENTS.

FACTS CAN CHANGE. THE STATEMENTS AND OTHER
INFORMATION CONTAINED IN THIS DISCLOSURE STATEMENT WERE MADE AS

v
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OF THE DATE SET FORTH ON THE COVER PAGE, UNLESS OTHERWISE
SPECIFIED. HOLDERS OF CLAIMS REVIEWING THIS DISCLOSURE STATEMENT
SHOULD NOT INFER THAT THE FACTS SET FORTH HEREIN ARE UNCHANGED
SINCE THE DATE SET FORTH ON THE COVER PAGE HEREOF. EACH HOLDER
OF A CLAIM ENTITLED TO VOTE ON, OR MAKE AN ELECTION WITH RESPECT
TO, THE PLAN MUST RELY ON ITS OWN EVALUATION OF THE DEBTORS AND
ITS OWN ANALYSIS OF THE TERMS OF THE PLAN IN DECIDING WHETHER TO
ACCEPT OR REJECT, OR MAKE AN ELECTION PURSUANT TO, THE PLAN.

PLAN SUPPLEMENT. A PLAN SUPPLEMENT CONTAINING DRAFT
OR FINAL VERSIONS OF PRIMARY DOCUMENTS REQUIRED TO CONSUMMATE
THE TRANSACTIONS CONTEMPLATED BY THE PLAN WILL BE FILED WITH THE
TITLE III COURT AS SOON AS PRACTICABLE (BUT IN NO EVENT LATER THAN
SEVEN (7) DAYS) PRIOR TO THE VOTING DEADLINE,> ORON SUCH OTHERDATE
AS THE TITLE III COURT ESTABLISHES. THE PLAN SUPPLEMENT SHALL BE
DEEMED INCORPORATED INTO AND PART OF THE PLAN AS IF SET FORTH
THEREIN IN FULL.

DISCLOSURE STATEMENT IS SOLELY FOR VOTING AND/OR
ELECTIONS. THE DEBTORS ARE PROVIDING THE INFORMATION IN THIS
DISCLOSURE STATEMENT SOLELY FOR PURPOSES OF SOLICITING HOLDERS
OF CLAIMS ENTITLED TO VOTE TO ACCEPT OR REJECT, OR ELECT THE FORM
OF DISTRIBUTION PURSUANT TO, THE PLAN. NOTHING IN THIS DISCLOSURE
STATEMENT MAY BE USED BY ANY PERSON FOR ANY OTHER PURPOSE. THE
CONTENTS OF THIS DISCLOSURE STATEMENT SHALL NOT BE DEEMED AS
PROVIDING ANY LEGAL, FINANCIAL, SECURITIES, TAX, BUSINESS, OR OTHER
ADVICE. THE DEBTORS URGE EACH HOLDER OF A CLAIM TO CONSULT WITH
ITS OWN ADVISORS WITH RESPECT TO ANY SUCH LEGAL, FINANCIAL,
SECURITIES, TAX, BUSINESS, OR OTHER ADVICE IN REVIEWING THIS
DISCLOSURE STATEMENT AND THE PLAN.

JUDICIAL APPROVAL DOES NOT MEAN ALL FACTS ARE CORRECT.
THIS DISCLOSURE STATEMENT AND THE TITLE III COURT’S APPROVAL OF
THE ADEQUACY OF THIS DISCLOSURE STATEMENT DO NOT CONSTITUTE, AND
MAY NOT BE CONSTRUED AS, AN ADMISSION OF FACT, LIABILITY,
STIPULATION, OR WAIVER.® FURTHER, THE TITLE IIT COURT’S APPROVAL OF
THE ADEQUACY OF THIS DISCLOSURE STATEMENT DOES NOT CONSTITUTE
THE TITLE III COURT’S DETERMINATION THAT THE INFORMATION HEREIN IS
CORRECT OR COMPLETE AND DOES NOT MEAN THE COURT WILL CONFIRM

THE PLAN. THE TITLE III COURT HAS SCHEDULED A HEARINGON [ ],2021
> The “Voting Deadline” is defined as 5:00 pm (Atlantic Standard Time) on [, 2021], unless such time i

extended.

 For the avoidance of doubt, the use of the term “clawback” in this Disclosure Statement shall not constitute, and
may not be construed as, an admission of fact, liability, stipulation, or waiver in current or future litigation regarding
monies historically conditionally appropriated by the Commonwealth to certain Commonwealth instrumentalities.
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TO CONSIDER CONFIRMATION OF THE PLAN UNDER PROMESA AND THOSE
SPECIFIC BANKRUPTCY CODE PROVISIONS MADE APPLICABLE TO THE TITLE
III CASES PURSUANT TO PROMESA SECTIONS 301 AND 314.

NO GOVERNMENTAL APPROVAL. NEITHER THE UNITED STATES
SECURITIES AND EXCHANGE COMMISSION NOR ANY FOREIGN OR STATE
SECURITIES COMMISSION HAS APPROVED OR DISAPPROVED OF THE
SECURITIES DESCRIBED HEREIN OR THIS DISCLOSURE STATEMENT OR
OPINED UPON THE ACCURACY OR ADEQUACY OF THE STATEMENTS
CONTAINED HEREIN. ANY REPRESENTATION TO THE CONTRARY MAY BE A
CRIMINAL OFFENSE.

UNREGISTERED SECURITIES. NONE OF THE SECURITIES TO BE
ISSUED TO HOLDERS OF ALLOWED CLAIMS PURSUANT TO THE PLAN WILL
HAVE BEEN REGISTERED WITH THE SECURITIES & EXCHANGE COMMISSION
(THE “SEC”) UNDER THE SECURITIES ACT OF 1933, AS AMENDED, OR UNDER
ANY STATE “BLUE SKY” LAWS, AND SUCH SECURITIES WILL BE ISSUED IN
RELIANCE UPON EXEMPTIONS FROM THE REGISTRATION REQUIREMENTS OF
THE SECURITIES ACT AND EQUIVALENT STATE LAWS.

CONSEQUENCES OF HOLDING SECURITIES ISSUED PURSUANT TO
THE PLAN OF ADJUSTMENT. THE DEBTORS RECOMMEND POTENTIAL
RECIPIENTS OF NEW GO BONDS AND CONTINGENT VALUE INSTRUMENTS TO
BE ISSUED PURSUANT TO THE PLAN CONSULT THEIR OWN ADVISORS
CONCERNING ANY RESTRICTIONS ON HOLDING OR THE TRANSFERABILITY
OF SUCH SECURITIES, OR ANY OTHER POTENTIAL CONSEQUENCE OF
HOLDING SUCH SECURITIES.

TAX CONSIDERATIONS. THE TAX CONSEQUENCES OF THE PLAN
TO HOLDERS OF CLAIMS ARE COMPLEX, AND DEPEND IN PART ON BOTH THE
TYPE OF CLAIM HELD AND THE INDIVIDUAL CIRCUMSTANCES OF EACH
HOLDER OF A CLAIM. THE DEBTORS RECOMMEND THAT ALL HOLDERS OF
CLAIMS CONSULT THEIR OWN RESPECTIVE TAX ADVISORS CONCERNINGTHE
U.S. FEDERAL, STATE, TERRITORIAL (INCLUDING PUERTO RICO), LOCAL AND
NON-U.S. TAX CONSEQUENCES OF THE PLAN IN THEIR RESPECTIVE
INDIVIDUAL CIRCUMSTANCES.

PLAN OF ADJUSTMENT CONTROLS OVER THIS DISCLOSURE
STATEMENT. THIS DISCLOSURE STATEMENT SUMMARIZES CERTAIN
PROVISIONS OF THE PLAN, CERTAIN OTHER DOCUMENTS, AND CERTAIN
FINANCIAL INFORMATION RELATING TO THE DEBTORS. THE DEBTORS
BELIEVE THESE SUMMARIES ARE FAIR AND ACCURATE. NO OTHER PARTY,
INCLUDING ANY PARTY TO A PLAN SUPPORT AGREEMENT, MAKES ANY
REPRESENTATION AS TO THE FAIRNESS OR ACCURACY OF THESE SUMMARIES
OR THE DESCRIPTIONS OF PARTIES’ LEGAL RIGHTS AND REMEDIES
CONTAINED HEREIN. IF THERE IS ANY INCONSISTENCY OR DISCREPANCY

Vi
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BETWEEN A DESCRIPTION CONTAINED IN THIS DISCLOSURE STATEMENT AND
THE TERMS AND PROVISIONS OF THE PLAN OR ANY OF THE OTHER
DOCUMENTS OR FINANCIAL INFORMATION REFERENCED HEREIN, THE
TERMS AND PROVISIONS OF THE PLAN, OR SUCH OTHER DOCUMENT OR
FINANCIAL INFORMATION, AS APPLICABLE, SHALL GOVERN FOR ALL
PURPOSES.

PLAN OF ADJUSTMENT MAY BE AMENDED. THE OVERSIGHT
BOARD RESERVES THE RIGHT TO AMEND, MODIFY, OR WITHDRAW THE PLAN
AT ANY TIME, IN ACCORDANCE WITH THE TERMS OF THE PLAN SUPPORT
AGREEMENTS, THE PLAN, AND PROMESA TITLE III.

vil
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THE FOLLOWING STATEMENTS INTHESE SECTIONS I AND II ARE QUALIFIED
IN THEIR ENTIRETY BY THE MORE DETAILED INFORMATION CONTAINED
ELSEWHERE IN THIS DISCLOSURE STATEMENT AND IN THE PLAN AND THE
EXHIBITS TO EACH.

1. Preface’

The Commonwealth’s Economic Decline. Over the last several decades, a multitude of
factors contributed to the steep economic downturn of the Commonwealth of Puerto Rico (the
“Commonwealth), including a contracting economy, population decline, and changes in tax status
and available credits under the U.S. tax code. From the early 2000s through 2016, Puerto Rico’s
public debt rose rapidly, in part from borrowing to cover deficits including to pay debt service,
and the outlook for Puerto Rico’s economy continued declining.

By 2016, Puerto Rico was “in the midst of a fiscal crisis.”® The Commonwealth was “being
crushed under the weight of a public debt that [was] larger” than its gross national product, “it
ha[d] started to default on its debt obligations,” and it had lost access to external financing.® The
Commonwealth had over $120 billion in combined debt and unfunded pension labilities. Even
worse, these calamitous financial circumstances threatened a humanitarian crisis for the over
3 million U.S. citizens living on the island of Puerto Rico. As the United States Secretary of the
Treasury observed, the Commonwealth’s ability to provide “basic healthcare, legal, and education
services” was in serious doubt. !0

Enactment of PROMESA. Consequently, on June 30, 2016, the President signed into law
legislation passed by Congress, the Puerto Rico Oversight, Management, and Economic Stability
Act (“PROMESA”), 48 U.S.C. § 2101 et seq.,to work toward a remedy to the ongoing fiscal and
humanitarian crisis in Puerto Rico. The goal of PROMESA is to meet Puerto Rico’s immediate
need to provide its citizens effective services, to formulate a debt restructuring, and to implement
fiscal reform leading to a sustainable economy, fiscal responsibility, and market access.

Main Components of PROMESA. PROMESA establishes two primary mechanisms for
restoring fiscal responsibility.  First, Titles I, II, IV, and V of PROMESA create the Financial
Oversight and Management Board for Puerto Rico (the “Oversight Board) and provide it powers
and duties governing the review and certification of multi-year fiscal plans, annual budgets, and
infrastructure revitalization, and fast-tracking key infrastructure projects.!! Second, Titles III and

Capitalized terms used herein not otherwise defined shall have the meaning ascribed to such termin the Plan (as
defined below).

8 Puerto Ricov. Franklin Cal. Tax—Free Tr., 136 S. Ct. 1938, 1942 (2016).

®  Wal-Mart Puerto Rico, Inc. v. Zaragoza-Gémez, 174 F. Supp. 3d 585, 602 (D.P.R. 2016); H.R. Rep. No. 114- 602,
at40 (2016).

Letter from Jacob L. Lew, Secretary ofthe Treasury, to Paul Ryan, Speaker, U.S. House of Representatives (Jan.
15, 2016), https://www.treasury.gov/connect/blog/Pages/Secretary-Lew-Sends-Letter-to-Congress-on-Puerto-
Rico.aspx.

The U.S. House Natural Resources Committee is evaluating proposed amendments to PROMESA that would
include, among other things, a more specific definition of protected essential services (including public healthcare,
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VI of PROMESA provide for debt restructurings, similar to bankruptcy cases and out-of-court
restructurings, respectively, for Puerto Rico and its instrumentalities.!> By incorporating many
provisions of Title 11 of the United States Code (the “Bankruptcy Code”) into Title III of
PROMESA, which provides for restructurings similar to restructurings under chapters 9 and 11 of
the Bankruptcy Code, the statute also protects the debtors from creditor debt-enforcement actions 3
that otherwise could extract billions of dollars from the Commonwealth and inflict irreparable
damage on Puerto Rico’s economy. The statute includes unique attributes, such as an automatic
stay triggered once the bill was signed into law. The Oversight Board is the sole representative of
any debtor entity in a Title III case, with the exclusive authority to propose a plan of adjustment.
PROMESA Title VI provides an alternate, out-of-court restructuring process conditioned on
voting thresholds.

Historic Problems Leading to Oversight Board. To overcome decades of severe economic
decline, operating deficits, lack of financial transparency, management inefficiencies, and
excessive borrowing,!* PROMESA established an independent entity within Puerto Rico’s
government—the Oversight Board.'> The Oversight Board is “an entity within the territorial
government,” rather than a “department, agency, establishment, or instrumentality of the Federal
Government.”'® The Oversight Board is statutorily charged with restoring to the Commonwealth
fiscal responsibility and market access.!” To achieve success in carrying out its statutory mission,
the Oversight Board is granted authority to oversee the restructuring of the Commonwealth’s and
its instrumentalities’ debt and to require fiscal reforms. Elements of this authority have been
challenged,'® but have been confirmed by the United States District Court for the District of Puerto
Rico (the “Title III Court”), the United States Court of Appeals for the First Circuit (the “First
Circuit”), and the United States Supreme Court (the “Supreme Court”).!?

education, safety and pensions); provision of federal funding for the Oversight Board; guaranteed funding for the
University of Puerto Rico; an audit of the Commonwealth’s public debt; and permission for the Commonwealth
government to dischargecertaindebts. Atahearing heldon June 11,2020 and in subsequent follow-up inquiries,
the Oversight Board and AAFAF each communicated their respective concerns to the Natural Resources

Committee.
12 48 US.C. § 2161.
¥ 11 U.S.C. § 362(a) (incorporatedinto the Title Il case by 48 U.S.C. § 2161(a)).

14 PROMESA § 405(m)(1).
15 48 US.C. § 2121(a)(1).

1 Id. § 2121(c)(2); see also 48 U.S.C. § 2194(i)(2) (defining the term*“Government of Puerto Rico” to include the
Oversight Board for purposes ofthatsection); 48 U.S.C. § 2127(b) (providing that the Oversight Board is funded
exclusively by the territorial governmentof Puerto Rico).

17 PROMESA § 101(a).

18 The summaries of court filings in this Disclosure Statement are fully qualified by the corresponding publicly filed
documents.

9 As further described in section VI.C.3, on July 5, 2018, then-Governor Ricardo Rossell6 Nevares (“Govemor
Rossell6”) sued the Oversight Board, contending, among other things, that “any matters that constitute
recommendations (whether or not styled as recommendations) under the Fiscal Plan that the Government has
rejected or may rejected [sic] in the future (whether set forth herein or otherwise) are non-binding on the
Government and do not need to be implemented by the Government.” Governor’s Complaint against Oversight

2
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Oversight Board’s Initial Actions to Fulfill PROMESA’s Mandate. On August 31, 2016,
President Obama appointed the seven voting members of the Oversight Board, who under
PROMESA serve with no compensation, but are entitled to reimbursement of reasonable and
necessary expenses incurred by reason of their service.2 When appointed, the Oversight Board
had no staff, no office, and no data. It commenced assembling the facilities and expertise it needed
to carry out its statutory functions. At the time, the Commonwealth had approximately $74 billion
of funded debt, estimated pension labilities of approximately $55.6 billion?!, and insufficient
resources to meet those obligations. On September 30, 2016, the Oversight Board (i) announced
a process for the development, submission, approval, and certification of fiscal plans for the
Commonwealth and for covered territorial instrumentalities, (i) designated an mitial group of 63
entities as covered entities under PROMESA,?2 (ii)) requested a significant amount of financial
and budgetary information from the Governor as a first step to develop improvements to the
Government’s fiscal governance, accountability, internal controls, and financial affairs, and (iv)
began the critical projects process authorized under Title V of PROMESA by developing selection
criteria and processes for expediting certain critical energy and infrastructure projects.
Furthermore, the Oversight Board commenced meetings with representatives of multiple groups
of creditors ranging from retirees to holders of general obligation bonds (the “GO Bonds,” and the
holders of GO Bonds, the “GO Bondholders™), bond insurers, insured and uninsured bondholders,
on-island bondholders, Government Development Bank for Puerto Rico (“GDB”) bondholders,
Puerto Rico Highways and Transportation Authority (“HTA”) bondholders and insurers, Puerto
Rico Aqueduct and Sewer Authority (“PRASA”) bondholders, Puerto Rico Electric Power
Authority (“PREPA”) bondholders and insurers, and many others.

Board, dated July 5, 2018, Adv.Proc.No. 18-00080-LTS in 17 BK 3283-LTS (D.P.R.), atq 83. By opinion and
order dated August 7, 2018, the Title III Court ruled against the then-Governor on that issue, explaining: “The
power bestowed on the Oversight Board by Section 205(b)(1)(K) of PROMESA allows the Oversight Board to
make binding policy choices for the Commonwealth, notwithstanding the Governor’s rejection of Section 205
recommendations ...” Rossello Nevaresv. Fin. Oversight & Mgmt. Bd. for P.R. [Adv.Proc. No. 18-00080-LTS
ECF No.33], at 25. On appealbrought by then-Governor Rosselld, the United States Court of Appeals for the Fist
Circuit affirmed the District Court decision, confirming there is nothing in PROMESA section 205 “suggesting
that, by first seekingthe Governor’s agreementon a matter, the Board somehow loses whatever ability it otherwise
had to act unilaterally on thematter,” and the Oversight Board has the powerto adopt “a rejected recommendation
if it otherwise has the powerto adopt the recommended action on its own.” Vazquez-Garcedv. Fin. Oversight &
Mgmt. Bd. for P.R. (In re Fin. Oversight & Mgmt. Bd. for P.R.),945F.3d 3, 5 (1st Cir. 2019). The Legislative
Assembly of Puerto Rico (the “Legislature”) also contested the Oversight Board’s budget power. It claimed “the
Board’s decisionto certify its Budget overthe Legislative Assembly’s was an ‘unlawful[] encroachment] upon the
Legislative Assembly’s exclusive legislative power under the Puerto Rico Constitution.”” Méndez-Nuriez v. Fin.
Oversight & Mgmt. Bd. for P.R. (In re Fin. Oversight & Mgmt. Bd. for P.R.) ,916F.3d 98, 116 (1st Cir. 2019). The
Title III Courtruled against the Legislature and the United States Court of Appeals forthe First Circuit affirmed,
ruling: “. . . Under PROMESA’s preemption provision, the grants of authority to the Board at §§ 201 and 202 to
approve Fiscal Plans and Budgets ‘prevail over any general or specific provisions of territory law,” including
provisions of Puerto Rico’s Constitution that are ‘inconsistent with [PROMESA].”” d.

20 PROMESA § 101(g).

2 GASB 67 Net Pension Liability for ERS, TRS, and JRS as of June 30, 2016 as reported in the June 30, 2016
Actuarial Valuation Reports by the system’s actuary. Excludes medical insurance plan contributions measured

under GASB45.

22 0n May 9,2019, the Oversight Board also designated 78 municipalities as covered entities.
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First Commonwealth Certified Fiscal Plan. The development of the first certified fiscal
plan for the Commonwealth stretched over two administrations. On October 14, 2016, then-
Governor Alejandro Javier Garcia Padilla submitted his administration’s fiscal plan proposal for
the Commonwealth. By letter dated November 29, 2016, then-Governor Garcia Padilla rejected
the Oversight Board’s request for certain fiscal plan revisions to be submitted by December 15,
2016, asserting that any efforts to reduce government spending would worsen the economic crisis
and should be abandoned. Then, on January 1, 2017, Governor Rosselld took office and submitted
aproposed Commonwealth fiscal plan on February 28, 2017. The Oversight Board and its advisors
had worked with the then-Governor and his administration for months on developing fiscal plans
for the Commonwealth and certain of its instrumentalities. On March 13, 2017, the Oversight
Board certified a Commonwealth fiscal plan comprised of the Governor’s fiscal plan with certain
amendments added by the Oversight Board. The Oversight Board also worked with the
Government to develop and eventually certify fiscal plans for other covered instrumentalities,
including GDB, HTA, PRASA, and PREPA on April 28, 2017.

Commencement of Title IIl Cases. When PROMESA was enacted, it imposed a
temporary automatic stay protecting the Commonwealth and its instrumentalities from creditor
actions to enforce debt against them until May 1, 2017.23 After the expiration of the PROMESA
stay, the Oversight Board commenced Title III cases for the Commonwealth on May 3, 2017, for
the Puerto Rico Sales Tax Financing Corporation (“COFINA”) on May 5, 2017, for the Employees
Retirement System of the Government of the Commonwealth of Puerto Rico (“ERS”) and HTA
on May 21, 2017, for PREPA on July 2, 2017, and for PBA on September 27, 2019. The
commencement of Title III cases triggered the operation of the automatic stay in Bankruptcy Code
section 362, thereby providing those entities continued protection from enforcement actions for
the duration of their Title III cases.?*

A New Landscape — Hurricanes Irma and Maria. In September 2017, the difficulty of
improving Puerto Rico’s financial status worsened as Puerto Rico was devastated by Hurricanes
Irma and Maria. The hurricanes destroyed much of Puerto Rico’s infrastructure and upended the
daily lives of all Puerto Ricans and the work of the Oversight Board.

Immediately after the hurricanes struck, the Oversight Board provided the Government
with the flexibility to reapportion up to $1 billion in budgeted expenditures to cover disaster-
related expenses. Through several meetings, letters, Congressional testimony, and other
interactions with the federal government and authorities in Puerto Rico, the Oversight Board
actively advocated for the necessary resources to support Puerto Rico’s recovery, critical
rebuilding efforts, and necessary liquidity.

Recent Earthquakes and Aftershocks. On December 28, 2019, the first of many significant
earthquakes and aftershocks struck Puerto Rico, registering at a magnitude of 4.7 of the Richter
scale. On January 6, 2020, Puerto Rico experienced a 5.8 magnitude earthquake and the next day
experienced a 6.4 magnitude earthquake, the Caribbean’s strongest and most destructive

B PROMESA §§ 5(11),405(b). The PROMESA stay was initially setto expire on February 15,2017 but the Oversight
Board extended thestay by 75 days as permitted under PROMESA section 405(d)(1)(B).

24 PROMESA § 301(a).
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earthquake in a century. Then, on May 2, 2020, another 5.4 magnitude earthquake struck Puerto
Rico’s southwestern coast. The seismic event, which briefly knocked out power in some areas, hit
near the city of Ponce where hundreds of structures, including homes and houses of worship,
remain damaged or destroyed from the devastating earthquakes earlier in 2020.

These earthquakes represent only four of more than 1,000 overall earthquakes of magnitude
3 or greater in Puerto Rico during 2020, with six being over a 5.5 magnitude. According to a
January 29, 2020 report published by the United States Geological Survey, there is a high
likelihood of continued, material aftershocks over the course of the next several years.2> These
earthquakes have caused significant damage to homes and buildings on Puerto Rico’s southern
coast, as well as significant damage to PREPA’s Costa Sur power plant, which would typically
provide approximately 21% of Puerto Rico’s power. In response, the Oversight Board authorized
the use of the balance of $160 million in Emergency Reserve funds to respond to the earthquakes.
On January 6, 2020, President Trump signed a major disaster declaration authorizing Individual
Assistance and Public Assistance for impacted Municipalities and Hazard Mitigation
Commonwealth-wide, enabling a range of federal assistance under the Stafford Act. The
declaration authorizes disaster assistance funding to supplement Commonwealth and local
government recovery efforts in the aftermath of the earthquakes.

COVID-19 Impact and Response. On March 11, 2020, the World Health Organization
declared the Coronavirus Disease 2019 (“COVID-19”) a global pandemic. As aresult of the health
threat and to contain the virus spread across Puerto Rico, then-Governor Vazquez-Garced issued
an executive order on March 12, 2020, declaring a state of emergency in Puerto Rico to concentrate
all efforts and implement necessary measures to safeguard the health, well-being, and public safety
of the citizens of Puerto Rico. The executive order authorized the Commonwealth’s Secretary of
the Treasury and the Director of the Office of Management and Budget of the Commonwealth
(PROMB) to setup a special budget, from any available funds, including the Emergency Reserve,
to cover all necessary costs for the containment of COVID-19 throughout Puerto Rico and sharing
information with municipalities.

To combat the economic challenges associated with the pandemic, federal and local
government funds were provided to individuals, families, businesses, nonprofits, and other
organizations across the United States, including Puerto Rico. On March 3, 2020, the Oversight
Board made an initial $5 million of Emergency Reserve Funds available to the Government to
contain and mitigate COVID-19. On March 13, 2020, the Oversight Board made the remainder of
the $160 million of Emergency Reserve Funds available to respond to the pandemic. On March
23, 2020, the Government and the Oversight Board agreed to provide $787 million in financial
support (Emergency Measures Support Package) to those on the front line of the COVID-19
pandemic and those most affected by the emergency measures that have resulted.

On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security Act, Public Law
No. 116-136 (the “CARES Act”), wassigned into law by President Donald J. Trump. The CARES
Act created the Coronavirus Relief Fund (“CRF”), which provided $150 billion in general
assistance for domestic governments. Under the CARES Act, $2.2 billion of relief was directed

#U.S. Geological Survey, 2020 Southwest Puerto Rico Earthquake Sequence (January 29, 2020).

5



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 20 of 600

to Puerto Rico. The deadline for spending CRF funds was mitially December 30, 2020, but was
extended through December 31, 2021, by the Consolidated Appropriations Act, 2021, Public Law
No. 116-260, which was signed into law on December 27, 2020. In addition to the extension, the
Actalso combines $900 billion in stimulus relief for the COVID-19 pandemic in the United States
with a $1.4 trillion omnibus spending bill for the 2021 federal fiscal year. Of the approximately
$900 billion of stimulus relief, Puerto Rico is estimated to receive $7 billion. On March, 11, 2021,
President Biden signed into law the American Rescue Plan Act of 2021 (“ARP”). The bill provides
$1.9 trillion nationally in funding, program changes and tax policies aimed at mitigating the
continuing effects of the pandemic. ARP provided a further $350 billion in aid to state and local
governments, or which Puerto Rico (including municipalities) is to receive $4 billion.

New Fiscal Plans. Because the 2017 hurricanes created a new reality for Puerto Rico, the
Oversight Board initiated a process for rewriting the fiscal plans for the Commonwealth and its
covered instrumentalities in October 2017. During the nine months following Hurricanes Irma
and Maria, the Oversight Board collaborated with the Government to develop new fiscal plans
with the overarching goal of fulfilling PROMESA’s mandates. To do so, the fiscal plans would
require a series of ambitious structural reforms and fiscal measures to restore growth and
opportunity to the people and businesses of Puerto Rico.

While the Oversight Board and the Government eventually reached broad agreement on
several aspects of each fiscal plan, including agreed labor and welfare reform, ease of doing
business reform, energy reform, and infrastructure reform, among other things, the Government
disagreed with some of the reforms, including at-will employment for private sector employees.
The Oversight Board eventually reached an accommodation with then-Governor Rosselld to
change the law of Puerto Rico to make it an employment at-will jurisdiction for private sector
employees, the same as in 49 of the 50 states. The Legislature, however, did not pass the necessary
legislation, leaving Puerto Rico’s labor law as-is.

At the conclusion of this months-long process with the Government, the Oversight Board
developed and certified its own fiscal plan for the Commonwealth on June 29, 2018, which
contained many fiscal measures necessary to right-size the Government. The Oversight Board’s
fiscal plan did not include a comprehensive reform of the private sector labor market because that
proposal had failed to garner the necessary legislative support as described above.

Over the last several years, the Oversight Board has certified further revised
Commonwealth fiscal plans to reflect new information, updated financial projections, and
additional natural disaster and public health crises. For example, new Commonwealth fiscal plans
were certified on October 23, 2018 and May 9, 2019 to include new fiscal year (“Fiscal Year” or
“FY”) 2018 financial information, revised federal disaster spending estimates, and updated
demographic projections. On May 27, 2020, the Oversight Board certified its own new fiscal plan
for the Commonwealth to reflect the substantial impacts of the 2020 earthquakes and COVID-19
pandemic, along with slower implementation of structural reforms. The 2020 Fiscal Plan
implemented a one-year pause in fiscal measures to allow the Government to focus on
implementing reforms.

On April 23, 2021, the Oversight Board certified the 2021 Fiscal Plan for the
Commonwealth. The certified 2021 Fiscal Plan factors in the economic and fiscal impact of the

6
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COVID-19 pandemic as well as substantial federal and local stimulus (over $45 billion from
COVID-19 relief funds), slower than expected disaster relief funding spending, and updated
estimates of the potential impact of structural reforms. The 2021 Fiscal Plan also restores key fiscal
measures—including the University of Puerto Rico and municipal subsidy reductions, healthcare
measures, and agency efficiency measures—while adding funding for civil service reform and
other government priorities.

Election of Governor Pierluisi. On November 3, 2020, Pedro Pierluisi was elected
Governor of Puerto Rico. Governor Pierluisi was sworn into office for a four-year term on January
2,2021, and has stated that the Commonwealth will not support cuts or adjustments to government
pension benefits.

Oversight Board’s Policy Reforms. Concurrently with the development of the fiscal plans
and budgets, the Oversight Board and the Government worked together to enact significant legal
and governance reforms. These legislative actions have resulted n Puerto Rico undertaking
significant reform projects, including an operational and structural transformation of Puerto Rico’s
electric grid, measures to increase the Government’s financial transparency, and budgetary
controls.?¢ In Fiscal Year 2019, the Oversight Board implemented a consolidated budget review
process for the General Fund,?” Special Revenue Funds,?® other funds, and federal funds, along
with public agencies without independent fiscal plans, to increase transparency of funding,
monitoring of funds, and understanding of operational trends of the Government. In Fiscal Year
2020, efforts to improve transparency continued with the Oversight Board’s decision to budget
cash grants and incentives in the Special Revenue Funds. InFiscal Year 2021, many of these funds
were moved from Special Revenue Funds to the General Fund such that they fall under the
Government’s budgeting purview and more accurately reflect the true nature of those funds.

The Oversight Board sought to achieve cost savings by consolidating many of the
Commonwealth’s over 100 government agencies, while ensuring the delivery of more efficient
government services. Consolidation would also have the effect of making the Government more
manageable over time. The policy reforms also reinvest a portion of those savings in areas with
the highest needs. The Oversight Board authorized, for instance, a considerable increase in teacher
and police salaries. The Oversight Board also accommodated changes to enable police officers to
enroll in Social Security, further enhancing their retirement security for police officers who
achieve the required forty quarters of contributions to Social Security.

The Oversight Board also made major strides in promoting financial transparency within
the Government by providing the people of Puerto Rico better access to higher quality information
on government reforms, government spending, and government administration. The Oversight
Board has required financial transparency so that the general public has full access to information

2 FOMB, Annual Report, Fiscal Year2018, at 8-11.5; FOMB, Annual Report, Fiscal Year2019, at 37-52.

" The term “General Fund” is an accounting term used throughout the Disclosure Statement to describe the
Commonwealth’s primary operating fund.

8 The term “Special Revenue Fund” is an accounting termused throughout this Disclosure Statement, and does not
imply that monies in Special Revenue Funds are specialrevenues. The Debtors reserveall theirrights with respect
thereto.
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about the spending of taxpayer dollars. The public reports now available online include budget-
to-actual reporting, cashreporting, bank balances, and attendance reporting. The Oversight Board
certified budgets for the Commonwealth and certain of its instrumentalities and public
corporations now include more detail about the nature of Government spending. The Oversight
Board also mandated oversight over all outside contracting and new debt issuances. Finally, the
Oversight Board posts online all progress on implementation plans submitted by Government
agencies.

Transparency and accountability of public finances are critical to responsible governance.
Where transparency was not possible, the Oversight Board pursued building the database to make
it so. The Oversight Board commissioned a report detailing the bank and investment account
balances of certain entities and instrumentalities of the Commonwealth. The analysis of the cash
is ongoing and is described further in section I1I.D.1.

In 2017, the Oversight Board hired the law firm Kobre & Kim to provide a complete,
independent review of the Government’s debt. In August 2018, the Oversight Board received the
result of this investigation and presented the Kobre & Kim report. Subsequently, the Oversight
Board created a Special Claims Committee which has challenged approximately $6 billion worth
of GO Bonds, among other debt, issued by the Commonwealth and its instrumentalities and public
corporations.

The Debtors’ Title I1I Cases and Related Restructurings. Throughout the course of the
Title IIT cases, the Oversight Board has led or approved Government-led debt restructuring
negotiations with the view that consensual negotiations are often better than contested resolutions.
Working closely with the Government and its creditors, the Oversight Board and Government
completed two restructurings involving more than $22 billion in public bond debt including
(i) approximately $17.6 billion under a Title III plan of adjustment for COFINA, and
(i) approximately $4.7 billion under a Title VI Qualifying Modification for the GDB. The
Oversight Board also entered into plan support agreements with certain supporting creditors
affecting over $50 billion in pension claims at the Commonwealth and, an additional $35 billion
of Commonwealth-related bond and “clawback” claims, as well as a restructuring support
agreement with $9 billion of PREPA bond claims.

In November 2018, the Government and the Oversight Board completed the GDB
Qualifying Modification. The GDB had more than $4 bililon in legacy bond debt and
approximately $8 billion in total liabilities. These claims were resolved with the issuance of $2.6
billion in new bonds under PROMESA’s Title VI procedure. Those bonds are mainly secured by
the cash flow from loans GDB previously made to Puerto Rico municipalities and other GDB
assets. The policy goals of the Oversight Board and the Government in the GDB restructuring
were to ensure that these new bonds are payable solely from legacy GDB assets, without recourse
to any future general government appropriations from the Commonwealth, and to cushion the
financial effect of the GDB restructuring on the many Puerto Rico municipalities who also were
creditors of GDB.

The Oversight Board and the Government also negotiated with COFINA’s stakeholders
regarding a gating issue over whether certain sales and use taxes (“SUT”) were property of the
Commonwealth or COFINA. These negotiations led to a consensual allocation of SUT revenues

8
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and ultimately the successful confirmation of a plan of adjustment for COFINA on February 5,
2019, reducing COFINA’s debt from approximately $17 billion to $12 billion. The settlement of
the dispute over ownership of the SUT brought the Commonwealth one step closer to restructuring
its debt because it eliminated uncertainty over billions of dollars claimed by both the
Commonwealth and COFINA.

In May 2019 and September 2019, the Oversight Board, PREPA, and AAFAF entered into
a restructuring support agreement with a substantial majority of PREPA’s uninsured bondholders
and all monoline nsurers of PREPA’s bonds to restructure PREP A’s legacy debt. If implemented,
the PREPA restructuring support agreement would reduce PREPA’s debt by up to 32.5%, protect
consumers from uncapped electricity price hikes to pay debt service, and save Puerto Rico’s
residents and businesses that depend on its electricity supply about $3 billion in debt service
payments over the next 10 years. The agreement was designed to support the transformation and
modernization of Puerto Rico’s energy system to deliver affordable, reliable power to the people
of Puerto Rico, while shiftmg much of the risk of the potential for reduced customer demand for
PREPA celectricity to the bondholders and away from the residents and businesses served by
PREPA.

In August 2019, PRASA and AAFAF entered into a consensual restructuring of
approximately $1 billion of PRASA’s outstanding obligations under U.S. Department of
Agriculture (“USDA”), Rural Development bonds and loans under U.S. Environmental Protection
Agency (“EPA”) State Revolving Fund programs. The Oversight Board approved the restructuring
pursuant to PROMESA Section 207. This restructuring would save PRASA nearly $400 million
in the first 10 years, eliminated approximately $1 billion in guaranty claims against the
Commonwealth, and restarted new federal funding from the EPA and USDA through various clean
water programs to support PRASA’s ongoing effort to improve water quality and safety for the
people of Puerto Rico. Moreover, this consensual restructuring granted PRASA significant
benefits without requiring PRASA enter into a Title III or Title VI proceeding.

In December 2020, the Oversight Board approved pursuant to PROMESA Section 207, the
issuance by PRASA of $1,351,300,000 aggregate principal amount of its Revenue Refunding
Bonds, Series 2020A (Senior Lien) and $18,775,000 aggregate principal amount of its Federally
Taxable Revenue Refunding Bonds, Series 2020B (Senior Lien) (collectively, the “PRASA 2020
Bonds”). The proceeds of the PRASA 2020 Bonds were used to (i) refinance a portion of
PRASA’s outstanding Revenue Bonds, Series A and Series B (Senior Lien), (i) refinance all of
PRASA’s outstanding Revenue Refunding Bonds, 2008 Series A and 2008 Series B, each
guaranteed by the Commonwealth and (ii)) pay the costs of issuance of the PRASA 2020 Bonds.

Reasons for Disagreements. While the Oversight Board took on the challenges identified
by Congress in PROMESA accrued from prior decades, exacerbated by Hurricanes Irma and
Maria, the ongoing earthquakes, and the current COVID-19 pandemic, various -creditors,
stakeholders, and, at times, the Government, disagreed with the Oversight Board’s reforms and
sought to challenge the Oversight Board’s exercise of its authority and mandate pursuant to
PROMESA to bring the Commonwealth and its covered mnstrumentalities to economic stability
and access to capital markets. Some of the disputes arose out of differing interpretations of
PROMESA, the Commonwealth Constitution, bond resolutions, and other contracts and applicable
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laws. For the most part, reasonable people could differ, and they did differ and brought their
disputes to court.

Litigation Affecting the Debt Restructurings. In a Title III case under PROMESA, the
plan of adjustment is required to be consistent with the debtor’s certified fiscal plan.2° In turn the
fiscal plan must contain, among other things, a debt sustainability analysis.3 Creditors who
believed the Commonwealth’s certified fiscal plan contained a debt sustainability analysis showing
the Commonwealth could issue less new debt to pay creditors’ claims than the creditors believed
was sustainable, sued and sought to enjoin the Oversight Board from proposing any plan of
adjustment consistent with the Commonwealth’s certified fiscal plan. Some creditors also asked
to nullify the Commonwealth’s certified fiscal plan, and to compel turnovers of billions of dollars
of revenues. See section V.F of this Disclosure Statement for a summary of litigation against the
Oversight Board.

PROMESA expressly provides “[t]here shall be no jurisdiction in any United States district
court to review challenges to the Oversight Board’s certification determinations under this
chapter.”3! No creditor procured any injunction against the Oversight Board, and creditors’ claims
for turnovers of revenues were either dismissed for lack of jurisdiction or denied on the merits.
Specifically, the trial and appellate courts ruled Bankruptcy Code section 922(d) does not require
application of pledged special revenues, to special revenue debt during the Title III Cases, and the
United States Supreme Court denied two petitions for certiorari requesting further review.32

Initial Agreements with Creditor Groups Leading to the Initial Plan of Adjustment and
Amended Plan of Adjustment with Additional Creditor Support. In May 2019, the Oversight
Board reached agreements with several major creditor groups on the treatments of their claims,
pursuant to separate plan support agreements, which treatments were embodied in the proposed
plan of adjustment dated September 27, 2019 [ECF No. 8765] (the “Initial Plan”). Those groups
included: (a) the Official Committee of Retirees (the “Retiree Committee’), whose constituency
asserts outstanding obligations in excess of $50 billion in connection with pension claims, (b) the
American Federation of State, County, and Municipal Employees (“AFSCME”), which represents
more than 10,900 current employees of the Commonwealth and its instrumentalities, and (c)
bondholder groups owning bonds issued by the Public Buildings Authority (“PBA Bonds,” and
the holders of PBA Bonds, “PBA Bondholders) and guaranteed by the good faith, credit and
taxing power of the Commonwealth, and GO Bonds issued by the Commonwealth. The Plan
Support Agreement, dated as of May 31, 2019 (the “Initial PSA”), among the Oversight Board,
and certain holders of GO Bonds and PBA Bondholders, included the compromise and settlement
of a key dispute between the Commonwealth and PBA as to whether the leases between the two
entities were leases for purposes of Bankruptcy Code section 365 or were actually financings, and

2 PROMESA § 314(b)(7).
3 PROMESA § 201(b)(1)().
3 PROMESA § 106(e).

32 Assured Guar. Corp. v. Carrion (In re Fin. Oversight & Mgmt. Bd. for P.R.), 919 F.3d 121 (Ist Cir. 2019), cert.
denied,No. 19-391, 2020 U.S. LEXIS 237 (Jan. 13, 2020).
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the optional settlement of certain challenges to GO Bonds, including validity, priority, and secured
status.

Following the filing of the Initial Plan, the Oversight Board continued to engage
stakeholders in negotiations to build greater support for the Plan. Those negotiations, facilitated
by the Mediation Team,?? culminated in an agreement in principle with groups holding a majority
of outstanding PBA Bonds and GO Bonds, and providing a framework for the treatment of PBA
Bonds and GO Bonds, and the proposed settlement of all challenges to the validity, priority, and
secured status of such bonds. This agreement in principle was memorialized in the Plan Support
Agreement, dated February 9, 2020 (the “2020 PSA”), among the Oversight Board, as
representative of the Commonwealth, ERS, and PBA, certain holders of GO Bonds, and certain
holders of PBA Bonds.3* The 2020 PSA was signed by the holders of approximately $8 billion in
claims of GO Bonds and PBA bonds. The 2020 PSA also allowed each holder of GO Bonds or
PBA Bonds with a face amount of such bonds in excess of one million dollars to join the 2020
PSA. Holders of an additional $2 billion in GO Bonds or PBA Bonds joined the 2020 PSA. The
Government was not a signatory to the 2020 PSA.

In furtherance of the 2020 PSA, on February 28, 2020, the Oversight Board filed an
amended proposed plan of adjustment [ECF No. 11946], related disclosure statement [ECF No.
11947], and the Joint Motion of the Commonwealth of Puerto Rico, the Employees Retirement
System of the Government of the Commonwealth of Puerto Rico, and the Puerto Rico Public
Buildings Authority for an Order (I) Approving Disclosure Statement, (II) Fixing Voting Record
Date, (I11) Approving Confirmation Hearing Notice and Confirmation Schedule, (IV) Approving
Solicitation Packages and Distribution Procedures, (V) Approving Forms of Ballots, and Voting
and Election Procedures, (VI) Approving Notice of Non-Voting Status, (VII) Fixing Voting,
Election, and Confirmation Deadlines, and (VIII) Approving Vote Tabulation Procedures [ECF
No. 11950].35

On March 10, 2020, the Title III Court entered the Order (I) Scheduling a Hearing to
Consider the Adequacy of Information Contained in the Disclosure Statement, (II) Establishing
the Deadline for Filing Spanish Translation of the Disclosure Statement, (II) Establishing the
Deadline for Filing Objections to the Disclosure Statement and Replies Thereto, and (IV) Granting
Related Relief [ECF No. 12187] establishing June 3-4, 2020 as the dates for the hearing to consider
the adequacy of the information contained in the Disclosure Statement and related deadlines. In
response to the spread of COVID-19 globally and throughout Puerto Rico, and its effects on the
people and economy of Puerto Rico, the Oversight Board sought to adjourn the hearing to consider
approval of the Disclosure Statement and related deadlines, subject to further status reports to be

33 The “Mediation Team” is the mediationteamled by Judge Barbara J. Houser ofthe United States Bankruptcy Court
for the Northern District of Texas (the “Mediation Team Leader”) as established by the Title III Court under its
Order Appointing Mediation Team, dated June 23,2017 [ECF No. 430].

3 In connection with theexecution ofthe 2020 PSA, the Initial PSA was terminated on February 9, 2020.

33 In connection with the 2020 PSA, the Mediation Teamhas recommended thatany litigation regarding the validity,
priority, and secured status ofthe GO/PBA/PRIFA BANs claims be stayed pending a decision on confirmation of
the Plan. Amended Report and Recommendation ofthe Mediation Team [ECF No. 10756], pp.9-10.

11
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provided to the Title III Court [ECF No. 12485], which the Title III Court granted by order dated
March 27, 2020 [ECF No. 12549]. Over the last year, the Oversight Board resumed discussions,
under the guidance of the Mediation Team, with AAFAF and creditors that were party to the 2020
PSA concerning the terms of a plan of adjustment and what, if any, modifications or amendments
need to be proposed in light of the uncertainty created by COVID-19.

New Plan Support Agreement and Further Amended Plan of Adjustment. On October
29, 2020, the Title III Court entered the Order on Joint Motion of PSA Creditors Pursuant to
Section 312 of PROMESA and Section 105 of the Bankruptcy Code to Impose Deadlines for Plan
of Adjustment [ECF No. 14987] (the “Plan_Scheduling Order”), which directed the Oversight
Board to file on or before February 10, 2021 the proposed terms of a plan of adjustment and a
motion for approval of a proposed timetable for filing an amended plan and proposed disclosure
statement, among other things. In accordance with the Plan Scheduling Order, and with the
guidance of the Mediation Team, the Oversight Board participated in (a) group or individual
informational and negotiation mediation sessions (as and when scheduled by the Mediation Team)
or (b) informal sessions with the Commonwealth, the parties to the 2020 PSA, the Monolines (as
defined below), the Official Committee of Unsecured Creditors, the Retiree Committee, and
various unions, all designed to establish a framework and timeline for the development for a
consensual debt restructuring.

On February 9, 2021, the Oversight Board announced that, as a result of discussions led by
the Mediation Team, the Oversight Board and the principal parties to the 2020 PSA reached an
agreement in principle regarding the terms of an amended plan of adjustment, subject to the
execution of definitive documentation. On February 23, 2021, the Oversight Board announced the
termination of the 2020 PSA and the execution of the GO/PBA PSA, among the Oversight Board,
as representative of the Commonwealth, ERS, and PBA, certain holders of GO Bonds, certain
holders of PBA Bonds, Assured Guaranty Corp. and Assured Guaranty Municipal Corp., solely in
their capacities as insurers, and asserted holders, deemed holders, or subrogees with respect to GO
Bonds and PBA Bonds, Syncora Guarantee Inc., as holder of, subrogee with respect to, or insurer
of GO Bond Claims and PBA Bond Claims, and National Public Finance Guarantee Corporation
(“National”), solely in its capacity as insurer and asserted holder, deemed holder, or subrogee with
respect to GO Bonds and PBA Bonds.

As further described below, the GO/PBA PSA contemplates, among other things:
(a) total nominal, principal GO/PBA consideration of $14.438 billion, which consists of
1. $7.024 billion of cash3¢ and

2. $7.414 billion of New GO Bonds;

36 $350 million of cash consideration is contingent upon FY 2021 revenue outperformance exceeding $350 million
(e.g., if $349 million of outperformance, additional cash will be $0, but if $351 million of outperformance,
additional cash will be $1 million).
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(b) the issuance of the following New GO Bonds by the Commonwealth in the original
principal amount of:

1. $6,683,315,000 of current interest bonds,
2. $442.506,553.50 of 5.375% capital appreciation bonds, and
3. $288,241,989.75 of 5.000% capital appreciation bonds;

(c) the issuance of certain contingent value instruments by the Commonwealth from which
payments will be made only if 5.5% Sales and Use Tax Collections outperform the
May 2020 Commonwealth Certified Fiscal Plan (subject to an annual cap of $200
million and a lifetime cap of $3,500 million, in the following manner:

1. GO CVlIsare subject to an annual cap of $200 million, plus any unused amounts
from previous years, subject to the annual payment not being greater than $400
million, and a lifetime cap of $3,500 million.

(d) payment of a PSA Restriction Fee to the initial parties to the GO/PBA PSA, and certain
parties who joined the GO/PBA PSA on or before March 9, 2021, up to an aggregate
of $350 million and the payment of up to an aggregate of $50 million to classes of retail
investors holding GO Bonds or PBA Bonds in aggregate face amount equal to or less
than one million dollars ($1,000,000) each if such class accepts the Plan; and

(e) the global settlement of all issues and disputes among all GO/PBA bondholders,
holders of PRIFA BANSs,?7 the Oversight Board, the Commonwealth, and PBA,
including the validity, priority, and secured status of the CW Bond Claims, PBA Bond
Claims, and CW Guarantee Bond Claims, in exchange for the consideration proposed
in the Plan.

If the Plan is confirmed, the Oversight Board believes no further litigation of any dispute
regarding the validity, priority, or secured status of the CW Bond Claims, PBA Bond Claims, and
CW GQGuarantee Bond Claims is necessary as the Plan will effect a global settlement of any such
disputes, binding on all parties in interest in the Title III Cases.

In connection with the Oversight Board’s announcement of the GO/PBA PSA the
Government of Puerto noted that although “[t]he economic terms of the agreement announced by
the FOMB and the Creditor Group have many positive aspects for Puerto Rico” the Government
could not join the GO/PBA PSA because the “Plan of Adjustment should not be structured in a
way that affects even more from our pensioners.”3® The Oversight Board intends to engage in
meaningful discussions with the Government in the hopes that a consensual resolution can be
reached.

37 PRIFA BANS refer to that certain indebtedness issued by PRIFA pursuant to that certain Trust Agreement, dated
March 1,2015, between PRIFA and The Bank of New York Mellon, as trustee.

* AAFAF February 23,2021 Press Release, https:/aafaf.pr.gov/press-roonv.
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Following the entry into the GO/PBA PSA, on April 2, 2021, the Oversight Board reached
an agreement with certain groups of holders of bonds issued by ERS and The Bank of New York
Mellon, as fiscal agent for the ERS Bonds, regarding the proposed treatment and settlement of
disputes relating to the ERS Bonds.

On May 5, 2021, the Oversight Board reach an agreement with certain holders of bonds
issued by HTA, certain holders of bonds issued by the Puerto Rico Convention Center District
Authority (“CCDA”), Assured Guaranty Corp. and Assured Guaranty Municipal Corp., solely in
their capacities as insurers, and asserted holders, deemed holders, or subrogees with respect to
HTA bonds and CCDA bonds, and National, solely i its capacity as insurer and asserted holder,
deemed holder, or subrogee with respect to HTA bonds, regarding the proposed treatment and
settlement of, among other things, certain “clawback claims” against the Commonwealth.

[Remainder of Page Left Intentionally Blank]
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II1. Introduction

Commencement of Title III Cases. On May 3, 2017 (the “Commonwealth Petition Date”),
the Oversight Board issued a restructuring certification for the Commonwealth pursuant to
PROMESA sections 104(j) and 206 and filed a voluntary petition for relief for the Commonwealth
pursuant to PROMESA section 304(a) with the Title III Court, commencing a case under Title III
of PROMESA (the “Commonwealth Title III Case”).

On May 21, 2017 (the “ERS Petition Date”), the Oversight Board issued a restructuring
certification for ERS pursuant to PROMESA sections 104(j) and 206 and filed a voluntary petition
for relief for ERS pursuant to PROMESA section 304(a) with the Title III Court, commencing a
case under Title III of PROMESA (the “ERS Title IIT Case”).

On September 27, 2019 (the “PBA Petition Date,” and, collectively with the
Commonwealth Petition Date and ERS Petition Date, as applicable, the “Petition Date™), the
Oversight Board issued a restructuring certification for PBA pursuant to PROMESA sections
104(j) and 206 and filed a voluntary petition for relief for PBA pursuant to PROMESA section
304(a) with the Title III Court, commencing a case under Title IIT of PROMESA (the “PBA Title
III Case,” and together with the Commonwealth Title III Case, and the ERS Title III Case, the
“Title III Cases”). Pursuant to PROMESA section 315, the Oversight Board is the sole
representative of the Debtors3? in their Title I1I cases.

Certification of Proposed Plan of Adjustment. On June 29, 2021, pursuant to PROMESA
section 104(j), the Oversight Board certified the submission of the fourth amended joint plan of
adjustment for the Debtors (the “Plan). On June 29, 2021, the Debtors filed (a) the Fourth
Amended Title Il Joint Plan of Adjustment of the Commonwealth of Puerto Rico, et al. [ECF No.
____],and (b) this disclosure statement [ECF No. ] (the “Disclosure Statement’).40

Disclosure Statement Approval and Confirmation Hearing Date. On[ ] 2021,
the Title III Court entered the Disclosure Statement Order approving the Disclosure Statement (the
“Disclosure Statement Order”). APPROVAL OF THIS DISCLOSURE STATEMENT DOES
NOT, HOWEVER, CONSTITUTE A DETERMINATION BY THE TITLE III COURT AS
TO THE FAIRNESS OR MERITS OF THE PLAN. THE TITLE III COURT WILL
CONSIDER CONFIRMATION OF THE PLAN AT THE CONFIRMATION HEARING
SCHEDULED FOR [ ,2021].

The Confirmation Hearing may be adjourned or continued from time to time. Therefore,
parties in interest should check the online docket at https:/cases.primeclerk.com/puertorico to
confirm the latest scheduled date and time of the Confirmation Hearing,

3 The Oversight Board, in its capacity as representative of the Commonwealth, ERS, and PBA is referred to
collectively as the “Debtors” and individually as “Commonwealth Debtor,” “ERS Debtor,” or “PBA Debtor,” as

applicable.

4 References to the docketare to Case No. 17-BK-3283-LTS, unless otherwise specified.
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The Title III Court has set the following schedule in connection with the confirmation
proceedings:

e July 13, 2021: Hearing to consider the adequacy of the information contained in the
Disclosure Statement;

e [ 12021: Commencement of confirmation discovery;

e [ 12021: Deadline to mail approved solicitation package;

e |[__ ] 2021: Deadline to file objections to confirmation of the plan and
confirmation discovery;

e | ___ ]12021: Planconfirmation pretrial hearing;

e [ 12021: Voting and election deadline; and

e [___ ]2021: Confirmation hearing.

The Debtors are furnishing this Disclosure Statement as the proponents of the Plan pursuant
to Bankruptcy Code section 1125 and in connection with the solicitation of votes to accept or
reject, elections to settle certain claims pursuant to, and elections of the form of distributions
pursuant to, the Plan, as it may be amended or supplemented from time to time in accordance with
PROMESA Title III and the Federal Rules of Bankruptcy Procedure (the “Bankruptcy Rules™), as
made applicable to Title III pursuant to PROMESA section 310.

This Disclosure Statement provides the information required by Bankruptcy Code section
1125 and summarizes the Plan, the Debtors’ operations, their financial condition, including
financial projections, as well as other related matters, including the treatment of holders of Claims
against the Debtors. This Disclosure Statement also describes certain potential federal and Puerto
Rico income tax consequences to holders of Claims, voting and settlement election procedures,
and the confirmation process.

Ballot and Election Forms. A ballot for the acceptance or rejection of the Plan (a “Ballot™)
and/or a notice of election pursuant to the Plan (an “Election Notice™) is enclosed with the copy of
this Disclosure Statement distributed to the holders of Claims in the Classes entitled to vote to
accept or reject the Plan, elect to settle certain claims pursuant to the Plan, and/or elect the form of
distributions pursuant to the Plan. The Ballot includes information regarding the voting deadlines
and detailed instructions for voting to accept or reject the Plan. The Election Notice includes
information regarding the election deadline and detailed instructions for making an election to
settle certain claims and/or to elect the form of distributions pursuant to the Plan. Before voting
and/or making the applicable election, each holder of a Claim entitled to vote and/or make an
election should read this Disclosure Statement (including the exhibits and documents incorporated
by reference herein) and the instructions accompanying the Ballot and Election Notice. These
documents contain, among other things, important information concerning the classification of
Claims for voting and tabulation of votes. No solicitation of votes on the Plan may be made except

pursuant to this Disclosure Statement, as it may be amended, the Disclosure Statement Order, and
Bankruptcy Code section 1125.
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Exhibits to Disclosure Statement. This Disclosure Statement includes the following
exhibits and supplements:

e Exhibit A — Amended Title III Joint Plan of Adjustment of the Commonwealth of
Puerto Rico, et al. and Supporting Documents

e Exhibit B — Plan Support Agreement, dated as of February 22, 2021, by and among
the Financial Oversight and Management Board for Puerto Rico, as representative of
the Commonwealth of Puerto Rico, the Puerto Rico Public Buildings Authority, and
the Employee Retirement System of the Government of the Commonwealth of Puerto
Rico, certain GO Bondholders and PBA Bondholders, Assured Guaranty Corp. and
Assured Municipal Corp., Syncora Guarantee Inc., and National Public Finance
Guarantee Corporation

e Exhibit C — Plan Support Agreement, dated as of May 5, 2021, by and among the
Financial Oversight and Management Board for Puerto Rico, as representative of the
Commonwealth of Puerto Rico and the Puerto Rico Highways and Transportation
Authority, certain holders of HTA Bond Claims, certain holders of CCDA Bond
Claims, Assured Guaranty Corp. and Assured Municipal Corp., and National Public
Finance Guarantee Corporation

e Exhibit D — Stipulation, dated as of April 2, 2021, by and among the Financial
Oversight and Management Board for Puerto Rico, as representative of the
Commonwealth of Puerto Rico and the Employee Retirement System of the
Government of the Commonwealth of Puerto Rico, and certain ERS Bondholders

e Exhibit E — Plan Support Agreement, dated as of June 7, 2019, by and between the
Financial Oversight and Management Board for Puerto Rico, as representative of the
Commonwealth of Puerto Rico, and the Official Committee of Retirees appointed in
the Commonwealth’s Title III Case

e Exhibit F — Plan Support Agreement, dated as of June 7, 2019, by and between the
Financial Oversight and Management Board for Puerto Rico, as representative of the
Commonwealth of Puerto Rico, and the American Federation of State, County, and
Municipal Employees International Union, AFL-CIO

e Exhibit G — Certified Commonwealth Fiscal Plan (which includes ERS and PBA)

e Exhibit H — Certified Commonwealth Budget (which includes ERS and PBA)

e Exhibit I — Oversight Board Report on Pensions

e Exhibit J — Summary Chart of the Debtors’ Outstanding Bonds

o Exhibit K — List of Entities that Comprise the Commonwealth Central Government
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e Exhibit L. — List of Debtors’ Bank Accounts, Balances, and Preliminary Restriction
Categorizations as of December 31, 2020

e Exhibit M — Latest Audited Financial Statements for the Debtors
e Exhibit N — Actions to be Transferred to the Avoidance Actions Trust
e Exhibit O — Best Interests Test Report

e Exhibit P — Certified COFINA Fiscal Plan, Certificd COFINA Budget, and Latest
Audited Financial Statements for COFINA

To the extent any inconsistencies exist between this Disclosure Statement, any of the Plan
Support Agreements (and any exhibit or term sheet attached thereto), and the Plan, the terms and
provisions of the Plan will govern.

A. PROMESA Title III Plan of Adjustment: An Overview

Confirmation of a Title III plan of adjustment by the Title III Court binds the debtor, any
issuer of securities under the plan of adjustment, any person acquiring property under the plan of
adjustment, and any creditor of a debtor. Except as provided in PROMESA, the plan of adjustment
or the confirmation order, confirmation of a plan of adjustment discharges a debtor from any debt
that arose prior to the date of confirmation of the plan and substitutes therefor the applicable
obligations specified in the confirmed plan of adjustment.

The Title III Court will confirm a plan of adjustment if it satisfies both PROMESA section
314(b) and the incorporated subsections of Bankruptcy Code section 1129, which are further
discussed in section VII.C of this Disclosure Statement, entitled ‘“Requirements for Confirmation
of the Plan of Adjustment.” Among other things, PROMESA section 314(b) requires that (i) the
plan of adjustment comply with the provisions of PROMESA and the applicable provisions of the
Bankruptcy Code, (ii) all the required legislative, regulatory, or electoral approvals necessary to
carry out any provision of the plan of adjustment shall have been obtained, or such provision is
conditioned upon such approval, (iii) the plan of adjustment is feasible and in the best interests of
creditors, and (iv) the plan of adjustment is consistent with the applicable fiscal plan certified by
the Oversight Board under PROMESA Title II.

While the Debtors believe all classes of Claims should vote to accept the Plan, the Plan
may be confirmed without acceptance by all classes. Bankruptcy Code section 1129(b)(1)
provides that, if all the applicable requirements of section 1129(a) (including the requirement that
at least one impaired class accepts the plan of adjustment) other than acceptance by all classes (as
provided in section 1129(a)(8)) are met with respect to a plan of adjustment, the Title III Court, on
request of the proponents, shall confirm the plan of adjustment if it does not discriminate unfairly
and is fair and equitable with respect to each class of claims that is impaired under and has not
accepted the plan of adjustment.
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B. Summary of Key Components of the Plan of Adjustment

Except for Administrative Claims and Professional Claims, which are not classified and do
not vote on the Plan, all Claims that existed on the Petition Date are divided mto classes under the
Plan. Under the Bankruptcy Code, a plan may place a claim in a particular class only if such claim
is substantially similar to the other claims of such class. Under section 301(e) of PROMESA, in
determining whether claims are “substantially similar” to one another, the Oversight Board shall
consider whether such claims are secured and whether such claims have priority over other claims.
The following table shows the classes of claims against the Debtors, the approximate estimated
claim amount, and approximates the percentage return or range of percentage returns proposed to
be paid to the claims in each class. The amount a creditor may actually recover could vary
materially from the estimates below.
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Approx.
Fixed
Claim® Class Estimated Claim Recovery Form of Fixed
Amount From Consideration
Debtors
(%)"
Vintage PBA Bond Claims Class 1 2,049,817,786.66 23.0% T Cash
Vintage PBA Bond Claims (Assured) Class 2 207,035,580.89 23.0% | Cash
Vintage PBA Bond Claims (National) Class 3 218,888,864.87 23.0% T Cash
Vintage PBA Bond Claims (Other Insured) Class 4 166,398,746.29 23.0% T Cash
Vintage PBA Bond Claims (Syncora) Class 5 19,098,898.35 23.0% T Cash
Retail Vintage PBA Bond Claims Class 6 # 23.0% T Cash
2011 PBA Bond Claims Class 7 1,335,422,892.78 23.0%* Cash

! Preliminary and subjectto revision.

" Estimate excludes recovery on account ofan Allowed Vintage CW Guarantee Claim against the Commonwealth.
Total recovery on account of both (I) an Allowed Vintage PBA Bond Claim, Allowed Vintage PBA Bond Claim
(Assured), Allowed Vintage PBA Bond Claim(National), Allowed Vintage PBA Bond Claims (Syncora), Allowed
Vintage PBA Bond Claim (Other Insured), or Retail Vintage PBA Bond Claim, as applicable, and (II) an Allowed
Vintage CW Guarantee Bond Claim, Allowed Vintage CW Guarantee Bond Claim (Assured), Allowed Vintage
CW Guarantee Bond Claim (National), Allowed Vintage CW Guarantee Bond Claim (Other Insured), Allowed
Vintage CW Guarantee Bond Claim(Syncora), or Allowed Vintage CW Guarantee Bond Claim(Taxable Election),
as applicable, estimated to be 80.4%.

i+

Estimate excludes recovery onaccount ofan Allowed 2011 CW Guarantee Claimagainstthe Commonwealth . Total
recovery on account ofboth (I) (a) an Allowed 2011 PBA Bond Claim, or (b) a Retail 2011 PBA Bond Claim, as
applicable, and (II) (x) an Allowed 2011 CW Guarantee Bond Claim or (y) an Allowed 2011 CW Guarantee Bond
Claim (Taxable Election), as applicable, estimated to be 79.6%.

* Estimate excludes recovery onaccount ofan Allowed 2012 CW Guarantee Claimagainstthe Commonwealth. Total
recovery on account ofboth (I) (a) an Allowed 2012 PBA Bond Claim, or (b) a Retail 2012 PBA Bond Claim, as
applicable, and (IT) (x) an Allowed 2012 CW Guarantee Claim, or (y) an Allowed 2012 CW Guarantee Bond Claim

(Taxable Election), as applicable, estimated to be 74.8%.
¥ Amount depends upon how many holders of Allowed Claims are eligible and elect to be treated undersuchclass.

+ Total recovery on account of both (I) an Allowed Vintage PBA Bond Claim, Allowed Vintage PBA Bond Claim
(Assured), Allowed Vintage PBA Bond Claim (National), Allowed Vintage PBA Bond Claim (Other Insured), or
Retail Vintage PBA Bond Claim, as applicable, and (II) an Allowed Vintage CW Guarantee Bond Claim, Allowed
Vintage CW Guarantee Bond Claim (Assured), Allowed Vintage CW Guarantee Bond Claim (National), Allowed
Vintage CW Guarantee Bond Claim (Other Insured), Allowed Vintage CW Guarantee Bond Claim (Syncora), or

Allowed Vintage CW Guarantee Bond Claim(Taxable Election), as applicable, estimated to be 80.4%.

£ Totalrecovery onaccountofboth(I) (a)an Allowed 2011 PBA Bond Claim, or (b) a Retail2011 PBA Bond Claim,
as applicable, and (II) (x) an Allowed 2011 CW Guarantee Bond Claimor (y) an Allowed 2011 CW Guarantee
Bond Claim (Taxable Election), as applicable, estimated to be 79.6%.

2 Does not include anyrecoveries onaccountof CVis.

# Included in Vintage PBA Bond Claims Amount.
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Fixed
Claim® Class Estimated Claim Recovery Form of Fixed
Amount From Consideration
Debtors
(%)*
Retail 2011 PBA Bond Claims Class 8 44 23.0% * Cash
2012 PBA Bond Claims Class 9 674,308,470.06 23.0% " Cash
Retail 2012 PBA Bond Claims Class 10 4 23.0% ° Cash
PBA/DRA Secured Claim Class 11 66,222,028 0% -
PBA General Unsecured Claims Class 12 410,252,419 100% Cash
PBA/DRA Unsecured Claim*® Class 13 134,357,497 0% -
Vintage CW Bond Claims Class 14 3,495,194,571.99 77.6% | NV /Gglgl‘mds
Retail Vintage CW Bond Claims Class 15 4 77.6% | NeW /GCOaSI?]onds
Vintage CW Bond Claims (Assured) Class 16 1,129,725,670.51 77.6% New /G(%glonds
Vintage CW Bond Claims (National) Class 17 897,708,496.22 77.6% | New {0 Bonds
Vintage CW Bond Claims (OtherInsured) | Class 18 293,269,428.20 77.6% | New /Gé;glonds
Vintage CW Bond Claims (Syncora) Class 19 27,354,745.97 77.6% | New /Gglgl"nds
Vintage CW Bond Claims (Taxable Election) | Class 20 § 77.6% New /G((:)aglonds
Vintage CW Guarantee Bond Claims Class 21 1,578,940,452.56 74.5% * New /G((:)asl?londs
Vintage CW Guarantee Bond Claims o, + | New GO Bonds
(Assured) Class 22 159,476,054.86 74.5% / Cash
Vintage CW Guarantee Bond Claims 74.5% * | New GO Bonds
(National) Class 23 168,606,441.80 / Cash
- . + N B
Vintage CW Guarantee Bond Claims (Other Class 24 128.174,178.94 74.5% CW/G(? hOHdS
Insured) as
i % * | New GO Bonds
Vintage CW Guarantee Bond Claims Class 25 14,711,562.85 74.5% I Cash

(Syncora)

# Included in 2011 PBA Bond Claims Amount.

4 Included in 2012 PBA Bond Claims Amount.

% The Oversight Board believes that the disputed DRA PBA Claims are legally and factually different than the PBA
General Unsecured Claims, and, regardless, may be classified separately pursuant to section 1122(a). The DRA
Parties allege both thatsuch claims are secured, and that ifnot, such claims must be in the same class as the PBA
General Unsecured Claims. The Oversight Board disagrees, and believes it will carry its burden atthe confirmation

hearing thatthe plan complies with section 1122(a) and that the DRA PBA Claims are unsecured.

" Included in Vintage CW Bond Claims Amount.
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Approx.
Fixed
Claim® Class Estimated Claim Recovery Form of Fixed
Amount From Consideration
Debtors
(%)"
Vintage CW Guarantee Bond Claims § . | New GO Bonds
(Taxable Election) Class 26 74.5% / Cash
2011 CW Bond Claims Class 27 250,580,732.35 73.0% | New G0 Bonds
Retail 2011 CW Bond Claims Class 28 48 73.0% NeW/G(% Slionds
2011 CW Bond Claims (Assured) Class 29 225917,592.71 73.0% | MW 0O Bonds
2011 CW Bond Claims (Taxable Election) | Class 30 s 73.0% NeW/Gé?i Slionds
2011 CW Guarantee Bond Claims Class 31 1,028,653,981.06 7350 £ | New 00 Bonds
2011 CW Guarantee Bond Claims (Taxable § ¢ | New GO Bonds
Election) Class 32 73.5% / Cash
2011 CW Series D/E/PIB Bond Claims Class 33 634,719,627.45 76.5% | NeW /Gé; fl'londs
2011 CW Series D/E/PIB Bond Claims o, | New GO Bonds
(Assured) Class 34 10,953,484.03 76.5% / Cash
Retail 2011 CW Series D/E/PIB Bond Claims | Class 35 49 76.5% NeW/Gé)a g}onds
2011 CW Series D/E/PIB Bond Claims § », | New GO Bonds
(Taxable Election) Class 36 76.5% / Cash
0
2012 CW Bond Claims Class 37 2,540,851,157.04 724% | New GO Bonds
Retail 2012 CW Bond Claims Class 38 0 724% NeW/G(% glonds
0
2012 CW Bond Claims (Assured) Class 39 393,576,302.36 724% | New GO Bonds
0
2012 CW Bond Claims (Taxable Election) Class 40 § 724% New/Gglslionds
2012 CW Guarantee Bond Claims Class 41 51040856783 | 67.3 % | New GO Bonds
2012 CW Guarantee Bond Claims (Taxable § o, | New GO Bonds
Election) Class 42 67.3% / Cash
2014 CW Bond Claims Class 43 3.836,611,111.11 67.8% NeW/G& Slionds

“ Included in 2011 CW Bond Claims Amount.
“ Included in 2011 CW Series D/E/PIB PBA Bond Claims Amount.
3 Included in 2012 CW Bond Claims Amount.

3! Totalrecovery onaccount ofboth (I) (a) an Allowed 2012 PBA Bond Claim, or (b) a Retail 2012 PBA Bond Claim,
as applicable, and (II) (x) an Allowed 2012 CW Guarantee Claim, or (y) an Allowed 2012 CW Guarantee Bond
Claim (Taxable Election), as applicable, estimated to be 74.8%.
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Approx.
Fixed
Claim® Class Estimated Claim Recovery Form of Fixed
Amount From Consideration
Debtors
(%)"
0,
Retail 2014 CW Bond Claims Class 44 2 07:8% | New GO Bonds
2014 CW Bond Claims (Taxable Election) | Class 45 5 67.8% | New /G&glonds
0,
2014 CW Guarantee Bond Claims Class 46 346,242,219.86 67:8% | New GO Bonds
2014 CW Guarantee Bond Claims (Taxable § 67.8% | New GO Bonds
. Class 47 k
Election) / Cash
Retired ERS Participant Below-Threshold Class 48A L] L] Paygo
Claims
Retired JRS Participant Below-Threshold Class 48B L] L] Paygo
Claims
Ret'ired TRS Participant Below-Threshold Class 48C L] L] Paygo
Claims
Retired ERS Participant Above-Threshold Class 48D L] L] Paygo
Claims
Retjred JRS Participant Above-Threshold Class 48E L] L] Paygo
Claims
Ret}red TRS Participant Above-Threshold Class 48F L] L] Paygo
Claims
Active ERS Participant Claims Class 438G L] L] Pa;gg;)s {lDC
Active JRS Participant Claims Class 48H L] L] Paygo
Active TRS Participant Claims Class 48l L] L] Paygo
System?2000 Participant Claims Class 48] L] L] DC Cash
AFSCME Claims Class 49 L] L]
Dairy Producer Claims Class 50 61,999,999 50% Cash
Eminent Domain Claims Class 51 326,554,832 [3.98%]> Cash
Energy Incentive Claims Class 52 466,772 100% Cash
If Class accepts,
Med Center Claims Class 53 $293’583’772'78; 50% Cash
if Class rejects,
$145,982,458.41
Tax Credit Claims Class 54 1,972,113,081 100% Cash

32 Included in 2014 CW Bond Claims Amount.

33 See note 54 below. Does not account for the distribution of monies on deposit with the Court of First Instance with
respect tothe condemned property.
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Approx.
Fixed
Claim® Class Estimated Claim Recovery Form of Fixed
Amount From Consideration
Debtors
(%)"
CW General Unsecured Claims Class 55 2,814,191,851 [3.98%7T* Cash
CW/HTA Claims Class 56 6,257,585,807.42 Contingent -
CW/Convention Center Claims Class 57 386,637,854.25 Contingent -
CW/PRIFA Rum Tax Claims Class 58 1,928,867,051.00° |  Contingent -
CW/MBA Claims Class 59 30,106,786.87 Contingent -
CW Appropriations Claims Class 60 [ ] 0% -
CW 510(b) Subordinated Claims Class 61 [ ] 0% -
Cash/ERS
ERS Bond Claims Class 62 3,168,698,776.55 14.0% | Private Equity
Portfolio
ERS General Unsecured Claims Class 63 1,506,819 [33.18%]’ Cash
Gracia-Gracia Claims Class 64 10,600,000 100% Cash
Convenience Claims Class 65 5,378,056 100% Cash
Bond Recovery Categories:
Bond Recovery Category Classes Included
Vintage PBA Bond Claims 1,2,3,4,5,and 6
2011 PBA Bond Claims 7 and 8
2012 PBA Bond Claims 9 and 10
Vintage CW Bond Claims 14,15, 16,17, 18, 19, and 20
2011 CW Series D/E/PIB Bond Claims 33, 34, 35, and 36

> Does not include net recoveries from the Avoidance Actions Trust. As of June 22, 2021, the Special Claims
Committee and the UCChave taken receipt of approximately $4.3 million in settlement funds. By agreement, the
funds are held in escrow and shall be vested in the Avoidance Actions Trust, subject to any outstanding escrow
fees, following confirmation ofthe Plan.

33 Claim subjectto disputeas to allowance in the Title Il Court.

36 Recovery on accountof$373 million cash considerationand the ERS Private Equity Portfolio, which for purposes
ofcalculating recovery for ERS Bond Claims, is assumed tohave a valuein the amountofthe ERS Portfolio Price.
Excludes payments made pursuant to the 2017 ERS stipulation (Case No. 17-03566-LTS, ECF No. 170) and

adequate protection payments.

57 See note 54 above.
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Bond Recovery Category Classes Included
2011 CW Bond Claims 27,28, 29, and 30
2012 CW Bond Claims 37, 38, 39, and 40
2014 CW Bond Claims 43, 44, 45, 46, and 47
Vintage CW Guarantee Bond Claims 21, 22,23, 24,25, and 26
2011 CW Guarantee Bond Claims 31 and 32
2012 CW Guarantee Bond Claims 41 and 42
Illustrative GO CVI Value:
Discount Rate
Assumption
5.0% 10.0% 15.0% 20.0%
2021 Fiscal Plan SUT 1,173 750 524 392
Projections
Maximum Payment 2,296 1,622 1,218 959
GO CVI Allocation Summary:
GO CVI1
Claim Applicable Classes Allocation
%
Vintage CW Bond Claim Classes 14,15, 16, 17, 18, 19, 20 32.244%
2011 CW Series D/E/PIB Bond Claim Classes 33, 34, 35, 36 3.514%
2011 CW Bond Claim Classes 27,28, 29, 30 2.479%
2012 CW Bond Claim Classes 37,38, 39, 40 15.157%
2014 CW Bond Claim, 2014 CW o
Guarantee Bond Claims Classes 43,44, 45, 46, 47 20.266%
Vintage CW Guarantee Claims Classes 21,22, 23, 24, 25, 26 15.194%
2011 CW Guarantee Bond Claims Classes 31,32 7.552%
2012 CW Guarantee Bond Claims Classes 41,42 3.594%
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Clawback CVI Allocation Summary:

Clawback
. . CVI
Claim Applicable Classes Allocation
%

CW/HTA Claims Class 56 68.6%
CW/Convention Center Claims Class 57 4.0%
CW/PRIFA Rum Tax Claims Class 58 27.0%
CW/MBA Claims Class 59 0.4%

The Debtors believe the Plan’s contemplated restructuring is feasible and in the best
mterests of the Debtors’ creditors. If confirmation of the Plan were to be denied, the Debtors’
options would be either for the Oversight Board to propose an alternate Title III plan of adjustment
after re-engaging and re-negotiating with creditors or for the Title III Cases to be dismissed, in
which event the automatic stay would be terminated and multi-party, multifaceted litigation would
ensue (including litigation commenced by bondholders and other parties against the
Commonwealth, its officials and instrumentalities), as holders of claims compete for the limited
resources available to pay those claims.

The following overview summarizes certain key components of the Plan. The overview is
qualified in its entirety by the full text of the Plan.

L. Imple mentation of Plan Support Agreements in the Plan of Adjustment

a) Plan Support Agreement with Certain Holders of CW Bond Claims
and PBA Bond Claims

On February 23, 2021, the Oversight Board, as representative of the Debtors in their Title
IIT Cases, announced that, following extensive discussions, it had entered into the GO/PBA PSA
with certain holders of in excess of $11.7 billion of CW Bond Claims and PBA Bond Claims,
which include traditional municipal investors and monoline bond insurers Assured, Syncora, and
National, on the framework of a plan of adjustment that proposes to resolve the outstanding
disputes with the holders of GO Bonds and holders of PBA Bonds, including their validity,
priority, and assertedsecured status. The GO/PBA PSA reduces the Commonwealth’s debt service
(including principal and interest from restructured COFINA Bonds) by 62%, to $34.1 billion from
$90.4 billion.

The GO/PBA PSA provides for the proposed global resolution of disputes regarding the
validity and related rights of GO Bonds that may have been issued in violation of the Puerto Rico
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constitutional debt limit, as set forth in Article VI. section 2 of the Commonwealth Constitution
(the “Constitutional Debt Limit”’)*® and disputes regarding the priorities of the GO Bonds pursuant
to the Constitution of the Commonwealth of Puerto Rico (the “Commonwealth Constitution™)
relative to other Commonwealth debts. See section I11.B.1.a) of this Disclosure Statement for a
summary of such disputes and section V.H.7 for a detailed description.

The agreement also provides for the resolution of disputes between the Commonwealth
and PBA regarding (i) the characterization of purported leases between PBA and the
Commonwealth as disguised financing transactions, (i) the amount, if any, of administrative rent
the Commonwealth may owe PBA for the use and occupancy of PBA facilities following the
commencement of the Commonwealth Title III Case, and (i) the ownership of certain PBA
facilitics and property as between the Commonwealth and PBA (collectively, the “PBA
Litigation”). See section III.B.1.c) of this Disclosure Statement for a summary of such disputes.

Finally, the GO/PBA PSA provides for the resolution of disputes regarding the PRIFA
BANSs. See section V.H.7.¢) of this Disclosure Statement for a description of such disputes.

Settlement of Outstanding Disputes Relating to GO Bonds, PBA Bonds, and PRIFA
BANs. In exchange for the consideration to be provided in the Plan, the following disputes in
connection with the GO Bonds, PBA Bonds, and PRIFA BANs will be compromised and settled
pursuant to the confirmation of the Plan, which includes disputes regarding the validity, priority,
and asserted secured status of the GO Bonds and PBA Bonds (such disputes are summarized in
section II1.B.1.a) of this Disclosure Statement):

e Debt Related Objections:

0 Omnibus Objection of (I) Financial Oversight and Management Board, A cting through its
Special Claims Committee, and (II) Official Committee of Unsecured Creditors, Pursuant
to Bankruptcy Code Section 502 and Bankruptcy Rule 3007, to Claims Filed or Asserted
by Holders of Certain Commonwealth General Obligation Bonds, dated January 14, 2019
[ECF No. 4784],

0 Omnibus Objection of Official Committee of Unsecured Creditors, Pursuantto Bankmuptcy
Code Section 502 and Bankruptcy Rule 3007, to Claims Filed or Asserted by Holders of
Certain 2011 Commonwealth General Obligation Bonds, dated May 21, 2019 [ECF No.
7057],

0 Omnibus Objection of Official Committee of Unsecured Creditors, Pursuant to Bankmuptcy
Code Section 502 and Bankruptcy Rule 3007, to Claims Filed or Asserted Against
Commonwealth by Holders of Certain Puerto Rico Public Buildings Authority Bonds,
dated July 18,2019 [ECF No. 8141],

0 Omnibus Objection of the Lawful Constitutional Debt Coalition, Pursuant to Bankmuptcy
Code Section 502 and Bankruptcy Rule 3007, to Claims Filed or Asserted by Holders of
Certain Bonds Issued or Guaranteed by the Commonwealth, dated January 8, 2020 [ECF
No. 9730],

3% See section V.H.7.a)(i) for a detailed description.
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Official Committee of Unsecured Creditors’ Omnibus Objection on Constitutional Debt
Limit Grounds to (I) Claim of Government Development Bank for Puerto Rico [Claim
Number 29485] Based on Certain Commonwealth-Issued Notes and on Commonwealth
Guaranty of Certain Bonds Issued by Port of Americas Authority, (II) Claim of ScotiaBank
de Puerto Rico [Claim Number 47658] Based on Full Faith and Credit Note Issued by
Puerto Rico General Services Administration, and (III) Claims Filed or Asserted A gainst
Commonwealth Based on Commonwealth Guaranty of Certain Notes Issued by Puerto
Rico Infrastructure Authority, dated January 8, 2020 [ECF No. 9735], solely as it relates
to the CW Bond Claims and the CW Guarantee Bond Claims,

Objection of Official Committee of Unsecured Creditors to Claim of Government
Development Bank for Puerto Rico Against Commonwealth of Puerto Rico (Claim
Number 29,485) [Case No. 17-3283-LTS, ECF. No. 8000], solely as it relates to CW Bond
Claims and CW Guarantee Bond Claims,

Omnibus Objection of Official Committee of Unsecured Creditors, Pursuantto Bankmuptcy
Code Section 502 and Bankruptcy Rule 3007, to Claims Filed or Asserted Against
Commonwealth by Holders of General Obligation Bonds Asserting Priority Over Other
Commonwealth Unsecured Creditors, dated February 3,2020 [ECF No. 10638], and

any other objections or joinders to these or such other objections that may be filed
pertaining to the same formand counts ofrequested relief challenging, among o ther things,
the validity and related rights of the 2011 GO Bonds, the 2012 GO Bonds, the 2014 GO
Bonds, the PBA Bonds, the PRIFA BANs, the CW Guarantee Bond Claims, or CW Bond
Claims.

¢ Invalidity Actions:>°

(o}

The Special Claims Comm. Ofthe Fin. Oversightand Mgmt Board for Puerto Rico and
the Official Comm. of Unsecured Creditors ofthe Commonwealth of Puerto Rico v.
Jefferies LLC, Adv.Proc.No. 19-00281,

The Special Claims Comm. Ofthe Fin. Oversightand Mgmt Board for Puerto Rico and
the Official Comm. of Unsecured Creditors ofthe Commonwealth of Puerto Ricov. BNY
Mellon/POPSec,Adv.Proc.No. 19-00282,

The Special Claims Comm. Ofthe Fin. Oversightand Mgmt Board for Puerto Rico and
the Official Comm. of Unsecured Creditors ofthe Commonwealth of Puerto Rico v. First
Southwest Co., Adv.Proc. No. 19-00283,

The Special Claims Comm. Ofthe Fin. Oversightand Mgmt Board for Puerto Rico and
the Official Comm. of Unsecured Creditors ofthe Commonwealth of Puerto Rico v.
Defendants 1 E-59E, Adv. Proc. No. 19-00284,

The Special Claims Comm. Ofthe Fin. Oversightand Mgmt Board for Puerto Rico and
the Official Comm. of Unsecured Creditors ofthe Commonwealth of Puerto Rico v.
Defendants 14-1004, Adv. Proc. No. 19-00285,

The Special Claims Comm. Ofthe Fin. Oversightand Mgmt Board for Puerto Rico and
the Official Comm. of Unsecured Creditors ofthe Commonwealth of Puerto Rico v.
Defendants 1B-100B, Adv. Proc. No. 19-00286,

% See section V.H.7.b) of this Disclosure Statement fora detailed summary ofthe Invalidity A ctions.
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0 TheSpecial Claims Comm. Ofthe Fin. Oversightand Mgmt Board for Puerto Rico and
the Official Comm. of Unsecured Creditors ofthe Commonwealth of Puerto Rico v.
Defendants 1C-53C, Adv. Proc. No. 19-00287, and

0 TheSpecial Claims Comm. Ofthe Fin. Oversightand Mgmt Board for Puerto Rico and
the Official Comm. of Unsecured Creditors ofthe Commonwealth of Puerto Rico v.
Defendants 1D-73D, Adv. Proc. No. 19-00288.

e Lien Challenge Actions:

O The Financial Oversight and Management Board of Puerto Rico, as Representative of
Commonwealth of Puerto Rico, et al., and the Official Committee of Unsecured Creditors
of All Title IIl Debtors (Other Than COFINA) v. Autonomy Master Fund Ltd., Adv. Proc.
No. 19-00291,

0 The Financial Oversight and Management Board of Puerto Rico, as Representative of
Commonwealth of Puerto Rico, et al., and the Official Committee of Unsecured Creditors
of All Title Il Debtors (Other Than COFINA) v. Cooperativa de Ahorroy Credito de
Rincon, Adv.Proc.No. 19-00292,

0 The Financial Oversight and Management Board of Puerto Rico, as Representative of
Commonwealth of Puerto Rico, et al., and the Official Committee of Unsecured Creditors
of All Title IIl Debtors (Other Than COFINA) v. Ortiz de la Renta, Adv. Proc. No. 19-
00293,

0 The Financial Oversight and Management Board of Puerto Rico, as Representative of
Commonwealth of Puerto Rico, et al., and the Official Committee of Unsecured Creditors
of All Title Ill Debtors (Other Than COFINA) v. Martinez Sanchez, Adv. Proc. No. 19-
00294,

0 The Financial Oversight and Management Board of Puerto Rico, as Representative of
Commonwealth of Puerto Rico, et al., and the Official Committee of Unsecured Creditors
of All Title Illl Debtors (Other Than COFINA)v. Valdivieso, Adv. Proc. No. 19-00295,

0 The Financial Oversight and Management Board of Puerto Rico, as Representative of
Commonwealth of Puerto Rico, et al., and the Official Committee of Unsecured Creditors
of All Title Il Debtors (Other Than COFINA) v. Friedman , Adv. Proc. No. 19-00296, and

0 The Financial Oversight and Management Board of Puerto Rico, as Representative of
Commonwealth of Puerto Rico, et al., and the Official Committee of Unsecured Creditors
of All Title Ill Debtors (Other Than COFINA) v. Blackrock Fin. Mgmt., Adv.Proc. No. 19-
00297.

e PBA Litigation:

O The Financial Oversight and Management Board for Puerto Rico v. Puerto Rico Public
Buildings Authority, Adv. Pro. No. 18-AP-149-LTS.%

80 See sections IIILA.3 and II1B.1.c) ofthis Disclosure Statement.
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e PRIFA BANs Takings Litigation:

O Puerto Rico BAN (VL) LLC, et al., v. United States of America, Case No. 19-482C (Fed.
Cl. filed Apr. 1,2019), currently pending in the United States Courtof Federal Claims .*!

e PRIFA BANs Litigation:

0 The Financial Oversight and Management Boardfor Puerto Ricov. The BankofNew York
Mellon et al., Adv. Pro. No. 19-AP-269-LTS.®

The Oversight Board has assessed the litigation risk related to the above actions and has
determined that the proposed recoveries reasonably reflect the litigation risk related to the disputes
in connection with the GO Bonds, PBA Bonds, and PRIFA BANs. The Oversight Board submits
that the resolution of the challenges to GO Bonds, PBA Bonds, and PRIFA BANs embodied in the
Plan is reasonable and fair, and should be approved.

Framework for Treatment of Commonwealth Bond Claims and Guarantee Claims. The
principal terms of the treatment of GO Bonds and claims against the Commonwealth on account
of the Commonwealth’s guarantee of (a) bonds issued by PBA, and (b) the PRIFA BANs
incorporated into the Plan include the following:®3

e Total GO/PBA Consideration Provided in Plan of Adjustment: $14.438
billion.

e $7.024 billion of cash (of which $350 million is contingent upon Fiscal
Year 2021 revenue outperformance exceeding $350 million).

e Issuance of $7.414 billion in New GO Bonds.

e Issuance of CVIs by the Commonwealth from which payments will be
made only if 5.5% Sales and Use Tax Collections outperform the May
2020 Commonwealth Certified Fiscal Plan (subject to (i) annual caps of
$50 million to $400 million and (ii) lifetime caps of $3,500 million for
GO CVlIs).

e In settlement of the PBA Litigation, the Commonwealth will provide
$1.073 billion of cash to PBA as an allowed administrative expense

claim in the Commonwealth’s Title III Case.

e NewGO Bonds Structure:

61 See section V.F.2.f) of this Disclosure Statement.
62 See section V.H.7.¢) ofthis Disclosure Statement.

63" Additional or modified terms are included in the HTA/CCDA PSA. The summary below is limited to the tems
included in the PSA.
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e The following New GO Bonds will be issued by the Commonwealth,
the payment of which will be backed by the good faith, credit and taxing
power of the Commonwealth under the Commonwealth Constitution:

e $6,083,315,000 in aggregate original principal amount of
current interest bonds,

o $442506,553.50 of 5.375% in aggregate original principal
amount capital appreciation bonds, and

o $288,241,989.75 of 5.000% in aggregate original principal
amount capital appreciation bonds;

e Deemed Issuance Date of New GO Bonds: July 1, 2021.
e New GO Bonds — Tax-Exempt/ Taxable Status:

e As more particularly described in Sections 74.1-74.4 of the Plan, in the
event a determination from the IRS or an opmion from Section 103
Bond Counsel is obtained prior to the Effective Date providing that the
ratio of the aggregate amount of all taxable New GO Bonds to be issued
on the Effective Date to the total aggregate amount of New GO Bonds
is less than thirteen percent (13%), the taxable New GO Bonds
determined to be tax-exempt will receive tax-exempt New GO Bonds
issued pursuant thereto with coupons for all maturities equal to the
coupons on the corresponding tax-exempt New GO Bonds set forth on
Exhibit I to the Plan. To the extent the Government Parties and the
Initial GO/PBA PSA Creditors determine during the period up to and
including the Effective Date to modify the coupons set forth on Exhibit
I to the Plan, the amount of par New GO Bonds will either increase or
decrease, on a dollar-for-dollar basis, depending upon the coupon
structure, subject to the amount of the maximum annual debt service
provided for in Exhibit I to the Plan, and any such modification being
applied to creditors pro rata on a post-application of GO/PBA PSA
Restriction Fee and GO/PBA Consummation Costs recovery basis as
described in footnote 8 to Annex 2-A to Exhibit I to the GO/PBA PSA.

e Asmore particularly described in Sections 71.1-71.4 of the Plan, if such
determination or opinion is obtained subsequent to the Effective Date,
and the ratio of the aggregate amount of all taxable New GO Bonds to
be issued on the Effective Date to the total aggregate amount of New
GO Bonds is less than thirteen percent (13%), the holders of the affected
taxable bonds will be mvited to exchange their bonds for converted
bonds and, subject to the application of all reasonable expenses incurred
by the Government Parties in connection with such exchange offer, the
interest rate on the converted bonds will be the same as the interest on
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affected taxable bonds of the same type, interest rate, series, and
maturity.

e Taxable Bond Waterfall:

e Taxable New GO Bonds will be distributed first to Puerto Rico
Investors who elect to receive a taxable bond distribution.

e Remaining taxable New GO Bonds after distribution to Puerto Rico
Investors will be distributed pro rata to all CW Bond Claims and CW
Guarantee Bond Claims.

e CVI Structure:
e Outperformance Metric:
e Measured as of the end of each FY, beginning FY22.

e 5.5% SUT Baseline for FY2022 to FY2043 included as Exhibit J to
the Plan.

e The Commonwealth will pledge its full faith, credit and taxing power
under the Puerto Rico Constitution and applicable Puerto Rico law for
payment of the CVIs.

e Notional and Lifetime Cap:
e GO CVlIs:

e $3,500 million, with maximum annual payment of $200 million
for GO CVIs plus any unused amounts from previous years,
subject to annual payments not being greater than $400 million
for GO CVlIs.

e Outperformance Condition:
e CVI holders receive the lesser of, on an annual basis:
e 50% of cumulative outperformance, starting on July 1, 2021,

less payments previously made, and 75% of annual
outperformance (the “Outperformance Amount”).

e Annual payment waterfall:
e First $100 million to GO CVIs, and

e Next$11,111,111 to Clawback CVIs
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e Deemed Issuance Date: July 1, 2021
e Term:
e (GO CVlIs: 22 year term.
e (lawback CVIs: 30 year term.
e Treatment of Original Issue Discount:®

e Allocation of plan consideration between classes of CW Bond Claims,
PBA Bond Claims, and CW Guarantee Bond Claims are made ratably
according to the claim amount as of the Commonwealth Petition Date
or PBA Petition Date (as applicable), including unmatured interest (i.e.,
par plus accrued interest).

e Distribution within a class of CW Bond Claims, PBA Bond Claims, and
CW Guarantee Bond Claims are made ratably according to the claim
amount as of the Commonwealth Petition Date or PBA Petition Date (as
applicable), excluding unmatured mterest (ie., par less unaccreted
original issue discount plus accrued interest).

e Sources of Payments: Some holders of CW Bond Claims and CW Guarantee
Bond Claims assert their bonds are secured by the 1.03% of the property tax
levied pursuant to Act 83-1991 (the “1.03% of Property Tax”) and collected by
the Municipal Revenues Collection Center (“CRIM”) and by monies
historically conditionally appropriated to certain instrumentalities but, pursuant
to Article VI, section 8 of the Commonwealth Constitution, retained by the
Commonwealth when available revenues (including surplus) for a given year
are insufficient to meet appropriations. While the Commonwealth Debtor
disagrees that the GO Bonds and guaranties are secured by the 1.03% of
Property Tax and/or the historically conditionally appropriated monies, to
eliminate these legal disputes, pursuant to the global settlement provided in the
GO/PBA PSA, the CW Bond Claims’ recovery will be distributed each Fiscal
Year from: (i) first, the 1.03% property tax levied pursuant to Act 83-1991 and
collected by the Municipal Revenues Collection Center of the Commonwealth
with respect to the New GO Bonds until the total amount of such property taxes
shall have been paid to holders of the New GO Bonds, (i) second, the monies
arising from the operation of Article VI, Section 8 of the Puerto Rico
Constitution until the total amount of such monies shall have been paid to
holders of the New GO Bonds, and (iii) third, and other resources of the
Commonwealth.

64 Capital appreciation bonds are accreted to the Commonwealth Petition Date or PBA Petition Date (as applicable)
in all distributions.
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Framework for Treatment of PBA Bond Claims. The principal terms of the treatment of
the PBA Bond Claims incorporated into the Plan includes the following:

. PBA Settlement: In settlement of the PBA Litigation, the Commonwealth will
provide $1.073 billion of cash to PBA as an allowed administrative expense claim
in the Commonwealth’s Title III Case in consideration of unpaid rent since the
Commonwealth Petition Date and ownership and valuation of certan property to
which the PBA holds title. Such funds will be distributed by PBA to allowed PBA
Bond Claims.

o Allowance of PBA Bond Claims:%> Holders of PBA Bonds will have an allowed
claim against PBA equal to the principal amount outstanding of PBA Bonds, plus
accrued and unpaid interest thereon, as of the PBA Petition Date.

o Solely for purposes of distribution under the Plan, the CW Guarantee
Claim against the Commonwealth on account of the
Commonwealth’s guarantee of PBA Bonds is calculated as such
amount less the settlement amount of $1.073 billion.

GO/PBA Consummation Costs. Creditors party to the GO/PBA PSA at its execution on
February 22, 2021 are entitled to a pro rata share of cash in an amount equal to 1.50% of the
aggregate amount of such holders’ or insurers’ PBA Bond Claims, GO Bond Claims, and CW
Guarantee Bond Claims (without duplication). The GO/PBA Consummation Costs are in
consideration for the fees and expenses incurred by such holders or insurers in connection with the
negotiation and execution of the PSA and the prosecution of the approval of the Disclosure
Statement and confirmation of the Plan.

GO/PBA Restriction Fee. An aggregate amount of $350 million in cash will be paid to
certain parties to the GO/PBA PSA. Such aggregate amount is reduced by the GO/PBA
Consummation Costs paid. The GO/PBA Restriction Fee is in consideration for executing the
PSA and agreeing to “lock-up” such party’s bonds in accordance with the terms of the GO/PBA
PSA.

The following parties are eligible to receive the GO/PBA PSA Restriction Fee:
. Creditors party to the GO/PBA PSA atits execution on February 22, 2021.

. Any GO/PBA PSA Creditors who join as parties to the GO/PBA PSA on or before
the earlier to occur of: (a) March 9, 2021, and (b) the date and time at which the
parties to the GO/PBA PSA entitled to receive the GO/PBA PSA Restriction Fee
own seventy percent (70%) of the aggregate amount of CW Bond Claims, PBA
Bond Claims, and CW Guarantee Bond Claims (without duplication).

65 Pursuant to the Plan Classes, the PBA Bond Claims as defined in the Plan Support Agreement also includes the
PBA Bond Claims (Insured).
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Retail Support Fee. To provide all holders of GO Bonds and PBA Bonds an opportunity
to receive a PSA fee, an aggregate amount of fifty million dollars ($50,000,000.00) in cashis made
available to Retail Investors holding GO Bonds and PBA Bonds. Retail Investors are such holders
who hold GO Bonds or PBA Bonds in the aggregate face amount of equal to or less than one
million dollars ($1,000,000.00). The Retail Support Fee will be available to each class of retail
investors who vote, as a class, to accept the Plan. If a class of Retail Investors votes to reject the
Plan, the share of the Retail Support Fee allocable to such class will be reallocated pro rata to the
classes of Retail Investors who have voted to accept the Plan, and parties eligible to receive the
GO/PBA Restriction Fee.

b) Plan Support Agreement with Certain Holders of HTA Bond Claims
and CCDA Bond Claims

On May 5, 2021, the Oversight Board, as representative of the Commonwealth and HTA
in their Title III Cases, announced that, following extensive discussions, it had entered into the
HTA/CCDA PSA (attached hereto as Exhibit C) with certain holders of in excess of $2 billion of
claims against HTA, including more than 85% of HTA 1968 Bonds, nearly 50% of HTA 1998
Senior Bonds, and nearly 40% of CCDA Bonds, which include traditional municipal investors and
monoline bond insurers Assured and National, on the framework of plans of adjustment that
proposes, among other things, to resolve asserted “clawback claims” against the Commonwealth
and the issuance of certain contingent value mstruments based on potential outperformance of
Puerto Rico’s 5.5% Sales and Use Tax relative to projections in the 2020 Certified Fiscal Plan, as
explained more fully in Exhibit I to the HTA/CCDA PSA.

Settlement of Outstanding Disputes Relating to “Clawback Claims.” In exchange for the
consideration to be provided in the Plan, the following disputes in connection with the “clawback
claims” as they relate to Assured and National will be compromised and settled pursuant to the
confirmation of the Plan:

e Clawback Actions:

0 The Financial Oversight and Management Board for Puerto Rico v. Ambac Assurance
Corporation, et al., Adv. Pro. No. 20-00005-LTS,

0 The Financial Oversight and Management Board for Puerto Rico v. Ambac Assurance
Corporation, et al., Adv.Pro. No.20-00004-LTS,

0 The Financial Oversight and Management Board for Puerto Rico v. Ambac Assurance
Corporation, et al., Adv.Pro.No.20-00003-LTS, and

O The Financial Oversight and Management Board for Puerto Rico v. Ambac Assurance
Corporation, et al., Adv.Pro. No. 20-00007-LTS.

e Lift Stay Motions:

0 Assured Guaranty Corp., et al. v. The Financial Oversight and Management Board for
Puerto Rico, filed in the HTA Title III Case [Dkt. No. 673],
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0 Ambac Assurance Corporation, et al. v. The Financial Oversight and Management Board,
filed in the Commonwealth Title IIT Case [Dkt. No. 10104],

0 Ambac Assurance Corporation, et al. v. The Financial Oversight and Management Board,
filed in the Commonwealth Title III Case [Dkt. No. 10602],

0 AmeriNational Community Services, LLC, et al. v. The Financial Oversight Management
Board of Puerto Rico, filed in the HTA Title III Case [Dkt. No. 591],

0 Assured Guaranty Corp., et al.v. Commonwealth of Puerto Rico, et al.,CaseNo. 20-1930,
currently pending in the United States Court of Appeals for the First Circuit,

0 Ambac Assurance Corporation, et al, v. Commonwealth of Puerto Rico, et al., Case No.
2—1931, currently pending in the United States Court of Appeals for the First Circuit,

O Peaje Investments LLCv. Puerto Rico Highways & Transportation Authority, et al., Adv.
Pro. No. 17-00152-LTS, filed in the HTA Title IIT Case [Dkt. No. 1], and

O any motion or adversary proceeding seeking to lift the automatic stay provided for in
accordance with section 362 and 922 of the Bankruptcy Code (to the extent applicable)
with respecttorevenues similar to those at issuein the above-referenced Lift Stay Motions.

The Oversight Board has assessed the litigation risk related to the above actions and has
determined that the proposed recoveries reasonably reflect the litigation risk related to the disputes
in connection with the “clawback claims.” The Oversight Board submits that the resolution of the
challenges in connection with the “clawback claims” embodied in the Plan is reasonable and fair,
and should be approved.

c) Stipulation with Certain ERS Bondholders

On March 9, 2021, the Oversight Board, as representative of the Commonwealth and ERS
in their Title III Cases, entered into a stipulation (attached hereto as Exhibit D) with certain ERS
Bondholders (as amended on April 2, 2021, the “ERS Stipulation™) that provides for, among other
things, the resolution of disputes regarding the scope of ERS Bondholders’ alleged security
interests in various payments and assets, including asserted administrative expense claims, and
claims based on the Commonwealth’s enactment of the PayGo legislation, and grants the
Commonwealth and ERS Bondholders certain rights to purchase the ERS private equity portfolio
(the “Private Equity Portfolio”), as set forth in greater detail below.

Dismissal and/or Denial of Pending Actions. In exchange for the consideration to be
provided to the ERS Bondholders pursuant to the Plan, the following disputes will be dismissed
and/or denied with prejudice:

e ERS Bondholders’ PayGo Challenge Actions:®

O Altair Global Credit Opportunities Fund (4), LLC, et al. v. Commonwealth
of Puerto Rico, et. al., Adv. Proc. Nos. 17-00219; 17-00220.

6 See section I11.B.1.b)(ii) for a description.
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e Oversight Board’s Ultra Vires Objections: ¢’

0 Special Claims Committee FOMB v. Jefferies LLC et al., Adv. Proc. No.
19-00355

0 Special Claims Committee FOMB v. American Enterprise Investment Servs.
Inc. etal., Adv. Proc. No. 19-00356

0 Special Claims Committee FOMB v. First Southwest Company et al., Adv.
Proc. No. 19-00357

0 Special Claims Committee FOMB v. Defendant IF et al., Adv. Proc. No.
19-00358

0 Special Claims Committee FOMB v. Defendant 1H et al., Adv. Proc. No.
19-00359

0 Special Claims Committee FOMB v. Defendant 1G et al., Adv. Proc. No.
19-00361

e The Lien-Scope Adversary Proceedings: 6

O Financial Oversight & Management Board for Puerto Rico v. Andalusian
Global Designated Activity Company, Adv. Proc. No. 19-00366

O Financial Oversight & Management Board for Puerto Rico v. Glendon
Opportunities Fund, L.P. Adv. Proc. No. 19-00367

e ERS Bondholders’ Administrative Expense and Pre -Petition Claims: ¢

O ERS Bondholders’ Motion and Requestfor Allowance and Payment of Post-
Petition and Administrative Expense Claims, Case No. 17-bk-3566, ECF
No. 707

O ERS Bondholders’ Motion and Request for Allowance and Payment of Post-

Petition and Administrative Expense Claims, Case No. 17-bk-3566, ECF
No. 710

67 See section V.H.6 for a description.
68 See section I11.B.1.b)(ii) for a description.

% See sectionI11.B.1.b)(v) fora description.
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o ERS Bondholders’ Federal Circuit Action Against the U.S. Government:7"

O Altair Global Credit Opportunities Fund (4), LLC, etal., v. U.S. (Case No.
21-1577) (Fed. Cir. 2021)

Framework for Treatment of ERS Claims. The principal terms of the treatment of the
ERS Bondholders’ claims mcorporated into the Plan include the following:

. Allowance of the Fiscal Agent ERS Proof of Claim: The proof of claim filed by
the Bank of New York Mellon against ERS (Claim No. 16777) (the “Fiscal Agent
ERS Proof of Claim™) against ERS will be deemed allowed in an aggregate amount
of $3,168,698,776.55.

. Claims filed against the Commonwealth or ERS with Respect to ERS Bonds:
The Bondholder Proofs of Claim (as defined in the ERS Stipulation), the Fiscal
Agent Commonwealth Proof of Claim (as defined in the ERS Stipulation), and all
other claims filed against the Commonwealth or ERS with respect to the ERS
Bonds shall be deemed satisfied and expunged.

. Allowed Claims with Respect to ERS Bonds: The holders of allowed claims with
respect to the ERS Bonds shall receive, without setoff or deduction for taxes,
(1) $373,000,000.00 in cash distributions, with such cash payments being made
available from ERS and the Commonwealth from the purchase of ERS assets, and
(i) ERS shall place the Private Equity Portfolio into a trust (the “ERS Trust”),
which trust’s documentation will be reasonably acceptable to the ERS
Bondholders, and ERS shall continue to manage such assetsup to the date that such
assets or ERS Trust interests are purchased by the Commonwealth or holders of
allowed claims with respect to the ERS Bonds pursuant to the Bondholder Election
(as defined in the ERS Stipulation).

Private Equity Portfolio Purchase. From the Effective Date, until April 10, 2023, the
Commonwealth shall have the right to purchase (the “Commonwealth FElection) the Private
Equity Portfolio for $70,750,000.00, with the proceeds distributed to holders of Allowed Claims
with respectto the ERS Bonds. Ifthe Commonwealth fails to provide written notice of its exercise
of the Commonwealth Election by April 10, 2023, any holder(s) of Allowed Claims with respect
to the ERS Bonds shall have the option to purchase (the “Bondholder Election™) all of the interests
in the ERS Trust for $70,750,000.00, plus such amounts as may be necessary to reimburse the
Commonwealth for any funded shortfall amounts, by providing written notice to the
Commonwealth no later than April 15, 2023, with such holders paying such aggregate amount, on
a pro rata basis, to the Commonwealth no later than April 20, 2023. If neither the Commonwealth
Election nor the Bondholder Election have been exercised, on April 25, 2023, the Commonwealth
shall purchase the Private Equity Portfolio for $70,750,000.00. The proceeds arising from the

0 See section V.F.6.g) for a description.
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purchase of the Private Equity Portfolio shall be distributed to holders of Allowed Claims with
respect to the ERS Bonds without set off or deduction for taxes.

Consummation Payments.”! ERS Bondholders party to the ERS Stipulation at its
execution are entitled to, without setoff or deduction for taxes, their pro rata share $75,000,000. 00
in cash distributions.

ERS Assets. In consideration for the Commonwealth making payments to support the cash
distributions to be made pursuant to the Plan, all other ERS assets shall be transferred to and vest
in the Commonwealth.

d) Plan Support Agreement with Retiree Committee

After significant negotiations, on June 7, 2019, the Oversight Board and the Retiree
Committee’? entered into the Retiree Committee PSA (attached hereto as Exhibit E) providing for
the Retiree Committee’s support for the terms of the agreed-upon restructuring of the
Commonwealth’s pension obligations pursuant to the Plan. The Oversight Board has determined
the following steps are essential to provide adequate funding for future pension obligations: (a)
reducing pension benefits above certain levels to achieve significant savings in pension payments
over the next 30 years while leaving the benefits of lower-income retirees unaffected; and (b)
establishing a pension reserve fund to provide a guaranteed source of payment in years when the
annual budget falls into deficit. These measures are incorporated into the Retiree Committee PSA,
and have since been adjusted to increase the threshold at which benefit reductions apply,” as
described below:

(1) Benefit Reductions

Pension benefits in ERS, Teachers Retirement System (“TRS”), and Judiciary Retirement
System (“JRS”) accrued by active and retired employees on or after May 3, 2017, are not subject
to any reductions in pension or retirement benefits. Pension benefits in all three systems accrued
by active and retired employees before May 3, 2017, are subject to reduction as follows.”

! Certain ERS Bondholders who are also holders of bonds issued by the Commonwealth and/or by PBA and are
parties to the GO/PBA PSA assert the provision of the Plan providing for the payment of the Consummation
Payments to only those ERS Bondholders party to the ERS Stipulation violates sections 4.5(d) of the GO/PBA
PSA. The group requested the Oversight Board provide in the Plan an additional cash distribution to those holders
in an amount proportionate to the Consummation Payments. The Oversight Board disagrees with this contention.

2 On June 15, 2017, the United States Trustee appointed the Retiree Committee in the Title Il Cases. Appointment
of Official Committeeof Retirees in the Commonwealth of Puerto Rico,[ECF No. 340].

3 These changes represent an update from the 2020 fiscal plan. The Retiree Committee PSA included additional
provisions protecting employees who would have received a smaller benefit reduction under the original benefit
reductionof25%. Given the increaseto $1,500, these protections are no longernecessary.

™ As payable under current law as of May 3, 2017 (including any historical benefit modifications as described in
Section III.A.2.) System2000 Participants (defined below)are not subject to such reduction and their claims are
treated as provided forin Class 48J.
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For any individual whose Total Monthly Retirement Benefit (exclusive of the Monthly
Medical Insurance Plan Contribution, which will not be reduced at all) is in excess of $1,500 per
month (the threshold above which cuts apply), a flat cut percentage equal to 8.5% of the Total
Monthly Retirement Benefit, provided that the Total Monthly Retirement Benefit cannot fall below
$1,500 per month. The minimum monthly benefit after applying reductions under the Plan will
remain at $1,500. Accrued pension amounts and threshold will not be indexed for any reason in
the future, except for Pension Benefit Restoration provisions as described below.

The reduction in the Total Monthly Retirement Benefit will be calculated in a four step
process:

(1) any annual Christmas Bonus will be reduced until (i) the Total Monthly Retirement
Benefit is reduced to $1,500, (ii) the total reduction as calculated above is reached, or (ii) the
Christmas Bonus is entirely eliminated, whichever occurs first;

2) any Summer Bonus will next be reduced until (i) the Total Monthly Retirement
Benefit is reduced to $1,500, (ii) the total reduction as calculated above is reached, or (iii) the
Summer Bonus is entirely eliminated, whichever occurs first;

(3) the Monthly Medicine Bonus will next be reduced until (i) the Total Monthly
Retirement Benefit is reduced to $1,500, (ii) the total reduction as calculated above is reached, or
(i) the Monthly Medicine Bonus is entirely eliminated, whichever occurs first; and

4 the Monthly Base Pension will next be reduced until (i) the Total Monthly
Retirement Benefit is reduced to $1,500, or (ii) the total reduction as calculated above is reached.

Under no circumstances shall this reduction formula reduce an individual Retiree’s Total
Monthly Retirement Benefit below the $1,500 monthly benefit threshold. If a Retiree’s Total
Monthly Retirement Benefit starts out below this threshold, the Retiree Total Monthly Retirement
Benefit will be unaffected by the Plan.

(11) Benefit Restoration

All Retirees subject to the Monthly Benefit Reduction described above are also eligible for
partial or total restoration of the benefit for any given Fiscal Year in the event there is sufficient
surplus cash generated beyond the surplus projected in the Fiscal Plan for that Fiscal Year. The
restoration of the benefit will occur in any particular post-confirmation Fiscal Year so long as the
Commonwealth Debtor achieves a budget surplus of more than $100 million in excess of the
surpluses projected in the Fiscal Plan for that year. If such an excess surplus is achieved, then 10%
of the excess surplus shall be distributed on or before October 1 following that Fiscal Year to
Retirees on a pro-rata basis to restore partially or fully the benefit reduction experienced by
Retirees in such year. Each Retiree will receive a Monthly Benefit Restoration pro-rated based on
the amount of total cuts experienced, and the restoration of benefits will be capped by the reduction
experienced by each Retiree. If the excess surplus achieved in any given Fiscal Year is less than
$100 million, no restoration payments will be made for that year unless additional restoration
payments are included in the certified budget. Such benefit restoration payments may be achieved
for any post-confirmation Fiscal Year through and including Fiscal Year 2033.
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(i)  Pension Reserve Trust

On the Effective Date of the Plan, the Commonwealth Debtor will establish a Pension
Reserve Trust. The Pension Reserve Trust will be held in trust for the sole benefit of the Retirees,
and managed by the three-member Pension Reserve Investment Committee appointed pursuant to
the Plan. The funding of the administrative cost of the investment adviser will come from the
Pension Reserve Trust.

The Plan provides that the Commonwealth will make annual contributions to the Pension
Reserve Trust from the Commonwealth General Fund for eight (8) Fiscal Years beginning in the
Fiscal Year following the Fiscal Year in which the Effective Date occurs, in an amount no less
than $175 million per year; provided further that for any Fiscal Yearending afterthe Plan Effective
Date (as defined in the Plan) in which the projected Fiscal Plan Surplus is at least $1.750 billion,
the Commonwealth shall make a contribution to the Pension Reserve Trust from the
Commonwealth General Fund in an amount equal to 25% of the projected Fiscal Plan Surplus that
year (such amount, the “Base Contribution”).”> Subsequent to entry into the Retiree Committee
PSA, the parties further negotiated and agreed, and the Plan provides at paragraph 79.2, that the
Commonwealth’s annual contribution shall also include: (a) such additional amount calculated as
the lower of the actual primary surplus for such Fiscal Year or the projected Fiscal Plan primary
surplus for such Fiscal Year minus the sum of (i) the Base Contribution for such Fiscal Year, plus
(i) the Commonwealth debt service obligation pursuant to the plan for such Fiscal Year, plus (iii)
Two Hundred Million Dollars ($200,000,000.00); provided, however, that, in all instances, such
additional amount cannot be lower than zero dollars ($0.00), and (b) subject to applicable laws,
including, without limitation, Titles I and II of PROMESA, such additional amounts as the
Commonwealth, i its discretion, elects to deposit into the Pension Reserve Trust. The annual
contribution must be made by October 1 following the end of each Fiscal Year.

Any withdrawals from the Pension Reserve Trust shall only be used by the Commonwealth
for the payment of current pension obligations under PayGo (as defined below).

€) Plan Support Agreement with AFSCME

The Oversight Board engaged in negotiations with AFSCME regarding new collective
bargaining agreement or agreements (“CBAs”), the ERS Systems Benefits, and the Upside Fiscal
Plan Surplus Sharing Agreement, resulting in an agreement which provides AFSCME’s support
of the Plan, while providing key benefits to AFSCME’s members in exchange for its support. On
June 7, 2019, the Oversight Board and AFSCME, for itself and on behalf of its two local chapters,
Servidores Publicos Unidos (“SPU”), AFSCME Council 95 and Capitulo de Retirados de SPU and
their fourteen affiliated local unions in Puerto Rico, entered into a PSA providing for AFSCME’s
support for terms of CBAs, along with the foregoing restructuring of pension obligations, pursuant
to the Plan. The vote passed with 92% of members voting in favor. The agreement also provides
AFSCME’s support of the terms set forth in the Plan with respect to treatment of retirement benefit
claims, and AFSCME has agreed to support and encourage those terms with their voting

™ The PSA and the Plan also provide for an initial contribution of $5 million to fund the initial administrative fees,
costs, and expenses ofthe Pension Reserve Trust.

41



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 56 of 600

membership. AFSCME will also be provided with institutional representation with direct
mteraction with the Oversight Board to ensure the perspectives of AFSCME are shared in regards
to the Commonwealth fiscal plan, budget, and restructuring process.

The Plan provides the existing CBAs between the Commonwealth and AFSCME or its
local affiliates are rejected under Bankruptcy Code section 365 and replaced with modified CBAs.
The treatment of claims as a result of such modification will be, in part, the implementation of
valid, enforceable modified CBAs. The current CBAs combined with the provisions of the term
sheet annexed as Appendix I to the AFSCME PSA (also attached as Exhibit F to this Disclosure
Statement) shall constitute the modified CBAs and the modified CBAs shall have a term of five
years. The five year contract term locks in fiscal plan economic savings while providing
enforceable CBAs and important contractual protections to AFSCME and its members, including,
for example, protection from privatization for the contract period. The AFSCME-represented
employees are assured that for the term of the new CBAs there will be no changes in base pay,
other compensation, leaves, holidays, or other benefits without the express consent of AFSCME.
The five-year term also allows for an emergency process to achieve fiscal plan personnel
reductions, while providng AFSCME input into cost saving initiatives. The result of the
collaborative process maintains the majority of AFSCME’s previously negotiated benefits while
memorializing said benefits in the modified five-year CBAs.

Claims as a result of such rejection are in Class 48, and the treatment of the rejection
damage claims is the proffer of the modified CBAs consistent with the AFSCME PSA, to be
executed and effectuated pursuant to the Plan and Confirmation Order. The terms of the CBA
cover the following union affiliates:

e Parole Board and Local 3584 / United Public Servants
e Department of Consumer Affairs and Local 3986 / United Public Servants

e Department of Correction and Rehabilitation and Local 3500-Unit B Correctional
Officers (ACU)/ United Public Servants

e Department of Correction and Rehabilitation / Bureau of Juvenile Institutions and
Local 3559 (ACU)/ United Public Servants

e Department of Education and Local 3840 covering only employees within
AFSCME jurisdiction of PASO

e Department of Natural and Environmental Resources and Local 2082-Unit A /
United Public Servants

e Department of Natural and Environmental Resources and Local 3647 (Ranger
Corps) / United Public Servants

e Department of Transportation and Public Works and Local 3889 / United Public
Servants
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e Department of Labor and Human Resources / Vocational Rehabilitation
Administration and Local 3251 / United Public Servants

e Department of the Family and Local 3227-Unit A / United Public Servants

e Department of the Family and Local 3234-Unit B (UPETEC) / United Public
Servants

e Bureau of Forensic Sciences and Local 2099 / United Public Servants

e Department of Correction and Rehabilitation / Pretrial Services Program and Local
3573 (ACU)/ United Public Servants

e Bureau of Transport and Other Public Services and Local 3897 / United Public
Servants

The AFSCME PSA provides for a multitude of benefits negotiated between the Oversight
Board and AFSCME in an effort to maintain protection of the union members, including as
follows.

Uniform Healthcare. The AFSCME PSA provides for an enhanced monthly employer
contribution of $170.00 per person/per month in comparison to the fiscal plan proposal of $125.00
per person/per month. The PSA also provides for union representation through a negotiated health
care administrator, which will facilitate better coverage, a wider array of choices for coverage, and
lower overall costs to union members.

Upside Participation Bonus. The AFSCME PSA provides a mechanism for union member
participants and all other eligible Commonwealth employees to share in any “Excess Cash
Surplus™ (the terms of which are described below) above and beyond the certified fiscal plan in
effect as of the date of the Plan for the Commonwealth. Given the sacrifices already endured by
the workers of Puerto Rico and the additional sacrifices required under the Fiscal Plan, the Fiscal
Plan Surplus Sharing Agreement provides a mechanism to share any potential upside with those
who have endured the current challenges and will be working to stabilize Puerto Rico in future
years.

Support Fee. AFSCME will receive a one-time payment of $5 million, in recognition of
their efforts as the lead negotiator of and as a signatory to the Agreement.

Additional Fee. AFSCME will receive a one-time payment of $5 million to AFSCME, to
be disbursed in the manner AFSCME designates, as a concession by the Oversight Board for the
efforts undertaken by AFSCME to fulfill obligations under the agreement.

Signing Bonus. Union member participants will receive a one-time signing bonus of $500.

System 2000. Union members will receive full recovery of their contributions under the
System 2000 plan, with interest credit through May 3, 2017. The following terms outline the
means in which System 2000 participants are treated:
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e segregate full System 2000 contributions from 2000-2013;
e segregate full System 2000 participant Act3-2013 contributions from 2013-2017; and

e segregate full Act3-2013 participant (who had not participated in either Act 1 of 1990
or Act 447, or System 2000 from 2000-2013) contributions through 2017.

System 2000 participants who have not yet retired as of the Plan Effective Date will receive
the amount of their contributions into System 2000 (and Act 3 plans from and after 2013) through
June 30, 2017, plus accrued interest thereon through the Petition Date. This amount will be rolled
mto participants’ individual defined contribution accounts and invested by default into a target
date life-cycle fund, which will result in the unimpairment of their contributions to the system and
interest accrual under Puerto Rico law, protection of their retirement savings in new defined
contribution accounts, and flexibility for participants to invest the dollars according to their
personal preference.

As of the Effective Date, participants with System 2000 contributions will no longer be
entitled to future system administered benefits, such as death and disability provisions.

Act 3-2013 Benefits. Act1of 1990 and Act447 Participants’ (as defined below) pensions
will include their contributions under Act 3-2013 from July 1, 2013 through the implementation
of the Act 106 defined contribution plan in July 2017, including interest accrued through the
Petition Date, as annuitized pursuant to Act 3-2013. The portion of the annuity related to
contributions under Act 3-2013 will be exempt from the benefit reduction formula described above
in subsection 1.b)(i) for participants who retire after the Effective Date of the Plan. This will serve
to further protect workers’ retirement benefits.

In addition, it was subsequently agreed that the Act 1 of 1990 and Act 447 Participants
who have not yet annuitized or withdrawn their Act 3 contributions would receive $2,600
deposited pre-tax into their Act 106 DC accounts. This amount will be rolled into participants’
individual defined contribution accounts and invested by default into a target date life-cycle fund
closest to the year in which each participant will reach age 65, unless the participant has
affirmatively elected different investment options. These contributions, on average, provide
participants their interest accruals on their balances from the plan effective date through their
retirement similar to the treatment for System 2000 participants. Upon retirement, these balances
will have a 4% interest rate applied to them upon conversion into an annuity.

Pension Reserve Trust. Establishment and funding of a Pension Reserve Trust protects
both current and future union retirees. The AFSCME PSA provides the Commonwealth shall
make annual contributions to the Pension Reserve Trust from the Commonwealth General Fund
for eight (8) Fiscal Years beginning in the Fiscal Year following the Fiscal Year in which the
Effective Date occurs, in an amount no less than $175 million per year; provided that for any Fiscal
Year ending after the Plan Effective Date in which the projected Fiscal Plan Surplus is at least
$1.750 billion, the Commonwealth shall make a contribution to the Pension Reserve Trust from
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the Commonwealth General Fund in an amount equal to 25% of the projected Fiscal Plan Surplus
that year.”¢

Excess Cash Surplus. The AFSCME PSA provides a mechanism for union members to
share in any excess surplus above and beyond the certified fiscal plan in effect as of the Effective
Date of the Plan. It provides for a bonus pool for union members to the extent the Commonwealth
outperforms the projections included in the Fiscal Plan. Excess Cash Surplus is defined as excess
cash surplus above and beyond the projected Fiscal Plan surplus contained in the Certified Fiscal
Plan in effectas of the Effective Date. If the Excess Cash Surplus is lower than $100 million, no
amounts will be distributed. If the Excess Cash Surplus is $100 million or higher, 25% of the
Excess Cash Surplus will be allocated to the Upside Participation Bonus pool, which will be shared
proportionally amongst AFSCME-represented participants and all other eligble Commonwealth
employees. All recipients of this upside bonus pool will have the choice to allocate any portion of
their bonus to their defined contribution account and any remainder will be distributed in cash

Non-Union Rank-and-File Employees. For those rank-and-file employees who are not
represented by a union, and therefore are not eligible to sign a plan support agreement for the Plan,
the Oversight Board will provide them with certain of the benefits afforded to those employees
who are represented by a union that does sign a plan support agreement for the Plan. For example,
such rank-and-file employees will receive the enhanced monthly employer contribution of $170.00
per person/per month in comparison to the fiscal plan proposal of $125.00 per person/per month
and are permitted to participate in the upside participation bonus which shares any excess surplus
above and beyond the certified fiscal plan in effect as of the date of the Plan for the
Commonwealth.

2. Holders of Allowed Claims Permitted to Make Elections

Pursuant to the Disclosure Statement Order and the Plan, certain holders of Claims are
entitled to make an election regarding the distribution they will receive under the Plan and the
settlement of certain disputes. Below is an overview of the distribution elections and limitations
on voting applicable to certain holders of Claims.

Taxable Bond Election. If you hold an Allowed Claim in any of the following Classes,
you may elect to receive your distribution of New GO Bonds pursuant to the Plan in the form of
higher iterest rate coupons but your bonds are treated as taxable bonds for federal income tax

purposes:

76 The formula here (defined in the Plan as the Base Contribution) is provided forin the AFSCME PSA (Exhibit F);
however, the Plan provides fora more beneficial formula (see the Plan at 79.2), consistent with therevisions to the
formula negotiated by the Oversight Board and the Retiree Committee as describedabove. The Plan establishes an
initial contribution of $5 million to fund the initialadministrative fees, costs, and expenses ofthe Pension Reserve
Trust. Beginning with the fiscal year in which the Plan Effective Date occurs, the Reorganized Commonwealth
will make eight annual contributions to the Pension Reserve Trustin an amount (foreach fiscal year) equalto (a)
the Base Contribution for such fiscal year, plus (b) such additional amount calculated as the lower of the actual
primary surplus forsuch fiscal year ortheprojected Fiscal Plan primary surplus for such Fiscal Year minus the sum
of (i) the Base Contribution for such fiscal year, plus (ii) the Commonwealth debt service obligation pursuant to
the plan for the fiscal year, plus (iii) $200 million.
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Claims Eligible to Make Taxable Eection
Claim Class
Vintage CW Bond Claims Class 14
Retail Vintage CW Bond Claims Class 15
Vintage CW Guarantee Bond Claims Class 21
2011 CW Bond Claims Class 27
Retail 2011 CW Bond Claims Class 28
2011 CW Guarantee Bond Claims Class 31
2011 CW Series D/E/PIB Bond Claims Class 33
Retail 2011 CW Series D/E/PIB Bond Claims Class 35
2012 CW Bond Claims Class 37
Retail 2012 CW Bond Claims Class 38
2012 CW Guarantee Bond Claims Class 41
2014 CW Bond Claims Class 43
Retail 2014 CW Bond Claims Class 44
2014 CW Guarantee Bond Claims Class 46

Since residents of Puerto Rico are generally exempt from payment of federal income taxes,
to be eligible to make the taxable bond election, a holder of such Allowed Claim must certify that
it is a Puerto Rico Investor,i.e., that it is either:

e A natural person that is a resident of the Commonwealth (for Puerto Rico personal
income tax purposes), or

e An entity that is wholly owned by or entirely beneficially owned by one or more
natural persons that are residents of the Commonwealth (for Puerto Rico personal
income tax purposes).

If you make the above-described election, you will be deemed to accept the Plan. If you
are determined to be ineligible to make the taxable bond election, your Claim will be treated in
accordance with your originally designated Class and you will be deemed to accept the Plan.

AFTER THE ELECTION DEADLINE, ALL SECURITIES THAT HAVE BEEN
TENDERED WITH RESPECT TO AN ELECTION WILL BE RESTRICTED FROM FURTHER
TRADING OR TRANSFER UNTIL THE EFFECTIVE DATE OF THE PLAN. THIS IS
NECESSITATED BY THE DEPOSITORY TRUST COMPANY PROCEDURES TO
ASSOCIATE AN ELECTION TO RECEIVE TAXABLE BONDS WITH THE UNDERLYING
SECURITY, WHICH CAN ONLY BE ACCOMPLISHED BY TENDERING THE
UNDERLYING SECURITY.

IF YOU MAKE THE TAXABLE BOND ELECTION, YOU WILL RECEIVE A

DISTRIBUTION CONSISTING OF TAXABLE NEW GO BONDS, CVIS, AND CASH
APPROXIMATELY EQUAL TO THE FOLLOWING:
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Claim Approx. Taxable
Class Bond Hection
Recovery

Vintage CW Bond Claims Class 14 77.6%
Retail Vintage CW Bond Claims Class 15 77.6%
Vintage CW Guarantee Bond Claims Class 21 74.5%
2011 CW Bond Claims Class 27 73.0%
Retail 2011 CW Bond Claims Class 28 73.0%
2011 CW Guarantee Bond Claims Class 31 73.5%
2011 CW Series D/E/PIB Bond Claims Class 33 76.5%
Retail 2011 CW Series D/E/PIB Bond Claims Class 35 76.5%
2012 CW Bond Claims Class 37 72.4%
Retail 2012 CW Bond Claims Class 38 72.4%
2012 CW Guarantee Bond Claims Class 41 67.3%
2014 CW Bond Claims Class 43 67.8%
Retail 2014 CW Bond Claims Class 44 67.8%
2014 CW Guarantee Bond Claims Class 46 67.8%

IF YOU DO NOT MAKE THE TAXABLE BOND ELECTION, YOU WILL
RECEIVE A DISTRIBUTION CONSISTING OF NEW GO BONDS, CVIS, AND CASH
APPROXIMATELY EQUAL TO THE FOLLOWING:

o e Recovery
Vintage CW Bond Claims Class 14 77.6%
Retail Vintage CW Bond Claims Class 15 77.6%
Vintage CW Guarantee Bond Claims Class 21 74.5%
2011 CW Bond Claims Class 27 73.0%
Retail 2011 CW Bond Claims Class 28 73.0%
2011 CW Guarantee Bond Claims Class 31 73.5%
2011 CW Series D/E/PIB Bond Claims Class 33 76.5%
Retail 2011 CW Series D/E/PIB Bond Claims Class 35 76.5%
2012 CW Bond Claims Class 37 72.4%
Retail 2012 CW Bond Claims Class 38 72.4%
2012 CW Guarantee Bond Claims Class 41 67.3%
2014 CW Bond Claims Class 43 67.8%
Retail 2014 CW Bond Claims Class 44 67.8%
2014 CW Guarantee Bond Claims Class 46 67.8%
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Taxable New GO Bonds distributed to holders making the taxable bond election will have
certain repayment terms that differ from those distributed to holders who do not make such
election. You are encouraged to review the entire Disclosure Statement, including the tax
consequences of making an election discussed in IX, entitled “Material United States Federal
Income Tax Considerations” and section X, entitled “Certain Material Puerto Rico Income Tax
Considerations” of this Disclosure Statement, before making the taxable bond election. As a
general matter, residents of Puerto Rico are not subject to U.S. federal ncome taxes. Residents of
Puerto Rico should read section IX of the Disclosure Statement, entitled “Material United States
Federal Income Tax Considerations—Puerto Rico Individuals and Puerto Rico Corporations” for
a discussion of important limitations to this general rule. Even if you qualify as a Puerto Rico
Investor, you may not be exempt from paying U.S. federal income tax on the Taxable New GO
Bonds. The tax consequences described in this Disclosure Statement are not a substitute for careful
tax planning and professional tax advice relating to your individual circumstances and you should
seek advice from your own tax advisor.

Assured Insured Bond Claims — Distribution Elections and Voting. 1f you are a beneficial
holder of Allowed Assured Insured Bond Claims, and solely to the extent Assured (i) declines to
make the Assured Election with respect to any Assured Insured Bonds of which you are the
beneficial holder and (i) decides to offer more than one Assured Bondholder Election, you may
elect one of the Assured Bondholder Elections on your Election Form toreceive in full satisfaction
of your Allowed Assured Insured Bond Claim and rights under the applicable Assured Insurance
Policy.

Beneficial holders of Allowed Assured Insured Bond Claims, Allowed Assured CW/HTA
Bond Claims, and Allowed CW/PRIFA Rum Tax Claims arising from bonds insured by Assured
will not be entitled to vote to accept or reject the Plan. Assured is entitled to vote on account of
Allowed Assured Insured Bond Claims, Allowed Assured CW/HTA Bond Claims, and Allowed
CW/PRIFA Rum Tax Claims arising from bonds insured by Assured under the Plan in accordance
with Section 301(c)(3) of PROMESA and other applicable law and governing documents.

National Insured Bond Claims—Distribution Election and Voting. If you are a
beneficial holder of Allowed National Insured Bond Claims, you may elect on your Election Form
to receive in full satisfaction, release, and exchange of your Allowed National Insured Bond Claim
and rights under the applicable National Insurance Policy, (1) the National Commutation
Treatment or (2) the National Non-Commutation Treatment.

Holders of Allowed National Insured Bond Claims and National CW/HTA Insured Bond
Claims will not be entitled to vote to accept or reject the Plan. National is entitled to vote on
account of Allowed National Insured Bond Claims and Allowed National CW/HTA Insured Bond
Claims under the Plan on behalf of beneficial holders thereof in accordance with Section 301(c)(3)
of PROMESA and other applicable law and governing documents.

Syncora Insured Bond Claims—Distribution Election and Voting. 1f you are a beneficial
holder of Allowed Syncora Insured Bond Claims, you may elect on your Election Form to receive
in full satisfaction, release, and exchange of your Allowed Syncora Insured Bond Claim and rights
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under the applicable Syncora Insurance Policy, (1) the Syncora Commutation Treatment or (2) the
Syncora Non-Commutation Treatment.

Holders of Allowed Syncora Insured Bond Claims will not be entitled to vote to accept or
reject the Plan. Syncora is entitled to vote on account of Allowed Syncora Insured Bond Claims
under the Plan on behalf of beneficial holders thereof in accordance with Section 301(c)(3) of
PROMESA and other applicable law and governing documents.

AFTER THE ELECTION DEADLINE, ALL SECURITIES THAT HAVE BEEN
TENDERED WITH RESPECT TO AN ELECTION WILL BE RESTRICTED FROM FURTHER
TRADING OR TRANSFER UNTIL THE EFFECTIVE DATE OF THE PLAN. THIS IS
NECESSITATED BY THE DEPOSITORY TRUST COMPANY PROCEDURES TO
ASSOCIATE AN ELECTION WITH THE UNDERLYING SECURITY, WHICH CAN ONLY
BE ACCOMPLISHED BY TENDERING THE UNDERLYING SECURITY.

Convenience Claim Election. Holders of Allowed CW General Unsecured Claims (Class
55) and Allowed ERS General Unsecured Claims (Class 63) may elect to:

(a) reduce the amount of such holder’s Allowed Claim to $10,000.00 and receive payment
in full in cash of such reduced claim pursuant to the treatment of Convenience Claims
m Class 65; and

(b) accept the Plan as a holder of a Claim in Class 65.

Holders of multiple Allowed CW General Unsecured Claims or multiple Allowed ERS
General Unsecured Claims may elect to:

(a) reduce the amount of such multiple claims to an aggregate amount of $20,000.00 and
receive payment in full in cash of such reduced aggregate claim pursuant to the
treatment of Convenience Claims in Class 65; and

(b) accept the Plan as a holder of a Claim in Class 65.

4. OverviewofNew GO Bonds and Contingent Value Instruments to be Issued on
the Effective Date

a) New GO Bonds

On the Effective Date, Reorganized Commonwealth will issue the New GO Bonds,
consisting of:

(1) $6,683,315,000.00 in aggregate principal amount of New GO CIBs,
(i) $442,506,553.50 in initial principal amount of New GO 5.375% CABs, and

(i) $288,241,989.75 in initial principal amount of New GO 5.0% CABs,
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with eleven (11) different maturity dates, having an aggregate original principal amount at the time
of issuance $7,414,063,543.25. The New GO Bonds will be secured by a statutory first lien and
pledge of the amounts on deposit in the Debt Service Reserve Fund and the Debt Service Fund and
a pledge of the Commonwealth’s full faith, credit and taxing power in accordance with Article VI,
Section 2 of the Commonwealth Constitution and applicable laws of the Commonwealth as of the
Effective Date. The New GO Bonds will be dated as of, and will accrue or accrete interest from,
the earlier of (i) July 1, 2021 and (i) the Effective Date.

The New GO Bonds will be issued pursuant to the New GO Bonds Indenture and New GO
Bonds Legislation. The New GO Bonds will be distributed as set forth in the Plan.
Notwithstanding the timing of the Effective Date, interest on the New GO Bonds will commence

to accrue or accrete, as applicable, from the earlier to occur of the Effective Date and July 1, 2021,
which earlier date will be designated as the “dated” date of the New GO Bonds.

To the extent the Government Parties, each acting in its sole and absolute discretion,
determine to apply for ratings on the New GO Bonds, the Government Parties will use their
commercially reasonable best efforts to obtain ratings on the New GO Bonds, following
consultation with up to two (2) Initial GO/PBA PSA Creditors, jointly designated by the
Constitutional Debt Group, the GO Group, the LCDC, the QTCB Group, Assured (solely to the
extent that is has not terminated the PSA as to itself), National (solely to the extent that is has not
terminated the PSA as to itself), and Syncora, each of which will have executed a confidentiality
agreement, in form and substance satisfactory to the Oversight Bond and restricting such Initial
PSA Creditors from trading New GO Bonds, and to subsequently use their commercially
reasonable best efforts to obtain the best possible ratings.

The New GO Bonds will not carry any default rate of interest; provided, however, that the
mterest will accrue on all overdue debt service, at the regular coupon rate, compounding semi-
annually, until paid or satisfied in full in accordance with their terms.

Notwithstanding anything contained in the Plan to the contrary, to the extent that Taxable
New GO Bonds areissued, such Taxable New GO Bonds will be distributed to holders of Allowed
Claims in the following order of priority: (1) first, to holders of Allowed Taxable Election CW
Claims, and (2) second, pro rata to all other holders of Allowed Claims and recipients of New GO
Bonds, without duplication.

The maturities, interest rates, and amortization schedules for the New GO Bonds are
included as Exhibit Ito the Plan.

b) Contingent Value Instrume nts

On the Effective Date, Reorganized Commonwealth will issue the GO CVIs and the
Clawback CVIs. The GO CVIs will have a maximum lifetime cap of $3,500,000,000.00 and a 22-
year term. The Clawback CVIs will have a maximum lifetime cap equal to $3,697,668,995 for
Allowed CW/HTA Claims, $217228,391 for Allowed CW/Convention Center Claims,
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$22,580,090 for Allowed CW/MBA Claim, and $1,446,650,288 for Allowed CW/PRIFA Rum
Tax Claims (in total, $5,384,127,764),”7 and a 30-year term.

The CVIs will be secured by a pledge of the Commonwealth’s full faith, credit, and taxing
power under the Commonwealth  Constitution and applicable laws of the
Commonwealth. Payments on the CVIs will be made only if 5.5% Sales and Use Tax Collections
outperform the May 2020 Commonwealth Certified Fiscal Plan. Payments on the CVIs are subject
to applicable caps, including the GO CVI Maximum Annual Payment, the GO CVI Lifetime Cap,
the Clawback CVI Maximum Annual Payment and the Clawback CVI Lifetime Cap.

The Subject to Waterfall Clawback CVI represents a portion of payments to Clawback
CVIs made from the Subject to Waterfall Outperformance Amount. The Not Subject to Waterfall
Clawback CVIrepresents a portion of payments to Clawback CVIs made from the Not Subject to
Waterfall Outperformance.

C. Holders of Claims Entitled to Vote on the Plan of Adjustment

Pursuant to PROMESA Title III and the Bankruptcy Code, only holders of Allowed Claims
in classes of claims that are impaired and are not deemed to have automatically acceptedor rejected
a proposed Title III plan of adjustment are entitled to vote to accept or reject a proposed plan of
adjustment. Classes of claims in which the holders of claims are unimpaired under the Plan are
deemed to have accepted the Plan and are not entitled to vote to accept or reject the Plan. Classes
of claims in which the holders of claims will receive no recovery under the plan of adjustment are
deemed to have rejected the plan of adjustment and are also not entitled to vote.

Below is a summary of Classes of Claims (a) entitled to vote to accept or reject the Plan,
(b) entitled to make a distribution election, and (c) not entitled to vote to accept or reject the Plan:

Class Ballot E];gibl.e o VNo(t)iIlll-g

ection Notice
Vintage PBA Bond Claims Class 1 X - -
Vintage PBA Bond Claims (Assured) Class 2 * - -
Vintage PBA Bond Claims (National) Class 3 * X -
Vintage PBA Bond Claims (Other Insured)* Class 4 X - -
Vintage PBA Bond Claims (Syncora) Class 5 * X -
Retail Vintage PBA Bond Claims Class 6 X - -
2011 PBA Bond Claims Class 7 X - -
Retail 2011 PBA Bond Claims Class 8 X - -
2012 PBA Bond Claims Class 9 X - -
Retail 2012 PBA Bond Claims Class 10 X - -
PBA/DRA Secured Claim Class 11 - - X

7 Applies toaggregate Clawback CVI payments, including payments to both Subjectto Waterfall Clawback CVI and
Not Subject to Waterfall Clawback CVI.
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Class Ballot Ehijg:l):ieoﬁ)r VNo(t)i.Illlg
Notice

PBA General Unsecured Claims Class 12 - - X
PBA/DRA Unsecured Claim Class 13 - - X
Vintage CW Bond Claims Class 14 X X -
Retail Vintage CW Bond Claims Class 15 X X -
Vintage CW Bond Claims (Assured) Class 16 * - -
Vintage CW Bond Claims (National) Class 17 * X -
Vintage CW Bond Claims (Other Insured)* Class 18 X - -
Vintage CW Bond Claims (Syncora) Class 19 * X -
Vintage CW Bond Claims (Taxable Election) Class 20 - - -
Vintage CW Guarantee Bond Claims Class 21 X X -
Vintage CW Guarantee Bond Claims (Assured) Class 22 * - -
Vintage CW Guarantee Bond Claims (National) Class 23 * X -
E;lltla;gg)gw Guarantee Bond Claims (Other Class 24 X ) )
Vintage CW Guarantee Bond Claims (Syncora) Class 25 * X -
Eféﬁii §3W Guarantee Bond Claims (Taxable Class 26 ) ) )
2011 CW Bond Claims Class 27 X X -
Retail 2011 CW Bond Claims Class 28 X X -
2011 CW Bond Claims (Assured) Class 29 * - -
2011 CW Bond Claims (Taxable Election) Class 30 - - -
2011 CW Guarantee Bond Claims Class 31 X X -
%?elcltignw) Guarantee Bond Claims (Taxable Class 32 ) ) )
2011 CW Series D/E/PIB Bond Claims Class 33 X X -
2011 CW Series D/E/PIB Bond Claims (Assured) | Class 34 * - -
Retail 2011 CW Series D/E/PIB Bond Claims Class 35 X X -
é(l);cltigl\g Series D/E/PIB Bond Claims (Taxable Class 36 ) ) )
2012 CW Bond Claims Class 37 X X -
Retail 2012 CW Bond Claims Class 38 X X -
2012 CW Bond Claims (Assured) Class 39 * - -
2012 CW Bond Claims (Taxable Election) Class 40 - - -
2012 CW Guarantee Bond Claims Class 41 X X -
2012 CW Guarantee Bond Claims (Taxable

Election) Class 42 ) ) )
2014 CW Bond Claims Class 43 X X -
Retail 2014 CW Bond Claims Class 44 X X -
2014 CW Bond Claims (Taxable Election) Class 45 - - -
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Class Ballot Ehijgiblf: o Vlj)(t)illllg
ection Notice
2014 CW Guarantee Bond Claims Class 46 X X -
%(1)6104t i(OInW) Guarantee Bond Claims (Taxable Class 47 ) ) _
Retired ERS Participant Below-Threshold Claims | Class 48A - X
Retired JRS Participant Below-Threshold Claims Class 48B - - X
Retired TRS Participant Below-Threshold Claims | Class 48C - - X
Retired ERS Participant Above-Threshold Claims | Class 48D X - -
Retired JRS Participant Above-Threshold Claims | Class 48E X - -
Retired TRS Participant Above-Threshold Claims | Class 48F X - -
Active ERS Participant Claims Class 48G X - -
Active JRS Participant Claims Class 48H X - -
Active TRS Participant Claims Class 481 X - -
System2000 Participant Claims Class 48] - - X
AFSCME Claims Class 49 X - -
Dairy Producer Claims Class 50 X - -
Eminent Domain Claims Class 51 X - -
Energy Incentive Claims Class 52 - - X
Med Center Claims Class 53 X - -
Tax Credit Claims Class 54 - - X
CW General Unsecured Claims Class 55 X X -
CW/HTA Claims Class 56 X - -
CW/Convention Center Claims Class 57 X - -
CW/PRIFA Rum Tax Claims Class 58 X - -
CW/MBA Claims Class 59 X - -
CW Appropriations Claims Class 60 - - X
CW 510(b) Subordinated Claims Class 61 - - X
ERS Bond Claims Class 62 X X -
ERS General Unsecured Claims Class 63 X X -
Gracia-Gracia Claims Class 64 - - X
Convenience Claims Class 65 - - X

* The Plan provides that, for voting purposes, the “holder” of an insured Bond Claim shall
be determined in accordance with Section 301(c)(3) of PROMESA and any law or governing
documents applicable to such mnsured Bond Claims. Beneficial holders of Allowed Assured
Insured Bond Claims, Allowed Assured CW/HTA Bond Claims, Allowed Assured
CW/Convention Center Claims, Allowed Assured CW/PRIFA Rum Tax Claims, Allowed
National Insured Bond Claims, Allowed National CW/HTA Insured Bond Claims, and Allowed
Syncora Insured Bond Claims will not be entitled to vote to accept or reject the Plan. Assured,
National, and Syncora are entitled to vote on account of Allowed Assured Insured Bond Claims,

53



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 68 of 600

Allowed Assured CW/HTA Bond Claims, Assured CW/Convention Center Claims, Allowed
Assured CW/PRIFA Rum Tax Claims, Allowed National Insured Bond Claims, Allowed National
CW/HTA Insured Bond Claims, and Allowed Syncora Insured Bond Claims, as applicable, under
the Plan on behalf of beneficial holders thereof in accordance with Section 301(c)(3) of
PROMESA and other applicable law and governing documents.’®

Holders of Allowed Claims in Classes 11 (PBA/DRA Secured Claim), 13 (PBA/DRA
Unsecured Claim), 60 (CW Appropriations Claims), and 61 (CW 510(b) Subordinated Claims)
will not receive a distribution pursuant to the Plan and shall be deemed to have rejected the Plan
and are not entitled to vote.

Holders of ACR-eligible claims will not have the right to vote.

Holders of Allowed Claims in Classes 12 (PBA General Unsecured Claims), 52 (Energy
Incentive Claims), 68 (Gracia-Gracia Claims), and 69 (Convenience Claims) are unimpaired
pursuant to the Plan and shall be deemed to accept the Plan and are not entitled to vote.

Bankruptcy Code section 1126 defines “acceptance” of a plan of adjustment by a class of
claims as acceptance by creditors in that class holding at least two-thirds in dollar amount and
more than one-half in number of the allowed claims of such class held by creditors that voted to
accept or reject the Plan. Thus, acceptance of the Plan by Claims in each Class entitled to vote on
the Plan will occur only if at least two-thirds in dollar amount and a majority in number of the
holders of Allowed Claims in such Class that have actually voted their Ballots have voted in favor
of the Plan. A vote may be disregarded if the Title III Court determines, after notice and a hearing,
that the acceptance or rejection was not solicited or procured in good faith or in accordance with
the applicable provisions of PROMESA or the Bankruptcy Code.

It is important that holders of Claims in the Classes in the chart above that are eligible to
vote exercise their right to vote to accept or reject the Plan. EVEN IF YOU DO NOT VOTE OR
DO NOT HAVE THE RIGHT TO VOTE TO ACCEPT THE PLAN, YOU MAY BE
BOUND BY THE PLANIF IT IS CONFIRMED BY THE TITLE III COURT. The amount
and number of votes required for acceptance or rejection of the Plan by a Class are computed on
the basis of Claims actually voting to accept or reject the Plan. There are no quorum requirements
with respect to the number of Claims in a Class that actually vote.

If at least one impaired class of claims accepts a Title III plan of adjustment (without
counting the votes of insiders), Bankruptcy Code section 1129(b), made applicable to Title III of
PROMESA pursuant to PROMESA section 301(a), permits the confirmation of the plan of
adjustment under certain conditions, notwithstanding the rejection of the plan of adjustment by
one or more other impaired classes of claims. Under that section, a plan of adjustment may be
confirmed by a court if the plan of adjustment does not “discriminate unfairly” and is “fair and
equitable” with respect to each rejecting class. See section VII.C of this Disclosure Statement for
more information.

® Ambac and FGIC assert they are entitled to vote the Claims in Classes 4, 18, 24, and 56-58 corresponding to the
Allowed Claims insured by such insurer.
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The Debtors’ determination as to whether to request confirmation of the Plan pursuant to
Bankruptcy Code section 1129(b) will be announced prior to or atthe Confirmation Hearing.

D. Solicitation and Voting Procedures

On[_ 11,2021, the Debtors filed the Disclosure Statement Approval Motion [ECF
No. 11950], seeking an order from the Title III Court (1) approving the adequacy of the information
contained in the proposed Disclosure Statement, (i) fixing a Voting Record Date (as defined
therein) for voting on the Plan, (i) approving the Confirmation Hearing Notice (as defined
therein) and confirmation schedule, (iv) approving the proposed contents of the Solicitation
Package (as defined therein) and procedures for distribution thereof, (v) approving the forms of
Ballots, and establishing solicitation, voting, distribution election, and balloting procedures, (vi)
approving the form and manner of Notice of Non-Voting Status (as defined therein), (vi)) fixing
the Voting Deadline (as defined therein), Election Deadline (as defined therein), and confirmation
deadlines, and (viil) approving procedures for tabulating creditor votes. On|[ 1,2021,
the Title III Court entered the Disclosure Statement Order.

For more information regarding the solicitation and voting procedures surrounding the
Plan, see the Disclosure Statement Order.

E. Confirmation Hearing and Deadline for Objections to Confirmation

Pursuant to Bankruptcy Code section 1128, the Title III Court has scheduled the
Confirmation Hearing on whether the Debtors have satisfied the confirmation requirements of
PROMESA section 314 and the incorporated subsections of Bankruptcy Code section 1129 on
[ ,2021 at  a.m./p.m.] (Atlantic Standard Time) before the Honorable Laura Taylor
Swain, United States District Judge designated by Chief Justice John Roberts of the U.S. Supreme
Court to preside over the Commonwealth’s Title III Case, Clemente Ruiz Nazario U.S.
Courthouse, 150 Carlos Chardén Avenue, San Juan, P.R. 00918 at a courtroom or via virtual
hearing to be later determined. The Confirmation Hearing may be adjourned from time to time
without notice except as given at the Confirmation Hearing or at any subsequent adjourned
Confirmation Hearing.

The Title III Court has (i) established a Voting Deadline and Election Deadline of no later
than 5:00 p.m. (Atlantic Standard Time) on [ ,2021], and (ii) ordered that objections, if any,
to confirmation of the Plan be filed and served onor before[ ] (Atlantic Standard Time).

[Remainder of Page Left Intentionally Blank]
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I11. Overview ofthe Debtors

A. General Information
1. The Commonwe alth

Puerto Rico has an area of approximately 3,500 square miles and a population estimated
by the U.S. Census Bureau of approximately 3.2 million as of July 1, 2019.

Puerto Rico came under U.S. sovereignty pursuant to the Treaty of Paris of 1898. In 1917,
pursuant to the Jones-Shafroth Act, Pub. L. 64-368, citizens of Puerto Rico became citizens of the
U.S. In 1950, the U.S. Congress authorized Puerto Rico to approve its own Constitution, which
was drafted by a popularly elected constitutional convention, approved in a special referendum by
the people of Puerto Rico, amended and ratified by the U.S. Congress, and subsequently approved
by the President of the U.S. in 1952. The Commonwealth Constitution provides for the separation
of powers between the executive, legislative and judicial branches of government. The Legislature
consists of a Senate and a House of Representatives, the members of which are elected for four-
year terms.

Since the enactment of PROMESA, Puerto Rico has had five Governors. The first,
Alejandro Garcia-Padilla, was elected Governor on November 6, 2012, and was sworn into office
for a four-year term on January 2, 2013. The second, Ricardo A. Rossell6 Nevares, was elected
Governor on November 8, 2016 and was sworn into office for a four-year term on January 2, 2017.
On July 24, 2019, then-Governor Rosselld announced his resignation effective as of August 2,
2019. Before his resignation became effective, then-Governor Rosselld appointed former resident
commissioner Pedro Pierluisi as Secretary of State, which is the first official in the line of
succession to Governor under the Commonwealth Constitution. Despite being confirmed by only
the Puerto Rico House of Representatives, but not the Senate, Mr. Pierluisi was sworn in as acting
Governor on August 2,2019. But on August 7, 2019, the Puerto Rico Supreme Court unanimously
determined that Mr. Pierluisi was unconstitutionally sworn into office as Governor and Mr.
Pierluisi promptly resigned. Later that same day, the Secretary of Justice of Puerto Rico, Wanda
Viézquez, was sworn in as Governor pursuant to the Commonwealth Constitution to complete
former Governor Rosselldo’s term through 2020. Pedro Pierluisi was elected Governor on
November 3, 2020, and was sworn into office for a four-year term on January 2, 2021

While the people of Puerto Rico are citizens of the United States under the U.S.
Constitution, the residents of Puerto Rico have no direct representation in the federal government.
Puerto Rico has no electors in the Electoral College to vote for president; however, Puerto Rican
residents can participate in U.S. presidential nominating primaries. Consistent with the treatment
for all U.S. territories, under current U.S. Congressional rules, Puerto Rico’s representation in
Congress is limited to asingle resident commissioner who does not possess the same parliamentary
rights afforded to other members of Congress. The resident commissioner is not permitted to vote
on the House floor, is not recorded on the Clerk’s roll of Members-elect, and may not vote for
Speaker or file or sign discharge petitions. In addition, federal taxes, such as individual income
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taxes, except payroll taxes such as Social Security and Medicare taxes, are generally not levied on
Puerto Rico source income.”®

As aresult of the current fiscal crisis that affects the Commonwealth, the United States
Congress enacted PROMESA, which established the Oversight Board as an entity within the
Commonwealth government with broad powers to exercise budgeting and financial controls over
the Commonwealth’s fiscal affairs and to restructure its debt.

The Commonwealth’s Central Government. — The central government of the
Commonwealth (the “Central Government”) provides essential services to the people of Puerto
Rico through agencies and other entities. The list of entities that comprise the Central Government
is attached as Exhibit K to this Disclosure Statement.’? The Central Government accounts for the
costs of these essential services through its General Fund, Special Revenue Funds, and Federal
Funds.

The Commonwealth’s Public Corporations and Instrumentalities. In the
Commonwealth, many governmental and quasi-governmental functions are performed by legally
separate public corporations createdby the Legislature with varying degrees of independence from
the Commonwealth. Public corporations may obtain revenues from rates charged for services or
products but, as described further below, many receive sizable subsidies from the Commonwealth.
Most public corporations are governed by boards whose members are appointed by the Governor
with the advice and consent of the Puerto Rico Senate. Capital improvements of most of the larger
public corporations have been financed historically by bonds issued under trust agreements or
bond resolutions or by loan agreements.

Through the years, many public corporations and other instrumentalities have traditionally
relied on subsidies, in the form of appropriations from the General Fund of the Commonwealth or
appropriations of Commonwealth taxes or other revenues, to fund their operations. Certain of these
nstrumentalities, including the Puerto Rico Health Insurance Administration (“ASES”), the Puerto
Rico Medical Services Administration, the Puerto Rico Integrated Transit Authority (“PRITA”),
the Puerto Rico and Island Municipalities Maritine Transport Authority, the Metropolitan Bus
Authority (“MBA”), HTA, and the University of Puerto Rico (“UPR”), provide services to the
residents of the Commonwealth and rely heavily on such subsidies to fund their day-to-day
operations. Other subsidized public corporations provide services to the Central Government and
other government entities, which in turn provide services to the Commonwealth residents.

Commonwealth appropriations and/or tax revenues have also been used as a principal
source of funding for certain public corporations dedicated to fiscal and advisory functions (e.g.,
the Puerto Rico Fiscal Agency and Financial Advisory Authority (“AAFAF”), infrastructure
development (e.g., the Puerto Rico Infrastructure Financing Authority (“PRIFA”), and the Puerto
Rico Public Private Partnerships Authority), air and maritime transportation and logistics (e.g.,the
Puerto Rico Ports Authority), and economic, tourism and cultural promotion (e.g.,the Puerto Rico

7 The information is based on AAFAF’s (as defined below) adviceas to the contents of the upcoming Commonwealth
Financial Statement.

% The listis subject to change.
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Tourism Company (“PRTC”), the Puerto Rico Convention Center District Authority (“CCDA”),
the Puerto Rico Industrial Development Company (“PRIDCO”) (primarily with respect to the
Special Fund for Economic Development and the Rums of Puerto Rico Program), and the Institute
of Puerto Rican Culture).

Other public corporations, such as COFINA and the Puerto Rico Public Finance
Corporation (“PFC”), have been created as financing vehicles for the Commonwealth and have
issued debt backed by taxes (in the case of COFINA) or appropriations (in the case of PFC) as
their sole source of repayment.

Notwithstanding the Commonwealth’s substantial grants of support, certain of these public
corporations suffer from significant annual operating losses and carry material amounts of
accounts payable. If the Commonwealth’s financial condition is not improved by the Plan and the
reforms the Oversight Board has built into its certified fiscal plans and budgets, it may be unable
to continue to support these operations at the same level without taking action to reduce other
expenses or increase revenues.

The Commonwealth has approximately $13.7 billion of GO debt and approximately $5
billion of debt guaranteed by its good faith, credit and taxing power. The holders of the GO debt
and the Commonwealth guaranteed debt claim they have (i) a first priority right to all “available
revenues” of the Commonwealth, and (i) liens against certain property taxes and the funds
historically conditionally appropriated to certain instrumentalities subject to Article VI, section 8
of the Commonwealth Constitution. Under section 8, when “available revenues including surplus
for any Fiscal Year are insufficient to meet the appropriations made for that year, interest on the
public debt and amortization thereof shall first be paid, and other disbursements shall thereafter be
made in accordance with the order of priorities established by law.” Holders of the GO debt and
Commonwealth guaranteed debt assert that until all their accrued interest and matured principal is
paid in full, the monies otherwise historically conditionally appropriated to HTA and other entities
subject to Article VI, section 8 of the Commonwealth Constitution constitute “available revenues”
payable to those holders.

PROMESA section 202 grants the Oversight Board power over the budget. The Oversight
Board believes PROMESA section 4 preempts inconsistent Commonwealth laws, which includes
laws enacted prior to PROMESA that historically conditionally appropriated certain
Commonwealth monies to its instrumentalities. The Oversight Board believes that even if the
Commonwealth statutes are not preempted, they allow for these historically conditionally
appropriated monies to be used by the Commonwealth to pay GO debt and Commonwealth-
guaranteed debt. The Commonwealth has not used such monies to pay GO debt since June 30,
2016, because (a) the enforceability of the priority of GO debt or Commonwealth-guaranteed debt
is in Title IIT has not been decided, and/or (b) the Commonwealth’s police power entitles it to use
available revenues for the public health, safety, and welfare. Notably, the U.S. Congress found in
PROMESA section 405(m)(2) that the Commonwealth was unable to provide its citizens with
effective services, which the Oversight Board believes justifies the Commonwealth’s use of police
power to fund services for its citizens as opposed to debt payments.

58



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 73 of 600

2. ERS

Prior to the enactment of Act 106-2017 on August 23, 2017 (“Act 106”)8! ERS
administered a cost-sharing, multiple-employer defined benefit and hybrid defined contribution
plan. The benefits provided to participating employees of ERS were established by law. As a
cost-sharing plan, the plan’s assets were not legally segregated and may therefore have been used
to pay benefits to the retirees of any participating employer. Prior to the amendments made in
2013 by ActNo. 3-2013 (“Act 3-2013”), ERS consisted of different benefit structures. Members
who began to participate before January 1, 2000, participated in a defined benefit program.
Members who began to participate prior to April 1, 1990 (“Act 447 Participants™), were entitled
to the highest benefits structure, while those who began to participate on or after April 1, 1990
(“Act 1 Participants™), were subject to a longer vesting period and a reduced level of benefits, as
provided by ActNo. 1 of February 16, 1990 (“Act 1 of 1990™).

In 1999, Act 447 was amended to close the defined benefit program for new participants
and, prospectively, establish a new benefit structure similar to a cash balance plan (this new benefit
structure is referred to as “System 2000”). Members who began to participate on or after January
1, 2000 (“System 2000 Participants™) participated solely in System 2000. Prior to the amendment
made by Act 3-2013 (described below), under the System 2000 benefit structure, a participant was
entitled to receive a lump-sum payment, which could be received in full or used to purchase an
annuity from a third party, based solely on the amounts contributed in cash by such participant and
credited earnings on such cash. System 2000 Participants cash balance accounts did not benefit
from any Employer Contributions. Employer Contributions made on account of System 2000
Participants were used to reduce the accumulated unfunded pension benefit obligations of ERS.

System 2000 was not established as a separate plan, however, and there are no segregated
accounts for System 2000 Participants. Contributions received from System 2000 Participants and
Employer Contributions made on account of System 2000 Participants were pooled and invested
by ERS together with the assets corresponding to the defined benefit structure. Thus, future benefit
payments under the defined benefit structure of Act 447 and Act 1 of 1990 and the defined
contribution structure of System 2000, as amended by Act 3-2013, were payable, and were paid,
from the same pool of assets of ERS.

In April 2013, the Commonwealth enacted Act 3-2013 as a comprehensive reform of ERS
to address the growing funding shortfalls that threatened the viability of ERS. The most important
aspects of the changes effected to ERS by Act 3-2013 were the following: (i) in the case of active
employees who were Act 447 Participants and Act 1 Participants (meaning, those entitled to the
defined benefit plan, hired prior to January 1, 2000), all defined benefits accrued through June 30,
2013 were frozen, and thereafter all future benefits accrue under a defined contribution formula
which will be paid at retirement through a lifetime annuity similar to System 2000; (i) the
retirement age for Act 447 Participants gradually increases from age 58 to age 61; (iii) the
retirement age for System 2000 Participants gradually increases from age 60 to age 65; (iv) the

81 Prior to the enactmentof Act 106, the governance of ERS was vested in a Board of Trustees, whichsetpolicies and
oversaw the operations consistent with applicable law. Act 106 dissolvedthe Board of Trustees and created a new
Retirement Board, as discussed below.
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retirement age for new employees increased to age 67, except for new state and municipal police
officers, firefighters, and correctional officers, which will be age 58; (v) the employee contribution
increased from 8.275% to 10%; (vi) in the case of System 2000 Participants, the retirement benefits
will no longer be paid as a lump sum payment and instead will be paid in the form of a lifetime
annuity; (vil) with respect to post-employment benefits, the Christmas bonus payable to current
retirees is reduced from $600 to $200 (and is eliminated for future retirees) and the summer bonus
($200) is eliminated; (viii) future retirees will not receive any other post-employment benefits; and
(ix) disability and survivor benefits are modified. Additionally, cost of living adjustments
(COLAs) were no longer issued following the enactment of Act 3. The overall impact of the
reductions from Act 3 led to a reduction in GASB accrued liability in 2013 of $3.27 billion (or
13.5%).

As an integral part of the Act 3-2013 reform, the Commonwealth recognized that an
additional annual employer contribution was necessary to maintain sufficient system assets to be
able to meet benefit payments when due and maintain a minimum asset balance. As such, Act 3-
2013 established an Additional Uniform Contribution (“ERS-AUC”) for ERS that the
Commonwealth and other participating employers would be required to make annually. The ERS-
AUC was established at $120 million for Fiscal Year 2014, and for Fiscal Year 2015 through 2033
was to be the amount certified by ERS’s external actuary at least 120 days prior to the start of each
Fiscal Year as the amount necessary to avoid having the projected gross assets of ERS during any
subsequent Fiscal Year fall below $1 billion. Due to the worsening fiscal crisis since the enactment
of Act 3-2013, however, while certain public corporations and municipalities made their ERA -
AUC payments, the Commonwealth and other participating employers were unable to pay most of
the ERS-AUC and, as a result, ERS projected that it would deplete its liquid assets.

On August 23, 2017, the Legislature enacted Act 106, pursuant to which the
Commonwealth adopted a “pay-as-you-go” system (“PayGo”) for the payment of pension benefits
to retirees of all three Retirement Systems. Act 106 contemplates that the three Retirement
Systems would transfer their remaining liquid assets to a segregated PayGo account under the
custody of the Department of Treasury. The Commonwealth and other participating
mstrumentalities were to contribute to the PayGo system in lieu of the prior statutory employer
contributions payable to the Retirement Systems to reimburse pension payments made by the
Commonwealth to retired participants in the Retirement Systems. Legally separate entities whose
employees were receiving pension payments, such as the municipalities, were required to
reimburse the Commonwealth the amounts necessary to meet pension benefit payments to their
respective retirees. The Fiscal Year 2021 Certified Budget for the Commonwealth includes
approximately $2.610 billion to cover the expense, of which $2.055 billion is paid for out of the
General Fund budget and $555 million is paid for out of special revenue budgets funded by
reimbursements from participating public corporations and municipal employers, pursuant to Act
106.

Act 106 also established a new defined contribution plan for all ERS active participants, as
well as TRS’s Act 160 participants (discussed below). Generally, the required employee
contribution to theirr defined contribution plan accounts is 8.5%, and such contributions are to be
held in individual segregated accounts. Act 106 sets forth corrective measures and criminal
penalties if the corresponding PayGo contributions or employee payroll withholdings are not
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remitted to the plan without cause. The individual retirement accounts mandated by Act 106 were
established in June 2020, allowing employees to direct investments and manage their contributions
to the plan.

Act 106 created a thirteen-member Retirement Board for ERS, TRS and JRS composed of:
(1) the Executive Director of AAFAF, (2) the Secretary of the Treasury, (3) the Director of the
Puerto Rico Office of Management and Budget (“OMB”), (4) the Director of the Human Resources
and Transformation Office, (5) an active teacher of the Department of Education designated by the
Governor, (6) a representative of public corporations designated by the Governor, (7) a
representative from the Judicial Branch designated by the Chief Justice, (8) the President of the
Federation of Mayors, (9) the President of the Association of Mayors, (10) a TRS retiree
designated by the Governor, (11) an ERS retiree designated by the Governor, (12) a representative
of police officers designated by the Governor, and (13) a representative of the public interest
designated by the Governor. All powers of the trustee boards of ERS, TRS and JRS were
transferred to the new Retirement Board and the independent boards were dissolved.

In 2013, the Commonwealth attempted to reform the TRS and JRS in a similar manner to
the ERS through two separate statutes. Before 2013, the TRS consisted of a defined benefit
pension plan. Act 160-2013 (“Act 160”), however, sought to freeze the TRS’s defined benefit
system and replace it with a defined contribution plan. The Puerto Rico Supreme Court rejected
part of Act 160 and, as a result, the TRS administers two benefit structures: (i) a defined benefit
plan for active employees hired on or before July 31, 2014, and (ii) a hybrid plan for employees
hired on or after August 1, 2014 (“Act 160 Participants”), which were then transferred to the
defined contribution plan under Act 106.

Act 162-2013 established a new hybrid retirement system (the “Hybrid Program™) for
judges appomted on or after July 1, 2014. The Hybrid Program includes both defined benefit and
defined contribution components. The defined contribution component was structured along the
lines of the ERS and TRS reforms and the benefit is based on the balance of the contributions
credited to the participant's Hybrid Program account.

Consequently, the pension benefits ascribed to defined benefit participants in the TRS and
JRS pension plans prior to 2014 have not been frozen, as discussed above. Pursuant to the Plan,
as described below, all remaining defined benefits that continue to accrue under TRS and JRS will
be frozen, and participants will be enrolled in the defined contribution plan under Act 106, or
similar defined contribution plans.

In May 2019, the Commonwealth enacted Act 29-2019 which, among other things,
rendered the Commonwealth solely responsible for PayGo payments to municipality retirees and
eliminated the municipalities’ obligation to reimburse the Commonwealth. On July 3, 2019, the
Oversight Board commenced an action against the Governor to block enforcement or nullify Act
29 on several grounds including that the Commonwealth violated PROMESA sections 108(a)(2),
204, and 207.82 Following legal proceedings initiated by the Oversight Board challenging the

82 See sectionIV.C.3.h)(iv) of this Disclosure Statement fora discussion ofthe Oversight Board’s action challenging
Act 29-2019.
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validity of Act 29-2019 under PROMESA, the Title III court ruled that Act 29-2019 violated
PROMESA and nullified the law, thereby reinstating the municipalities’ obligation to cover PayGo
and healthcare payments for ther employees. This ruling’s consequences enabled the
Commonwealth to seek reimbursement for prior payments made under Act 29-2019 and
empowered the Commonwealth to act if these contributions are not received (e.g., to withhold
payments for utilities, appropriations). The effective date of the court's ruling was delayed until
May 7, 2020 to allow the parties to discuss potential solutions to the financial challenges faced by
municipalities, particularly in lLight of the COVID-19 pandemic.

In July 2019, the Commonwealth enacted Act 71-2019, which granted the federal Social
Security benefit to certain members of the Puerto Rico Police Bureau. This Law reduces from
8.5% to 2.3% the employee’s contribution to his or her defined contribution account created under
Law 106-2017. This 6.2% reduction is the minimum contribution that the employee must make
to be eligible for Social Security. In the case of those members of the rank and file of the Puerto
Rico Police Bureau who have less than ten (10) years left to qualify for mandatory retirement as
established in Law No. 447 of May 15, 1951, as amended, the reduction does not apply optionally
if they stated that they do not wish to benefit from it within the term provided therefor. The
provisions of Act71-2019 were fully implemented beginning in January 2020.

In August 2020, the Commonwealth enacted Act 80-2020 granting an incentivized
retrement program for certain ERS participants, Act 81-2020 granting enhanced benefits to
members of the Puerto Rico Police Ranking System, Fire Fighters Corps Bureau, Puerto Rico
Custody Officers Corps, and medical emergency technicians of the Medical Emergency Corps
Bureau and the Municipal Medical Emergency System, and Act 82-2020 granting credit to
retirement benefits arising from unused sick leave balances for participants under the Teachers
Retirement System. The Oversight Board has asked the Government to delay implementation of
each of these laws until a full and accurate study has been performed to ensure that the
Commonwealth has identified a significant source of savings to pay for the costs of the benefits
provided under the laws. On November 20, 2020, the Commonwealth notified the Oversight
Board that these laws would not be implemented until an agreement was reached with the
Oversight Board concerning the financial viability of each Act. See additional discussion
regarding these acts below.

ERS has approximately $3.17 billion of bond debt which the ERS bondholders assert is
secured by certain assets at ERS and employer contributions to ERS. While Act 106 terminated
employer contributions to ERS, the ERS bondholders asserted the new PayGo payments are the
equivalent of employer contributions and they claim them as their collateral. On June 27, 2019,
however, the Title III Court ruled the ERS bondholders do not have a perfected security interest in
any post-petition employer contributions due to Bankruptcy Code section 552, and the First Circuit
affirmed on January 30, 2020.8> That ruling became final and non-appealable after the United
States Supreme Court denied the ERS bondholders’ request to review the First Circuit’s opinion.

8 Opinion and Order Granting Plaintiff’s Motion for Summary Judgment as to Count IIl and Counterclaims Il and
11, and Denying Defendants’ Motion for Summary Judgment, dated June 27, 2019 [Case No. 17-03566. ECF No.
2511, 385 F. Supp.3d 138 (D.P.R. 2019), aff’d In re Fin. Oversight & Mgmt. Bd. for P.R., 948 F.3d 457 (1st Cir.
2020).
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Previously, the Title IIT Court had ruled the ERS bondholders had never properly perfected
any of their security interests but was reversed by the U.S. Court of Appeals for the First Circuit.
The ERS bondholders have also asserted takings claims against the Commonwealth and the U.S.
Government for having allegedly deprived them unconstitutionally of their original employer
contributions. The Court of Federal Claims has ruled the ERS bondholders lack any takings claim
against the U.S. Government; the takings claims against the Commonwealth have not been
resolved on a final basis as of the date hereof.

3. PBA

PBA is a public corporation createdby Act No. 56 of June 19, 1958 (as amended, the “PBA
Enabling Act”). PBA was created to design, construct, administer, and provide maintenance to
office buildings, courts, warehouses, schools, health care facilities, welfare facilities, shops, and
related facilities leased to the Commonwealth or any of its departments, agencies,
instrumentalities, public corporations, or municipalities. The annual rent for each leased building
is based on the amounts needed by PBA to cover the payment of:

1. Principal, mterest and other amortization requirements of the notes and bonds issued to
finance the buildings;

2. Operating and maintenance expenses of the buildings, including a reasonable proportional
share of administrative expenses, excluding depreciation; and

3. Costs of equipment replacement and extraordinary repairs.

Component (1), referred to as “Debt Service Rent” under applicable leases between PBA
and the Commonwealth, is tied to the annual principal and interest payments due on the PBA
Bonds. Components (2) and (3), described above, are subject to escalation to permit PBA to
recover the costs incurred. Amounts due from departments and governmental agencies of the
Commonwealth may be subject to periodic revisions and/or adjustments based on the availability
of funds at the Commonwealth level.

The PBA Enabling Act provides that the good faith and credit of the Commonwealth is
pledged for the payment of rent under any lease agreement executed pursuant to the PBA Enabling
Act with any department of the Commonwealth. The Enabling Act also provides that the
Department of the Treasury of the Commonwealth of Puerto Rico (the “Treasury Department”)
will make advances to PBA for any unpaid portion of rent payable to PBA by any agency or
instrumentality of the Commonwealth that has entered into lease agreements with PBA. Such
advances are recorded as a reduction of accounts receivable since the responsibility of
reimbursement belongs to the agency lessee in accordance with the PBA Enabling Act.

PBA was afforded broad powers under the PBA Enabling Act, including the power to make
and execute contracts; acquire properties (including by eminent domain); prepare plans, projects,
and cost estimates for construction, improvement, or repair of any property or facility; contract
with Commonwealth departments, agencies, instrumentalities, public corporations or officials, or
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any private persons or entities with regard to the administration of any properties or facilities of
PBA; and borrow money and issue bonds.

PBA is governed by a seven-member board comprised of the Secretary of the Department
of Transportation and Public Works (“DTPW™), the Secretary of the Department of Education of
the Commonwealth, the Executive Director of AAFAF, and four members appointed by the
Governor of Puerto Rico with the advice and consent of the Senate with staggered six-year terms.
In January 2021, Andrés Rivera Martinez was appomnted by Governor Pierluisi to serve as the
Executive Director of the PBA.34

PBA has constructed over 200 office buildings, including police stations, courthouses, and
related parking facilities, with approximately 6.8 million square feet of rentable space for the use
of and lease by various departments, agencies, and instrumentalities of the Commonwealth, among
others.

PBA has built 376 school buildings with approximately 20.3 million square feet of rentable
space. All of the space part of the school buildings program is leased to the Department of
Education. The construction cost for the school building program is in excess of $2.5 billion. The
funding for the construction was primarily provided by PBA through the issuance of Public
Education and Health Facilities Bonds under the 1978 Bond Resolution and Government Facilities
Bonds under the 1995 Bond Resolution. Additional school building and improvement plans are
slated to occur.

PBA has also constructed 18 health facilities with approximately 1.5 million square feet of
rentable space which has been leased to the Department of Health. The construction of the health
facilities to date has cost approximately $203 million, provided primarily by PBA through the
issuance of bonds. In conjunction with the Department of Correction and Rehabilitation (the
“Department of Correction”), PBA began a program in 1994 to provide construction, operation,
and maintenance of correctional facilities to be leased to the Department of Correction by PBA.
PBA constructed eight correctional facilities with approximately 1.7 million square feetof rentable
space that cost approximately $287 million. The facilities are operated by the Department of
Correction.

PBA has also constructed office buildings, schools, and health facilities that are financed
by federal grants and Commonwealth appropriations. PBA is also able to undertake construction
on behalf of or as the agent of other public agencies of the Commonwealth.

As of February 2017, PBA had approximately $4 billion in aggregate principal amount of
bonds outstanding, which are guaranteed by the Commonwealth. The PBA Bonds are the subject
of various claims to be resolved under the Plan. Pursuant to the PBA Enabling Act and the
resolutions governing PBA bond issuances, the PBA Bonds are payable from rent payments under
the PBA’s leases (and a few subleases) to tenants (the “PBA Leases”), and that rent is required to
be sufficient, in the aggregate, to pay, when due, the principal of and interest on the PBA Bonds.
The Oversight Board has alleged, however, that the PBA Leases are not true leases and obligations

8 http://www.aep.gobierno.pr/det_content.asp?cn_id=67
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purportedly due thereunder are simply mischaracterized general obligations of the
Commonwealth. See Complaint [Adv. Proc. No. 18-00149, ECF No. 1] (the “PBA Lease
Complaint™). PBA Bondholders have disputed the allegations raised in the PBA Lease Complaint.
See, e.g., Answers to Complaint [Adv. Proc. No. 18-000149, ECF Nos. 56-60, 67]. If the Plan is
confirmed, the Oversight Board believes no further litigation of any dispute regarding the validity,
priority, or secured status of the GO/PBA/PRIFA BANSs claims is necessary as the Plan will effect
a global settlement of any such dispute that is binding on all parties in interest in the Title III Cases.

B. Debtors’ Financial Obligations as of the Petition Date
1. Bond Resolutions and Outs tanding Bonds
a) Commonwealth’s Public Debt

The Commonwealth Constitution includes specific provisions regarding “public debt,”8>
which includes (i) GO Bonds and notes issued by the Commonwealth and backed by the good
faith, credit, and taxing power of the Commonwealth and (ii) bonds and notes issued by the
Commonwealth’s public instrumentalities and guaranteed by the good faith, credit, and taxing
power of the Commonwealth (the “Commonwealth- Guaranteed Bonds™).

Section 8 of Article VI of the Commonwealth Constitution provides “interest on the public
debt and amortization thereof shall first be paid, and other disbursements shall thereafter be made
in accordance with the order of priorities established by law.” If the Commonwealth has
msufficient funds to pay all approved appropriations for a given Fiscal Year, the Commonwealth
Constitution requires that available resources of the Commonwealth be used to pay “public debt”
before being used for other purposes. P.R. Const. art. VI, § 8. Furthermore, the Commonwealth
Constitution empowers a holder of bonds or notes evidencing “public debt” to bring suit against
the Secretary of the Treasury to require application of available Commonwealth resources to the
payment of principal of and interest on such public debt when due. P.R. Const. art. VI, § 2. The
Commonwealth Constitution also provides for a limit on “public debt.” The Commonwealth may
not issue GO debt if the principal and interest on all such debt payable in any Fiscal Year, together
with any amount paid by the Commonwealth in the prior Fiscal Year on account of bonds or notes
guaranteed by the Commonwealth8¢ exceeds 15% of the average annual internal revenues of the
Commonwealth in the two preceding Fiscal Years (internal revenues consist principally of income
taxes, property taxes, excise taxes, the portion of SUT not pledged to COFINA). P.R. Const. art.
VI, § 2.

8 «Public debt” is also referred to herein as “General Obligations.”

8 Section 2 of Article VI does not limit the amount of debt that the Commonwealth may guarantee so long as the
15% debt limitation has not been exceeded. Annual debt service payments on bonds guaranteed by the
Commonwealth are not included in the calculation of the 15% debt limitation unless the Commonwealth is required
to make payments under its guarantee. Certain bondholders have alleged that payment of rent by the
Commonwealth to the PBA under the PBA Leases are payments on account of obligations guaranteed by the
Commonwealth and thus should be counted under the debt limit. See Omnibus Objection of the Lawfil
Constitutional Debt Coalition, Pursuant to Bankruptcy Code Section 502 and Bankruptcy Rule 3007, to Claims
Filed or Asserted by Holders of Certain Bonds Issued or Guaranteed by the Commonwealth [ECF No. 9730].
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Historically Conditionally Appropriated Monies Subject to Retention. Certain excise and
other taxes, and fee income of the Commonwealth has been historically conditionally appropriate d
to certain public corporations or other instrumentalities subject to the provision in section 8 of
Article VI of the Commonwealth Constitution,’” and may be subject to the Commonwealth’s
police power. These historically conditionally appropriated monies that, by the terms of the
applicable governing bond documents and statutes, are subject to the Commonwealth’s retention
include (i) a portion of the federal excise tax on offshore shipments of rum, which is collected by
the U.S. Government, covered over to the Puerto Rico Treasury Department, and a portion of the
excise tax on petroleum products, both historically conditionally appropriated by Commonwealth
law to PRIFA; (i) vehicle license fees, excise taxes on gasoline, gas oil and diesel oil, a portion of
the excise tax on petroleum products, and a portion of the excise tax on cigarettes, which were
historically conditionally appropriated by Commonwealth law to HTA;8® (ii)) a portion of the
excise tax on cigarettes, which was historically conditionally appropriated by Commonwealth law
to MBA; and (iv) a portion of the hotel room tax, which was historically conditionally appropriated
by Commonwealth law to CCDA. Since 2015, the Commonwealth has been retaining such monies
pursuant to its constitutional powers. The retention and application of historically conditionally
appropriated monies has been challenged by bondholders. %

PROMESA section 202 grants the Oversight Board power over the budget. The Oversight
Board believes PROMESA section 4, among other provisions, preempts inconsistent
Commonwealth laws, which include laws enacted prior to PROMESA that would conditionally
appropriate certain Commonwealth monies to its instrumentalities in Fiscal Years where the
Commonwealth is subject to the Oversight Board’s certified budget. The historically conditionally
appropriated monies were retained, and continue to be retained, by the Commonwealth during the
Title III cases because the certified fiscal plans and budgets did not appropriate those monies to
the respective instrumentalities, and the Oversight Board believes PROMESA preempted the
existing statutes conditionally appropriating such monies to the respective instrumentalities.
Moreover, the Oversight Board believes the existing statutes were enacted by prior legislatures
and are not binding on the current legislature, whether preempted or not. %

87 See Financial Information and Operating Data Report, p.178, COMMONWEALTH OF PUERTO RicO (December 18,
2016).

8 A portion of the vehicle license fees are turned over to PRIFA from HTA pursuant to the Financial Assistance
Agreement,dated March 1,2015, between HTA and PRIFA.

8 See, e.g., sectionlll.B.1 and V.E.4 for more information.

% Creditors of HTA, CCDA, and PRIFA dispute this position. See Section V.F.5 of this Disclosure Statement fora
summary ofsuch dispute.

The GDB Debt Recovery Authority disagrees with the Oversight Board’s position or characterization regarding
preemption and will take the position, in connection with confirmation of the Plan, that PROMESA does not
preempt Acts 30and 31. In addition, the GDB Debt Recovery Authority asserts that the Commonwealth did not
satisfy the requirements of Article VI, Section 8 of the Puerto Rico Constitution (and other applicable
Commonwealth statutes) when it retained certain allocated revenues. Moreover, the GDB Debt Recovery
Authority does not believe that the excise taxrevenues are legislative appropriations that may rescinded in the
absence oflegislative action by the Commonwealth.
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Bond Resolution. GO Bonds are issued under specific authorizing legislation or Act No.
33 of December 7, 1942 (as amended, “Act 33”), and pursuant to resolutions authorizing the
issuance of such bonds.

Outstanding Bonds and Other Obligations.”! Currently outstanding GO Bonds®? were
issued between 1998 and 2014, bearing interest rates between 1.86% and 8.00%, and maturing
between July 1, 2016 and July 1, 2041. As of the Commonwealth Petition Date, the
Commonwealth had outstanding approximately $12.57 billion aggregate principal amount®® of GO
Bonds. Approximately $1,647,320,000.00 of the GO Bonds are insured by Assured Guaranty
Corp., Assured Guaranty Municipal Corp., and/or their affiliates (collectively, “Assured”),
$840,228,793.15 are insured by National, $249,090,000 are insured by Financial Guaranty
Insurance Co. (“FGIC”), $24,960,000 are insured by Ambac Assurance Corp. (“Ambac”), and
$25,585,000.00 are msured by Syncora Guarantee Inc. (“Syncora”).”* A schedule of the
Commonwealth’s outstanding GO Bonds is attached as Exhibit J.

As of the Commonwealth Petition Date, the Commonwealth had outstanding
approximately $169.4 million aggregate principal amounts of loans from the GDB, which were
subsequently transferred to the Debt Recovery Authority for the Government Development Bank
(the “GDB _Debt Recovery Authority”) pursuant to the GDB’s Qualifying Modification (defined
below). Such loans were issued by the Commonwealth pursuant to legislation authorizing the

The GDB Debt Recovery Authority contends that the Clawback Executive Orders and the moratoriumlegislation
that was putinto effect beginning in 2016 in response to the Commonwealth’s fiscal crisis were unlawful even
though they were purportedly made pursuant to Article VI, Section 8 and/or Article II, Section 19 of the Puerto
Rico Constitution, and thatan unconstitutional diversion ofrevenues has continued during the Title I proceedings
for the Commonwealth and HTA.

1 Amounts of outstanding bonds are based on best available public information and may be approximate.

2" The Commonwealth’s outstanding GO Bonds consist ofthe following: (i) Public Improvement Refunding Bonds,
Series 1998, (ii) Public Improvement Bonds of 1998, (iii)) Public Improvement Bonds of 1999, (iv) Public
Improvement Refunding Bonds, Series 2000, (v) Public Improvement Bonds of 2001, Series A, (vi) Public
Improvement Refunding Bonds, Series 2001, (vii) Public Improvement Refunding Bonds, Series 2002 A, (viii)
Public Improvement Bonds of 2002, Series A, (ix) Public Improvement Bonds of 2003, Series A, (x) Public
Improvement Refunding Bonds, Series 2003 A, (xi) Public Improvement Bonds of 2003, Series C-7, (xii) Public
Improvement Bonds of 2004, Series A, (xiii) Public Improvement Bonds of 2005, Series A, (xiv) Public
Improvement Refunding Bonds, Series 2006 A, (xv) Public Improvement Bonds of 2006, Series A, (xvi) Public
Improvement Refunding Bonds, Series 2006 B, (xvii) Public Improvement Bonds 0£2006, Series B, (xviii) Public
Improvement Bonds of 2007, Series A, (xix) Public Improvement Refunding Bonds, Series 2007A, (xx) Public
Improvement Refunding Bonds, Series 2007A -4, (xxi) Public Improvement Refunding Bonds, Series 2008 C,
(xxii) Public Improvement Refunding Bonds, Series 2008 A, (xxiii) Public Improvement Bonds 02008, Series A,
(xxiv) Public Improvement Refunding Bonds, Series 2009 A, (xxv) Public Improvement Refunding Bonds, Series
2009 B, (xxvi) Public Improvement Refunding Bonds, Series 2009 C, (xxvii) Public Improvement Refunding
Bonds, Series 2011 A, (xxviii) Public Improvement Refunding Bonds, Series 2011 C, (xxix) Public Improvement
Bonds, Series 2011, (xxx) Public Improvement Refunding Bonds, Series 2011 D, (xxxi) Public Improvement
Refunding Bonds, Series 2011 E, (xxxii) Public Improvement Refunding Bonds, Series 2012 B, (xxxiii) Public
Improvement Refunding Bonds, Series 2012 A, and (xxxiv) Public Improvement Refunding Bonds, Series 2014
A.

% For capital appreciation bonds, this amount includes the accreted value as ofthe Commonwealth Petition Date.

% Amounts include bonds insured pursuant to a secondary market insurancepolicy, ifany.
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Commonwealth to issue such debt and to pledge its good faith, credit, and taxing power for the
repayment thereof. These loans bear interest at a variable rate equal to the U.S. Prime Rate, plus
150 basis points, subject to a floor of 6% and a legal interest rate limit of 12%, and mature on June
30, 2041, 2042, and 2043. For a summary of the GDB’s Qualifying Modification under Title VI
of PROMESA, see section V.J.1.g) of this Disclosure Statement.

On December 26, 2013, the General Services Administration of the Commonwealth
(“GSA”) entered into a credit agreement with Scotiabank de Puerto Rico (“Scotiabank™), whereby
Scotiabank extended GSA a non-revolving term loan up to a maximum of $33,270,451 for the
purchase of four helicopters to be used by the Puerto Rico Police Department. This loan is
unsecured, bearing interest at 3.02% and matured on July 15, 2020.

Based on the latest publicly available reports, as of the Commonwealth Petition Date, the
Commonwealth had outstanding the following approximate amounts of Commonwealth
Guaranteed Obligations: (i) $4 billion in PBA Bonds, (i) $1.26 billion in PRASA Subordinated
Bonds,”> (iii)) $226 million in Port of the Americas Authority (“APLA”) Bonds, and (iv) $78
million in PRIFA BAN:S.

Pursuant to Executive Order 2016-30 issued under Act No. 21 of 2016, known as the Puerto
Rico Emergency Moratorium and Financial Rehabilitation Act (as amended, the “Moratorium
Act”), the Governor declared the Commonwealth to be in a state of emergency, suspended payment
of mterest and principal on all Commonwealth GO Bonds, suspended payments by the
Commonwealth of Commonwealth-Guaranteed Obligations and stayed all actions, including suits
against the Secretary of the Treasury, to collect on such bonds and notes. On January 29, 2017,
the Governor signed into law Act No. 5 of 2017, known as the Puerto Rico Fiscal Emergency and
Fiscal Responsibility Act (as amended, “Act 5-2017”), which repealed certain provisions of the
Moratorium Act and authorized additional emergency measures. Pursuant to Act 5-2017,
however, the executive orders issued under the Moratorium Act would continue in effect until
amended, rescinded, or superseded. The emergency period under Act 5-2017 was set to expire
December 31, 2019. On January 8, 2020, June 30, 2020, and December 17, 2020, Governor
Vazquez Garced issued executive orders extending the emergency period for additional six month
periods. Currently, the emergency period is scheduled to expire on June 30, 2021. Some additional
powers provided to the Governor through Act 5-2017 included authority to (i) exercise
receivership powers to rectify the financial emergency, (ii) exercise general supervisory control
over the functions and activities of all government entities within the Executive Branch, and
(ii)) issue executive orders to implement and enforce compliance with Act 5-2017.

Since July 1, 2016, the Commonwealth has not paid interest or principal on its GO Bonds
or Commonwealth-Guaranteed Obligations.”®

% The PRASA Subordinated Bonds were refinanced in whole by PRASA in December 2020 and are no longer
outstanding.

% Based on publicly available information, certain issuances were paid from Commonwealth reserve funds.
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Litigations Related to GO Bonds.”"

(1) Aurelius Capital Master, Ltd., et al. v. Commonwealth of Puerto Rico, et
al., Adv. Proc. No. 17-00189%8

On June 29, 2017, certain holders of GO Bonds and bonds issued by certain
Commonwealth nstrumentalities that are allegedly guaranteed by the Commonwealth filed a
complaint in the Title III Court against the Commonwealth and the Oversight Board seeking
declaratory and injunctive relief [Adv. Proc. No. 17-00189, ECF No. 1]. Among other things, the
complaint sought declarations that (i) certain property tax and other monies historically
conditionally appropriated to certain instrumentalities (collectively, the “Monies™) canbe applied
only to pay public debt; (i) the Commonwealth lacks an equitable or beneficial property interest
in the Monies, and Plaintiffs have statutory liens on the Monies; (iii)) Plaintiffs’ alleged liens on
historically ~conditionally —appropriated monies are liens on special revenues; (iv) the
Commonwealth’s use of the Monies for any purpose other than to pay the public debt is an
unconstitutional taking; and (v) the Monies must be segregated and cannot be used for any
purpose other than paying public debt. Plaintiffs also sought an injunction requiring Defendants
to segregate and preserve the Monies.

Defendants filed a motion to dismiss the complaint on August 21, 2017 [Adv. Proc. No.
17-00189, ECF No. 35]. Defendants principally argued the claims were precluded by PROMESA
section 305, which bars the Title III Court from interfering with property of the Commonwealth
without the Oversight Board’s consent. Defendants also argued: (i) certain claims were precluded
by PROMESA sections 4 and 106(e); (i) Plantiffs have no property interests in or liens against
the Monies; and (ii)) the Commonwealth Constitution does not create a property right recoverable
under its debt-repayment priority scheme. On January 30, 2018, the Title III Court granted the
Defendants’ motion and dismissed the action,”® holding that (i) certain claims sought
impermissible advisory opinions because they were vague or would not resolve any current
concrete dispute, (i) the Takings Clause claim was not ripe because the Commonwealth had not
yet proposed how it would compensate Plaintiffs for their alleged collateral in a plan of
adjustment, and (ii)) other claims were barred by PROMESA section 305 because they would
interfere with the Commonwealth’s use of its property, revenues, or governmental powers without
the consent of the Oversight Board [Adv. Proc. No. 17-00189, ECF No. 124]. On February 1,
2018, Plaintiffs appealed the Title III Court’s decision to the U.S. Court of Appeals for the First
Circuit, docketed as Case No. 18-1108. On March 26, 2019, the First Circuit issued a written
opinion affirming the Title IIT Court’s dismissal of the complaint.!00

7 If the Plan is confirmed, the Oversight Board believes no further litigation of any dispute regarding the validity,
priority, or secured status of the GO/PBA/PRIFA BANSs claims is appropriate as the Plan will effect a global
settlementofany such disputethatis binding on all parties in interest in the Title Il Cases.

% Opinion available at 918 F.3d 638 (D.P.R. 2019).
% Opinion available at 582 B.R. 579 (D.P.R. 2018).

100 Assured Guaranty Corp. v. Fin. Oversight & Mgmt. Bd._for P.R. (In re Fin. Oversight & Mgmt. Bd. for P.R),
919 F.3d 121, 124 (1st Cir. 2019).
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(i1) Challenges to the Validity of the GO Bonds and Commonwealth
Guarantees

On January 14, 2019, the Oversight Board, through its Special Claims Committee, and
jointly with the Official Committee of Unsecured Creditors (the “UCC”),!0! filed an omnibus
objection to more than $6 billion of claims asserted by certain GO Bondholders [ECF No. 4784].
The omnibus objection alleged claims of holders of 2012 and 2014 issuances of GO Bonds should
be disallowed because those issuances violated the Commonwealth’s Constitutional Debt Limit. 192
Subsequently, the UCC and other parties filed objections to additional claims relating to GO and
PBA bonds and other bonds guaranteed by the Commonwealth, which objections assert similar
legal theories. To provide procedural due process to all purported holders of the GO Bonds, the
UCC and the Oversight Board filed a motion to establish procedures with respect to their omnibus
objection, which the Title III Court granted [ECF No. 5143]. The Oversight Board and the UCC
subsequently filed eight adversary proceedings against approximately 450 purported beneficial
owners of the bonds identified by pseudonym and approximately 120 banks disclosed as record
holders, seeking to expand the number of bond issuances and CUSIPs alleged to be invalid and
seeking to claw back principal and interest payments with respect to the challenged bonds. On
July 24, 2019, the Title III Court issued the Order Regarding Stay Period and Mandatory
Mediation [ECF No. 8244] (the “Stay Order”),!9 which, among other things, stayed the litigation
through November 30, 2019, which stay was subsequently extended through March 11, 2020.
Notwithstanding the stay, on December 19, 2019, the Title III Court issued an interim case
management order [ECF No. 9619] (the “Interim GO/PBA CMO”) permitting certain proceedings
related to GO Bonds to move forward, including certain issues raised by this objection. Pursuant
to that order, on February 5, 2020, Assured, the Ad Hoc Group of Constitutional Debt Holders,
the Ad Hoc Group of General Obligation Bondholders, and the Invesco Funds filed a motion to
dismiss [ECF No. 10702], and Assured, the Ad Hoc Group of Constitutional Debt Holders, and
the Ad Hoc Group of General Obligation Bondholders filed a supplemental memorandum in
support thereof [ECF No. 10704]. Also on February 5, 2020, the Lawful Constitutional Debt
Coalition filed separate motions to dismiss [ECF No. 10697], and the Qualified School Tax Credit
Bonds Noteholder Group (the “QTCB_ Noteholder Group™) joined in part [ECF No. 10705],
Assured’s, the Ad Hoc Group of Constitutional Debt Holders’, the Ad Hoc Group of General
Obligation Bondholders’, and the Invesco Funds’ motion, and on February 19, 2020, a number of
parties filed joinders and supplemental motions.!%* On February 10, 2020, the Mediation Team

1ot On June 15, 2017, the U.S. Trustee appointed the UCC in all of the Title Il Cases except COFINA.
Appointment of Official Committee of Retirees in the Commonwealth of Puerto Rico, [ECF No. 338].

12 For instance, on May 21, 2019, the UCC filed the Omnibus Objection of Official Committee of Unsecured
Creditors, Pursuant to Bankruptcy Code Section 502 and Bankruptcy Rule 3007, to Claims Filed or Asserted by
Holders of Certain 2011 Commonwealth General Obligation Bonds,[ECF No. 7057], challenging the validity of
the 2011 GO Bonds on the same grounds as in the Joint Claim Objection (as defined and discussed below). See
section V.H.7 of this Disclosure Statement fora detailed description ofthe various objections.

103 See section V.I of this Disclosure Statement fora detailed summary ofthe Stay Order.

14 The joinders and motions to dismiss include, The UBS Trust Company of Puerto Rico, Representing Several Trusts
That Hold Certain Commonwealth General Obligation Bonds, Joinder to “Motion ofthe Ad Hoc Group of General
Obligation Bondholders, Ad Hoc Group of Constitutional Debtholders, Assured Guaranty Corp., and Assured
Guaranty Municipal Corp., and the Invesco Funds to Dismiss Omnibus Claim Objections to Claims Filed or
Asserted By Holders of Certain Commonwealth General Obligation Bonds and Public Buildings Authority Bonds”
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filed its Amended Report,!% recommending that this litigation remain stayed to provide the
Debtors an opportunity to confirm and consummate the Plan, which would, among other things,
resolve all challenges to the validity, priority, and secured status of the GO Bonds and the
Commonwealth-Guaranteed Bonds.!% Following a hearing on March 4, 2020, the Title IIT Court
entered the Final Stay and Mediation Order [ECF No. 12189], which adopted the Mediation
Team’s recommendation and stayed this litigation pending a decision whether to confirm the
Amended Plan. The stay remains in effect at this time. For more information regarding the Final
Stay and Mediation Order, see sectionV.1.3.b).

(i)  Challenges to the Secured Status of the GO Bonds

On May 2, 2019, the Oversight Board, through its Special Claims Committee, and jointly
with the UCC, filed seven complaints!?’ against more than 450 Defendants seeking declarations
that the Defendant holders of bonds issued or guaranteed by the Commonwealth have entirely
unsecured claims (to the extent their claims are valid at all), and do not possess liens against any
of the Commonwealth’s property, including, without limitation, on (i) the Commonwealth’s good
faith, credit, and taxing power, (i) the Commonwealth’s “available resources” (as referenced in
the Commonwealth Constitution Article VI, section 8), (i) certain monies historically
conditionally appropriated to the Commonwealth’s nstrumentalities under Puerto Rico law, and
(iv) property tax revenues authorized under Puerto Rico Act 83-1991. These adversary
proceedings also seek judgments (i) declaring the Commonwealth’s interest in its property is
entitled to priority over any interest the Defendant bondholders claim to possess in the
Commonwealth’s property, (i) avoiding any liens bondholders claim to possess pursuant to the

[ECF No. 11251]; The Bank of Nova Scotia’s Joinder and Supplemental Motion to Dismiss the Official Commiittee
of Unsecured Creditors’ Objection to the Bank of Nova Scotia’s Proofof Claim No. 47658 on Constitutional Debt
Limit Grounds [ECF No. 11261]; Motion of the PRIFA BANs Bondholders to Dismiss the Omnibus Objections
Filed by the Official Committee of Unsecured Creditors and the Lawful Constitutional Debt Coalition with Respect
to the PRIFA BANs Guaranty [ECF No. 11267]; Joinder ofthe Bank of New York Mellon, as Trustee, to Motion of
the PRIFA BANs Bondholders to Dismiss the Omnibus Objections Filed by the Official Committee of Unsecured
Creditors and the Lawful Constitutional Debt Coalition with Respect to the PRIFA BANs Guaranty [ECF No.
11281]; Cooperativade Ahorroy Credito Naguabena’s Motion to Join the Motion of the PRIFA BANs Bondholders
to Dismiss the Omnibus Objections Filed by the Official Committee of Unsecured Creditors and the Lawfil

Constitutional Debt Coalition. [Dkt. No. 11267] [ECF No. 11292]; Joint Motion Requesting Dismissal of **Ommnibus
Objections” to Claims Filed or Asserted by Holders of Certain Commonwealth General Obligation Bonds [BCF

No. 11258] (the “Cooperative Motion”); DRA Parties’ Motion to Dismiss (1) Official Committee of Unsecured
Creditors’ Objection on Constitutional Debt Limit Grounds to Claim Of Government Development Bank fo r Puerto
Rico [Claim Number 29485] Based on Certain Commonwealth-Issued Notes and on Commonwealth Guaranty of
Certain Bond Issued by Port of Americas Authority [Dkt. No. 9735] And (1I) Omnibus Objection of the Lawfil

Constitutional Debt Coalition, Pursuant To Bankruptcy Code Section 502 and Bankruptcy Rule 3007, to Claims

Filed or Asserted by Holders of Certain Bonds Issued or Guaranteed by the Commonwealth [Dkt. No. 9730] [ECF
No. 11260].

105 A s defined in section V.I below.

106 See section V.I. of this Disclosure Statement for a detailed summary of the Mediation Team and the Amended
Report.

17 Adv. Proc. No. 19-00291 through 19-00297.

71



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 86 of 600

Bankruptcy Code’s avoidance powers, and (iif) disallowing all secured claims filed against the
Commonwealth by the Defendant bondholders.

On May 7, 2019, the Oversight Board and the UCC filed a joint motion seeking to (i)
extend the deadlines to serve the Defendants in these adversary proceedings and (i) stay the
adversary proceedings until Plaintiffs or any Defendant requests to resume the proceeding for good
cause [ECF No. 6857]. Several parties filed objections.!?® On June 13, 2019, the Title III Court
partially granted the joint motion and extended the deadline to serve the Defendants and stayed
the adversary proceedings until September 1, 2019 [ECF No. 7426]. On July 24, 2019, the Title
IIT Court issued the Stay Order, which stay was extended through March 11, 2020.10°
Notwithstanding the stay, pursuant to the Interim GO/PBA CMO, on February 5, 2020, Assured
and National filed a motion to dismiss [Adv. Proc. No. 19-00291, ECF No. 53], and numerous
other parties filed joinders to motions to dismiss already on file. In addition, multiple pro se
defendants have filed answers to the complaints in these adversary proceedings. On February 10,
2020, the Mediation Team filed its Amended Report, recommending that this litigation be
stayed.!!0 On February 19, 2020, also pursuant to the GO/PBA CMO, certain Cooperativas filed
motions to dismiss [No. 11258]. Following a hearing on March 4, 2020, the Title III Court entered
the Final Stay and Mediation Order on March 10, 2020, which adopted the Mediation Team’s
recommendation and stayed this litigation pending a decision whether to confirm the Amended
Plan [Adv. Proc. No. 19-00291, ECF No. 57]. For more information regarding the Final Stay and
Mediation Order, see section V.1.3.b).

(iv)  Challenges to the Priority of the GO Bonds

On February 3, 2020, the UCC filed an omnibus objection to proofs of claim filed by certain
GO bondholders asserting priority over Commonwealth unsecured creditors [ECF No. 10638] (the
“UCC GO Priority Objection””). The UCC GO Priority Objection seeks an order reclassifying
claims on account of GO Bonds or Commonwealth-Guaranteed Obligations as general unsecured
claims, and ruling that such claims are not entitled to priority over the claims of other general

1% The objections include, Objection of Financial Guaranty Insurance Company to Omnibus Motion by Official
Committee of Unsecured Creditors, Financial Oversight and Management Board, and Its Special Claims
Committeeto Extend Time for Service of Summonses and Complaints and to Stay Certain Adversary Proceedings
Relating to Certain Challenged GO Bonds [Dkt. # 6857] [ECF No. 7114]; Objection ofthe Ad Hoc Group of
General Obligation Bondholders to the Omnibus Motion by Official Committee of Unsecured Creditors, Financial
Oversight and Management Board, and Its Special Claims Committee to Extend Time for Service of Summonses
and Complaints andto Stay Certain Adversary Proceedings Relating to Certain Challenged GO Bonds [ECF No.
7118]; Limited Objection and Reservation of Rights of Assured Guaranty Corp. and Assured Guaranty Municipal
Corp. with Respect to Omnibus Motion by Official Committee of Unsecured Creditors, Financial Oversight and
Management Board, and Its Special Claims Committee to Extend Time for Service of Summonses and Complaints
and to Stay Certain Adversary Proceedings Relating to Certain Challenged GO Bonds [ECF No. 7119]; Ambac
Assurance Corporation’s Objection to the Motion of Official Committee of Unsecured Creditors, Financial
Oversight and Management Board, and Its Special Claims Committee to Extend Time For Service of Summonses
and Complaints andto Stay Certain Adversary Proceedings Relating to Certain Challenged GO Bonds [ECF No.
7135].

19 See section V.I. of'this Disclosure Statement fora detailed summary ofthe Stay Order.
10 See section V.1.3.a) ofthis Disclosure Statement for a detailed summary ofthe Mediation Teamand the Amended

Report.
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unsecured creditors. The UCC GO Priority Objection seeks reclassification because, according to
the UCC, payment priorities created by Puerto Rico law are preempted by PROMESA i the
Commonwealth’s Title III case, and are “antithetical” to the overall purpose of PROMESA, the
Bankruptcy Code, and the specific provisions of the Bankruptcy Code incorporated into
PROMESA. In light of that, the UCC contends that the GO bondholders are thus not entitled to a
recovery greater than that received by other general unsecured claimholders. Moreover, according
to the UCC, PROMESA section 201’s requirement that a fiscal plan “respect the relative lawful
priorities” of debt does not establish that the GO Bonds have priority, because the requirement is
found in Title IT of PROMESA, not Title III, and therefore does not apply once a Title III case is
filed because it would be “inconsistent with the section 507(a)(2) priority scheme incorporated
mto Title III.” UCC GO Priority Objection at 14.

On February 9, 2020, the UCC filed a motion seeking to set a briefing schedule for the
UCC GO Priority Objection and to approve forms of notice to affected claimholders [ECF No.
10754] (the “Priority Objection Procedures Motion”). There, the UCC argued that, because the
issues raised by the UCC GO Priority Objection are pure questions of law, no discovery was
needed and the matter could proceed to prompt dispositive motion practice. On February 10, 2020,
the Mediation Team filed its Amended Report, recommending that this litigation be stayed.!!! The
Oversight Board, the GO/PBA PSA Creditors, and Peter Hein filed objections to the Priority
Objection Procedures Motion [ECF Nos. 11462, 11133, 11150]. The Oversight Board argued the
Priority Objection should be stayed because the Plan would settle the relevant claims, and the UCC
lacked standing to assert claim objections. The UCC filed a reply in support of its Priority
Objection Procedures Motion on February 26, 2020, arguing that whether the GO Bonds are
entitled to priority is a “gating issue” that needs to be addressed prior to confirmation of the Plan
of Adjustment, and that standing is a legal question that is relevant to the Objection and not the
Procedures Motion [ECF No. 11773]. Following a hearing on March 4, 2020, the Title III Court
entered the Final Stay and Mediation Order on March 10, 2020, which adopted the Mediation
Team’s recommendation and stayed this litigation pending a decision whether to confirm the
Amended Plan [ECF No. 12191]. For more information regarding the Final Stay and Mediation
Order, see section V.1.3.b).

On July 19, 2020, the UCC filed an urgent motion to modify the Final Stay and Mediation
Order to allow it to pursue the UCC GO Priority Objection. The UCC argued the basis for the
Court staying the UCC GO Priority Objection—the avoidance of unnecessary litigation of issues
that would be resolved if the Plan of Adjustment were ultimately confirmed—no longer existed
because, according to the UCC, certain economic developments precluded confirmation of the
proposed Plan of Adjustment [ECF No. 13726]. The urgent motion was fully briefed [ECF Nos.
14141, 14142, 14237]. On September 17, 2020, the Title III Court issued an order denying the
UCC’s urgent motion to modify the Final Stay and Mediation Order without prejudice [ECF No.
14331]. On October 2, 2020, the UCC filed a motion for reconsideration of the Title III Court’s
September 17, 2020 order [ECF No. 14444]. On October 5, 2020, the Title III Court issued an
order denying the UCC’s motion for reconsideration [ECF No. 14452]. On October 16, 2020, the
UCKC filed a notice of appeal to the First Circuit Court of Appeals of the Title III Court’s orders

"' See section V.J.9 of this Disclosure Statement for a detailed summary of the Mediation Team and the Amended
Report.
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denying the lift stay motion and the motion for reconsideration [ECF No. 14590]. On October 21,
2020, the appeal was docketed in the First Circuit Court of Appeals as Case No. 20-2014 and the,
the UCC filed a motion for an expedited briefing schedule and an expedited determination. The
Oversight Board opposed the UCC’s motion on October 28, 2020, and on October 29, 2020, the
UCKC filed areply in support of its motion. On November 9, 2020, the First Circuit issued an order
directing the parties to file briefs regarding whether the First Circuit has jurisdiction to consider
the appeal. On November 23, 2020, the UCC filed a response to the First Circuit’s order, arguing
the Title III Court’s denial of the Lift stay motion was appealable as a final order analogous to an
order denying a motion for relief from an automatic stay and, alternatively, as an order having the
practical effect of an injunction. On December 10, 2020, the Oversight Board filed a response to
the First Circuit’s order, arguing (i) denial of the lift stay motion was not final because the Title
III Court did not resolve the GO Priority Objection and simply postponed when it would be heard,
and (i) the order was not an injunction given that it concerned only the sequence in which the Title
III Court would consider issues. On December 14, 2020, the UCC filed a reply in support of its
response to the First Circuit’s order. On February 22, 2021, the First Circuit issued a judgment
dismissing the appeal for lack of jurisdiction. On March 15, 2021, the First Circuit issued its
mandate.

b) ERS Debt

Commencing on January 24, 2008, ERS issued its senior pension funding bonds (the “ERS
Bonds™)!12 as limited, non-recourse obligations of ERS payable solely from, and purportedly
secured solely by, certain employer contributions made to ERS by participating employers in the
ERS pension plans. The purpose of this offering was to increase the assets of ERS available to
invest and pay benefits.

The ERS Bonds were purportedly issued pursuant to the ERS Enabling Act, Act No. 447
of May 15, 1951, and the Pension Funding Bond Resolution, adopted by the Board of Trustees of
ERS on January 24, 2008 (as amended, the “ERS General Resolution™). Each series of the ERS
Bonds was further issued pursuant to three supplemental resolutions adopted by the ERS Board of
Trustees. These supplemental resolutions provided for the issuance and terms of each series of
ERS Bonds. Under the General Resolution and supplemental resolutions (collectively, the “ERS
Resolution”), the Bank of New York Mellon (“BNYM?”) acts as fiscal agent for the ERS Bonds.

Outstanding Bonds.''3 The ERS Bonds bear interest rates between 5.85% and 6.55%, and
mature between July 1, 2023 and July 1, 2058. As of the ERS Petition Date, ERS had outstanding
$3.17 billion aggregate principal amount of its ERS Bonds issued under the ERS Resolution. 114

12 ERS’s outstanding ERS Bonds consist ofthe following: (i) Senior Pension Funding Bonds, Series A (the “Series
2008A Bonds”), (ii) Senior Pension Funding Bonds, Series B (the “Series 2008B Bonds™’), and (iii) Senior Pension
Funding Bonds, Series C (the “Series 2008C Bonds™). These series are further discussed in the Analysis of the
Pensions for the Commonwealth of Puerto Rico (May 2019), attached to this Disclosure Statement as Exhibit [

(the “Pension Report™).

"> Amounts of outstanding bonds are based on best available public information and may be approximate.

% For capital appreciationbonds, this amount includes the accreted value as ofthe ERS Commencement Date.
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All of the ERS Bonds are uninsured. A schedule of outstanding ERS Bonds is attached as Exhibit
J.

Pursuant to Executive Order 2016-31, issued under the Moratorium Act, the then Governor
suspended the Commonwealth’s obligation to ERS related to pledged funds (up to an amount equal
to the debt service payable by ERS during Fiscal Years 2016-2017) and suspended ERS’s
obligation to transfer pledged funds to the trustee under the ERS Resolution.

Litigations Related to ERS Bonds. The ERS Bonds were challenged in several related
adversary proceedings described below. These adversary proceedings have all centered on the
same issues: whether the ERS Bonds were validly issued pursuant to the ERS Enabling Act, the
scope of ERS bondholders’ alleged security interest in collateral for the ERS Bonds, and the degree
to which perfection of those alleged security interests has occurred.

(1) Employees Retirement System of the Government of the Commonwealth of
Puerto Rico v. Altair Global Credit Opportunities Fund (4), LLC, et al.,
Adv. Proc. No. 17-00213

On May 31, 2017, certain ERS bondholders filed a motion seeking relief from the Title 111
automatic stay [Case No. 17-bk-3566, ECF No. 26] (the “Adequate Protection Motion”). ERS
opposed the Adequate Protection Motion, asserting, among other things, that the security interests
against the pledged property claimed by the ERS bondholders were not properly perfected.

Following negotiations among the parties, ERS and the ERS bondholders agreed to the
terms of a stipulation, which was ordered by the Title III Court [Case No. 17-bk-3566, ECF Nos.
170, 171]. The stipulation provided for adequate protection payments regarding the ERS
bondholders’ alleged security interests, established a post-petition segregated account, and
contemplated ERS would file a complaint by July 21, 2017. The stipulation also contemplated
interest on the ERS Bonds would be paid when due from the segregated account established
pursuant to a January 17, 2017 stipulation and that no further transfers from ERS should be made
to such account. Pursuant to a series of further stipulations between ERS and the ERS bondholders,
ERS made adequate protection payments in the amount of debt service due on its bonds in full
from a segregated account through June 2018, subject to a reservation of rights. The assets in this
segregated account were depleted in July 2018 and no additional payments were made. Pursuant
to the stipulations, ERS made payments of approximately $200 million to ERS bondholders, and
deposited approximately $92 million in the post-petition segregated account.

On July 21, 2017, ERS, through the Oversight Board, commenced an adversary
proceeding, styled Employees Retirement System of the Government of the Commonwealth of
Puerto Rico v. Altair Global Credit Opportunities Fund (A), LLC, Adv. Proc. No. 17-00213 (the
“Lien-Challenge AP”’). Defendants are various ERS bondholders who asserted security interests
in a security agreement pursuant to the pension bond funding resolution of 2008. ERS sought (i)
declaratory judgment determining (a) the scope of any lien and invalidating Defendants’
unperfected security interests in property of ERS; (b) that any perfected prepetition security
mterests do not attach to assets received by ERS since the commencement of its Title III case
pursuant to Bankruptcy Code section 552; (c)that ERS has complied with its obligations to certain
bondholders to place pledged property into a segregated account; and (i) an order directing funds
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deposited in an account established by stipulation of the parties be remitted to the Commonwealth.
ERS argued that the security interests claimed by Defendants in ERS’s assets were not properly
perfected because, among other things, the collateral description contained in the financing
statements describing the collateral only as “pledged property” was too vague to reasonably
identify the collateral.

The Defendant bondholders filed counterclaims, seeking a judgment that (i) their security
interests were properly perfected, (i) their security interests were not avoidable in the Title III
case, (i) PROMESA could not be applied retroactively to eliminate the security interests, (iv)
“pledged property” encompassed various categories of property, and (v) employer contributions

were special revenues under Bankruptcy Code section 928(a) that remained subject to a lien post-
petition [Adv. Proc. No. 17-00213, ECF No. 36].

On November 3, 2017, ERS and the Defendants filed cross-motions for summary judgment
[Adv. Proc. No. 17-00213, ECF Nos. 91, 94]. On August 17, 2018, the Title III Court issued its
Opinion and Order Granting and Denying in Part Cross Motions for Summary Judgment [ Adv.
Proc. No. 17-00213, ECF No. 215] (the “MSJ Order”), holding (i) the ERS Bondholders’ security
terests were unperfected because the applicable financing statements did not contain an adequate
collateral description asrequired under the Uniform Commercial Code, (ii) purported amendments
to those financing statements failed to identify the debtor by its correct name as required by the
Uniform Commercial Code, (iil) the Oversight Board could avoid the Defendants’ unperfected
security interests pursuant to Bankruptcy Code section 544(a), which allows the trustee to avoid
any transfer property or obligation of the debtor in certain instances (applicable in Title III case
pursuant to PROMESA section 301(a)), and (iv) ERS Debtor did not violate a stipulation
pertaining to employer contributions because it had no obligation to segregate the funds after May
1, 2017.

OnJuly 3, 2018, prior to the Title III Court rendering its determination on the cross-motions
for summary judgment, the ERS bondholders filed the Motion of Certain Secured Creditors of the
Employees Retirement System of the Government of the Commonwealth of Puerto Rico for Relief
fromthe Automatic Stay [ECF No. 3418] (the “Second Adequate Protection Motion”), requesting
relief from the automatic stay, or in the alternative, for adequate protection of their liens against
property of ERS, in which the Commonwealth claims an interest. On August 17, 2018, based upon
the Title IIT Court’s decision on the cross-motions for summary judgment, the Title III Court
denied the Second Adequate Protection Motion [ECF No. 3793].

On September 6, 2018, the Defendants appealed the MSJ Order and the order denying their
Second Adequate Protection Motion. On January 30, 2019, the First Circuit issued an opinion
affrming in part, reversing in part, and vacating in part the MSJ Order. The First Circuit
determined the Defendants met the requirements for perfection of the alleged security interests as
of December 17, 2015, and it remanded to the Title III Court for further consideration. The First
Circuit affirmed the dismissal of the claims regarding the January 17, 2017 stipulation. On April
30, 2019, ERS filed a petition for certiorari to the United States Supreme Court concerning whether
the ERS bondholders’ asserted security interests were perfected (docketed as Case No. 18-1389).
The petition was denied on October 7, 2019.
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On April 2, 2019, ERS filed the Motion of Debtor for Leave to File an Amended and
Supplemented Adversary Complaint (the “Motion to Amend”) [Adv. Proc. No. 17-00213, ECF
No. 236], requesting the Title III Court grant ERS leave to file an amended complaint to raise
issues concerning the nature and extent of the security interests alleged and the proper method of
perfection of any security interest, and determine whether Bankruptcy Code section 552(a)
operates to prevent the ERS bondholders’ assertedlien from attaching to Employers’ Contributions
generated and received post-petition (the “Undecided Issue™). On May 6, 2019, the Title III Court
denied in part and granted in part the Motion to Amend, granting ERS’s request to determine the
Undecided Issue, but denying ERS’s motion insofar as it sought leave to amend the complaint in
the Lien-Challenge AP, without prejudice to the filing of a new complaint [Adv. Proc. No. 17-
00213, ECF No. 248].

On June 27, 2019, the Title III Court issued an order deciding the Undecided Issue [Adv.
Proc. No. 17-00213, ECF No. 251] (the “Section 552 Order”). In the Section 552 Order, the Title
III Court granted summary judgment in favor of ERS, holding that Bankruptcy Code section 552
prevents any security interest resulting from liens granted in ERS bondholders’ favor prior to the
ERS Petition Date from attaching to revenues generated and received by ERS during the post-
petition period. That order also held that Employers’ Contributions were not special revenues as
defined by Bankruptcy Code section 902(a) and (d), and that Bankruptcy Code section 552 should
not be construed as applying to only security interests granted after PROMESA’s enactment. On
July 8, 2019, the Title III Court issued an order and judgment closing the case [Adv. Proc. No. 17-
00213, ECF No. 253]. On July 9, 2019, Defendant ERS bondholders filed notices of appeal of the
Section 552 Order, and the appeals were docketed as Appeal Nos. 19-1699 and 19-1700. The
appeals were consolidated on July 26, 2019. On January 30, 2020, the First Circuit affirmed the
Section 552 Order, holding the ERS bondholders did not have a security interest against revenues
generated and received by ERS on and after the ERS Petition Date. On February 13, 2020, the
ERS bondholders filed a petition for rehearing and rehearing en banc. On March 3, 2020, the First
Circuit entered an order amending its decision and denying the ERS bondholders’ petition for
rehearing and rehearing en banc. On March 10, 2020, the First Circuit issued its mandate. On
July 31, 2020, the ERS bondholders filed a petition for a writ of certiorari, which was docketed as
U.S. Supreme Court Case No. 20-126. The ERS bondholders argued the Section 552 Order created
a circuit split as to whether Section 552(b)(1) encompasses pre-petition security obligations on
future payments and proceeds, and maintained the First Circuit’s decision would destabilize
secured-lending practices and municipal bond markets by undercutting long-held definitions of
covered “property” and “proceeds.” On October 8, 2020, the Oversight Board and the Retirees
Committee filed oppositions to the ERS bondholders’ petition for a writ of certiorari, arguing the
absence of circuit split because the cases cited by the ERS bondholders confirmed that state law
controls property rights, making Section 552(b)(1) inapplicable where the First Circuit determined
that the ERS bondholders lacked a property right in future employer contributions generated by
future, post-petition work under Puerto Rico state law. The Oversight Board and the Retirees
Committee also argued that the Section 552 Order did not change the fundamental idea under
bankruptcy law that security interests can attach to post-petition proceeds arising from property
held prior to the petition. On October 27, 2020, the ERS bondholders filed a reply in support of
their petition for a writ of certiorari. On October 28, 2020, the petition was distributed for
conference. On November 16, 2020, the U.S. Supreme Court issued an order denying the petition.
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(i1) Altair Global Credit Opportunities Fund (4), LLC, et al. v.
Commonwealth of Puerto Rico, et. al., Adv. Proc. Nos. 17-00219; 17-
00220

On July 27, 2017, holders of allegedly secured bonds issued by ERS in 2008 brought
actions concerning Joint Resolution 188, which directed ERS to liquidate and distribute its assets
to the General Fund. The Plaintiff sought a declaration that, following the passage of Joint
Resolution 188, they remain secured creditors of ERS and/or the Commonwealth because (i) Joint
Resolution 188 violates the automatic stay in the ERS Title III Case, and is therefore void; or (ii)
if Joint Resolution 188 is not void, their security interest survives the transfer of the purported
collateral. In the alternative, Plaintiffs alleged the diversion of their collateral violated the Takings
and Contracts Clauses of the U.S. and Commonwealth Constitutions, and that they are entitled to
a claim for compensation, equal to the full amount of the bonds, that cannot be impaired in a plan
of adjustment. On November 8, 2017, Plaintiffs amended their complaints to make the same
allegations about Act 106, which reformed the pension system and, among other things, converted
the retirement systems’ funding to a PayGo system [Adv. Proc. No. 17-00219, ECF No. 39; Adv.
Proc. No. 17-00220, ECF No. 39].

Defendants moved to dismiss on November 17, 2017, generally arguing (i) Plaintiffs’ claim
of a perfected security interest should be dismissed as duplicative because it is being litigated in
an earlier-filed action or, alternatively, dismissed because Plamtiffs did not adequately plead the
existence of a perfected security interest, (ii) the automatic stay does not apply to actions by a
government to enforce its police and regulatory powers, (iii) Plaintiffs lack standing to enforce the
automatic stay, (iv) the ERS Resolution recognizes the Government’s power to make legislative
changes that may adversely affect ERS bondholders, (v) Plaintiffs do not state a claim for a
constitutional taking, and (vi) all claims agamnst the Oversight Board must be dismissed pursuant
to PROMESA section 105, which provides the Oversight Board, its members, and its employees
shall not be liable for any obligation of or claim against the Oversight Board, its members, its
employees, or the territorial government resulting from actions taken to carry out PROMESA
[Adv. Proc. No. 17-00219, ECF Nos. 41, 44; Adv. Proc. No. 17-00220, ECF Nos. 41, 44].

On September 6, 2018, the Title III Court stayed these proceedings pending a decision from
the First Circuit in the Lien-Challenge AP [Adv. Proc. No. 17-00219, ECF No. 69; Adv. Proc. No.
17-00220, ECF No. 67]. On September 27, 2018, the Title III Court terminated the pending
motions to dismiss without prejudice, solely for the Title III Court’s statistical purposes and
without any ruling on the merits, in view of the stayed proceedings [Adv. Proc. No. 17-00219,
ECF No. 70; Adv. Proc. No. 17-00220, ECF No. 68]. As stated above, on January 30, 2019, the
First Circuit rendered an opinion on the Lien-Challenge AP.!'S On April 5, 2021, the parties filed

'3 On February 26,2019, Plaintiffs filed a motion to dismiss withoutprejudice, which the Title IIl Court granted on
March 1, 2019, as to Altair Global Credit Opportunities Fund (A), LLC and Nokota Capital Master Fund, L.P.
[Adv. Proc. No. 17-00219, ECF No. 72; Adv. Proc. No. 17-00220, ECF No. 70]. As a result, the case was re-
captioned Andalusian Global Designated Activity Co., et alv. Commonwealth of Puerto Rico, et al., Adv. Pro. Nos.
17-00219-LTS, 17-00220-LTS (D.P.R.). On March 5,2019, the Title III Court entered an order allowing Crown
Managed Accounts (for and on behalf of Crown/PW SP), LMA SPC (for and on behalf of Map 98 Segregated
Portfolio), Oceana Master Fund Ltd., Pentwater Merger Arbitrage Master Fund Ltd., and PW CM Master Fund L1d.
to intervene in the adversary proceedings [Adv. Proc. No. 17-00219, ECF No. 75; Adv. Proc. No. 17-00220, ECF
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a joint motion to stay these proceedings [Adv. Proc. No. 17-00219, ECF No. 79; Adv. Proc. No.
17-00220, ECF No. 77]. On April 12, 2021, the Title III Court issued an order granting the joint
motion to stay these proceedings [Adv. Proc. No. 17-00219, ECF No. 84; Adv. Proc. No. 17-
00220, ECF No. 82].

(i)  The Lien-Scope Adversary Proceedings

On May 20, 2019, ERS and the UCC filed two new complaints, Financial Oversight &
Management Board for Puerto Rico v. Andalusian Global Designated Activity Company, [Adv.
Proc. No. 19-00366, ECF No. 1] and Financial Oversight & Management Board for Puerto Rico
v. Glendon Opportunities Fund, L.P. [Adv. Proc. No. 19-00367, ECF No. 1] ) (the “Lien-Scope
APs”). The Lien-Scope APs allege the ERS bondholders do not hold valid and enforceable
security interests in any of ERS’s remaining assets or the proceeds thereof (other than the Accounts
Receivable). Those remaining assets include, among other things, (i) certain cash and investments
held by ERS, (ii) accounts receivable with respect to Additional Uniform Contributions required
to be made by all participating employers beginning in 2013, and (iii) certain loans made to ERS
participants, and repayments thereof. On June 26, 2019, the Retiree Committee filed motions to
mtervene in both adversary proceedings, which the Title III Court granted in part [Adv. Proc. No.
19-00366, ECF No. 33; Adv. Proc. No. 19-00367, ECF No. 55]. On July 24, 2019, the Title III
Court issued the Stay Order, which mitially stayed these proceedings through November 30,
2020.116 On October 18, 2019, the parties submitted an Urgent Joint Motion to Modify Order
Regarding Stay and Mandatory Mediation with Respect to Certain Issues Raised in Certain
Contested Matters and Adversary Proceedings Related to the Bonds Issued by the Employees
Retirement System of the Government of the Commonwealth of Puerto Rico [Case No. 17-bk-3566,
ECF No. 680] (the “ERS Stay Modification Motion), which requested a modification of the stay
order to permit litigation regarding (i) whether the bonds were ultra vires, and (i) the scope of the
liens to move forward.

On October 24, 2019, the Title III Court entered an order modifying the stay and setting a
litigation schedule for the issues identified by the parties [Adv. Proc. No. 19-00366, ECF No. 40;
Adv. Proc. No. 19-00367, ECF No. 58]. Fact discovery was completed by June 9, 2020. On
September 11, 2020, the parties filed cross-motions for summary judgment [Adv. Proc. No. 19-
00366, ECF Nos. 91, 92, 93, 95, 96; Adv. Proc.No. 19-00367, ECF Nos. 107, 108, 109, 111, 112].
ERS argued it is entitled to summary judgment declaring the ERS bondholders lack a perfected
security interest in any ERS assets except pre-petition Employers’ Contributions, as defined in the
Resolution, and pre-petition accounts receivable. ERS also argued it is entitled to summary
judgment declaring the ERS bondholders lack a perfected security interest in any other employer
payments to ERS, including the additional uniform contributions; released funds; employee loans
or loan payments; and any proceeds thereof. ERS also argued it is entitled to summary judgment:
(i) avoiding any of the bondholders’ asserted but unperfected security interests; recovering or
preserving the avoided liens for ERS pursuant to Bankruptcy Code Sections 550 and 551; and (ii)
disallowing the bondholders’ claims to security interests other than pre-petition employers’

No.73]. On October 13,2020, the Title III Court issued orders closing the adversary proceedings [Adv. Proc. No.
17-00219, ECF No. 78; Adv.Proc.No. 17-00220, ECF No. 76].

116 See section V.I of this Disclosure Statement for a detailed summary ofthe Stay Order.

79



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 94 of 600

contributions and pre-petition accounts receivable and the proceeds thereof under Bankruptcy
Code Section 502(a) [Adv. Proc. 19-00366, ECF No. 92]. The ERS bondholders counterclaimed
that the pledged property included: substantial amounts of, and the rights to receive, employers’
contributions and any proceeds thereof; additional uniform contributions and any proceeds thereof;
remitted funds; traceable funds in deposit accounts; and traceable employee loans, loan payments,
and investments. The bondholders also argued ERS’s remaining claims to be moot given the
bondholders assertno security interest in pre-2008 assets or post-petition employer contributions.
The bondholders further argued their security interests in the pledged property are perfected, valid,
and enforceable [Adv. Proc. 19-00366, ECF No. 95]. Also on September 11, 2020, the Retiree
Committee filed ajoinder to ERS’s motion and the Oversight Board filed a statement of undisputed
material facts [Adv. Proc. No. 19-00366, ECF Nos. 93, 94; Adv. Proc. No. 19-00367, ECF Nos.
109, 110]. On October 28, 2020, the parties filed oppositions to the cross-motions for summary
judgment [Adv. Proc. No. 19-00366, ECF Nos. 108, 110]. In their opposition to ERS’s motion,
the ERS bondholders argued summary judgment mappropriate because: (i) no justiciable claim
exists involving pre-2008 assets; (i) additional uniform contributions are pledged property; (iii)
the bondholders’ security interest did not detach when the fiscal agent remitted funds to ERS; (iv)
employee loans and loan payments are original collateral and proceeds of pledged property; and
(v) the bondholders’ liens cannot be avoided, recovered, or automatically preserved [Adv. Proc.
19-00366, ECF No. 110]. In its opposition to the bondholders’ motion, ERS claimed the
bondholders’ definition of “employer contributions” (to which they claimed an interest) is overly
expansive, and that the bondholders lacked a security interest in either released funds or proceeds
of employers’ contributions traceable to employee loans, loan payments, and interest pursuant to
Bankruptcy Code Section 554. ERS further argued the dollar amount of assets purportedly subject
to the bondholders’ security interest is not properly before the Court and is a disputed material fact
precluding summary judgment in favor of the bondholders [Adv. Proc. 19-00366, ECF No. 108].
Also on October 28, 2020, the Retiree Committee filed a joinder to ERS’s opposition and
Defendants filed a response to the Oversight Board’s statement of undisputed material facts [Adv.
Proc. No. 19-00366, ECF Nos. 111, 114]. On November 19, 2020, the parties filed replies in
support of their motions for summary judgment [Adv. Proc. No. 19-00366, ECF Nos. 120,
124]. Also on November 19, 2020, the Retiree Committee filed a joinder to ERS’s reply and the
Oversight Board filed a reply in support of its statement of undisputed material facts [Adv. Proc.
No. 19-00366, ECF Nos. 121, 123]. On November 24, 2020, Defendants filed a motion to strike
the Oversight Board’s reply in support of its statement of undisputed material facts [Adv. Proc.
No. 19-00366, ECF No. 127]. The motion to strike was fully briefed and on February 23, 2021,
the Title IIT Court issued an order denying Defendants’ motion to strike [Adv. Proc. No. 19-00366,
ECF Nos. 130, 135, 148]. On March 10, 2021, the Title IIT Court issued an order scheduling oral
argument for April 8, 2021 [Adv. Proc. No. 19-00366, ECF No. 158]. On April 2, 2021, the parties
filed ajoint statement indicating that they did not need to proceed with oral argument on April 8
and noting their intent to seek a stay of these pending motions [Adv. Proc. No. 19-00366, ECF No.
167]. On April 5, 2021, the parties filed a joint motion to stay these proceedings [Adv. Proc. No.
19-00366, ECF No. 169; Adv. Proc. No. 19-00367, ECF No. 186]. On April 6, 2021, the Title III
Court issued an order adjourning oral argument and scheduling briefing in connection with the
joint motion to stay [Adv. Proc. No. 19-00366, ECF No. 170; Adv. Proc. No. 19-00367, ECF No.
187]. On April 8, 2021, the UCC filed an opposition to the parties’ joint motion [Case No. 17-bk-
3566, ECF No. 1128]. On April 9, 2021, the Oversight Board filed areply in support of the parties’
joint motion, and the Retiree Committee filed a limited joinder [Case No. 17-bk-3566, ECF Nos.
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1132, 1133]. On April 12, 2021, the Title III Court issued an order granting the joint motion to
stay these proceedings [Adv. Proc. No. 19-00366, ECF No. 175; Adv. Proc. No. 19-00367, ECF
No. 192].

(iv)  Commonwealth’s Obijection to ERS Fiscal Agent Claim

On May 24, 2018, the ERS Fiscal Agent, BNYM, filed a proof of claim against the
Commonwealth (Claim No. 16775), seeking recovery for the ERS Bonds on behalf of holders of
ERS Bonds. The ERS Fiscal Agent based its claims on the Commonwealth’s enactment of Joint
Resolution 188, which directed ERS to liquidate and distribute its assets to the General Fund, and
Act 106. A number of ERS bondholders also filed proofs of claim against the Commonwealth.

On March 12, 2019, the UCC filed an Omnibus Objection to Claims Asserted by Holders
of Bonds Issued by ERS [ECF No. 5580], on the ground the bond issuance exceeded ERS’s
statutory authority and was thus ul/tra vires, rendering the ERS Bonds null and void. On April 23,
2019, the Retiree Committee filed an Omnibus Objection of the Official Committee of Retired
Employees of the Commonwealth of Puerto Rico, Pursuant to Bankruptcy Code Section 502 and
Bankruptcy Rule 3007, to Claims Filed or Asserted by Holders of ERS Bonds Against ERS and the
Commonwealth [ECF No. 6482], on the ground, among others, the bond issuance was ultra vires.

On April 23, 2019, the Retiree Committee filed an omnibus objection [Case No. 17-bk-
3566, ECF No. 469] (the “Retirce Committee’s ERS Bond Claims Objection”) to all ERS
bondholder claims asserted against both ERS and the Commonwealth on the grounds that the ERS
Bonds were issued ultra vires and that the ERS bondholders have no enforceable claim with
respectto the ERS Bonds. OnJuly 2, 2019, the Retiree Committee filed its own procedures motion
related to the adjudication of the Retiree Committee’s ERS Bond Claims Objection [Case No. 17-
bk-3566, ECF No. 632].

On May 22, 2019, the Oversight Board filed an objection seeking disallowance of the ERS
Fiscal Agent’s claim because: (a) secured claims resulting from the transfer of the Transferred
Assets (assets transferred from ERS to the Commonwealth in exchange for the Commonwealth
paying pensioners out of its General Fund) would be determined through the resolution of the
Lien-Challenge AP, and even if the Lien-Challenge AP did not resolve the secured claims, UCC
section 9-332(b) provides that the Commonwealth received the Transferred Assets free and clear
of any such security interest once ERS transferred them to the Commonwealth; (b) no secured
claims result from the cessation of the Employers’ Contributions and commencement of the PayGo
payments, which are payments made to pensioners from the Commonwealth General Fund, as the
Fiscal Agent does not have any security interest in the PayGo payments; and (¢) any claims based
on the U.S. and Commonwealth Constitutions asserting legislation that implemented a revised
retrement system violated the Contracts and Takings Clauses by redirecting the employer
contributions away from ERS fail as a matter of law [ECF No. 7075].

On July 24, 2019, the Title III Court entered the Stay Order, which initially stayed the
UCC’s ERS Bond Claims Objection and the Retiree Committee’s ERS Bond Claims Objection
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through November 30, 2019.!'7 On October 18, 2019, pursuant to the ERS Stay Modification
Motion, the parties presented an agreed-upon schedule for such litigation. On October 24, 2019,
the Title IIT Court entered an order modifying the stay and setting a litigation schedule for the
issues identified by the parties [Case No. 17-bk-3566, ECF No. 687]. Fact discovery was
completed by June 9, 2020. On September 11, 2020, the ERS Bondholders, BNYM, the UCC, the
Retirees Committee, and the Special Claims Committee filed motions for summary judgment
[Case No. 17-bk-3566, ECF Nos. 971, 976, 978]. On September 18, 2020, UBS filed a joinder to
the ERS Bondholders’ and BNYM’s motions for summary judgment [Case No. 17-bk-3566, ECF
No. 987]. On October 28, 2020, BNYM and the ERS Bondholders filed oppositions to the
Committees’ motion for summary judgment [Case No. 17-bk-3566, ECF Nos. 998, 1005], and the
Retirees Committee, UCC, and Special Claims Committee (together, “the Committees™) filed a
joint opposition to the Bondholders’ and BNYM’s motions [Case No. 17-bk-3566, ECF No.
1004]. On November 4, 2020, UBS filed a joinder to BNYM’s and the ERS Bondholders’
oppositions [Case No. 17-bk-3566, ECF No. 1012]. On November 19, 2020, BNYM, the ERS
Bondholders, and the Committees filed replies in support of their motions for summary judgment
[Case No. 17-bk-3566, ECF Nos. 1023, 1025, 1028]. On November 25, 2020, UBS filed a joinder
to BNYM'’s and the ERS Bondholders’ replies in support of their motions for summary judgment
[Case No. 17-bk-3566, ECF No. 1035]. On March 10, 2021, the Title III Court issued an order
scheduling oral argument for April 8, 2021 [Case No. 17-bk-3566, ECF No. 1101]. On April 2,
2021, the parties filed a joint statement indicating that they did not need to proceed with oral
argument on April 8 and noting their intent to seek a stay of these pending motions [Case No. 17-
bk-3566, ECF No. 1119]. On April 5, 2021, the parties filed a joint motion to stay these
proceedings [Case No. 17-bk-3566, ECF No. 1122]. On April 6, 2021, the Title III Court issued
an order adjourning oral argument and scheduling briefing in connection with the joint motion to
stay [Case No. 17-bk-3566, ECF No. 1123]. On April 8, 2021, the UCC filed an opposition to the
parties’ joint motion [Case No. 17-bk-3566, ECF No. 1128]. On April 9, 2021, the Oversight
Board filed a reply in support of the parties’ joint motion, and the Retiree Committee filed a limited
joinder [Case No. 17-bk-3566, ECF Nos. 1132, 1133]. On April 12, 2021, the Title III Court
issued an order granting the jont motion to stay these proceedings [Case No. 17-bk-3566, ECF
No. 1135].

(v) Claims Objections Pursuant to an Agreed Upon Order Establishing
Procedures Regarding Obijections to Certain ERS Bond Claims

On October 7, 2019, the Title III Court entered an agreed-upon order establishing January
6, 2020 as the date by which objections must be filed to any claims filed by the ERS Fiscal Agent
or certain groups of ERS Bondholders represented by Jones Day (the “Jones Day Group™) and
White & Case (the “White & Case Group™), and each of their members [Case No. 17-03566-L TS,
ECF No. 676-2 at 6]. Pursuant thereto, the Oversight Board filed six objections to such claims,
including the:

17 See section V.I of this Disclosure Statement for a detailed summary ofthe Stay Order.
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1. Commonwealth’s supplemental objection to the Fiscal Agent Claim, which added
additional grounds for objection to the original objection filed to the Fiscal Agent
Claim [ECF No. 9700];

2. ERS’s objection to the Fiscal Agent’s claim against ERS [ECF No. 9701];

3. Commonwealth’s omnibus objection to claims filed by members of the Jones Day
Group against the Commonwealth (each of which was substantially similar) [ECF
No. 9702];

4. ERS’s omnibus objection to claims filed by members of the Jones Day Group
against ERS (each of which was substantially similar) [ECF No. 9703];

5. Commonwealth’s omnibus objection to claims filed by members of the White &
Case Group against the Commonwealth (each of which was substantially similar)
[ECF No. 9704]; and

6. ERS’s omnibus objection to claims filed by members of the White & Case Group
against ERS (each of which was substantially similar) [ECF No. 9705].

ERS Administrative Expense Claims Scheduling Order. The October 7, 2019 order also
established November 21, 2019 as the deadline to file any post-petition claims relating to the ERS
bonds. The Jones Day Group, White & Case Group, and ERS Fiscal Agent filed motions for
payment of post-petition and administrative expense claims (the “Post-Petition and Admin
Expense Claims Motions) [ECF Nos. 9285, 9294, and 9298]. The ERS bondholders allege that:
(1) ERS breached its post-petition obligation to pay principal and interest on the ERS bonds; (2)
ERS breached its post-petition obligations under the bonds to ensure it collected all contributions;
(3) ERS was unjustly enriched at the Bondholders’ expense; (4) the Commonwealth unlawfully
enacted post-petition legislation that diverted assets to which the Bondholders were entitled; (5)
the Commonwealth and ERS breached a stipulation reached in Case No. 16-02696; and (6)
adequate protection had failed. On November 25, 2019, the Title III Court issued a scheduling
order, which was superseded by a January 2, 2020 scheduling order [Case No. 17-bk-3283, ECF
No. 9322]. The January 2, 2020 scheduling order required the parties to meet and confer regarding
discovery and briefing schedules [Case No. 17-bk-3283, ECF No. 9688].

On March 18, 2020, the Title III Court issued an updated scheduling order for the claim
objections and the Post-Petition and Admin Expense Claims Motions [Case No. 17-bk-3283, ECF
No. 12446]. The March 18, 2020 order lifted any stay orders that applied to these contested
matters, and set a briefing schedule for their resolution. On May 6, 2020, pursuant to the ERS
claims scheduling order [Case No. 17-bk-3283, ECF No. 12446, amended at ECF No. 12901], the
Oversight Board filed the Motion of the Commonwealth of Puerto Rico and the Employees
Retirement System of the Government of the Commonwealth of Puerto Rico to Disallow and
Dismiss Claims Asserted or Filed by ERS Bondholders and the ERS Fiscal Agent Pursuant to
Bankruptcy Rules 3007(b) and 7012(b) (the “Motion to Dismiss Post-Petition and Admin Expense
Claims”) [Case No. 17-bk-3566, ECF No. 891]. This motion seeks dismissal and disallowance of
administrative expense and prepetition claims filed against ERS and the Commonwealth based
largely on the Commonwealth’s enactment of the Post-Petition Legislation. The motion argues,
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among other things, that the First Circuit’s Section 552 Order (1) precludes any ERS bondholder
or fiscal agent administrative expense claims resulting from the Post-Petition Legislation against
ERS, (2) precludes all claims against the Commonwealth, and (3) leaves the fiscal agent with only
“a prepetition Claim against ERS in the amount of unpaid principal and interest owed on the ERS
Bonds as of the ERS Petition Date in amount agreedto by the parties or determined by the Court[,]”
subject to resolution of the challenge to the issuance of the ERS Bonds as ultra vires. The Retiree
Committee also moved to dismiss the claims filed against ERS and the Commonwealth [Case No.
17-bk-3566, ECF No. 892]. AAFAF filed a statement and supplemental memorandum in support
of the Oversight Board’s motion to dismiss, focusing on what AAFAF describes as “PROMESA
section 303’s protection of the government’s right to legislate for Puerto Rico’s people” [Case No.
17-bk-3566, ECF No. 893]. The UCC filed a limited joinder in the Oversight Board and Retiree
Committee motions to dismiss [Case No. 17-bk-3566, ECF No. 894]. The ERS Bondholders and
the Fiscal Agent filed their opposition to the motions to dismiss on June 17, 2020 [Case No. 17-
bk-3566, ECF No. 923]. On July 22, 2020, the Oversight Board, AAFAF, and the Retiree
Committee filed replies [Case No. 17-bk-3566, ECF Nos. 947, 948, 949], and the UCC filed a
joinder to the Oversight Board’s reply [Case No. 17-bk-3566, ECF No. 950].

On June 10, 2020, the ERS Bondholders and Fiscal Agent filed a motion for judgment on
the pleadings (together with the Motion to Dismiss Post-Petition and Admin Expense Claims, the
“Rule 12 Motions™) [Case No. 17-bk-3566, ECF No. 917], arguing that (i) they may assertrecourse
claims against ERS and (ii) their post-petition claims are entitled to administrative expense
treatment and are nondischargeable. On July 8, 2020, the Oversight Board and the Retiree
Committee filed oppositions to the motion [Case No. 17-bk-3566, ECF Nos. 930, 932]. Also on
July 8, 2020, the UCC filed a joinder to the Oversight Board’s opposition [Case No. 17-bk-3566,
ECF No. 934]. On August 6, 2020, the ERS Bondholders and the Fiscal Agent filed a reply in
support of their motion [Case No. 17-bk-3566, ECF No. 960]. The hearing on the Rule 12 Motions
is scheduled for April 29, 2021. On April 2, 2021, the parties filed a joint statement indicating that
they did not need to proceed with oral argument and noting their intent to seek a stay of these
pending motions [Case No. 17-bk-3566, ECF No. 1119]. On April 5, 2021, the parties filed ajoint
motion to stay these proceedings [Case No. 17-bk-3566, ECF No. 1122]. On April 12, 2021, the
Title IIT Court granted the parties’ joint motion to stay the proceedings. [Case No. 17-bk-3566,
ECF No. 1135].

(vi)  Ultra Vires Objection

In addition to the six objections described above filed by the Oversight Board, other parties
filed objections, including the UCC, which filed, among other things, an additional omnibus
objection to claims asserted by ERS Bondholders against the Commonwealth and ERS. The
omnibus objection asserted additional arguments to those already brought in the UCC’s ultra vires
objection, in which the Committee objected to all ERS bond-related claims on the grounds that the
ERS Bonds were issued ultra vires, and the Retirees’ Objection, in which the Retirees objected to
all ERS-bond related claims on u/tra vires grounds, among others [ECF No. 9708].113

8 On October 25, 2019, the Plaintiffs in Altair Global Credit Opportunities Fund filed an informative motion
submitting for the Title IIl Court’s consideration their response to certain arguments regarding the validity of bonds
issued by ERS. According to Plaintiffs, that response was relevant to certain issues raised by the Government
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The UCC argues the ERS Bonds were illegally issued. The UCC argues ERS’s statutory
“authorization to incur debt” is limited to “seek[ing] a loan from any financial mstitution of the
Government of the Commonwealth of Puerto Rico or the Federal Government of the United States
of America or through the direct placement of debts” per the ERS Enabling Act. The UCC also
argues a government entity such as ERS has no inherent power to issue bonds to the public, and
any such power must be expressly granted by statute. The UCC notes that whenever the Puerto
Rico Legislative Assembly has granted bonding authority to a Commonwealth mnstrumentality
(both before and after it authorized ERS in 2008 to “seek loans™), it has done so expressly and
specified that the bonds may be sold publicly or privately. Ultimately, the UCC states that because
it believes the ERS Bonds were issued ulfra vires, they are null and void, and the bondholders
have no remedy against ERS.

On October 7, 2019, the Title III Court issued a scheduling order for litigating the UCC’s
ultra vires objection [ECF No. 8818]. On September 11, 2020, the UCC, the ERS Bondholders,
and BNYM filed cross-motions for summary judgment [ECF Nos. 14241, 14246, 14247]. The
ERS bondholders argued the ERS bonds represent valid and binding obligations of ERS because
they were authorized by the ERS Enabling Act, even without an explicit statutory reference to
“bonds.” The bondholders also argued the bonds are enforceable under UCC section 8-202, and
if the bonds are invalid then the bondholders are entitled to recover in equity [ECF No. 14241].
The UCC cross-moved for an order holding the ERS bonds are null, void, and unenforceable
because they were issued ultra vires and they are not validated by UCC section 8-202 because the
bondholders had notice of the bonds’ potential invalidity [ECF No. 14246]. The UCC also argued
the bondholders have no unjust enrichment remedy. BNYM, filed its own separate motion arguing
the bonds are valid and enforceable obligations of ERS because they satisty all requirements of
UCC section 8-202(b), which applies to ultra vires bond issuances [ECF No. 14247]. On
September 18, 2020, UBS filed a joinder to the ERS Bondholders’ and BNYM’s motions for
summary judgment, joining both motions in full while reserving all rights with respect to other
matters in the Debtors’ Title III cases [ECF No. 14347].

(vil)  Cooperativa de Ahorro y Crédito Vegabajena v. Financial Oversight &

Management Board for the Commonwealth of Puerto Rico, Adv. Proc. No.
19-00028

On March 14, 2019, credit union Cooperativa de Ahorro y Credito Vegabajena filed an
adversary complaint against ERS and the Oversight Board alleging it had a statutory (or other) lien
against employee contributions made to ERS, which Plaintiff alleged its borrowers had assigned
to it. Plamtiff claimed the statutory lien arose under 2011 L.P.R.A section 196, which allowed
financial service entities throughout the Commonwealth to enter into individual loan agreements
with Commonwealth employees who participated in ERS. The Plamtiff credit union alleged
further that it had the right to enforce its alleged lien against employee contributions after certain
of their borrowers defaulted on their loans. The Plaintiff credit union had previously filed a motion
to lift the automatic stay to enforce its alleged lien [ECF No. 4011], which the Title III Court
denied [ECF No. 4401]. On May 3, 2019, ERS filed a motion to dismiss the complaint on the

Defendants in their memorandumof law in support of their motion to dismiss in these proceedings [17-AP-0029-
LTS ECF No. 76].
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ground the employee-borrowers could not have assigned their employee contributions to Plaintiff
because the employees did not have a retained right in contributions paid to ERS, and even if
Plaintiff had a direct claim to the contributions, any statutory lien was not enforceable against the
employee contributions because the property was not traceable to the particular employee -
borrowers [Adv. Proc. No. 19-00028, ECF No. 11]. The Plaintiff credit union filed its opposition
to the motion to dismiss on May 28, 2019 [Adv. Proc. No. 19-00028, ECF No. 15], and ERS and
the Oversight Board filed their reply on June 21, 2019 [Adv. Proc. No. 19-00028, ECF No. 18].
Plaintiff credit union filed a sur-reply on July 16, 2019 [Adv. Proc. No. 19-00028, ECF No. 21].
On November 15, 2019, the Title III Court issued an order requiring supplemental briefing [Adv.
Proc. No. 19-00028, ECF No. 22]. On December 2, 2019, the Oversight Board submitted its
supplemental brief, and on December 16, 2019, Plaintiff credit union submitted its supplemental
brief [Adv. Proc. No. 19-00028, ECF Nos. 23, 24]. On March 27, 2020, the Title IIT Court issued
an order denying the Oversight Board’s motion to dismiss, but observing that it would be most
efficient to address the issues raised by this adversary proceeding through litigation of claim
objections and other contested matters relating to the Amended Plan [Adv. Proc. No. 19-00028,
ECF No. 25]. For that reason, the Title III court stayed this proceeding pending litigation on the
Plan of Adjustment.

(viii) Motion by ERS Bondholders to Appoint a Trustee

On November 19, 2019, ERS Bondholders filed a motion seeking the appointment of a
trustee or an independent third-party fiduciary as a trustee under 11 U.S.C. section 926 in the ERS
Title III case.'’® ERS Bondholders previously moved for the same relief in February 2019.120 ERS
Bondholders argued the Oversight Board failed to adequately protect their interests by failing to
pursue certain purported claims on behalf of ERS against the Commonwealth. ERS Bondholders
asserted the Oversight Board declined to pursue such alleged claims against the Commonwealth
due to a purported conflict of interest created by the Oversight Board’s representation of both the
Commonwealth and ERS under PROMESA. ERS Bondholders further alleged the purported
conflict of interest could be remedied by appointing a trustee under Bankruptcy Code section 926
to prosecute the alleged avoidance actions against the Commonwealth.

The ERS Bondholders contended that the Oversight Board, in its capacity as Title III
representative for ERS, allegedly refused to pursue on two claims on their behalf: an avoidance
action under Bankruptcy Code section 549 and an action under Bankruptcy Code section 544 to
avoid a transfer. That refusal, according to the ERS Bondholders, merited the appointment of a
trustee.

On January 7, 2020, the Title III Court denied the Renewed Motion [Case No. 17-bk-3566,
ECF No. 763]. On January 8, 2020, the ERS Bondholders filed a notice of appeal to the First
Circuit, which was docketed as Case No. 20-1065. The First Circuit entered an order on January

19 Renewed Motion of Certain Secured Creditors of the Employees Retirement System of the Government of the
Commonwealth of Puerto Rico for Appointmentas Trustees Under 11 U.S.C. §926 [17-03566-LTS ECF No. 704]
(the “Renewed Motion”).

120 Motion of Certain Secured Creditors ofthe Employees Retirement System o fthe Government of the Commonwealth
of Puerto Rico for Appointment as Trustees under 11 U.S.C. § 926 (the“Renewed Motion”) [ECF No. 5169].
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15, 2020, setting an expedited briefing schedule and oral argument on March 4, 2020. On January
15, 2020, the ERS Bondholders filed their opening brief. On February 7, 2020, AAFAF, the
Oversight Board, and the Retirees Committee filed their answering briefs. On February 21, 2020,
the ERS Bondholders filed their reply brief. The appeal was argued to the First Circuit on March
3, 2020. By opinion dated March 19, 2020, the First Circuit affirmed the Title III Court’s denial
of the Renewed Motion [Case No. 20-1065]. On April 9, 2020, the First Circuit issued its mandate.

¢)  PBADebt!!

PBA issued multiple series of bonds, the PBA Bonds (as defined above), pursuant to certain
bond resolutions, including: (i) Resolution No. 77, adopted on November 16, 1970 (the “1970
Bond Resolution”) and (i) Resolution No. 468, adopted on June 22, 1995 (the “1995 Bond
Resolution” and, together with the 1970 Bond Resolution, the “PBA Bond Resolutions™), as
supplemented by separate resolutions authorizing the issuance of each series of bonds under the
1995 Bond Resolution, including without limitation, (a) Resolution No. 1596, adopted on August
10, 2011, authorizing the issuance of the PBA Government Facilities Revenue Bonds, Series R
(the “Series R Bonds™), and (b) Resolution No. 1618, adopted on December 19, 2011, authorizing
the issuance of the PBA Government Facilitics Revenue Bonds, Series T (the “PBA Series T
Bonds”). By statute, the Commonwealth has guaranteed the payment of (i) rent by any department,
agency, public corporation, or instrumentality of the Commonwealth pursuant to any lease
agreement with PBA other than municipalities,'?? and (i) when due, principal of and interest on
the PBA Bonds.!23

Outstanding Bonds.'?* As of the PBA Petition Date, PBA had approximately $3.968
billion in aggregate principal amount of bonds outstanding under the PBA Bond Resolutions,
bearing interest rates between 1.08% and 7.00%. A schedule of outstanding PBA Bonds is
attached as Exhibit J.

Pursuant to the PBA Enabling Act and the PBA Bond Resolutions, the PBA Bonds are
payable from “rent” payments under purported “leases” pursuant to which PBA leases its
properties to departments, agencies, instrumentalities, authorities, public corporations, and

21 The DRA Parties assert that, in addition to PBA’s bond debt, PBA is obligated to the GDB Debt Recovery Authority
under four loan agreements. As of PBA’s petition date, the aggregate balance due under these four loan agreements
is in the principalamount of $137 million. Three ofthe DRA’s loans are unsecured and one loan is secured by the
sale proceeds of certain real property owned by PBA. The Plan proposes to separately classify the GDB Debt
Recovery Authority’s claims from PBA generalunsecured claims and provide the GDB Debt Recovery Authority
with no recovery. The GDB Debt Recovery Authority believes it is improp er for the Plan to separately classify the
GDB Debt Recovery Authority’s loan claims fromgeneralunsecured claims and providethe GDB Debt Recovery
Authority’s claims with materially less favorable treatment than PBA general unsecured claims, which are projected
to recoverin full.

1222 LPRA. § 916.
123 ActNo. 17-1968 ofthe Puerto Rico Legislative Assembly, as amended.

124 Amounts of outstanding bonds are based on best available public information and may be approximate.
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municipalities of the Commonwealth, and that “rent” is required to be sufficient, in the aggregate,
to pay, when due, the principal of and interest on the PBA Bonds. %

Pursuant to the PBA Bond Resolutions, all payments in respect of debt service on the PBA
Bonds must immediately be deposited into certain specified accounts, purportedly to be held in
trust for holders of PBA Bonds. The PBA Bonds are purportedly secured by a lien on all funds in
such accounts.'? The PBA Bonds are not secured by mortgages on PBA property or by an
assignment of PBA leases.

Litigations Related to PBA Bonds.'?’

(1) Lex Claims_Litigation

On July 20, 2016, certain holders of GO Bonds commenced an action in the U.S. District
Court for the District of Puerto Rico against the Commonwealth and several of its officials,
including the Governor. Lex Claims, LLC v. Garcia-Padilla,Case No. 16-02374 (the “Lex Claims
Litigation”). Plamtiffs alleged, among other things, that the Commonwealth Constitution requires
the Commonwealth to pay the GO Debt ahead of any other expenditure. COFINA bondholders
who intervened argued that, because the Commonwealth pledged its good faith and credit for the
payment of rent on PBA leases with agencies and instrumentalities of the Commonwealth, PBA
bonds should have been included as direct debt of the Commonwealth in the debt limit calculation.
The Lex Claims Litigation was dismissed pursuant to the settlement and compromise of the
Commonwealth-COFINA Dispute (as defined in Section V.J.9) and confirmation of the COFINA
plan of adjustment, as further discussed in section V.J.4.b) of this Disclosure Statement.

(11) Financial Oversight & Management Board for Puerto Rico, et al. v.
Puerto Rico Public Buildings Authority, Adv. Proc. No. 18-00149

On December 21, 2018, the Oversight Board, as representative of the Commonwealth,
jointly with the UCC, filed a complaint against PBA, seeking a declaratory judgment that the
purported leases entered into by PBA with departments, agencies, instrumentalities, authorities,
public corporations, and municipalities of the Commonwealth are not arm’s-length rental
transactions, but rather disguised financing transactions, the sole purpose of which is to provide a
vehicle for the Commonwealth to repay more than $4 billion in bonds it issued to finance the
acquisition, construction, and/or improvement of office space and other facilities used by various
departments, agencies, and instrumentalities of the Commonwealth. Plamtiffs contend PBA has
no right under PROMESA or the Bankruptcy Code to receive post-petition rent payments from, or
assert administrative claims against, the Debtors. The Complaint seeks declarations that: (1) the
leases between PBA and various governmental agencies are not subject to treatment in accordance
with Bankruptcy Code section 365(d)(3), which requires the performance of all obligations of the
debtor under any unexpired lease of nonresidential real property until such lease is assumed or

12522 LP.R.A. §§ 907(g) and 916; 1995 Bond Resolution §§ 208(c), 701.
126 14§ 502.

12" The Plan proposes to resolve all challenges to the PBA Bonds througha global compromise and settlementto be
implemented under the Plan.
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rejected, and thus the Debtors have no obligation to make payments to PBA under the leases, and
(2) PBA is not entitled to a priority administrative expense claim pursuant to Bankruptcy Code
sections 503(b)(1) and 507(a)(2).

Several PBA Bondholders and monoline insurers moved to intervene as Defendants and/or
under Bankruptcy Code section 1109(b), including the PBA Funds, Assured, Ambac, National,
the PBA Funds Sub-Group,!28 the QTCB Noteholder Group, and the LCDC [Adv. Proc. No. 18-
00149, ECF Nos. 12, 14, 21, 23, 24, 26, 50]. The Retiree Committee moved to intervene as a
Plaintiff [Adv. Proc. No. 18-00149, ECF No. 35]. The Oversight Board did not oppose
ntervention on the condition that it was subject to certain limitations, which the Title III Court
thereafter granted [Adv. Proc. No. 18-00149, ECF Nos. 41, 54].

On March 19, 2019, the Defendant-intervenors filed answers and three of the intervening-
Defendants—the QTCB Noteholder Group, the PBA Funds, and Assured—filed counterclaims
[Adv. Proc. No. 18-00149, ECF Nos. 56, 57, 58, 59, 60].

On April 24, 2019, the Oversight Board filed motions to dismiss or strike each of the
counterclaims [Adv. Proc. No. 18-00149, ECF Nos. 76, 78, 80]. Specifically, the Oversight Board
argued: (i) the Oversight Board cannot be sued under PROMESA section 105, which exempts the
Oversight Board, its members and employees from liability for actions taken to carry out
PROMESA; and (ii) the counterclaims should be dismissed as redundant. The UCC and Retiree
Committee filed joinders to the Oversight Board’s motions to dismiss [Adv. Proc. No. 18-00149,
ECF Nos. 81, 82, 83, 84, 85, 86].

On March 21, 2019, PBA Funds, Assured, and the QTCB Noteholder Group filed a motion
for judgment on the pleadings pursuant to Federal Rule of Civil Procedure 12(c) [Adv. Proc. No.
18-00149, ECF No. 63]. The Oversight Board’s response was filed on June 6, 2019 [Adv. Proc.
No. 18-00149, ECF No. 88]. On June 21, 2019, the Oversight Board filed an urgent motion for
modification of deadlines in anticipation of a motion to stay the adversary proceeding pending
confirmation of a plan of adjustment (or, alternatively in the case of PBA, a qualifying
modification under Title VI of PROMESA). On June 22, 2019, PBA filed a response consenting
to the Oversight Board’s motion to stay, although many other Defendant-intervenors opposed the
urgent motion [Adv. Proc. No. 18-00149, ECF No. 92]. On June 27, 2019, the Oversight Board
filed a motion to stay the adversary proceeding pending confirmation of a joint Commonwealth
and PBA plan of adjustment (or, alternatively in the case of PBA, a qualifying modification under
Title VI of PROMESA) that incorporates the restructuring framework discussed in the Initial PSA
[Adv. Proc. No. 18-00149, ECF No. 99]. On June 28, 2019, the Title IIT Court granted the
Oversight Board’s urgent request to toll all existing deadlines in the adversary proceeding so that
the schedule of the litigation could be assessed in the context of the Oversight Board’s stay motion
and the proposed settlement [Adv. Proc. No. 18-00149, ECF No. 101]. On July 8, 2019, AAFAF
and the PBA filed a joint objection to the Oversight Board’s motion to stay, arguing (i) the Initial
PSA was negotiated without input from PBA, (ii)) PBA wasnot a Title III debtor, thus the Oversight
Board cannot confirm any joint PBA/Commonwealth plan, and (iii) the plan contained supposedly

128 The Oversight Board later stipulated to the PBA Funds Sub-Group dismissing itself without prejudice from the
case, which the Title IIl Court approved [Adv. Proc. No. 18-00149, ECF No. 62].
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“untenable provisions” [Adv. Proc. No. 18-00149, ECF No. 102]. On July 9, 2019, (i) the LCDC
filed aresponse in support of the Oversight Board’s motion to stay [Adv. Proc. No. 18-00149, ECF
No. 107]; (i) Ambac and Assured filed objections to the Oversight Board’s motion to stay [Adv.
Proc. No. 18-00149, ECF Nos. 105, 108]; and (iii) PBA filed a response to the Oversight Board’s
motion to stay stating that it did not oppose the motion [Adv. Proc. No. 18-00149, ECF No. 104].
On July 16, 2019, the QTCB Noteholder Group filed a statement in support of the Oversight
Board’s motion [Adv. Proc. No. 18-00149, ECF No. 110]. The Oversight Board disagreed with
AAFAF’s positions or those of the Defendant-intervenors who opposed the stay motion, and on
July 17, 2019, the Oversight Board filed its reply in support of the stay [Adv. Proc. No. 18-00149,
ECF No. 111].

On July 24, 2019, the Title III Court issued the Stay Order, which was later extended
through March 11, 2020'2° [Case No. 17-bk-3283, ECF No. 8244]. On February 10, 2020, the
Mediation Team filed its Amended Report, recommending that this litigation continue to be stayed
even beyond March 11, 2020130 [Case No. 17-bk-3283, ECF No. 11258]. Following a hearing on
March 4, 2020, the Title III Court entered the Final Stay and Mediation Order on March 10, 2020,
which adopted the Mediation Team’s recommendation and stayed this litigation pending a decision
whether to confirm the Amended Plan [Adv. Proc. No. 19-00291, ECF No. 57]. The stay remains
in effectas of this date. For more information regarding the Final Stay and Mediation Order, see
sectionV.1.3.b).

(i)  Challenges to the Validity of PBA Bonds.

Certain parties have also filed objections to the validity of PBA Bonds. The GO
Bondholders filed an Omnibus Conditional Objection of the Ad Hoc Group of General Obligation
Bondholders to Claims Filed or Asserted by the Public Buildings Authority, Holders of Public
Buildings Authority Bonds, and Holders of Certain Commonwealth General Obligation Bonds
[ECF No. 6099], asserting that, if PBA is determined to be an “unconstitutional evasion” of the
Commonwealth’s debt limit, any remedy for that violation would fall on holders of PBA Bonds,
and accordingly, PBA Bonds, rather than later-vintage GO Bonds, should be invalidated. The
UCC has also filed an Omnibus Objection of Official Committee of Unsecured Creditors Pursuant
to Bankruptcy Code Section 502 and Bankruptcy Rule 3007, to Claims Filed or Asserted Against
Commonwealth by Holders of Certain Puerto Rico Public Buildings Authority Bonds [ECF No.
8141], which seeks the disallowance of all claims filed or asserted against the Commonwealth
based on certain PBA bonds issued in 2011 and 2012, because, according to the UCC, their
issuance violated the Constitutional Debt Limit.

On July 24, 2019, the Title III Court issued the Stay Order, staying numerous proceedings
raising issues potentially related to a plan of adjustment and ordering the parties to those

12 See section V.I.1 of this Disclosure Statement fora detailed summary ofthe Stay Order.

130 See section V.1.2 and V.13 of this Disclosure Statement for a detailed summary of the Mediation Team and the
Amended Report.

90



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 105 of 600

proceedings to participate in mandatory mediation related thereto.!3! On February 10, 2020, the
Mediation Team filed its Amended Report regarding the progress of mandatory mediation,
recommending that this litigation be stayed in light of the GO/PBA PSA. Following a hearing on
March 4, 2020, the Title III Court entered the Final Stay and Mediation Order on March 10, 2020,
which adopted the Mediation Team’s recommendation and stayed this litigation pending a decision
whether to confirm the Amended Plan [Adv. Proc. No. 19-00291, ECF No. 57]. The stay remains
in effectas of this date. For more information regarding the Final Stay and Mediation Order, see
sectionV.1.3.b).

2. Pension Obligations

For a description of the Commonwealth’s pension obligations, please see the Pension
Report, attached hereto as Exhibit I. In accordance with PROMESA section 211, the Oversight
Board determined the pension systems of the Commonwealth were materially underfunded.
Accordingly, the Oversight Board conducted an analysis of the pension systems to assist the
Oversight Board in evaluating the fiscal and economic impact of the pension cash flows. The
Pension Report discusses the history of the pension systems, reforms to increase sustainability of
pension benefits, the issuances of ERS Bonds, the impact of PayGo expenditures on the Fiscal
Plan forecasted annual surplus, and other related issues. 132

3. Other Post-Employment Benefit Obligations

The Commonwealth provides various other post-employment (non-pension) benefits
(“OPEB”) to retired employees including Christmas and medication bonuses, summer bonuses for
JRS retirees, medical msurance plan contributions, disability benefits for high-risk positions,
additional minimum death benefits, and other similar benefits for retired and disabled employees.
These various benefits are administered by ERS, JRS, and TRS. The medical insurance plans
consist of (i) Employees’ Retirement System of the Government of Puerto Rico and its
Instrumentalities Medical Insurance Plan Contribution (“ERS MIPC”), covering substantially all
full-time employees of the primary governments, certain municipalities of Puerto Rico, and certain
component units of the Commonwealth not having their own medical insurance plans; (ii)
Retirement System for the Judiciary of the Commonwealth of Puerto Rico Medical Insurance Plan
Contribution (“JRS MIPC”), covering all judges of the Judiciary Branch of the Commonwealth;
and (i) Puerto Rico System of Annuities and Pensions for Teachers Medical Insurance Plan
Contribution (“TRS MIPC”), covering all active teachers of the Department of Education of the
Commonwealth and employees of TRS.

The plans were created under Act 95 of June 29, 1963. All three plans were sponsored by
the Commonwealth. Benefits were provided through insurance companies whose premiums were

B3I See section V.I. of this Disclosure Statement fora detailed summary ofthe Stay Order, the Mediation Team, and
the Amended Report.

132 On June 28, 2019, the U.S. Government Accountability Office (“GAQ”) released an update to Congressional
Committees on the public debt outlook for the five United States territories, including the Commonwealth (the
“2019 GAO Report”). The GAO noted that, although the Oversight Board’s reforms are intended to stabilize the
pension system in the long term, officials and experts have stated that pension payments to current retire es have
already begun crowding out spending for other government services due to the “pay-go” system.
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paid by the retiree, with the Commonwealth providing a matching share, up to $100 per month.
ERS MIPC was an unfunded cost sharing, multiple employer plan, while JRS MIPC and TRS
MIPC were unfunded, single employer plans.

For ERS MIPC and TRS MIPC, Commonwealth employees became members upon their
date of employment and were eligible for benefits upon reaching the applicable pension benefits
retirement age. However, Act 3-2013 eliminated this benefit to ERS MIPC members who retired
after June 30, 2013, and Act 160 eliminated this benefit to TRS MIPC member who retired after
July 21, 2014. For JRS MIPC, judges of the Judiciary Branch of the Commonwealth became
members upon their date of employment and were eligible for benefits upon reaching the age of
60 with 10 years of service.

Each medical insurance plan was financed by the Commonwealth and funded on a pay-as-
you-go basis. Funding of the medical insurance plans were provided to the ERS MIPC, JRS MIPC
and TRS MIPC through appropriations each July 1 by (i) the Commonwealth’s General Fund; (i)
certain corporations with their own treasuries; and (iii) certain public corporations with their own
treasuries and municipalities for their former employees. There was no contribution requirement
for plan members during active employment. Retirees contributed the amount of the healthcare
insurance premium not covered by the Commonwealth. The annual OPEB cost and annual
required contribution (“ARC”) was computed as part of an actuarial valuation in accordance with
GASB Statement No. 45. Under Act 106, these amounts were included in the PayGo pension
amounts.

The PSAs that have been entered into with various parties contemplate the reduction of
such benefits. See section I1.B.1.b) of this Disclosure Statement for a more detailed description.

C. Puerto Rico’s Revenue and Tax Regime '3

The Commonwealth is funded by internal funds (primarily revenues from taxes, fees and
charges), as well as inter-governmental funds and federal funds.'3* The Commonwealth’s tax
revenues predominantly consist of income taxes, excise taxes and SUT. These taxes are collected
pursuant to the provisions of ActNo. 1-2011, known as the Puerto Rico Internal Revenue Code of
2011, as amended (“2011 Code”), or other Special Revenue Fund laws. Non-tax revenue sources
include registration fees for motor vehicles, fees for services (including for judicial proceedings,
public health services, and fulfillment of document requests), fines for motor vehicles, as well as
fees for professional licenses, trademarks, housing-related fees, and other fees.

133 This sectionis not intended to exhaustively describe all Commonwealth revenues, but rather provides an overview
ofcertain ofthe Commonwealth’s most significantsources of revenue. This section is alsonotintended to provide
tax advice, and taxpayers are urged to consult with their tax advisors concerning the U.S. federal, state, territorial
(including Puerto Rico), local and non-U.S. tax consequences of the Plan in their respective individual
circumstances. Fora description of Certain Material United States Federal Income TaxConsiderations and Certain
Puerto Rico Income Tax Considerations, please refer to Sections XI and XII of the Disclosure Statement,
respectively.

34 Included in inter-governmental revenue sources are the covered over payments resulting from federal excise taxes
on beer, wine, and rumexported from Puerto Rico.
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The Commonwealth accounts for most of the tax revenue it collects i its General Fund,
which is its primary operating fund. However, certain Commonwealth revenues from designated
sources are not accounted for in the General Fund. These funds are instead accounted for in Special
Revenue Funds (“SRE”), as they are appropriated to designated agencies, or instrumentalities for
specified uses.!35 The SRF inputs include:

(1) certain taxes historically appropriated, subject to certain conditions, through
Puerto Rico statutes to agencies, public corporations or other third parties

(i1) charges and fees for services collected by Commonwealth agencies

(i)  dividends or other distributions received by the Commonwealth from its public
corporations

(iv)  certain other revenues

Certain tax revenues, such as SUT revenues transferred to COFINA and revenues expressly
designated as not available revenues of the Commonwealth, are not accounted for in the General
Fund or in the SRFs. These revenues are instead administered and managed directly by the
relevant government instrumentality. Because the Commonwealth follows the practice of pooling
its cash, all revenues accounted for in the General Fund and most revenues accounted for in the
SRFs (subject to certain limited exceptions) are deposited in the Commonwealth’s centralized cash
management system the Treasury Single Account (“TSA”).

For Fiscal Year 2021 year-to-date, July 2020 through December 2020, the Commonwealth
preliminarily reported collections of approximately $5.19 billion in tax revenues into its General
Fund.

For full-year FY2020, the General Fund reported approximately $9.29 billion (see Table 1
below). Given the FY2020 revenue is delayed to FY2021 due to Act 57-2020, the amount reported
for the FY2021 year-to-date (July through December) also includes FY2020 tax revenue. As of
December 2020, the Commonwealth reported approximately $479 million in such delayed
revenue. If this delayed amount is excluded from the $5.19 billion revenue, the FY2021 year-to-
date (July through December) revenue is approximately $4.71 billion which is lower compared to
approximately $5,220 billion in the same period of FY2020. The decline of year-to-date revenue
from FY2020 to FY2021 is partly due to a non-recurring payment of $488 million in FY2020 that
increased the corporate income tax revenue while such payment is not available in FY2021. At the
same time, if this delayed revenue ($479 million as of December 2020) is added back to the
FY2020 revenue, the full-year FY2020 revenue is approximately $9.80 bilion—down from
$11.38 billion in FY 2019 and approximately $9.31 billion in FY2018, categorized as follows:

135 All such revenues, including those accounted for in the Special Revenue Funds, are accounted for in the “General

Fund” for purpose of the annual financial statements of the Commonwealth prepared in accordance with U.S.
GAAP.

93



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 108 of 600

Table 1: Key Revenue Components FY 2010 toFY 2021 YTD!3¢

Tax Category Revenues!'?’

($ millions) FY2010 FY2018 FY2019

(a) Income Taxes
e Individual Income Tax $2,594 | $1,960 | $2,224 | $1,852 | $1,030
e Corporate Income Tax $1,682 | $1,776 | $2,492 | $2,072 | $1,040
e Nonresident Withholding $830 $637 $630 $379 $168
(b) SUT!3® $540 $1,646 | $2,299 $1,635 $995
(c) Excise and Other Taxes
e Act 154 Excise Tax - $1,915 $2,083 $1,848 $729
e Beer/Alcohol Excise Tax $285 $264 $275 $234 $137
e Tobacco Excise Tax $183 $156 $101 $89 $51
e Motor Vehicle Excise Tax $351 $407 $519 $382 $295
e Others $899 | $325 | $523 $546 | $595
(d) Rum cover transfer payments $352 $227 139 | $230 140 $251 $150
Total $7,716 | $9,313 | $11,376 | $9,289 | $5,190

1% The FY2020 revenuedoes notinclude thepartial amount that was delayed to FY2021 due to Act 57-2020, and the
FY2021 revenue includes part of the FY2020 revenue collection that is delayed to FY2021. The delayed amount
that should beshiftedback to FY2020 from the year-to-date collectionin FY2021 (July through December) is $479

million.

137 Sources: http://www.hacienda.gobierno.pr/inversionistas/estadis ticas-y-recaudos-statistics-and-revenues/in gresos-
netos-al-fondo-general-general-fund-net-revenues

138 The SUT deposited into the General Fund equals the 10.5% Commonwealth assessed SUT less the 53.65% of the
Pledged Sales TaxBase Amount transferred to COFINA each fiscal year.

13 This amount reflects only the portion ofthe RumExcise Taxes from the federal governmentthatare subsequently
transferred to the General Fund after a certain portion is retained in a Treasury lockboxaccount and subsequently
distributed to various recipients, including, without limitation, certain on-island rum producers, the Puerto Rico
Science, Researchand Technology Trust, and the Puerto Rico Conservation Trust. The total tax remittance from
the federal government pursuantto 26 U.S.C. § 7652 for fiscal year 2018 was approximately $430 million.

140 See supran.119. The total taxremittance from the federal government pursuant to 26 U.S.C. § 7652 for FY 2019
was approximately $433 million.
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Many of the Commonwealth’s taxes are collected by an integrated tax system, called
Sistema Unificado de Rentas Internas (“SURI”), which was deployed from FY 2017-2020 in
phases. A major release on February 24, 2020, migrated corporate and individual income taxes to
the platform. The benefits of the platform included improved filing and payment capabilities,
digital workflows, and integration of previously disparate data sources. These features are
expected to, over time, improve the Department of Treasury’s ability to serve taxpayers and
enhance its compliance capabilities.

The reported decrease in Q1 General Fund revenue between FY 2020 and FY 2021 was
23%. Itis mportant to note that the FY 2021 fourth quarter decrease (39.7%) is partly attributable
to the tax filing postponement measures (Act 57-2020), FY 2020 results continue to be updated as
data becomes available in relation to delayed receipt of funds related to FY 2020 tax revenue.

Table 2 - Puerto Rico Total General Fund Revenue, FY 2019-2020 YTD, in millions

2019 2020 2021
o1 02 03 o4 o1 02 03 o4 o1 02
2,244 2,154 3,150 3,828 2,808 2,412 2,259 2,307*% | 2,161 2,532
Year-over-year change 25% 12% (28%) (4%) (23%) 5%

*The 82,224 millionin FY2020 Q4 includes the Q4 amount that was shiftedto FY2021 through October 2021.

The mandatory COVID-related Commonwealth-wide shut down and subsequent
restrictions on business operating hours have critically and adversely impacted substantially all
economic activity on the Commonwealth. The true quantifiable impact to Puerto Rico is unknown
at this time, as the situation is still ongoing in real time and is being closely monitored.

However, the FY 2021 revenue year-to-date is currently outperforming May 2020 FY
projections. There are increases in SUT, Motor Vehicle tax and Other Miscellaneous taxes partly
attributable to the large infusion of cash from the federal government (such as stimulus payments,
expanded UI benefits, and the PPP program). The final FY2021 year-end surplus remains
uncertain to calculate as of the date of this Disclosure Statement.

1. 2018 Puerto Rico Tax Amendments (Act 257-2018).

There have been multiple major revisions to Puerto Rico’s tax code since 1994, including
the enactment of the 2011 Code and at least six adjustments to the 2011 Code since 2013.'4! For
example, on December 10, 2018, Puerto Rico enacted Act 257-2018, which included several
amendments to Puerto Rico’s 2011 Code. The amendments are described in more detail in the tax
discussion sections included in this document. A guiding tax policy principle embedded in Act
257-2018 is revenue neutrality.

Some of the more noteworthy features of Act 257-2018 are:

141 Reforms include: Act 40-2013, the “Tax Burden Redistribution and Adjustment Act;” Act 120-2014, the “Small
and MediumBusinessJob Generationand Retention Act;” Act 72-2015, the “Adjustments to the Internal Revenue
Code of 2011;” Administrative Orders 2017-01 and 2017-05; and Act 257-2018, the “2018 Puerto Rico Tax
Reform Act.”
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e Amendments to income tax provisions applicable to individuals and local
corporations

e Changes to SUT provisions, particularly related to prepared foods

e The reintroduction of an Earned Income Tax Credit

e The legalization of authorized games of chance

Other changes in Act 257 include the following.

Act 257-2018 reduced personal income taxes by enacting a 5% non-refundable tax credit
and reducing the corporate tax base rate by 1.5%. To compensate for the reduction in tax
collections, Act257-2018 placed greater reliance on the use of a new alternative basic tax (“ABT”)
and an expansion of the alternative minimum tax (“AMT”).

Moreover, Act 257-2018 increased the withholding income tax rate on payments for
services rendered in Puerto Rico made after December 31, 2018 from 7% to 10%. However, this
does not amend the tax treatment of corporations covered by incentive laws, who benefit from a
range of company and industry specific tax credits, exemptions, and deductions.

Starting October 1, 2019, Act257-2018 reduced the SUT on prepared foods to 7%, subject
to the applying business obtaining a certification from the Secretary of Treasury.

Act 257-2018 also exempted certain previously taxable items from the SUT, such as e-
books and digital books, female sanitary items, and legal services. Furthermore, Act 257-2018
increased the threshold for the SUT exclusion for business to business services and designated
professional services, based on annual volume of business from $50,000 to $200,000 (taking effect
after March 1, 2019).

Act 257-2018 also provided for the legalization of certain games of chance by addressing
licensing and operations of machines, flow of funds to the government, and the regulatory
environment.

On December 27, 2018 the Oversight Board submitted a letter to the Commonwealth which
expressed its concern with Articles 132 through 163 of Act 257-2018 which specifically relate to
the operation of games of chance machines outside of casinos. The Commonwealth was notified
that both regulations must be issued in connection with licensing games of chance machines that
operate outside of casinos, and an analysis of the fiscal impact related to Articles 132 through 163
is required per PROMESA Section 204(a). The Oversight Board reserved the right to take
necessary actions if the Commonwealth chose to enforce the Articles that are inconsistent with the
certified fiscal plan.

Finally, the statutory mandate of Act 257-2018 creates greater interdependencies among
taxpayers and the information they are obligated to report, which is expected to enable greater
oversight and verification of the information being reported to the government.

Since the enactment of Act 257-2018 there have been 3 major amendments to the 2011
Code and special tax laws: Act 60-2019, Act 40-2020 and Act 57-2020, which are summarized
below. Since the enactment of Act 257-2018 there have been at least three (3) other amendments
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to the 2011 Code and special tax laws, including: Act 60-2019, Act 40-2020 and Act 57-2020,
which are explained i sections II1.C.2, III.C.3 and III.C.4 of this Disclosure Statement.

2. Tax Incentives and Tax Credits

In FY20 regular corporations, incentive corporations, and individuals collectively claimed
$386 million in tax credits, reducing net revenue collections. Through December 2020, $330
million in tax credits have been claimed in FY21.

In addition to credits, deductions, and exemptions included in Puerto Rico’s 2011 Code,
Puerto Rico has passed more than 60 pieces of legislation that offer tax incentives to persons and
companies that meet the outlined criteria (collectively, the “Incentive Acts”). Incentive
corporations or persons that qualify for treatment under the Incentive Acts generally pay a reduced
income tax rate and receive waivers or exemptions from the payment of certain SUT, licensing,
municipal, and other taxes and fees.

In June 2021, the Puerto Rico Treasury Department published its second tax expenditure
report for tax year 2018, which provides estimates of foregone revenue from tax expenditures in
the personal income tax, business tax, SUT and excise tax regimes. The cost estimates do not
account for behavioral effects or macroeconomic feedback effects from the implementation of the
policies. Overall, Puerto Rico’s 2011 Code contains 424 expenditures, of which 108 are for the
individual income tax regime, 82 are for the corporate tax, 63 are for the Incentives Acts, 115 are
for non-corporate businesses, 27 are for the SUT, and 29 are for the excise tax. The sum of these
expenditures in 2018 was $21.1 billion, of which $14.8 billion was from the business tax
(corporate, Incentive Acts and non-corporate), $3.8 billion was from the SUT, $2.1 billion was
from the individual income tax, and $446 million was from the excise tax.

Relative to the first tax expenditure report for tax tear 2017, the second report contains 112
additional expenditures, primarily due to the addition of expenditures for non-corporate
businesses. The sum of expenditures in 2018 declined by approximately $1.2 billion due to a
decrease in the combined cost of Act 135-1997 and Act 73-2008.

Described below are several of the Incentive Acts widely used in the Commonwealth. 142
Act 60-2019, described in the next section, repealed and consolidated many of Puerto Rico’s
Incentive Acts, with the corresponding rules regarding the issuance of tax decrees, incentives,
subsidies and tax benefits, into a single statute with conforming benefits. Several of the tax
incentives repealed and consolidated by Act 60-2019 are summarized below.

Act 73-2008 (Economic Incentives for the Development of Puerto Rico Act). This act
generally provides tax incentives to businesses established in Puerto Rico for manufacturing
products on a commercial scale and to businesses engaged in a wide range of specific economic
activities, such asscientific researchand development, recycling, hydroponics, intangible property
licensing, and software development. Qualifying companies receive preferential income tax rates
as low as 4% along with varying exemptions on property taxes, municipal license taxes,

42 This is not an exhaustive list of all incentives offered to individuals and corporations, but rather a representative
sample ofthe types ofincentives offered by the Government.
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construction taxes, and certain SUT taxes. As of June 30, 2020, 784 companies have received tax
incentives from Act 73-2008. This actrepresents $13.8 billion or 65% of the approximately $21
billion tax expenditures estimated by the Department of Treasury in the second tax expenditures
report.

Act 74-2010 (Puerto Rico Tourism Development Act). Corporations that construct, own,
operate or administer hotels and engage in other tourism eligible activities can benefit from the
provisions of Act 74-2010, known as the Puerto Rico Tourism Development Act. Exempt
businesses receive a tradeable tax credit based on the tourism mvestment amount, a tax exemption
from income and real and personal property taxes, an exemption on municipal license taxes, a tax
exemption on municipal construction excise taxes, and a tax exemption on excise taxes and SUT
on the acquisition of certain items used in the tourism activity.

Act 27-2011 (Puerto Rico Film Industry Economic Incentives Act). This act was
designed to subsidize and promote the Puerto Rico fim industry. The act offers tax exemptions
and tax credits for production companies of short-films, regular films, documentaries, series, mini-
series, music videos, commercials, video games, and TV productions such as reality shows.
Benefits include a 4% flat income tax rate on the net income derived from the eligible projects and
tax exemptions on property taxes, municipal license taxes, construction excise taxes, and other
municipal taxes.

Act 83-2010 (Puerto Rico Green Energy Incentives Act). This act aims to promote the
production of renewable, “green” energy. Puerto Rico defines green energy as sustainable
renewable energy and alternative renewable energy. Sustainable renewable energy includes solar,
wind, geothermal, biomass, hydropower, marine and hydrokinetic and ocean thermal. Alternative
renewable energy includes municipal solid waste, landfill gas, anaerobic digestion and fuels cells.
Like other incentive structures, qualifying Act 83-2010 companies receive a 4% fixed income tax
rate along with varying exemptions on distributions, property taxes, municipal license taxes and
state excise tax and sales and use taxes for raw materials and machinery and equipment used in
the production of Green Energy.

Act 20-2012 (Act to Promote the Exportation of Services). Act20-2012 promotes the
establishment of export service operations in Puerto Rico. Itprovides tax incentives to businesses
exporting services rendered in Puerto Rico to persons outside of Puerto Rico with no nexus to
Puerto Rico. Among the incentives are a 4% income tax rate on net income from export services,
no income tax on dividend distributions the business makes out of its earnings and profits derived
from eligible activities, an exemption from municipal license taxes on the volume of business
derived from eligible activities and an exemption from real and personal property taxes on certain
export services activities.

In conformance with the Consolidated Appropriations Act, 2020 (Pub. L. 116-93), the IRS
completed and published a study on the interplay between new territorial tax laws (Puerto Rico
Acts 20 and 22 of 2012) and section 933 of the U.S. Internal Revenue Code that enables tax
avoidance and denies revenues to federal, state, and territorial governments, including Puerto Rico.

Act 22-2012 (Actto Promote the Relocation of Investors to Puerto Rico). The tax benefits
under Act20-2012 are often complemented with the tax benefits under Act22-2012, known as the
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Act to Promote the Relocation of Investors to Puerto Rico. Among the incentives for Act22-2012
residents, is a 100% tax exemption from Puerto Rico income tax on all dividends, a 100% tax
exemption from Puerto Rico income tax on all interest, and a 100% tax exemption from Puerto
Rico income taxes on net long-term capital gains accrued after the individual resident investor
(“IRI”) becomes a Puerto Rico resident. To qualify as an IRI under Act 22-2012, an individual
must purchase residential property within two years after becoming a Puerto Rico resident, must
open a bank account at a bank or credit union located in Puerto Rico, and must make charitable
contributions to Puerto Rico charitable entities in the amount of $5,000 annually. As of June 30,
2020, 2,331 grantees are qualified to receive Act 22-2012 benefits. The IRS recently announced
it will audit the tax obligations of Act22 beneficiaries to verify if their financial statements are in
compliance with federal tax laws. This comes after the IRS study described above concluded at
least 647 Act 22 beneficiaries avoided paying nearly $558 million in federal income tax by
enjoying the benefits of the Act22-2012 decree.

Act 273-2012 (International Financial Center Regulatory Act). Act 273-2012 provides
tax exemptions to businesses engaged in eligible activities in Puerto Rico. To receive this
exemption, a business needs to become an International Financial Entity (“IFE”) by applying for
apermit and license and obtaining a tax exemption decree. Benefits include a 4% flat income tax
rate on the net income and reduced taxes on dividends, real and personal property, and municipal
license taxes. Of the mcome taxes paid by an IFE, 7.5% is deposited in the Special Fund for the
Development of Export and Promoter Services of the Department of Economic Development and
Commerce, created by the “Export Services Act” to promote growth of services and other eligible
businesses in Puerto Rico.

Act 21-2019 (Development of Opportunity Zones of Economic Development Act of
Puerto Rico of 2019). Approximately 95% of the territory of Puerto Rico is considered a qualified
Opportunity Zone under the parameters established under federal law. Act 21-2019 provides
supplemental local tax incentives for investments in qualified Opportunity Zones. Businesses
receive preferential tax rates, transferable tax credits, and partial exemptions of property and
municipal taxes. These provisions, among other benefits like the expedited permitting process,
are intended to make Puerto Rico’s real estate market more appealing for investors looking to take
advantage of Opportunity Zones.

As communicated in a letter dated February 17, 2021 to the Oversight Board, the DDEC
has suspended the issuance of guidelines for the implementation of Opportunity Zone incentives
offered under Act 60-2019 because the Oversight Board objected to DDEC’s proposed regulations
as violating the policy and Section 204(b) of PROMESA. The Oversight Board’s concerns include
that, as drafted, DDEC’s proposed regulations expose the Government to risks that would reduce,
rather than enhance, revenues and economic development. The DDEC’s proposed regulations also
provide aworrisome level of discretion to the DDEC Secretary, exposing the agency to accusations
of favoritism and corruption. DDEC has requested a meeting with the Oversight Board to develop
an action plan for implementing the Opportunity Zone incentives.

Act 14-2017 (Incentives Act for the Retention and Return of Medical
Professionals). Signed into law on February 21, 2017, the purpose of the Incentives for the
Retention and Return of Medical Professionals Actis to guarantee accessible and quality health
services for all the residents of Puerto Rico. The statute creates a framework for encouraging
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qualified medical professionals to reside and practice in Puerto Rico through attractive tax
incentives. The benefits under Act 14-2017 were incorporated into the Incentives Code (Act 60-
2019). A qualified physician could request and obtain atax exemption grant under Act 60-2019
until December 31, 2020 to receive the following tax incentives (for an initial term of 15 years):

e A 4% fixed income tax rate on eligible income generated as a result of offering his/her
professional medical services

e A 100% exemption (including AMT) on up to $250,000 received from eligible
dividends, per year

e FEligbility to contribute up to 25% of the net income to individual retirement plans
(Keogh) or up to 25% of their salary in case of corporate retirement plans, as after tax
contributions

The qualified physician can request an extension of the grant for an additional 15 years, if he/she
can demonstrate that said extension is in the economic benefit of Puerto Rico.

Tax Credits and Disbursements Authorization Committee. On March 7, 2017, AAFAF
issued Admmistrative Order 2017-01, which created a Tax Credits and Disbursements
Authorization Committee (the “Committee”). The Committee evaluated pending and new tax
credits applications and set limits on the use and timing of tax credits granted. The Administrative
Order also halted the granting of new tax credits authorized by various incentive acts. The
Committee was dissolved by Administrative Order 2018-10 issued on July 2, 2018 and all
remaining controls and limitations established by the Committee were repealed by Act 60-2019,
described more fully below.

On October 31, 2018, the Oversight Board issued a letter to, in part, call for the
reinstatement of the Committee with the authority to restrict the percentage of net income that can
be offset by tax credits and impose limitations on the number of years over which a tax credit can
be claimed. The certified fiscal plan also calls for the government to place a limit on the annual
issuance of tax credits. To date, a general oversight committee for tax credits with the authority
to approve and limit the award and magnitude of annual tax credits has not been reestablished.
Act 60-2019 did establish a “Priority Projects Committee in Areas of Opportunity” with oversight
limited to projects eligible for priority tax credit status in Opportunity Zones, and not eligible for
alternative Act 60 tax credits.

3. Puerto Rico Tax Incentives Code (Act 60-2019)

OnJuly 1, 2019, the Commonwealth enacted Act60-2019 (the “Puerto Rico Tax Incentives
Code” or “Incentives Code™) to prospectively consolidate and amend the tax incentives available
under existing laws and adopt a new legal and administrative framework to normalize the way new
incentives are created, approved, processed, and monitored. Existing incentive laws, including

many of the ones described above, were repealed and replaced by similar incentives in Act 60-
2019.

To evaluate the fiscal benefit from each incentive, the legislation uses a Return on
Investment (“ROI”’) approach combined with an assessment of fiscal multipliers to prioritize high
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value-added incentives relative to those that do not generate sufficient economic return. The
legislation, however, does not include explicit caps on, reductions to, or the elimination of any
specific incentives. Rather, the purpose of the Incentives Code is to measure the ROI of tax and
economic incentives by grouping them under a transparent and uniform code.

Through the Incentives Code, the term, rate, and characteristics of incentives offered are
harmonized across industries and credits. The Incentives Code also creates a centralized
Incentives Office for Businesses in Puerto Rico at DDEC and establishes an Incentives Concession
Portal to centralize, standardize, and streamline the processes related to the application and
approval of decrees, cash grants, tax credits, subsidies, and other incentives.

Act 60-2019 also required the public disclosure of beneficiaries of certain tax incentives.
In accordance with that requirement, the DDEC implemented an online database of all
beneficiaries, which is updated monthly and offers the name of the grantee, the type of benefit and
the decree’s issue date, and is updated monthly. At the time of the publication of this document
(October 2020), the database discloses 10,809 recipients of certain tax incentives. DDEC released
the relevant information for recipients that receive benefits from the following Acts: Act 14-2017
(Physician Retention); Act20-2012 (Exportation of Services); Act22-2012 (Investor Relocation);
Act 273-2012 (International Financial Center Regulatory Act); and Act 27-2011 (Film
Production). DDEC subsequently released additional data on February 11, 2020, disclosing
recipients of the following tax expenditures: Act 73-2008 (Economic Incentives for the
Development of Puerto Rico Act); Act 83-2010 (Puerto Rico Green Energy Incentives Act).

Many provisions of Act 60-2019 require the drafting and approval of regulations prior to
their implementation.'43 Initial regulations have been submitted to the Oversight Board for its
review. The Oversight Board has expressed its reservations on multiple occasions regarding the
law and proposed regulations with main highlights summarized below:

e Lack of strategic approach

e Lack of expiration mechanism

e Concentration of authority in the DDEC

e Abnormal role for the legislature

e Flawed evaluation standard

e Public reporting is insufficient

e Audits are not sufficiently rigorous

e Unusual requirement that recipients make cash contributions to non-profit entities

e Availability of improved new tax incentive terms

143 Pursuant to PROMESA section 204(b)(4) and the Oversight Board’s policy with respect thereto, proposed rules,
regulations, administrative orders and executive orders covered by said policy, includingall regulations under A ct 60-
2019, must be submitted to the Oversight Board before being issued to ensure compliance with the certified
Commonwealth fiscal plan.
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e Unfettered ability to transfer tax incentives
e Invalid geographic scope

As communicated in a letter dated as of February 17, 2021 to the Oversight Board, the DDEC has
suspended the implementation of Act60-2019 stating the DDEC Secretary may use the regulations
in effect under previous similar acts as guidelines for the granting of incentives under Act 60-2019
as long as regulations are not inconsistent with Act 60-2019.

4, Commonwe alth Taxes
a) Income Taxes

Individual Income Tax. Puerto Rico’s 2011 Code stipulates taxes on individuals at rates
which range from 0.0% for those individuals making $9,000 or less a year to a maximum marginal
rate of 33% for those with an income above $61,500. Residents are taxed on income from nearly
all sources, and only receive limited exemptions or deductions from their income, unless they
receive a waiver under one of the incentive programs authorized by local law.

If net taxable income is: Tax will be:
Less than $9,001 0%

$9,001 to $25,000 7%

$25,001 to $41,500 14%
$41,501 to $61,500 25%
Greater than $61,500 33%

As described above, the recently enacted local tax act, Act 257-2018, reduced the effective
income tax rate for individuals by allowing a 5% discount on the tax obligation due by individuals
for tax years beginning after December 31, 2018. Consequently, many individual tax filers will
only pay 95% of their total tax liability annually going forward. If an individual is subject to the
AMT rate, they are not eligible for the 5% discount authorized by Act257-2018.

This reduction in income tax is paid for, in part, by the establishment of a new optional
gross tax-based regime for certain self-employed individuals established as part of Act 257-2018.
For tax years beginning after December 31, 2018, self-employed individuals, whose income
originates substantially from rendering services, can opt to use a fixed tax rate schedule to
determine their income tax liability. The tax rate is determined according to a gross revenue
schedule provided in the law, and ranges from 6% to 20%. The full schedule is:
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Gross Revenue Level: Tax rate will
be:
Less than $100,001 6%
$100,001 to $200,000 10%
$200,001 to $300,000 13%
$300,001 to $400,000 15%
$400,001 to $500,000 17%
Greater than $500,000 20%

For taxable years commencing after December 31, 2019, Act 40-2020 made further
adjustments to the 2011 Code by providing an additional discount of 3% for individuals with a
gross income not greater than $100,000. It was estimated that this adjustment would cost $26
million. Act 40-2020 also brought other tax adjustments for SUT on services and special
contributions for professional and consulting services. These three tax adjustments were estimated
to cost the Government $33.6 million. To adequately pay for this loss in annual revenue, Act 40-
2020 provided for an increase in the annual filing fee for Act 22-2012 tax decree beneficiaries
from $300 to $5,000 as well as other payors including moratorium or repeal of tax credits, caps
and issuance limitation on tax credit, and other changes.

Act 40-2020 made further adjustments to the SUT provisions of the 2011 Code by
increasing the business to business exemption threshold for services rendered by merchants with
annual gross sales from $200,000 to $300,000. It was estimated that this adjustment would cost
$5.3 million.

Beginning with tax year 2019, Act 257-2018 also reinstated an earned income tax credit
(“EITC”) in Puerto Rico. The value of the credit generally ranges from $300 to $2,000, depending
on marital status, number of dependents, and adjusted gross income. Given concerns with the
implementation of Puerto Rico’s previous EITC, the statute established new requirements for
married taxpayers to be able to claim the credit. When claimed, the EITC will produce a cost to
the government and reduce income tax collections.

On March, 11, 2021, President Biden signed into law ARP. The ARP provides for a dollar
for dollar match to Puerto Rico on any expansion above $200 million dollars (up to $600 million
in incremental costs). This is contingent on Puerto Rico increasing the work incentives on the
existing EITC system, which is typically understood to mean increase the phase-in rate of the EITC
(though no formal regulations on this matter currently exist). The Puerto Rico Treasury
Department is currently working on an EITC bill that would increase the benefits for all groups of
workers, including a large expansion to childless workers. Additionally, the bill would change the
current EITC law by including self-employment income, remove the eligibility age of the EITC,
increase the age of EITC dependents to 25 from 18, and increase asset limitations to $10,000.
However, as of the filing of this Disclosure Statement, the bill has not yet been enacted and has
the potential to significantly change.

The ARP also provides for the expansion of Puerto Rico’s access to the Child Tax Credit
(“CTC”). Currently the CTC provision in Puerto Rico is conditional on having at least three
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children, which is removed by the legislation. This makes the CTC available to a much larger
share of households in Puerto Rico.

Additional details on actions by the Government, including Executive Orders, to establish
cost controls and fiscal policies can be found in section IV.B of this Disclosure Statement.

Regular Corporation Corporate Income Tax. Corporations in Puerto Rico generally fall
under one of two types, regular corporations or incentive corporations. Unless a corporation
qualifies for partial exemption from corporate income and other taxes under the tax incentives
programs, it is considered as a regular corporation subject to corporate taxation at graduated rates.

Act 257-2018 reduced the maximum regular corporate income tax rate in Puerto Rico for
tax years commencing after December 31, 2018. A 1.5% reduction to the base tax rate was made,
from 20% to 18.5%. As a result, the top marginal corporate tax rate, including relevant surtaxes,
declined from 39% to 37.5%. The full normal corporate tax schedule is listed below:

Net income subject to Base Tax: Surtax: Total Marginal

Surtax: ’ : Corporate Tax Rate:
Less than $75,001 18.5% 5% 23.5%
$75,001 to $125,000 18.5% 15% 33.5%
$125,001 to $175,000 18.5% 16% 34.5%
$175,001 to $225,000 18.5% 17% 35.5%
$225,001 to $275,000 18.5% 18% 36.5%
Greater than $275,001 18.5% 19% 37.5%

To pay for the reduction in the corporate tax base rate, Act 257-2018 enables corporate
taxpayers engaged in a trade or business, in which income is derived substantially from services,
and subject to withholding at source, to elect to use a fixed tax rate to determine their income tax
liability. The fixed rate will apply to the gross income derived from the rendering of services as
follows:

Gross Revenue Level: Tax will be:

Less than $100,001 6%
$100,001 to $200,000 10%
$200,001 to $300,000 13%
$300,001 to $400,000 15%
$400,001 to $500,000 17%
Greater than $500,000 20%

Moreover, Act 257-2018 increased the withholding income tax rate on payments for
services rendered in Puerto Rico made after December 31, 2018, from 7% to 10%. Combined with
anew requirement under Act 257-2018 to reconcile returns quarterly, this new process is expected
to lead to considerably higher tax collections.
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Corporate revenue collections will also likely be enhanced from a recent change in the
definition of Puerto Rico source income. Generally, compensation for work performed or personal
services rendered outside of Puerto Rico are untaxed, because they are considered as income from
sources outside of Puerto Rico. Act257-2018, however, provides a change whereby payments for
services offered outside of Puerto Rico to any agency, dependency, or instrumentality of the
government of Puerto Rico, a public corporation, as well as the legislature, the judiciary and
municipalities, or any other entity, created by state or federal law, whose funds come, totally or
partially, from the General Fund will be considered as income from sources within Puerto Rico
and taxed accordingly. This provisions wasamended under Act 17-2020 to limit this rule, starting
August 1, 2019, to services under a contract that is not remitted to the Office of the Puerto Rico
Controller, provided that such contract is not expressly exempt from complying with the
remittance requirement to the Office of the Puerto Rico Controller (by virtue of Act No. 18 of
October 30, 1975, as amended, or its applicable regulation).

Puerto Rico also maintains an Alternative Minimum Tax regime. The alternative minimum
tax rate is 18.5% for taxpayers with a volume of business of less than $3 million. If a taxpayer’s
volume of business is $3 million or more, the applicable AMT rate is 23%.

In addition to credits, deductions, and exemptions included in Puerto Rico’s 2011 Code,
Puerto Rico has passed more than 60 pieces of legislation that offer tax incentives to persons and
companies that meet certain criteria collectively the Incentive Acts. Incentive Corporations that
qualify for treatment under the Incentive Acts generally pay a significantly reduced income tax
rate and typically receive waivers or exemptions from the payment of certain SUT, property,
municipal, and other taxes and fees.

In July 2019, one of Puerto Rico’s largest tax filers completed a one-time corporate
transaction, which resulted in a non-recurring revenue of $488 million in Fiscal Year 2020. The
Puerto Rico Department of Treasury also projected a $39 million reduction in corporate income
taxes as a result of this transaction starting in Fiscal Year 2021. The Puerto Rico Department of
Treasury continues to evaluate the long-term impact projection and the forward-looking estimated
reduction is subject to change.

Pursuant to various Administrative Determinations issued by the Puerto Rico Treasury
Department of Puerto and Act 57-2020, several filing deadlines of certain tax forms and
declarations, along with the payment of certain taxes that were due during 2020 were postponed
without the imposition of interest, surcharges or penalties. This was in response to the Governor’s
executive order OE-2020-020 declaring a state of emergency and shuttering essential government
services to facilitate the slowing of the spread of the COVID-19 virus.

For FY 2020, the combined General Fund and SRF tax revenues for Commonwealth
regular and incentive corporations amounted to approximately $2,124 billion.

As of December 2020, Hacienda reported revenues included in the “Other General Fund
Revenues” category which include total collections of $595 million, from which $35 million are
deferred taxes from FY?20 collected during FY21, $182 million are attributed to partnerships and
$205 million are related to other unclassified excise taxes. According to Hacienda, accumulated
revenues from partnerships are related to an optional provision included in Act 60-2019 which
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allows partnerships to file and pay at the partnership level rather than at the partner level.
According to Hacienda, the increase in other excise taxes is attributable to excise tax payments
that have been received without a corresponding return or declaration filed. Hacienda continues
to analyze these receipts so that they may be allocated to the proper excise tax categories.
According to Hacienda, these issues arose during the transition to the SURI platform.

Non-Resident Withholding Tax. In general, non-residents are subject to a withholding tax
on certain payments received from Puerto Rico sources. The regular withholding rate on these
payments to nonresidents is 29%, however certain taxpayers can enjoy a more favorable tax
treatment. By law, 10% of the revenues derived from the withholding tax on royalties paid by
companies operating under Act 73-2008 are supposed to be appropriated to the Economic
Development Fund (“FEDE”), an incentive fund administered by PRIDCO. The revenues
appropriated to FEDE arerecorded in the General Fund and are used to provide economic incentive
grants to private companies. However, the percentage transferred has historically been smaller
than 10%. Section 5010.01(1) of Act 60-2019 created the new Economic Incentives Fund and
designated it as the successor of various funds, including the FEDE.

In addition to the tax on royalties, unless an incentive decree is in place, dividends paid to
non-resident corporations and individuals are subject to a withholding tax of 10% and 15%,
respectively, and interest paid to non-resident affiliates is subject to a withholding tax of 29%.

For Fiscal Year 2020, Commonwealth nonresident withholding tax revenues amount to
approximately $379 million in the General Fund and $11 million in SRF.

Other Income Taxes. Revenues from other income taxes include revenues from
partnerships, taxes on interests and dividends and estate and gift taxes.

b)  SUT

The Commonwealth’s SUT was originally enacted in 2006, pursuant to Act No. 117-2006.
The SUT replaced the prior 5% (effective 6.6%) general excise tax on imported goods and the
3.6% general excise tax on goods manufactured in Puerto Rico.

The SUT is levied on the sale, use, consumption and storage of taxable items, which include
tangible personal property, taxable services, admission rights and certain other types of
transactions covering separable and identifiable taxable items which are sold for a single price,
subject to certain exceptions and limitations. Certain items, such as fuel, crude oil and petroleum
products and vehicles, however, remain subject to the excise tax previously applicable to such
items, and are not subject to the SUT.

The Commonwealth SUT had an original tax rate of 5.5%. Act117-2006 also authorized
each municipal government to impose a SUT of 1.5% (the Municipal SUT), which generally has
the same tax base, exemptions (except for unprocessed foods) and limitations as those provided
for the Commonwealth SUT. Combined, the rate was 7.0%. Act 18-2014 lowered the portion of
the Municipal SUT allocated to the municipalities to 1.0% and allocated the other 0.5% to the
Municipal Administration Fund, a fund created to provide a financial mechanism to finance the
debt of the municipalities.
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In 2013, Act40-2013 eliminated various exemptions to the SUT, which broadened its base,
and Act No. 46-2013 required the declaration and payment of the SUT on imported goods at the
time of their entry into Puerto Rico.

On May 29, 2015, the Commonwealth enacted Act 72-2015 that, among other things,

6)) increased the Commonwealth SUT rate to 10.5% (effective on July 1, 2015, with
the net 4.5% increase being for the benefit of the General Fund), and

(i1) eliminated several exemptions

Although the provisions enactedunder Act72-2015 have experienced various amendments
since their original enactment, the Commonwealth SUT remains at 10.5%. A portion of the SUT
is allocated to COFINA, in accordance with a statutory formula, as adjusted under the COFINA
Plan of Adjustment, with the balance being allocated to the Commonwealth’s General Fund. With
the 1.0% allocated to the Municipal SUT, the total SUT rate in Puerto Rico is 11.5%, one of the
highest rates in the United States. Separate from the general SUT, there is also a special 4% SUT,
imposed by the Commonwealth, thatis generally applicable to business-to-business services and
designated professional services rendered by merchants with annual volume of business above
$200,000 ($300,000 in the case of business-to-business services rendered after July 1, 2020).

Act 257-2018 amended both the rate and items subject to the Commonwealth SUT. Act
257-2018 broadened the SUT base by expanding the taxability of certain categories, including
discount shopping clubs and certain types of candies. Act 257-2018 also reduced other portions
of the taxable SUT base and rate. Starting October 1, 2019, Act 257-2018 reduced the SUT on
prepared foods sold by restaurants to 7.0%, subject to the restaurant obtaining a certification from
the Secretary of Treasury. Act257-2018 also exempted certain previously taxable items from the
SUT, including e-books and digital books, female sanitary items, and certain legal services.
Finally, Act257-2018 increased the threshold for the SUT exclusion for business to business and
designated professional services based on the merchant’s annual volume of business from $50,000
to $200,000 after March 1, 2019. This threshold was increased to $300,000 by Act40-2020 with
respect to business-to-business services rendered after July 1, 2020.

Medical Cannabis. The use of medical cannabis has been permitted in Puerto Rico since
2015 through Executive Order No. OE-2015-35 and implemented by the Regulations of the Puerto
Rico Department of Health No. 8766, as amended. However, on July 9, 2017, the Governor of
Puerto Rico signed into law Act 42-2017, the “Act to Manage the Study, Development and
Research of Cannabis for Innovation, Applicable Norms and Limitations,” which legalizes and
regulates the use of cannabis in Puerto Rico for medical purposes, but keeps recreational use
prohibited. With this legislation, the new administration created a robust legal framework to
protect patients, and to address the regulation, control, and oversight of the medical cannabis
industry. The sale of medical cannabis is subject to the 11.5% SUT. Medical doctors also pay
$1,500 every three years for a permit to issue prescriptions to patients.

Federal Actions. To mitigate the economic impact of COVID-19, the Federal Government
issued a series of emergency stimulus bills to lessen the burden on businesses and individuals in
the United States. A summary of COVID-19 stimulus actions from both the U.S. Federal
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Government and the Commonwealth of Puerto Rico are provided in the Natural Disasters and
COVID-19 section of this disclosure statement.

Commonwealth Treasury Administrative Determinations. On January 9, 2020, significant
seismic activity was experienced throughout Puerto Rico, resulting in the Governor declaring a
state of emergency. As a result of this declaration, the Secretary of the Department of Treasury
announced the temporary elimination of the collection and payment of the SUT until 11:59 p.m.
(AST) on January 31, 2020. This was done through Administrative Determination 20-01, which
notified merchants that individuals were exempt from paying SUT on taxable items considered
prepared foods, including carbonated beverages and baked goods and pastries as defined by the
2011 Code. The SUT exemption did not apply to the sales of alcoholic beverages.

On January 31, 2020, the SUT exemption under Administrative Determination 20-01 was
extended through Administrative Determination 20-02 for an additional 30 days, until February
29, 2020, for the municipalities under the major disaster declaration.

On March 15, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-03, authorizing a 30-day extension of the deadlines in connection with the 2019
Income Tax Returns filings and tax payments, and the first estimated tax installment for the
calendar year 2020 until May 15, 2020. This determination was approved by the Oversight Board
on March 25, 2020.

On March 16, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-05, to extend filings and tax payments deadlines for other taxes, including SUT,

bonds, and licenses for two months. This determination was approved by the Oversight Board on
March 25, 2020.

On March 18, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-07, issuing a temporary SUT Exemption on “Basic Needs Articles” for the
period of March 23, 2020 through April 30, 2020. This determination was approved by the
Oversight Board on March 16, 2020.

On March 18, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-08, issuing a temporary Sales Tax Exemption on “Prepared Foods” for the
period between March 20, 2020 and April 19, 2020. If a merchant, by act or omission, charges a
consumer Sales Tax on the sale of prepared food items, the merchant was required to immediately
refund the amount of the sales tax charged to the consumer. This determination was approved by
the Oversight Board on March 18, 2020.

On March 24, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-09, amending Informative Bulletin 20-08 and repealing Administrative
Determinations 20-03 and 20-05. This determination was approved by the Oversight Board on
March 25, 2020. Pursuant to Administrative Determination 20-09:

e The deadline for filing the monthly SUT returns and the corresponding payment
for the periods of February, March, April, and May 2020 was extended two months;
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e Income tax returns which original due date was March 15, 2020 were extended to
June 15, 2020; income tax returns with an original due date of April 15, 2020 were
extended to July 15, 2020; and income tax returns with an original due date of May
15, 2020 or June 15, 2020 were extended to July 15, 2020;

e Other returns which original due dates were during the months of March and April
2020 were extended to June 2020; and other returns which original due dates were
during the months of May and June 2020 were extended to July 2020;

e Any bond that had an expiration date between March 15, 2020 and April 30, 2020
was extended to May 31, 2020; and

e All internal revenue licenses that had an expiration date between March 15, 2020 and
April 30, 2020 were extended to May 31, 2020.

On March 24, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-10, establishing cash flow measures on taxes. This determination was approved
by the Oversight Board on March 25, 2020. Cash flow measures include:

e No imposition of penalties for the lack or insufficiency of payment of the first and
second 2020 estimated tax installments;

e Waiver on withholding tax, but not an exemption of payment; and

e Temporary SUT exemption on import and purchase of taxable items for resale during
the period of April 6, 2020 through June 30, 2020.

On March 26, 2020, the Secretary of Treasury of Puerto Rico issued Internal Revenue
Circular Letter 20-21, establishing a $500 incentive for self-employed individuals who are
residents of Puerto Rico, income is subject to federal social security tax, and are duly registered in
SURI as merchants. This letter was approved by the Oversight Board on March 26, 2020 and the
extension was approved on May 4. 2020. This incentive was extended via Internal Revenue
Circular Letter 20-25 through June 30, 2020, and with Circular Letter 20-27 the incentive
eligibility was expanded with the purpose of extending the economic benefits to those individuals
who are self-employed and who, after March 15, 2020, have been diligent in complying with their
responsibility to obtain their Merchants Registration Certificate in SURI, as required by the 2011
Code. Circular Letter 20-37 extended the deadlines for the incentives in Circular Letter 20-26 and
20-27 until September 15, 2020.

On April 18, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-11 which amended Administrative Determination 20-08 to extend the SUT
exemption on prepared food until May 3, 2020.

On May 1, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-12, which amended Administrative Determination 20-07, to extend the SUT
exemption on Basic Needs Articles from April 30, 2020 to May 31, 2020.

On May 3, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-13, which amended Administrative Determination 20-11, to extend SUT
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exemptions on prepared food through May 25, 2020. On May 26, 2020, the Commonwealth
requested a further extension of the temporary SUT exemption on prepared food, but it was denied
by the Oversight Board.

On June 1, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-16, amending Administrative Determination 20-07 and 20-12, to extend the
SUT exemption on Basic Needs Articles until 11:59 p.m. Tuesday, June 30, 2020. This
determination was approved by the Oversight Board on June 1, 2020.

On July 16, 2020, the Secretary of Treasury of Puerto Rico issued Administrative
Determination 20-17, which amended Administrative Determination 19-05 to postpone the
implementation deadline of the Requirement for the Commercial Lease Exemption to June 30,
2021. The Commercial Lease Exemption exempts qualifying tenants from paying SUT on the
rental fee of a commercial property lease to the landlord per Section 4030.14 (b) of the 2011 Code.

In addition, on July 16, 2020, Administrative Determination 20-18 was issued to amend
Section 4030.20 (b) of the 2011 Code and extend the SUT exemption on school uniforms and
materials from 2 days to 4 days. This determination was issued in accordance with the multiple
Executive Orders issued by the Governor for more rigorous safety precautions to help curb the
spread of COVID-19. The established SUT exempt period was from July 29, 2020 to August 1,
2020.

On July 29, 2020, the Governor of Puerto Rico issued Executive Order 2020-59 in response
to Tropical Storm Isaias, which closed the Government of Puerto Rico agency offices from noon
on July 29, 2020 until July 31, 2020. As a result of Administrative Determination 20-20 the
following determinations were made:

e Deadline to submit all returns, forms, tax payments (income tax, excise duties and
SUT) or deposits of withheld contributions extended from July 31, 2020 until August
7, 2020;

e No penalty would be assessed for any missed bi-weekly SUT payments during the
month of July 2020, as long as any outstanding amounts were submitted with the
SUT monthly remittance; and

e The first SUT exempt period extension for purchases of school uniforms and
materials as determined in Administrative Determination 20-18, was extended until
August 4, 2020

On January 20, 2021, the Secretary of Treasury of Puerto Rico issued (i) Administrative
Determination 21-01, clarifying the tax treatment of qualified rollover contributions to the new
defined contribution plan under Act 106-2017 of the Retirement Plan of the Government of Puerto
Rico, and (ii) Administrative Determination 21-02, to exempt International Banking Entities and
International Financial Entities from the monthly filing of reports to the Department of Treasury
under Act 131 of July 23, 1974, as amended, known as the Transfer of Funds Abroad Act.

SUT imposed on out of state sellers. On June 21, 2018, in South Dakota v. Wayfair Inc.,
the U.S. Supreme Court reversed the physical presence rule established in Quill Corp. v. North
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Dakota. Under Quill Corp., States were prohibited from imposing SUT on out-of-state sellers,
regardless of whether the seller had a physical presence in the State imposing the tax. The Wayfair
decision further supported the implementation of Puerto Rico Act 25-2017, which was aimed at
improving SUT collection from retailers who sold taxable products in Puerto Rico yet had no
physical presence in Puerto Rico. Act 25-2017 amended provisions in the Puerto Rico Internal
Revenue Code with respect to substantial nexus requirements for SUT. These new provisions
include any merchant that sells and directly markets by any means, to Puerto Rican purchasers,
via any method of transport, or the merchant sells tangible personal property to a Puerto Rican for
use, distribution or consumption in Puerto Rico.

Further, pursuant to Act 173-2020, the SUT withholding obligation is no longer optional,
and merchants engaged in the business of sales dispatched by mail are classified as withholding
agents and have the obligation of collecting the corresponding SUT. As a result of the same law,
any sales transaction dispatched by mail after December 31, 2020, in which a market facilitator
performs certain activities, will be considered as a taxable transaction and the market facilitator
will be considered a withholding agent with the obligation to collect the SUT on behalf of the
seller. Puerto Rico Treasury Department Informative Bulletin 21-02 issued on February 19, 2021
confirmed that the collection obligation is no longer voluntary.

Regulation No. 9237, which amends Regulation No. 8049, establishes an economic nexus
by which businesses that do not have a physical location in Puerto Rico are subject to SUT if they
have gross sales over $100,000 or at least 200 transactions during the year. This includes
marketplace facilitators, marketplace sellers, and other remote sellers. The regulation also defines
the term specific digital products as electronically transferred digital audiovisual works, digital
audio works, or other digital products, provided that a digital code grants a buyer the right to obtain
the product. For these purposes, the term “other digital products” may include digital storage
products, computer software applications, and any other products that may be considered a digital
product. The regulation also adopts a special sourcing rule with respect to “Specific Digital
Products” for SUT purposes. These provisions expand the SUT base. Puerto Rico Treasury
Department estimates that the amendment to the regulation will raise an additional $200 million
in SUT during the first year of implementation, followed by increases in such revenues in later
years.

For FY 2020, the Commonwealth received approximately $1.6 billion in General Fund
revenue from the SUT. Pursuant to its plan of adjustment, COFINA received $437 million in SUT
revenue in Fiscal Year 2020.

C) Excise, Other Taxes, and Other Monies and Revenues

Act 154 Special Tax. In 2010, the Commonwealth enacted Act 154-2010 (“Act 154”) to
address the Commonwealth’s fiscal crisis at the time by increasing tax revenues derived and
collected from the activities of foreign corporations and partnerships operating in Puerto Rico. In
particular, Act 154 modified the income taxation of certain non-resident alien individuals, foreign
corporations and foreign partnerships by expanding the circumstances in which such persons
would be subject to Puerto Rico income taxation and imposed an excise tax on the acquisition of
certain personal property manufactured or produced in whole or in part in Puerto Rico and on the
acquisition of certain manufacturing services carried out in Puerto Rico. This excise tax, which is

111



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 126 of 600

imposed in lieu of an income tax based on the modified source income rule, affects mostly foreign
corporations and partnerships that are principally engaged in the manufacturing of pharmaceuticals
and other high-tech products. The special temporary excise tax imposed by Act 154 has become
one of the Commonwealth’s principal sources of tax revenues. In Fiscal Year 2019, ten companies
accounted for more than 90% of the special temporary excise tax revenues.

Although the Act 154 excise tax was originally scheduled to apply for a limited period of
time and to decline over time, the continuing of the fiscal crisis resulted in Act 154 being amended
in 2013. Under Act 2-2013, the declining rate, at 2.75% at the time, was reset back to 4.0% and
the term was extended through 2017. In 2017, under Act 3-2017, the tax was further amended to
extend the fixed 4% rate until December 31, 2027.

Upon the scheduled expiration of the Act 154 excise tax on December 31, 2027, Act 154
provides that such tax shall be replaced by the modified source of income rule. Itis not clear if
the level of tax collection under the modified source of income rule would be sufficient to replace
the tax revenues currently received by the Commonwealth pursuant to the special temporary excise
tax under Act 154.

On September 29, 2020, the U.S. Treasury Department and the IRS released proposed
regulations for foreign derived digital services intangible income, restricting the use of foreign tax
credits and the allocation and apportionment of certain expenses (the “Proposed DST Regulation™).
The Proposed DST Regulation is directed at certain digital services taxes imposed by a number of
Organisation for Economic Co-operation and Development member countries. On their face, the
proposed regulations would seemto eliminate the ability of U.S. parents of many firms operating
in Puerto Rico to claim a U.S. federal income tax credit for payment of Puerto Rico’s Act 154
excise tax. However, according to a press release from Secretary Parés Alicea on October 2, 2020,
US Treasury Assistant Secretary for Tax Policy David J. Kautter indicated in a meeting between
the two that the proposed regulations were not intended to affect taxpayers’ ability to claim a
foreign income tax credit under Federal income tax law for Puerto Rico’s excise tax under the Act
154 regime.

On February 9, 2021, Treasury Secretary Parés sent a letter to U.S. Treasury Secretary
Janet Yellen and Deputy Assistant Treasury Secretary Mark Mazur containing comments on the
proposed update to the U.S. IRS’s treatment of the foreign tax credit, and subsequently Act 154.
The letter highlights the impact Act 154 has on Puerto Rico’s revenues, noting that it represents a
significant portion of the Commonwealth’s General Fund net revenues, and that the Act 154 Excise
Tax is imposed on companies that enable over 78,000 direct and indirect jobs on the island. The
letter also suggests amendments to the proposed regulations to make clear for a number of policy
and technical reasons that they do not apply in Puerto Rico. Finally, while the letter asserts that
the Act 154 tax should not be affected by the rules because it complies with certain jurisdictional
requirements, it also provides proposed amendments to the regulations to carve out the
commonwealth tax from the new rules or, in the alternative, provide a three-year transition period
before the rules apply to the tax.

The IRS held a public hearing on April 7, 2021 at which it received comments on the
proposed changes to the foreign tax credit regulations that may impact the creditability against US
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income taxes of Act 154 tax payments. Among the submissions was the February 9, 2021 letter
from the Puerto Rico Treasury Department to the US Treasury.

For Fiscal Year 2020, the Commonwealth collected approximately $1.8 billion in General
Fund revenue from Act 154.

Beer and Alcoholic Beverages Excise Tax. Distillers, rectifiers, producers,
manufacturers, and importers are generally taxed on distilled spirits, wines with 24% or less
alcohol content by volume, imported champagne and sparkling or carbonated wines or imitations
thereof, and beer, ale, porter, malt extract, and other similar fermented or unfermented products.
If wines, champagne, and sparkling carbonated wines or imitations thereof have more than 24%
alcohol content by volume, they are considered distilled spirits. The tax is imposed on a per-wine
gallon or a per-proof gallon.

Since 1978 (Act 37-1978), the tax rate assessed on beer production has varied depending
on whether the beer was brewed locally or imported. The Act 86-2019 reduced excise tax rates
for small beer producers. Persons producing fewer than 1.86 million gallons but greater than
400,000 gallons will be taxed at $1.50 per gallon and those producing fewer than 400,000 gallons
will be taxed at $0.95 per gallon. Act 86-2019 maintained the existing 5-tier graduated scale for
persons producing greater than 1.86 million gallons of beer in a year. The lowest tax in this tier is
$2.55 per gallon for companies that produce between 1.86 million and 9 million gallons. The
highest tax is $4.35 per gallon for companies that produce more than 31 million gallons, or for
imported beers. Act 108-2004 additionally modified the way the tax was assessed, and, thereby
the amount paid by any company subject to the tax. Imported beer producers pay the highest tax
per gallon on the scale, regardless of their production level. Similarly, the excise tax on distilled
spirits obtained from fermentation and distillation of any product other than those derived from
sugarcane pay a $31.29 per measured gallon tax.

For FY 2020, the Commonwealth collected approximately $234 million in General Fund
revenue from such excise tax.

Tobacco Products Excise Tax. The excise tax applicable to cigarettes, which has been
increased multiple times in the past decade, is currently $25.50 per hundred cigarettes. The 2011
Code also imposes a tax on cigars, rolling tobacco, chewing tobacco, powdered tobacco (snuff),
electronic cigarettes, vaporizers, and other products derived from tobacco.

The 2011 Code provides that the Secretary of Treasury shall deposit the collections
resulting from the tobacco products excise taxes directly to the General Fund. Act 26-2017,
amended the 2011 Code’s provision regarding the assignment of funds to direct the deposit of all
funds collected to the General Fund rather than distribute a portion of the funds among the School
of Fine Arts (.33%), the Conservatory of Music (.33%) and Musical Arts Corporation (.34%).

A portion of the proceeds of the cigarette excise tax has historically been conditionally

appropriated for the payment of HTA and MBA debt obligations. These tax collections were
deposited in the TSA or other Commonwealth accounts.
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Since FY 2016, a portion of the proceeds of the cigarette excise tax has been appropriated
for PRITA to cover its operational expenses.

For FY 2020, the Commonwealth collected approximately $89 million from the tobacco
products excise tax in the General Fund and $87 million in the SRF.

Motor Vehicles Excise Tax. The excise tax applicable to automobiles ranges from $637.50
to $9,253 plus 34% of the taxable price in Puerto Rico in excess of $44,890. Motorcycles and all-
terrain vehicles are also subject to an excise tax of 8% and 11.5%, respectively. Other vehicles
are subject to different excise tax rates on their taxable price in Puerto Rico (e.g., truck tractors
(17%), buses (20%), trucks (10%) and trailers of manual coupling or of light equipment (6.6%)).

A portion of the proceeds of the motor vehicle excise tax ($4.9 million was budgeted in
FY20 and $5.8 million was budgeted in FY21) has been appropriated for the Green Energy Fund
to provide subsidies to Puerto Rico residents to cover the cost of purchasing energy-efficient
materials and equipment. The Economic Incentives Fund under Act 60-2019 is the successor of
the Green Energy Fund.

For FY 2020, the Commonwealth collected approximately $382 million in General Fund
revenue from the motor vehicles excise tax.

Custom Duties and Offshore Rum Excise Tax. Intergovernmental revenues include
remittances from the federal government of federal excise taxes on shipments of rum, beer, and
wine imported from Puerto Rico and foreign jurisdictions to the United States mainland, in
accordance with section 7652 of the U.S. Internal Revenue Code and the Caribbean Basin
Economic Recovery Actof 1983 (P.L. 98-67).

The excise taxes on shipments of certain rum, beer, and wine is imposed and collected by
the United States Alcohol and Tobacco Tax and Trade Bureau and covered over to the
Commonwealth. The excise tax on shipments of rum from Puerto Rico and other rum producing
countries is currently at $13.50 per proof gallon. Of this amount, the lesser of $10.50 per proof
gallon and the actual excise tax imposed is currently covered over to the Commonwealth. Since
1999, the United States Congress has also enacted special supplementary legislation increasing the
maximum amount covered over to the Commonwealth to $13.25 per proof gallon. The law does
not impose any restrictions on how Puerto Rico can use the transferred revenues.

Puerto Rico distributes revenues from the remittances of excise tax on shipments of rum
among various governmental entities and private rum producers. In addition to sending funds to
the General Fund, revenues from the excise tax are appropriated to, and distributed among (i) the
Puerto Rico Conservation Trust Fund (the “Conservation Trust”), a Puerto Rico charitable trust
charged with protecting Puerto Rico’s natural resources, which receives each Fiscal Year an
amount equal to approximately 45 cents per proof gallon of rum of the tax extender amount, (ii) the
Puerto Rico Science, Research and Technology Trust Fund (the “Science Trust”), a government-
sponsored trust created by Act 214-2004 to set and implement the public policy of the
Commonwealth for technological and scientific research and development, which receives $5
million in excise tax revenues each Fiscal Year, and (ii)) the Economic Incentive Fund (formerly
managed by PRIDCO), for the benefit of the “Rums of Puerto Rico” incentive program, which
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receives up to $10 million each Fiscal Year to be used to promote local rum industries and the
development of the cane industry. This amount does not have to be remitted in any Fiscal Year
where there is an accumulated surplus from prior Fiscal Year assignments of at least $50 million
dollars.

Finally, up to 46% of the revenues from the excise tax corresponding to the rum sales of
certain rum producers is transferred to such rum producers pursuant to certain incentive
agreements signed with the Commonwealth. This incentive program was created in direct
response to the fact that m 2008, the Government of the U.S. Virgin Islands signed an agreement
with Diageo USVI, Inc. (“Diageo™) for the construction and operation of a new rum distillery in
St Croix, U.S. Virgin Islands, that would manufacture Captain Morgan branded products, which
prior to 2012 were procured through a supply contract with the Serrallés distillery in Puerto Rico.
As a result of the termination of the contract between Serrallés and Diageo, after 2011 the income
received by the Commonwealth from the federal excise tax on rum shipments materially
decreased.

In an effort to support the local rum industry as a result of the threat posed by the U.S.
Virgin Islands’ agreement with Diageo, and to protect the amount of federal excise taxes on rum
shipments returned to the Commonwealth under the cover-over program, Act No. 178-2010
increased from 10% to 25% the portion of the monies from the federal excise tax that the
Commonwealth may invest to provide incentives to, and promote, the Puerto Rican rum industry.
The law also authorized the Governor to increase this percentage up to 46% through Executive
Order. Such Executive Order was issued, and the percentage limit was increased to 46% effective
July 1, 2012. As contemplated by Act 178-2010 (now incorporated into the 2011 Code), the
Commonwealth has entered into definitive agreements with the three main Puerto Rico rum
producers. These agreements provide rum producers with 46% of the monies from the excise tax
corresponding to the rum sales of each such rum producer. Since May 2015, the federal
government has deposited money received from federal rum excise taxes into a lockbox account
of the Secretary of the Treasury at a private commercial bank. The commercial bank and the
Commonwealth have agreed to distribution mstructions for moneys to be transferred from the
lockbox to the Central Government, rum producers, and other transferees. Prior to this
arrangement, federal rum excise taxes were deposited in the TSA and the Treasury forwarded to
PRIDCO the amounts necessary to pay the incentives due to the rum producers.

For FY 2020, General Fund revenues from the federal excise tax on rum shipments were
$251 million.

Slot Machines. Slot machines are taxed in accordance with Act 221-1948, the Games of
Chance Act. Under the Games of Chance Act, slot machine collections are split between operators
and the Commonwealth in varying proportions depending on the total collections. The
Commonwealth distributes its portion of the slot machine collections to the General Fund, the
PRTC, and the University of Puerto Rico.

The Gaming Commission, as enabled by Act 81-2019, manages the distributions of all slot
machine collections. The operating costs of the Gaming Commission are paid prior to distributions
to the operators or the Commonwealth. Prior to Act 81-2019, the PRTC managed the slot machine
collections and distributions using a private bank account. Act 81-2019 requires the Department
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of Treasury to collect the proceeds from the slot machines and place them in a special account to
be managed by the Gaming Commission.

In FY 2020, the slot machine collections were $208 million. After $16 million in
operational costs, the slot machine waterfall distributes $92 million to operators and $100 million
to the Commonwealth.

Games of Chance Machines Tax. Act257-2018 included provisions for the licensing and
operations of Games of Chance machines, flow of funds to the government, and the regulatory
environment, among other guidance. Initially, the law legalizes 25,000 machines over two years.
An additional 10,000 machines per year (20,000 total) are authorized in years 3 and 4, up to a
maximum of 45,000 machines in total if the Gaming Commission’s Games of Chance Division
concludes, based on a study, that the market for Games of Chance Machines is not saturated.

There is a $1,500 annual license fee per machine payable by wholesale owners. The fee is
payable to the Department of Treasury, of which $300 shall be transferred to the Gaming
Commission for administrative services. There is also a $3,000 biennial license fee payable to the
Department of Treasury by distributors, goods and services providers, and manufacturers.
Machines must offer players atleast an 83% payback on play activity. The remaining 17% revenue
is split between the operator of the machine (67%) and the government (33%).

From the portion of revenue that is sent to the government, the revenue is split in various
amounts between the General Fund (the first $40 million, if the license fees under the 2011 Code
do not meet that threshold), municipalities for their ASES contribution (45%), and police
retirement costs (50%). A small portion (5%) of the government’s share also goes to the PRTC
for maintenance and operations. Since regulations for this provision of the law have not yet been
approved, no revenue has been collected from this revenue stream.

Sports Betting and eGaming. Puerto Rico recently enacted Act 81-2019, which legalizes
onsite and online betting on professional and college sports events, as well as videogame and
fantasy sports leagues. Act 81-2019 establishes that sports betting will be allowed in casinos, at
horse-racing tracks and off-track betting parlors, and over the internet. Additionally, “betting
centers or districts” could be established in “strategic places” including tourism zones, historic
zones or any other place that complies with the proposed law and regulations imposed by a newly
established Gaming Commission that will regulate betting on sports, horse racing, electronic
games and slot machines.

Under Act 81-2019, government revenue would be generated from operating license fees
and taxes on bets and winnings. In addition to licensing fee collections, the tax rate on bets will
be 6% for bets made in person and 11.5% for bets made online. 50% of the revenue, after covering
the cost of the newly established Gaming Commission, would be earmarked for public pensions
with the remaining revenue being allocated to a range of other areas ncluding youth sports,
educational mitiatives, law enforcement equipment, municipalities, and to treat gambling
addiction.

After communications between the Gaming Commission and the Oversight Board certain
of the proposed regulations were approved by the Oversight Board.
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Traditional and Electronic Lottery. Puerto Rico oversees two types of lottery systems, a
traditional and electronic lottery. The Puerto Rico Lottery is the oldest modern lottery in the
United States. The system began in 1934 and is currently operated by the Puerto Rico Treasury
Department. The General Fund will recognize revenue from unclaimed lottery prizes that by law
are recorded in the General Fund on a budgetary basis after the term for claiming lottery prizes has
expired (180 days). The recording of revenue in the General Fund however does not represent a
cash transfer or deposit into the TSA. By law, 35% of annual net revenue from the electronic
lottery is funded mnto the CRIM equalization fund with the purpose of supporting smaller
municipalities.

In FY 2020, the General Fund and SRF received approximately $18 million and $47
million in revenue, respectively, from the traditional and electronic lotteries.

Excise Tax on Petroleum Products and its Derivatives (“crudita”). The gross excise tax
on petroleum products and its derivatives is $15.50 per barrel ($6.25 of which does not apply to
diesel products). $9.25 of such tax was historically conditionally appropriated for HTA and $6.25
to PRIFA. This tax is subject to adjustment based on consumption and inflation every four years.
These tax collections were deposited in the TSA or other Commonwealth accounts.

Gasoline, Gas Oil and Diesel Oil Excise Tax. The gasoline excise tax is currently set at
$0.16 per gallon, and the tax on gas oil and diesel oil, is currently $0.04 per gallon. These revenues
were deposited in the TSA or other Commonwealth accounts.

Aviation Fuel Tax. Act82-1959, as amended, empowers the Puerto Rico Ports Authority
to levy and collect a fee from importers of aviation fuel. This fee is currently three cents per gallon
of aviation fuel supplied to airlines and other suppliers.

Hotel Occupancy Tax. Article 24 of Act 272-2003, as amended, imposes a hotel
occupancy tax, collected directly by the PRTC, on all hotels and motel accommodations on the
Commonwealth. The Fiscal Year 2020 SRF revenue recognized was $56 million.

Additionally, in accordance with Act 46-2017, the government started collecting the 7%
room occupancy tax from short-term rental property operators. The law amended the definition
of “innkeeper/host” for the different business models that have entered the market and serve as
intermediaries between the hotels and guests. Entities like Airbnb, HomeAway and other digital
platforms will collect “room tax” as mandated by the law. Before the enactment of Act46-2017,
on June 22, 2017, the Governor and officials of Airbnb signed a voluntary agreement to directly
collect and remit the tax. Between August 2017 and August 2020 Airbnb paid approximately $16
million in room tax collections to the Commonwealth.

Other Excise Tax Revenues, Insurance Premiums, and Horse Races. For FY 2020, the
Commonwealth collected approximately $254 million in General Fund revenue from other excise
taxes, insurance premiums, and horse races. This includes revenues from horse racing, msurance
premiums, excise taxes on sugar, coffee, cement, and others. The excise tax applicable to sugar
and coffee is appropriated for the Integral Fund for the Development of Agriculture (“FIDA”)
administered by the Puerto Rico Land Authority.
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Interest Income. The Government of Puerto Rico has established a program to maximize
mterest generated through the monthly redistribution of TSA unreserved balances. According to
Puerto Rico’s Treasury Secretary, the redistribution of government-held bank accounts started in
October 2019 and generated revenue interest income for the Commonwealth during Fiscal Year
2020.

5. Charges for Services

The Commonwealth charges fees and penalties for services rendered. The most important
of these charges for services are described below.

Public Health / Patient Fees. The Department of Health operates three hospitals in Puerto
Rico located in San Juan and Bayamon, Puerto Rico. The Department of Health is authorized to
bill for medical services rendered in these medical facilities. While the revenues earned are used
exclusively for the operation of the medical facilities, appropriations from the General Fund are
nevertheless still required to cover a significant amount of operating expenses. All the revenues
earned from these fees are recorded in a SRF.

Judicial Service Fees. The Judicial Branch of the Commonwealth is authorized by law to
charge fees related to the Puerto Rico court system. Such revenues are to be used exclusively by
the Judicial Branch of the Government.

Document Rights Fees. Commonwealth agencies are authorized by law to charge a fee
for certified documents or other official government documents, such as birth certificates and death
certificates.

Motor Vehicle Fines. Motor vehicle fines are assessed for a range of standing and moving
violations. Law 134-2019 was enacted to establish payment plans and incentives for debts on
various fines and driver's licenses.

Motor Vehicles Permits Fees. The Vehicle and Traffic Law requires that the motor
vehicles registration fees collected be used only for the operation of the centers for driving services
(known as “CESCOS” for their acronym in Spanish), which are admiistered by the Department
of Transportation and Public Works. As of FY21, revenues from motor vehicle license fees are
recorded in the General Fund.

Other. Other charges include charges provided by agencies, professional license fees,
trademark fees, rental fees, public housing fees and other permit, fine and registration fees. A
significant portion of these license fees are recorded in Special Revenue Funds. In FY 2020, all
other revenue sources of the Commonwealth represented $313 million in General Fund and $548
million in special revenue fund collections.

6. Property Taxes

Property tax in Puerto Rico is charged on both real property and personal property,
including inventory, to companies and individuals, mostly for the benefit of municipalities.
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Real property taxes are assessed based on Fiscal Year 1957-1958 property values. No real
property reassessment has been made since Fiscal Year 1957-1958, and construction taking place
after that year has been assessed on the basis of what the value of the property would have been in
Fiscal Year 1957-1958. Accordingly, the overall assessed valuation of real property for taxation
purposes is substantially lower than the actual market value. Also, an exemption on the first
$15,000 of assessed 1958 valuation (more than $215,000 in current dollars) in owner-occupied
residences is available. Personal property taxes, which accounted for approximately 40% of total
property tax collections in Fiscal Year 2020, are self-assessed.

The total property tax rate varies by municipality, with the ranges listed below for the Fiscal
Years 2020-2022:

| Category Real Property Personal Property
Basic Fixed Property TaxRate 5.72% - 6.00% 3.72% - 4.00%
Add’l Special Property — State 1.03% 1.03%
Add’l. Special Property — Muni Varies — 1.20% to 5.50% Varies — 1.00% to 5.50%
Discount fromState (0.20%) (0.20%)
Total (Varies by Municipality) 8.03% t012.33% 5.80% t010.33%

Property taxes are assessed, determined and collected for the benefit of the municipalities
by CRIM. 1.03% of the property tax based on the assessed value of all property (other than
exempted property) is deposited in the Commonwealth’s Debt Service Redemption Fund (which
is not part of the General Fund).

7. Federal Funds

Federal Grants and Subsidies. The Commonwealth is the beneficiary of federal funding
across numerous federal programs. This includes federal funds for Puerto Rico’s Medicaid
program and Title I funds from the Federal Elementary and Secondary Education Act for Puerto
Rico’s Department of Education. The Commonwealth also receives more than $2 billion annually
in federal funds to fund its Nutritional Assistance Program (“NAP”), which provides a monthly
benefit for food to low-income households.

Commonwealth agencies receiving federal funds in FY 2021
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The Commonwealth certified budget includes $8.9 billion of federal funds for FY
2021. There are also federal transfers in the form of direct payments made to individuals, such as
social security retirement and disability insurance, Medicare supplementary medical and hospital
msurance, or veteran benefits. Disaster funding flows directly through the Central Office of
Recovery, Reconstruction and Resilience (“COR3”) and is not reflected in the federal funds’
budgets.

The largest recipient of federal funds is the Puerto Rico Health Insurance Administration
(“ASES”). The agency is expected to receive $2.8 billion in FY 2021 of federal funding from the
U.S. federal government. ASES is responsible for making monthly payments to the local insurance
carriers. It then needs to seek reimbursement of these expenses from the federal government. The
Department of Health submits these claims to the federal government on behalf of ASES.

The second largest recipient of federal funds is the Administration for Socioeconomic
Development of the Family, which manages NAP. In FY 2021, the agency will receive
approximately $2 billion in federal funding.

The Puerto Rico Department of Education (“PRDE”) is expected to receive approximately
$1.5 billion of federal funds in FY 2021. By federal law, all basic educational services must be
paid for using state funds while federal funds are used to provide non-basic services such asspecial
education programs, school lunch programs for low-income students and Title I funding for low-
income students. When drawing down federal funds for most grant programs, the PRDE must
provide the required invoices and other documentation to the U.S. Department of Education
(“USDE”). Once the drawdown request is approved the funds are transferred to the Department
of Treasury where the PRDE must complete disbursements within 3 business days.

In June 2019, USDE imposed specific conditions upon the Commonwealth and PRDE,
such as the requirement that PRDE must procure the services of a third-party fiduciary agent to
perform the financial management duties of federal funds provided by USDE and ensure
compliance with USDE grant requirements. Accordingly, on October 7, 2019, PRDE issued a
Request for Proposals (“RFP”) for Third-Party Fiduciary Agent Services. The aim of the RFP was
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to elicit proposals from qualified business organizations with proven experience providing
independent fiscal management and oversight services in the public sector, to perform third-party
fiduciary oversight, management and administration of USDE grant funds services to PRDE, in
accordance with applicable federal requirements. After a lengthy RFP process, Alvarez & Marsal
was selected as fiduciary agent and subsequently approved by the Oversight Board in February
2021.

The Puerto Rico Department of Health (“PRDOH”) is expected to receive approximately
$449 million of federal funding in FY 2021 from various federal agencies. Approximately $250
million of the amount received is related to the Special Supplemental Nutrition Program for
Women, Infants, and Children (known as the WIC Program) which provides funds for
supplemental foods, health care and nutritional education for low income women and children who
are found to be at nutritional risk. Other programs include bioterrorism preparedness, HIV care
grants, maternal and child care grants and others.

Federal stimulus and disaster recovery provisions are discussed in detail through the
Natural Disaster and COVID-19 section of this disclosure statement.

Medicaid Funding.

On a steady-state basis (i.e., in the absence of supplemental federal legislation), Medicaid
costs are funded primarily by the Commonwealth, as there is a cap on available federal funding.
Typical annual federal funding streams for the Commonwealth are the following, and are projected
based on current law and statutory growth rates:

e Standard annual federal Medicaid funding. Although Puerto Rico has a 55% federal
matching assistance percentage (FMAP), the amount of annual federal funding
received under Section 1108 is capped each year. For FY 2021, this funding stream
is expected to be capped at $391.3 million and, for FY 2022, it is expected to be
capped at $402.7M. Although the cap grows each year according to the Medical
CPI-U, it does not keep pace with healthcare expenditure growth. Each year,
approximately $100 million of these funds are not available to cover premium
expenses, but rather are transferred to the Department of Health to cover
disbursements to Federally Qualified Health Centers (“Centros 330 or “FQHC”)
and Medicaid Program operations.

e Children’s Health Insurance Program (CHIP) funding. CHIP funding is not subject
to a federal funding cap. Without additional legislation, the CHIP matching rate
(E-FMAP) for Puerto Rico is expected to be 68.5%. Under the Affordable Care
Act, the E-FMAP for Puerto Rico was raised to 91.5% through September 30, 2019;
under the 2020 Further Consolidated Appropriations Act, the E-FMAP was
increased to 83.2% through September 30, 2021 (with an additional 11.5% increase
through September 30, 2020 under the 2018 HEALTHY KIDS Act); and under the
Families First Coronavirus Response Act, the E-FMAP was increased to 99.0%.
When these pieces of legislation expire in October 2021, the federal cost share is
projected to decrease to the standard level (approximately 68.5%).
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Since 2011, Puerto Rico has received temporary relief from rising healthcare costs through
increased levels of federal reimbursement made available through the passage of time-limited
appropriations, such as the Affordable Care Act and the Bipartisan Budget Act of 2018.

In December 2019, Congress enacted appropriations bil, Further Consolidated
Appropriations Act of 2020 (Pub. Law 116-94), whereby it authorized Medicaid reimbursement of
approximately $2.6 billion and $2.7 billion, respectively, for the federal Fiscal Years 2020 and
2021. While the Commonwealth has access to these funds, it may not ultimately generate
reimbursable spending to completely utilize the available funds. In addition to the reimbursement
funds, the new federal legislation increased Federal Medical Assistance Percentages (“FMAP”)
coverage to 76%, eliminated the Health Insurance Tax (“HIT”), and provided for additional
funding of up to $200 million a year if the Medicaid plan covers doctors at least 70% of the
Medicare schedule rate is certified and allows payments to health insurers to be audited.

The legislation also includes requirements to improve transparency and fiscal
responsibility in Puerto Rico Medicaid administration:

1) not later than six months after the date of enactment of the law, the agency
responsible for the administration of the Puerto Rico Medicaid program will
designate an official to actas the Program Integrity Lead of the program;

1) not later than 18 months after the date of promulgation, Puerto Rico is required to
publish a plan on how it will develop measures to meet the payment error rate
measurement (“PERM”) requirements, including annual benchmarks and audits
scheduled for compliance; and

iii) a plan must be prepared to meet the Medicaid eligibility quality control (“MEQC”)
requirements.

Under this legislation, if the established fraud control measures are not complied with,
there will be a maximum penalty of 2.5% reduction in the FMAP. Based on current law, the
Oversight Board expects the Commonwealth to hit a “Medicaid fiscal cliff” on October 1, 2021,
whereby it will be responsible for multi-billion-dollar annual healthcare expenditures that had
previously been covered by federal funding since 2011. At that point, the maximum federal
funding will be set by Section 1108 of the Social Security Act, which is approximately $400
million, not including additional funding for CHIP and the Enhanced Allotment Program.

In response to the COVID-19 pandemic, the Families First Coronavirus Response Act was
passed in March 2020, further increasing both the available federal funds (adding an additional
$183 million) and the FMAP (increased by an additional 6.2% for most populations).

While the additional funds ($183 million) are one-time appropriations, the FMAP increase
will continue through the end of the Public Health Emergency. The Oversight Board has provided
for mvestments in the Medicaid system enabled by supplemental federal funding through
September 30, 2021. These investments are providing Hepatitis C drug coverage and increasing
reimbursement rates to specialty and primary care providers and hospitals.
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Additionally, in October 2020, the Oversight Board approved the Government’s proposal
to temporarily expand Medicaid coverage to more than 200,000 Puerto Ricans during the COVID-
19 pandemic as long as enhanced federal funding is in place, through the adjustment of the Puerto
Rico Poverty Line. The Puerto Rico Poverty Line (“PRPL”) expansion is reflected m Q1 of
FY2022 in the 2021 Certified Fiscal Plan, and given the loss of Medicaid Funding that would occur
under current law at the end of September 2021, the Oversight Board expects the Government to
revert to prior eligibility standards beginning in October 2021. The Fiscal Plan also reflects an
expansion in enrollment n Q2 of FY2022 due to the expectation of a prolonged, COVID-19-
related increase. The Oversight Board has also informed the Government that all costs to the
Commonwealth from expansion (i.e., those not covered by federal funding due to eligibility type
or matching requirements) must be funded through the existing budgetary resources.

Federal Disaster Aid. Puerto Rico was decimated by Hurricanes Irma and Maria in 2017.
As a consequence, the Commonwealth anticipates receiving significant federal aid pursuant to
various disaster aid statutes that assist with the rebuilding and reconstruction of damaged
infrastructure. Much of this funding is managed by COR3. Public Assistance,!* where Federal
Emergency Management Agency (“FEMA”) reimburses the Commonwealth for eligible expenses
related to hurricanes Irma and Maria, totals $23.4 billion in obligations so far.

In addition, Puerto Rico was approved for a major disaster declaration following ongoing
seismic activities that struck the Commonwealth starting in December 2019. The earthquakes
began on December 28, 2019 and continued through July 3, 2020. Fourteen municipalities were
declared for Public Assistance, and $278.0 million in approved projects have been obligated across
all categories (Categories A-G) as of June 22, 2021. Thirty-four municipalities have been
designated for Individual Assistance and over $75.5 million in disaster assistance has been
provided directly to individuals and families.

The Puerto Rico Department of Housing (“PRDOH”) continues to launch programs in
accordance with the action plan in the areas housing, economic development, infrastructure, multi
sector, and planning. As of December 31, 2020, a total of $9.7 billion has been made available to
Puerto Rico of the over $20 billion appropriated to the U.S. Department of Housing and Urban
Development through Community Development Block Grant - Disaster Recovery, (“CDBG-
DR”). The largest of the various programs is the housing reconstruction program which is
budgeted for $1.1 billion of which approximately $78 million has been spent as of December 31,
2020 according to PRDOH’s December 2020 Quarterly Report.

PRDOH submitted the action plan for the $8.285 billion in Community Development
Block Grant — Mitigation (“CDBG-MIT”) funding on December 3, 2020. The action plan was
approved on April 19, 2021.

!4 The Public Assistance program reimburses state governments, local governments and certain private non-profit
organizations for costs directly related to the declared incident including debris removal, emergency protective
measures and repairing or replacing eligible infrastructure (i.e. roads, bridges, buildings and utilities). FEMA
obligates funding for Public Assistance to COR3, who is the recipient ofthe grant funds. COR3 is responsible for the
oversight ofall sub recipients of grants funds (i.e. departments, agencies, municipalities, and certain PNPs).
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On February 2, 2021, the Biden-Harris Administration also announced it would disburse
$1.3 billion in disaster relief from the Department of Housing and Urban Development (HUD) for

Puerto Rico, with the agency also announcing that they began to loosen restrictions on an
additional $4.9 billion.

A large portion of the disaster mitigation funding authorized for Puerto Rico, is directed
toward large-scale infrastructure, planning and economic development projects with the goal of
ensuring that Puerto Rico will be more resistant to future disasters. The funding is part of broader
HUD-Community Development Block Grant-Disaster Relief (CDBG-DR) funding and HUD-
Mitigation (CDBG-MIT) funding authorized for Puerto Rico in 2017 following Hurricane Maria.

Puerto Rican officials also announced that they are working with federal authorities to

determine a way to lift restrictions on additional disbursements that were imposed on the
commonwealth by the previous administration.

Certain Action Plans for the CDBG-DR and CDBG-MIT are Positioned for Review and
Approval Early in 2021.

124



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 139 of 600

On September 18, 2020, Commonwealth and U.S. government officials also announced a
$12.8 billion in approved funding relating to Hurricane Maria relief under the 428 Program. The
agreement consisted of $10.5 billion for PREPA and nearly $2.3 billion for PRDE. Approximately
$11.5 billion is the federal cost share with the balance being covered by local cost-share matching
funds.

Federal funding of the $10.5 billion will allow PREPA to repair and/or replace transmission
and distribution lines, electrical substations, power generation systems, office buildings, along
with general improvements to the power grid. The $2.3 billion were approved for the repair of
damaged education system infrastructure.

In January 2021, an agreement was reached on the estimated cost of $3.6 billion for
PRASA to repair damages to water systems.

Additional Federal Funds. On May 15, 2020 the Governor issued Informative Bulletin
20-14 to provide notification of the procedure to be followed for the disbursement of Self-
Employed Aid. Self-Employed Aid payment was to be paid to all individuals who, as of May 14,
2020, had already received the $500 Incentive through Internal Revenue Circular Letter No. 20-
21. Payment of $1,000 would be provided to self-employed individuals through direct deposit. On
May 19, 2020 the Oversight Board issued a letter in response, suggesting that rather than providing
further support to parts of the population who are being supported through other Federal and local
stimulus packages, an action be chosen that helps provide an equitable solution to a broader
spectrum of our population. Additional details on the federal response to COVID-19 and economic
impact payments to individuals canbe found in section V.B.2.b) of this Disclosure Statement.
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On May 15, 2020, Governor Vazquez Garced also issued Executive Order 2020-040,
adopting a spending plan for the $2.2 billion Puerto Rico is receiving through the Coronavirus
Relief Fund (“CRE”) created under the CARES Act. Additional details on the federal response to
COVID-19 can be found in section V.B.2.b. of this Disclosure Statement.

On August 3, 2020, the District Court held in Peria Martinez v. U.S. Department of Health
and Human Services, Case No. 18-1206 (D.P.R. 2018), that the federal government’s exclusion of
Puerto Rico residents from the Supplemental Security Income program (“SSI”); the Supplemental
Nutrition Assistance Program (“SNAP”); and the Medicare Part D Low-Income Subsidy program
(“LIS”) violated the Equal Protection Clause. The Pesia Martinez decision follows a similar
decision by the First Circuit in United States v. Vaello-Madero,956 F.3d 12 (1st Cir. 2020), which
held that Puerto Rico residents could not be excluded from SSI.

On March, 1, 2021, the U.S. Supreme Court granted the petition for a writ of certiorari in
Vaello-Madero.

Delays in Federal Funds. Several governmental entities in Puerto Rico are classified as
high-risk grantees, imposing additional compliance and controls before federal funds are released.
The intent of these additional conditions is to ensure effective implementation of federal programs
through appropriate fiscal management and responsibility. This also, however, has the potential
to delay implementation of projects funded by federal dollars.

8. Ability to Raise Taxes Further in Puerto Rico

The capacity of a public entity to raise tax revenue is typically measured by the levels and
rates of change in economic activity and the imcome of its citizens and businesses. The amount of
tax paid by individuals and companies relative to total income (“tax burden”) is one approximation
of capacity to raise additional revenue through taxation. The composition of taxes is also relevant.
For example, certain types of activity may be highly sensitive to taxation or incremental costs
generally. Imposing or increasing taxes on such activity could significantly curb it or create
additional uncertainties, which would undermmne both potential tax revenue and economic growth.

Factors that may curb investment or introduce uncertainty include: (i) the availability of
substitutable options that are taxed at lower rates than the tax base for which that rate is increasing;
(i) price elasticities between different forms of consumption or uses of resources; (iii) the
magnitude of the increase; and (iv) the breadth of commodity coverage and geographic territory
of the tax and the mobility of the taxpayer (i.e. where there are neighboring jurisdiction with a
lower tax rate).

Consequently, in evaluating Puerto Rico’s capacity to raise additional revenue through
taxation, one must be mindful of its available base, in the aggregate and in specific categories of
activity. On an aggregate basis, economic output and income can be approximated by gross
domestic product (“GDP”’) and GNP. GDP measures expenditures and income earned by residents
and nonresidents within Puerto Rico, while GNP includes income earned by residents from local
and foreign sources.

126



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 141 of 600

The difference between these two measures of economic activity and income is acute in
Puerto Rico. According to the World Bank data, 2019 real GNP was about 66.3% of real GDP.
This arises from U.S. mainland corporations accounting for a substantial share of production taking
place in Puerto Rico through activities of their subsidiaries, particularly in the manufacturing
sector. The Commonwealth, however, other than through the Act 154 excise tax, imposes low
taxes on these manufacturing activities because it grants tax exemption decrees to many of these
companies to incentivize their establishment in Puerto Rico.

Historical Relations hip between Real Gross
National Product (GNP) and Gross Domestic Product (GDP)

($ millions)

GNP GDP GNP as % GDP‘
1990\ $54,895 $61,264 89.61%
2000 $73,336 $92,069 79.65%
2005 $74,278 $105,342 70.51%
2010, $64,295 $98,381 65.35%
2011 $63,415 $98,029 64.69%
2012 $66,993 $98,057 68.32%
2013 $67,119 $97,756 68.66%
2014 $66,012 $96,593 68.34%
2015 $64,671 $95,579 67.66%
2016 $62,885 $94,372) 66.64%
2017 $60,257 $91,648 65.75%
2018] $59,152 $87,378 67.70%
2019 $58,621 $88,416 66.30%

Source: World Bank, St. Louis Federal Reserve (FRED).

As aresult, using GDP to calculate the current tax burden in Puerto Rico may overstate the
capacity of the Commonwealth to raise additional revenue through taxation. Also, comparisons
with international jurisdictions that evaluate the tax burden in Puerto Rico based on GDP may be
misleading or require adjustments because Puerto Rico demonstrates behaviors more akin to a
regional economy rather than a sovereign one, with the free flow of capital, people, and goods
between Puerto Rico and the mainland U.S.

Puerto Rico has also already increased its tax burden significantly on various portions of
the economy over the past decade, as the government enacted new taxes and fees on
Commonwealth residents and businesses. There have been at least eleven significant revisions to
Puerto Rico’s tax code since 1994, including six adjustments since 2013.145 This increased the tax
burden on the local economy, particularly taxes on consumption and on exports. As examples,
recent adjustments in taxes and fees include:

%5 Including Act 40-2013, the “Tax Burden Redistribution and Adjustment Act”, Act 120-2014, the “Small and
Medium Business Job Generation and Retention Act”, Act 72-2015, the “Adjustments to the Internal Revenue
Code of 20117, Administrative Orders 2017-01 and 2017-05, and Act 257-2018, the “2018 Puerto Rico Tax
Reform Act.”
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Tax Base — Act 257-2018 increased the withholding tax and taxes on self-employed
individuals and service-based corporations. The law also eliminated many AMT deductions under
certain circumstances, further raising taxes on some people and businesses. This followed several
other tax base broadening adjustments enacted by the government over the past decade.

SUT & VAT — Act 72-2015 increased the SUT from 7.0% to 11.5%, enacted a 4.0% tax
on business-to-business services, and introduced a Value Added Tax regime (which would have
substituted the SUT regime but wasrepealed pursuant to Act54-2016). Recentlaws also expanded
taxable items, including the collection of sales taxes on internet transactions pursuant to Act 25-
2017, business telephone services and various purchases by credit unions, universities.

Act 154-2010-1n 2013, the Act 154 excise tax was amended under Act2-2013 to increase
the declining rate, at 2.75% at that time, back to 4.0% and extending the term through 2017. It
was originally set to be transitioned to a modified source income rule in 2016. Act 3-2017 further
extended the 4.0% rate on the excise tax through 2027.

Excise and Other Taxes — Act46-2017 implemented a new tax on short-term rentals, such
as HomeAway and Airbnb, while Act 25-2017 improved the SUT collection on online purchases
of taxable products in Puerto Rico, and Act 26-2017 increased the tax on cigarettes. Act42-2017
created the legal framework and ability to tax medical cannabis. More recently, Act 257-2018
legalized and proposed taxing certain games of chance machines and Act 81-2019 implemented
taxation on eGaming and sports betting.

Fees — Act24-2017 significantly increased traffic fines and fees for drivers’ licenses and
vehicle registrations, while other laws mntroduced a 1.5% contractor fee, added fees on money
transactions, and increased vendor license fees for ATMs and video games machines, among
others.

Gross Tax — Act40-2013 implemented a new tax on gross sales commonly known as the
‘Patente Nacional’. Although the tax was subsequently repealed, its implementation significantly
impacted low-margin businesses, such as supermarkets.

Water — Utility rates on water have increased by more than 60% since July 2013.

Petroleum “Crudita” Tax — The gross excise tax on petroleum products and its
derivatives is currently $15.50 per barrel ($6.25 of which does not apply to diesel products). Act
31-2013 increased the wholesale tax on petroleum products from a range between $3.00 to $6.00
per barrel based on the price index per barrel ($3.00 was the tax rate applicable at the time) to a
fixed $9.25 per barrel. In January of 2015, Act 1-2015 further increased taxes on petroleum
products (other than diesel) by creating a new $6.25 per barrel excise tax.

As shown below, while these tax increases have led to increases in overall collections they
also led to a shift in the source of revenue. The Commonwealth Fiscal Plan also calls for further
tax and fee increases over time. These changes have made revenue estimates increasingly
challenging to forecastand ntroduced structural complexity, instability, and internal inconsistency
to the revenue structure.
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Given this reality, while certain tax revenues may increase with an increase in tax rates, the
amount of the revenue increase is unlikely to be perfectly correlated to the rate increase itself. An
increase in tax revenues is also not guaranteed because in certain circumstances a tax increase
could push consumer behavior to pursue non-taxed alternatives that are sufficiently substitutable,
potentially reducing tax revenues. Furthermore, increasing taxes beyond a certain point may be
counterproductive against efforts to stem the exodus of highly educated professionals and business
that are needed to achieve the fiscal plan.

Puerto Rico General Fund Tax Revenue Sources

($ in billions)

Tax 2010 2010 Share of 2020 2020 Share of
GF Revenue GF Revenue

Individual Income Tax $2.6 34% $1.9 20%
Corporate Income Tax $1.7 22% $2.1 22%
Nonresident Withholding $0.8 11% $0.4 4%
Sales and Use Tax $0.5 7% $1.6 18%
Excise Taxes (inc. Act 154) $0.8 11% $3.1 27%
Rum Tax Remittances $0.4 4% $0.2 3%
Other Taxes $0.9 11% $0.4 6%
Total GF Net Revenue $7.7 100% $9.3 100%

Global Minimum Tax — In June 2021, the Group of Seven (“G7”) nations reached an
agreement to support for efforts to impose some form of a global minimum tax ata 15% rate on
corporate earnings. The significance of the announcement, however, is unclear. Those countries
already have a corporate tax rate above 15%, which may make it easy for them to agree in principle
to a tax at that rate.  There are substantial details that remain to be worked out. This is an early
step in what may be a long process with an uncertain outcome. Nonetheless, the announcement
clearly shows some support for the international effort and for the Biden Administration’s
collateral proposal to raise the US tax on Global Intangble Low-Taxed Income (“GILTI”),
including GILTI earned by US controlled foreign corporations (“CFC’s”) in Puerto Rico. Because
of the importance of US CFCs in Puerto Rico, an increase in the GILTI tax could have a large
detrimental effect on employment and other economic activity in Puerto Rico. In 2018, more than
300 US CFCs operated in Puerto Rico. Collectively, they earned $113 billion in total revenue,
employed over 74,000 workers, and paid more than $2.5 billion in income and other taxes. Should
large numbers of these companies leave, it is apparent that the Puerto Rico’s economy would be
damaged. Combined with the potential loss of US foreign tax credits for Act 154 tax payments
and the Biden Administration’s GILTI proposal, the G7 announcement may be an indication that
the Commonwealth may benefit from corporate tax reform.
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D. The Debtors’ Cash Manage ment Sys te ms !4

L. The Commonwealth Cash Manage ment System

The cash management system of the Commonwealth (the “Central Government Cash
Management System”) is highly complex. Act No. 230 of July 23, 1974, as amended, provides
that the Secretary of the Treasury is the officer in charge of the custody of all public funds of the
Commonwealth. The Commonwealth follows the practice of pooling its cash resources of the
General Fund, Federal Funds, and Special Revenue Funds for common treasury management and
centralized disbursement. Cash is pooled into multiple accounts, collectively referred to as the
TSA.

While disaster funds are generally managed outside of the TSA, other federal funds are
transferred directly into the TSA. Most non-federal cash flows (e.g. taxes, fees and other charges)
of the Commonwealth are swept to the TSA from a collection of other accounts that receive tax
and other revenue collections (each, a “TSA Sweep Account”). The TSA and TSA Sweep
Accounts are held at several private financial institutions. 47

The diagram below illustrates the major cash flows relating to the TSA and the TSA Sweep
Accounts:

Receipts for the TSA include tax collections, charges for services, intergovernmental
collections (such as reimbursements from federal assistance grants), reimbursements from public
corporations and municipalities for pension benefits paid and other receipts. Collections into the

146 The Oversight Board’s analysis ofthe Debtors’ cash management systems is ongoing and the descriptions herein
are subject to revisionin all respects.

147 Discussions of cash in IILE. refer to the combined balances ofthe TSA accounts.

130



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 145 of 600

TSA are substantially comprised of both General Fund revenue and Special Revenue Funds
revenue.

At the direction of the Department of Treasury, TSA disbursements include, directly or
indirectly, many Central Government agencies payroll and related costs, vendor disbursements,
appropriations to public corporations and other non-central government entities, capital outlays,
payments authorized under federal grants, disaster relief cost-sharing expenditures or advance
payments, tax refunds, payments of current pension benefits and other disbursements.

These TSA disbursements are primarily for Central Government agencies that do not have
independent treasuries. For budgeting purposes, these Central Government agencies receive
appropriations from the General Fund or Special Revenue Funds. For instance, the Department of
Education and the Police Bureau of the Department of Public Safety maintain budgets that are
comprised of General Fund appropriations and Special Revenue Funds.

Certain agencies conduct cash management activities independently of the TSA, including:
controlling accounts directly, authorizng or executing disbursements, and monitoring and
planning cash flows. Some agencies maintain non-TSA accounts to address cash management
needs that cannot be served by the centralized TSA structure. For example:

e the Public Housing Administration (“PHA”)receives and disburses affordable housing
subsidies in accordance with federal grants using non-TSA accounts,

e the Department of Labor manages employer contributions for Puerto Rico
unemployment taxes, most of which are held on deposit at the United States Treasury,

e the Puerto Rico Lottery controls accounts for the receipt of ticket purchases and
manages cash flows to meet projections for prize payouts, remitting net income back
to the TSA.

a) Cash Flows of the TSA

Cash receipts relating to taxes, federal funds, and charges for services are received into
TSA Sweep Accounts and automatically or manually swept into the TSA’s main operating
account. The TSA’s main operating account will fund other accounts in the TSA as needed
including to replenish fiscally mandated reserves and to invest for income yield. Atthe direction
of the Department of Treasury, the TSA disburses on behalf of many Central Government
agencies, for payroll, operating expenses, pension benefits, expenditures related to programs
funded by Federal agencies, and various other budgeted appropriations.

AAFAF compiles areport on a weekly basis of the flow of funds in these accounts, titled
Treasury Single Account FY 2020 Cash Flow, and additionally compiles monthly, and quarterly
Cash Flow reports.

The largest tax categories are income taxes (individual and corporate income taxes), SUTs,
Act 154 excise tax revenues, and other various types of taxes.

131



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 146 of 600

Income Taxes. The Central Government collects income taxes from individuals,
corporations, partnerships, and non-resident withholding taxes. Income taxes are generally
deposited into the applicable account either from physical collection posts or through online
collection portals of the Department of Treasury. Tax collections are also received from general
tax accounts associated with the SURI tax collection platform. Collections are swept on a two-
day lag. Substantially all income taxes are General Fund collections, able to be disbursed from
the TSA following general appropriations for payroll, pension benefits, suppliers and operating
expenses, capital outlays, tax refunds, and other appropriations.

SUT. The Commonwealth SUT rate of 10.5% is deposited into an account from either a
physical collection post or through online collection portals of the Department of Treasury. Of
that percentage, 5.5% is transferred in an amount up to 53.65% of the Pledged Sales Taxes (as
defined in the COFINA Master Trust Indenture dated February 12, 2019) for the applicable Fiscal
Year to COFINA’s indenture trustee account.!® The remainder of the Commonwealth SUT is
composed of the 4.5% SUT surcharge enacted in 2015, which flows to the General Fund, and 0.5%
of the SUT allocated and transferred to the Municipal Administration Fund, which in turn is
distributed among three funds: Municipal Development Fund, Municipal Redemption Fund, and
the Municipal Improvement Fund.!#® The collections comprising the 4.5% portion of the SUT are
swept on a two-day lag. The below illustration presents a simplified flow of funds relating to these
types of taxes:

'8 In fiscal year2021, the Pledged Sales Taxis $1,270 million ofwhich approximately $448 million was trans femed
to COFINA. The Pledged Sales Taxes were adjusted for prepared food exemptions and B2B collections during the
creditor mediation process and will differ compared to the COFINA 2020 Fiscal Plan. The amount transferred to
COFINA increases by 4.0% perannumuntil it reaches $1.85billion. See Third Amended Plan Supplement and Plan
Related Documents of Puerto Rico Sales Tax Financing Corporation,[ECF No. 578].

14 These accounts are in the name of Municipal Finance Corporation (“ COFIM”).
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The process for SUT collection and remittance to the TSA has beenrevised for Fiscal Year
2020. The Department of Treasury implemented a new process for Fiscal Year 2020 for SUT
based on the SURI/general tax account system to provide for a real-time reconciliation between
types of proceeds deposited into the TSA Sweep Accounts. Prior to this new process, fines,
interest payments, and the 4% B2B SUT were included in the waterfall even though the receipts
were intended to be excluded. The new cash management process separates these amounts and
allows for the collections to be swept to the TSA on an accelerated basis.

Excise Taxes. The Commonwealth assesses at least seven different categories of excise
taxes, including the Act 154 Special Excise Tax, Beer and Alcoholic Beverages Excise Tax,
Tobacco Products Excise Tax, Motor Vehicles Excise Tax, Excise Tax on Petroleum Products and
Derivatives, Gasoline, Gas Oil, and Diesel Oil Excise Tax, and Alcohol Excise Tax.

Motor vehicle license fees, alcoholic beverage license fees, entertainment machine
license fees. Fees from the motor vehicle, alcohol, and entertainment machine license fees are
deposited into the TSA.

Charges for Services. Certain non-tax charges for services rendered and fees incurred are
collected into the TSA as General Fund collections.

Slot Machine Revenues. The Puerto Rico Gaming Commission regulates slot machines
at multiple casinos, and the Department of Treasury collects all slot machine revenues. The Puerto
Rico Gaming Commission transfers 15.15% of slot machine revenues payable to government
parties into the General Fund, via the TSA. Such General Fund collections in the Fiscal Year June
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30, 2020 were $15 million. The remaining balance of slot machine revenues are appropriated as
follows: 25.80% to a Special Fund at the Tourism Company, 13.60% to the Puerto Rico Tourist
Industry Development Fund, and 45.45% to the General Fund of University of Puerto Rico, with
the remaining balance being transmitted to casino operators.!30

Rum Tax Remittances. Federal excise taxes on rum and other beer, wine and spirits are
collected by the federal government and remitted to the Commonwealth (“Rum Tax Remittances™)
via a lockbox in the name of the Department of Treasury at a commercial bank. This commercial
bank distributes the proceeds from three different federal excise taxes (Puerto Rico rum, imported
rum, and non-rum spirits) to various recipients, including, but not limited to, the Puerto Rico
Department of Treasury, the Puerto Rico Conservation Trust (a private entity), PRIDCO, and
eligble Puerto Rico rum producers (through the Paying Agent). Ofthe total $458 million of Rum
Tax Remittances generated during the Fiscal Year ending June 30, 2020, $245 million was
transferred directly into the TSA.!5!

Federal Grants Subsidies. Federal funds and reimbursements are deposited into the TSA
and, in turn, disbursed to the agencies benefiting from the grant or being owed reimbursement.
The largest federal transfers include the NAP, Medicaid, FEMA, Title I, and other federal program

funding or reimbursements.

b) Selected Cash Flows Outside the TSA

Several entities or agencies perform treasury functions and disburse money independently
of the TSA, typically because of statutory or other stipulated requirements. The below is an
illustrative list of these agencies and not intended to be complete.

Public Housing Administration. The PHA administers federally funded affordable
housing grants. Substantially all the PHA budget is comprised of federal fund grants, which have
specified that the grants are not to be commingled with other Commonwealth money. All grant
money is received into PHA accounts and disbursed to participating property managers.

Electronic & Traditional Lottery. The traditional lottery is managed by the Department
of Treasury, which collects lottery ticket receipts from vendors in the form of checks and ACH
transfers into a main account. There is a weekly transfer to fund the prize awards, which in turn
funds the prize-disbursing account. The prize-disbursing account dispenses cash and checks to
prize winners. The main account also funds an operational zero-balance account (“ZBA”) for
payroll and supplier payments. The electronic lottery collects money from ticket sellers via bank
transfers into two ZBA accounts that sweep to an investment account. All payments of prizes,
payroll, taxes, annuities, or suppliers are disbursed through a different account. The lottery
distributes a share of net income to the TSA in accordance with Act 10-1989.

139 Under the Games of Chance Act, slot machine revenue is appropriated between operators and the government in
varying proportions depending on thetotalrevenue collected.

51 The figures presented here are accrual basis. During the fiscal year ending 2019, the cash collected for the
Department of Treasury was $230 million of general fund collections relating to Rum Tax Remittances.
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Department of Labor and Human Resources (“DLHR”). While the DLHR receives
appropriations from several fund sources for its various operations, the DLHR also administers
certain aspects of the state unemployment insurance program using cashentrusted to it. Employers
remit state unemployment tax assessments to the DLHR, which deposits these funds with an
account in the name of the U.S. Department of Labor at the U.S. Department of Treasury, which
in turn administers the distribution of benefits. The DLHR does reimburse itself penalties assessed
on employers and operational costs by transferring amounts from the tax collections to the TSA.
As of January 31st, 2021, the DLHR had $293 million on account at the U.S. Treasury for the
unemployment insurance program benefits. DLHR also holds accounts used for disbursements
under the Work Opportunity Incentive Fund and disbursements to disability benefits program
beneficiaries.

911 Emergency Services Bureau. Revenue is generated from remittances sent by the
telephone companies for the charges to their subscribers for the payment of the Emergency Service
9-1-1. From these collections, the 9-1-1 Board may distribute a portion of these expenses to the
other public safety agencies in accordance with Regulation No. 5303.

Legislature. The Legislature receives a General Fund appropriation of one twelfth of its
budget each month. Proceeds are then separated to the legislature’s various units (Senate, House,
joint committee). The legislative branch manages its appropriations through its own set of
accounts to provide funding for legislative needs. The Central Government pays and nvoices the
Legislature for the payment of PayGo costs.

Judicial Branch. The Judicial branch manages cash to provide funding for non-payroll
operating expenses and certain local court costs. The Department of Treasury funds payroll of the
judiciary staff directly remitting into the judiciary treasury operations the total of budget
appropriations and statutory court fees collected by the Department of Treasury on behalf of the
judicial system.

The Judicial branch’s treasury holds and funds local accounts at courts throughout Puerto
Rico for promptly paying for direct court costs including jury costs as described above.
Substantially all the remaining operating costs (consultants, contractors, lease costs, etc.) of the
judicial branch are paid by check. Pursuant to Act 69-1991, as amended, and the Regulation of
the Judicial Branch for the Management of Funds and Interests, the Judicial Branch is authorized
to open bank accounts, deposit funds, accumulate interest on those deposits and spend the interest
earned. The first 0.05% of interest accruedis required to be transferred back to the Department of
Treasury.

2. ERS Cash Management Sys tems

ERS has been using internal cash to pay for current operating expenses. Existing cash
balances are anticipated to be utilized for creditor settlements and as a result ERS will be receiving
a General Fund appropriation to support operations. ERS maintains a segregated account pursuant
to the joint stipulation entered as of July 14, 2017 [Case No. 17-03566-LTS, ECF Nos. 170, 171]
providing for the deposit of employer contributions made by non-Commonwealth entities until the
resolution of various claims among the parties to that stipulation.
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3. PBA Cash Manage ment Systems '>2

a) Cash Inflows

PBA receives funds from governmental rental charges invoiced directly to other
government entities and from other receipts, such as disaster-related recoveries. In Fiscal Year
2020, the PBA received $116.4 million, of which $106.0 million were intergovernmental receipts,
$6.6 million were other operating receipts (e.g.., income from third party occupancy, interest
income and asset sales) and $3.9 million were disaster-related receipts related to Hurricane Irma
and Hurricane Maria FEMA claims.

Through March 2021, there has been a delay in collection of rent receipts, which is
expected to be timing related; collection is expected to pick up in the following months. Year-to-
date as of March 31, 2021, the PBA has a $2.7 million unfavorable variance from the Liquidity
Plan, including a $11.6 million unfavorable variance in receipts, partially offset by a $8.9 million
favorable variance in disbursements, much of which is due to reduced headcount and benefit
changes. PBA anticipates intergovernmental receipts of $132.1 million, disaster-related receipts
of $1.3 million and other operating receipts of $1.1 million in fiscal year 2021.

b) Cash Outflows

PBA’s disbursements include operating expenses, PayGo, and disaster related
disbursements. Major components of operating expenses in Fiscal Year 2020 are salaries and
benefits ($47.4 million), purchased services ($15.4 million), payments for public services ($15.3
million), other operating expenses ($4.5 million). PayGo expenditures were $23.3 million.
Disaster related expenditures were $0.4 million and $2.9 million, reimbursable by FEMA and
insurance, respectively.

4. Bank Rationalization

The Department of Treasury is conducting a multiphase project to centralize and automate
cash management processes and financial reporting for the Central Government and its agencies
to increase visibility into the treasury operations and prepare for the implementation of the new
Enterprise Resource Planning (“ERP”) system. The Department of Treasury has compiled an
mventory of the Central Government’s bank accounts and is documenting ownership and control
information, disposition, and cash flows for each. The Department of Treasury is also identifying
accounts for closure to achieve operating efficiencies through the centralization of the bank
accounts’ structure. This project is intended to provide the Department of Treasury with more
control and oversight over the accounts that previously were controlled by parties outside of the
Department of Treasury and will support continuous improvement through reporting, controls, and
compliance tracking.

132 AAFAF Component Liquidity for the Month of March 2021.
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E. Debtors’ Cash Accounts

The list of the Debtors’ bank accounts, balances as of March 31, 2021, and preliminary
restriction categorizations is attached hereto as Exhibit L. The list is based on the most current
information available to the Oversight Board’s professionals and the Oversight Board’s legal
analysis and judgment regarding restriction categorizations are based on such information.

1. Independent Forensic Analysis Team’s Report

On January 31, 2018, the Oversight Board, acting by and through the Special Investigation
Committee (the “Special Investigation Committee™),'3 retained Duff & Phelps, LLC (the
“Independent Forensic Analysis Team” or “IFAT”) to conduct an investigation into bank accounts
of government entities, including the entities covered by the Commonwealth fiscal plan, UPR,
HTA, ERS, and PREPA. The scope of the assignment included (i) an inventory of cash, cash
equivalents, and investments of the Puerto Rico Government, (i) analysis of the sources and
intended uses of these funds, and (ii)) any documented legal restrictions on these funds.

The principal goal of the Independent Forensic Analysis Team was the publication of a
report that described the processes employed, results obtained, and an opinion from the
Independent Forensic Analysis Team on whether or not procedures performed validate the
Commonwealth bank and investment accounts identified and account balances were accurately
disclosed. The investigation was dependent on the assumption that a significant number of the
Commonwealth entities would voluntarily provide the Oversight Board with specific financial
information. The design of the investigation was tailored to collect and develop information as to
whether the bank accounts identified by the Commonwealth entities contained restricted funds, the
quantities, and the nature of restricted funds.

a) Investigation Procedures

For purposes of the report, the Independent Forensic Analysis Team identified a
measurement date of June 30, 2018 (the “June 2018 Measurement Date”). The investigation
included three components: (i) an information gathering process; (i) an inquiry and data collecting
process; and (iii) ananalytical and reporting process.

Information Gathering. Gathering information was a sequenced process. A master
database was created of government entities and their respective bank accounts as of the June 2018
Measurement Date. The information was primarily received from the Puerto Rico Department of
Treasury, AAFAF, and publicly available government information.

Inquiry and Data Collecting Process. Once the master database was created, each
government entity that was reported was contacted using a standardized format. The government

153 The Special Investigation Committee of the Oversight Board was at the time comprised of Members Ana J.

Matosantos, David A. Skeel,and Judge ArthurJ. Gonzalez (Ret.)., and was charged with pursuing investigations
pursuant to the authority granted to the Oversight Board by PROMESA Section 104(0) and such other authority
vestedin the Oversight Boardunder PROMESA.
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entities were contacted to obtain the relevant bank account information, along with authorization
from government entities to allow respective financial mstitutions to provide information directly.

Analytical and Reporting Process. The final step was contacting the financial institutions
identified to confirm information obtained and verify the self-reported information from the
entities.

b) Additional Steps Regarding Independent Forensic Analysis Team’s
Report

The Independent Forensic Analysis Team’s report suggested additional tasks and activities
to more fully develop information referred to in the report, which included updating the June 2018
Measurement Date to a more current measurement date, in consideration of the possibility that
amounts may have materially changed between these dates. The changes to balances as of the new
measurement dates, as well as additional procedures to reconcile balances and categorize
restrictions, are addressed below. As the procedures for this analysis are also ongoing, the
Oversight Board will continue to update the analysis on a periodic basis.

2. Ongoing Analysis of Bank Accounts

Following the release of the Independent Forensic Analysis Team’s report, the Oversight
Board continued to perform analyses of the cash accounts of the Commonwealth and its
istrumentalities on a rolling basis, most recently as of March 31, 2021 (the “March 2021
Measurement Date”).

As described below, the Oversight Board’s ongoing analyses included the collection,
processing, and review of over 9,000 documents provided by financial institutions, agencies, and
other government entities. Collection of documents for all accounts include account statements
(including bank statements, brokerage statements, certificates of deposit or balance confirmation
letter depending on type of account and availability of information), restriction information
(including contracts, and federal and local legislation) and signatory information. Other
information requested includes agency information, structure documentation, and grant
information. The analysis — conducted in English or Spanish via email, phone, in-person meetings,
and through accounting and legal review — involved over 2,800 potential bank accounts across
more than 140 governmental entities to identify the relevant bank account population for the
Commonwealth and its instrumentalities.

a) Summary of Procedures Performed

The Oversight Board focused on, among other things, (i) confirming the population of bank
accounts and establishing their balances, most recently as of the March 2021 Measurement Date,
and (i) assessing, based on available information for the legal analysis, the amount of any
restricted funds within those accounts.

The Oversight Board leveraged and enhanced the procedures noted in the IFAT report to
rollforward the balances to the March 2021 Measurement Date. Specifically, in addition to
obtaining balance information for a set population of accounts through requests to the
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governmental entities, the Oversight Board’s procedures included obtaining credentials for access
to online account platforms for each entity for a majority of the bank account balances. The online
account access allows for the rolling forward of balances and identification of the population of
accounts at each financial institution for each governmental entity. Requests for financial
information were also sent to governmental entities and financial institutions in cases where online
access was not available. Further procedures were performed to align financial mstitution data
with information provided by governmental entities to reconcile differences.

Concurrently, the Oversight Board requested documentation regarding any governmental
entity’s restriction classification. Further procedures were performed to continuously support the
governmental entities in providing the documentation for legal due diligence review. The vast
majority (99%) of the value of the account balances was concentrated in 75 of the 553 accounts at
the Commonwealth, ERS, and PBA. The Oversight Board’s legal advisors performed legal due
diligence of these accounts with balances in excess of $6.9 million to obtain over 95% coverage
of the total cash held as of the March 2021 Measurement Date. The remaining 478 accounts
contained $235.8 million and equated to 1% of the total cash balance as of the March 2021
Measurement Date. The individual balances of the 478 accounts were all below the $6.9 million
threshold and outside of the review threshold for legal due diligence.

The Oversight Board’s procedures focused on governmental entities comprising the
Central Government (comprised of executive, legislative, and judicial branch agencies), ERS, and
PBA.

(i) Identifying the Population of Bank Accounts and Establishing Their
Balances:

The Oversight Board sent letters in both English and Spanish requesting account balances
as of the March 2021 Measurement Date to Financial Institutions (“FIs”) for the Debtors’ accounts.
The letters were sent in conjunction with a list of known accounts held by each governmental entity
at the respective FI and requested that the FIs submit the following to the Oversight Board:

. bank or brokerage statements for any cash and/or investment balances for accounts
held by the FI relating to the applicable Debtor, or online access for the Oversight
Board to obtain the relevant data for each account;

. a list of signatories with authority over each account;

. information pertaining to any known liens, encumbrances, or third-party claims;
and

. details for any additional accounts held by a governmental entity that were not

included within the mnitial list of accounts provided.

Simultaneously, letters were sent in conjunction with a list of known accounts to
governmental entities in both English and Spanish requesting the following information:
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. bank or brokerage statements for any cash and/or investment balances for accounts
held by the respective Debtor, or a completed consent form granting online access
to obtain the relevant data for each account from a FI;

° status of each account(s), such as open, closed, suspended, etc.;
. a list of signatories with authority over each account;
. details for any accounts related to the governmental entity that were not included

within the list of accounts sent to the governmental entity; and

° whether the funds in each account were categorized as restricted, unrestricted, or
pooled (as further discussed below).!54

(ii) Determining Whether Accounts and Balances Include Legally
Restricted Funds:

As noted, requests sent to governmental entities included information pertaining to account
classifications. To help guide them, the agencies were provided with descriptions for various
restricted and unrestricted account designations. If viewed asrestricted by the governmental entity,
the governmental entity was requested to select the applicable category of restriction and send
supporting documentation for the restriction, including information about the sources and uses of
funds. If viewed as unrestricted by the governmental entity, the governmental entity was requested
to provide the sources and uses of funds for the account(s).

A thorough examination of the documents provided was performed by the legal team to
mvestigate and assess the conclusions on the asserted legal restrictions, which included:

o reviewing documentation gathered as part of the IFAT report;

o reviewing over 1,800 newly obtained documents from governmental entities
regarding account classifications; and

. working alongside other parties, such as the Puerto Rico Department of Treasury
and AAFAF, to obtain and review the documentation required to make preliminary
assessments regarding the legal restriction classifications of government bank
accounts.

The accounts were then classified in the following categories (the preliminary designation
for each account above the review threshold of $6.9 million is provided in Exhibit L):

e Unreviewed Accounts: Accounts with a balance below the legal due diligence review
threshold of $6.9 million as of the March 2021 Measurement Date. Also includes
accounts with confirmation of balances as of the March 2021 Measurement Date
pending at the time of the preparation and filing of the Disclosure Statement. Accounts

134 Pooled accounts may containboth restricted and unrestricted funds.

140



Case:17-03283-LTS Doc#:17192 Filed:06/29/21 Entered:06/29/21 18:11:22 Desc: Main
Document Page 155 of 600

with balances below the legal due diligence review threshold or with unconfirmed
balances have been  designated as  “Unreviewed” i Exhibit L.

e Restricted Accounts:

The current classification of Restricted Accounts is based on account review and legal
analyses. In the course of the development of the legal restriction analysis, certain restriction
categorizations covered cash intended to be used for certain purposes, such as emergency funds,
even if the cash were legally available to general creditors. The Oversight Board has since
undertaken to limit restriction categorizations to (a) Federal Funds/Law, (b) Third Party Funds, (c)
Court Order, and (d) Tax-Exempt Bond Proceeds. These categorizations are subject to change if
new information warranting a change is received.

e Federal Funds/Law: Funds received from the federal government or restricted
by federal law or regulation for specific uses (e.g., Medicaid funds, low income
housing project support funds from the U.S. Department of Housing and Urban
Development). Such cash could be recouped or set off by the federal
government if not used as designated.

e Third Party Funds: Funds belonging to and held on behalf of third parties
(e.g., child support payments held in accounts under the custody of the Child
Support Administration).

e Court Order: Funds restricted pursuant to a court order.

e Tax-exempt Bond Proceeds: Bond proceeds with restricted use and
limitations under the Internal Revenue Code.

e Accounts Asserted to be Restricted: Funds that are subject to active litigation
regarding the restriction of funds (e.g., accounts at ERS subject to the determination of
the scope of the ERS bondholders’ security interest).

e Inconclusive: Accounts for which the legal team thus far has insufficient information
to determine whether the funds are legally restricted.

e Unrestricted Accounts: Accounts with funds that do not have legal restrictions.
Unrestricted funds can be used to pay expenses pursuant to the certified fiscal plan and
budget, and to pay creditors.

b) Summary of Preliminary Findings !

While the Oversight Board’s analysis is ongoing, the prelimmary results show the Debtors
maintain approximately $16.8 billion in balances as of the March 2021 Measurement Date across

155 The information included herein is a status update as of the date of this Disclosure Statement and should be
considered preliminary and subject to material change. Amounts included throughout this Disclosure Statement
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534 accounts held at various FIs. An additional 19 accounts (for a total of 553 accounts) are
pending supporting balance documentation from FIs and are currently under review. The list of
such accounts and the respective governmental entities is attached as Exhibit L, and a summary is
set forth below:

No. of

03/31/2021

Category Accts, Balance Unreviewed Restricted Inconclusive Unrestricted '
CW — Agencies 491 $4,920,411,052 $ 212,696,328 $3,227,207,914 $362,891,774 $1,117,615,036
CW -TSA 6 10,567,397,274 76,000,000 10,491,397,274
CW - Subtotal 497 15,487,808,326 212,696,328 3,303,207,914 362,891,774 11,609,012,310
ERS Total 22 1,232,787,639 3,177,056 849,003,197 380,607,386
PBA Total 34 125,249,351 19,914,925 8,795,782 29,944,842 66,593,802
Total 553 | $ 16,845,845,316 $ 235,788,309 $4,161,006,893 $392,836,616 $ 12,056,213,497

Legal due diligence review for restriction classification was performed for $16.6 billion
out of the $16.8 billion in balances for the March 2021 Measurement Date. The remaining
accounts totaling approximately $235.8 million were not reviewed for restriction designations as
the balances for those accounts were below the review threshold of $6.9 million as of the March
2021 Measurement Date and have been classified as unreviewed. Legal due diligence is
continuing; however, out of the $16.6 billion account balances analyzed, approximately $4.1
billion were classified as restricted, and $12.1 billion were classified as unrestricted (some of

with respectto the Debtors’ cash accounts are subject to modification based on the receipt ofadditional information
and review by legal counsel.

136 Certain funds in the Commonwealth accounts, including the TSA, and ERS accounts, are subject to litigation in
which certain parties assert such funds are restricted, as noted in Exhibit L. These include the (i) litigation, where
asettlementhas beenreached, subjectto confirmation ofthe JointPlan of Adjustmentofthe Commonwealth, ERS,
and PBA, with ERS bondholders regarding the scope of ERS bondholders’ security interest (Adv. Proc. Nos. 19-
00366-LTS and 19-00367-LTS), and (ii) litigation involving certain monoline insurers, among others, regarding
alleged security interests and other claims against certainrevenues that were historically conditionally appropriated
to HTA, CCDA, and PRIFA. The monoline insurers,among others, assert security interests and other claims (i)
againstat least$1.397 billion in Commonwealth accounts which they contend should pay HT A bonds, (ii) against
any hoteloccupancy taxrevenues allegedly unlawfully transferred to the Commonwealth rather than to payment
of CCDA bonds, and (iii) againstat least the first $117 million ofrum taxes received by the Commonwealth each
fiscalyear which they contend should pay PRIFA bonds. See, e.g., Financial Oversight and Management Board
Jor Puerto Ricov. Assurance Corp., et al., Adv. Proc. No. 20-00004; Financial Oversightand Management Board
Jor Puerto Rico v. Ambac Assurance Corp., et al., Adv. Proc. No. 20-00005, Financial Oversight and Management
Board for Puerto Rico, et al. v. Ambac Assurance Corp., et al., Adv. Proc. No. 20-00007; Motion of Assured
Guaranty Corp., Assured Guaranty Municipal Corp.. Ambac Assurance Corporation, National Public Finance
Guarantee Corporation, and Financial Guaranty Insurance Company for Relief from the Automatic Stay, or, in
the Alternative, Adequate Protection [ECF No. 10102]; Ambac Assurance Corporation, Financial Guaranty
Insurance Company, Assured Guaranty Corp., Assured Guaranty Municipal Corp., and the Bank of New York
Mellon’s Motion Concerning Application ofthe Automatic Stay to the Revenues Securing the CCDA Bonds [ECF
No. 10104]; Motion for Leave to Amend Motion of Ambac Assurance Corporation, Assured guaranty Corp,
Assured Guaranty Municipal Corp., and Financial Guaranty Insurance Company Concerning Application of the
Automatic Stay to the Revenues Securing PRIFA Rum Tax Bonds [ECF No. 10109], amending Ambac Assurance
Corporation’s Motion and Memorandum of Law in Supportofits Mo tion Concerning Application of the Automatic
Stay to the Revenues Securing PRIFA Rum Tax Bonds [ECF No. 7176].
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which may be restricted if certain parties are successful in litigation regarding their asserted
security interests). An additional $392.8 million in account balances were categorized as
inconclusive until further documentation becomes available and the legal analysis can be
performed.

(i) The Commonwealth:

The Commonwealth consists of 89 governmental entities with 497 bank accounts across
multiple FIs. Currently, 480 bank accounts totaling approximately $15.5 billion as of the March
2021 Measurement Date have been confirmed through information directly from FIs. An
additional 17 accounts were identified that are pending supporting information to complete the
analysis on balances. Furthermore, several governmental entities do not maintain bank accounts;
rather, their financial activities are managed by other governmental entities. For example, the
Department of Treasury manages funds on behalf of 38 governmental entities that do not mantain
their own bank accounts.

Six accounts managed by the Department of Treasury, commonly referred to as the TSA
accounts, total approximately $10.6 billion of the Commonwealth’s approximately $15.5 billion
as of the March 2021 Measurement Date. The Commonwealth’s TSA accounts receive funds from,
for example, sources such as tax collections and federal transfers and disburse funds to, for
example, payroll and operational costs.

As of the March 2021 Measurement Date, approximately 99% of the confirmed balances
in Commonwealth accounts (including TSA accounts) totaling approximately $15.5 billion were
reviewed by the legal due diligence team. Of the approximately $15.3 billion reviewed,
approximately $3.3 billion funds were assessed as legally restricted based on currently available
information and legal analysis, the majority of which are assessed as restricted by Federal
Funds/Law. The majority of the remaining $12.0 billion funds for Commonwealth entities,
including the TSA accounts, were assessedas unrestricted although some accounts may ultimately
be restricted if certain parties are successful in litigation regarding their asserted security interests.
Of this $11.6 billion in unrestricted funds, approximately $10.5 billion are attributable to the
TSA7 and $1.1 billion are attributable to other Commonwealth entities. The preliminary legal
restriction of the remaining $0.4 billion is inconclusive. Accounts with balances totaling $212.7
million, representing 1% of this population, are unreviewed for legal restriction classification as
the individual balances of these accounts are under the $6.9 million due diligence review threshold.

(i)  ERS:

As of the March 2021 Measurement Date, ERS maintains 22 bank accounts across multiple
FIs. Of those 22 accounts, 20 bank accounts totaling approximately $1.2 billion, have been
confirmed through information directly from the FIs. An additional two accounts were identified
that are pending supporting information to complete the analysis on balances.

157 The Oversight Board believes most of the funds in the TSA are generally unrestricted except for Federal Funds
remaining in pooled TSA accounts (approximating $76 million as of the March 2021 Measurement Date) and
certain funds asserted to be restricted, as noted in fn. Error! Bookmark not defined..
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As of the March 2021 Measurement Date, legal due diligence has been performed on over
99% of the confirmed balances in ERS accounts totaling $1.2 billion. Of the approximately $1.2
billion analyzed, $0.8 billion were assessed as legally restricted, Third Party Funds based on
currently available information and legal analyses. The remaining $0.4 billion were assessed as
unrestricted, subject to litigation with ERS bondholders regarding the scope of their asserted
security interest based on currently available information. Accounts with balances totaling $3.2
million, representing less than 1% of this population, are unreviewed for legal restriction
classification as the individual balances of these accounts are under the $6.9 million due diligence
review threshold.

(iii)  PBA:

As of the March 2021 Measurement Date, PBA maintains 34 bank accounts across multiple
FIs. The balances of those 34 accounts, totaling approximately $0.1 billion, have been confirmed
through information directly from the Fls.

Legal due diligence has been performed on approximately 84% of the confirmed balances
in PBA accounts totaling approximately $105.3 million as of the March 2021 Measurement Date.
Of this $105.3 million in balances, $8.8 million were assessed as legally restricted and $66.6
million were assessed as unrestricted, based on currently available information. The remaining
$49.8 million funds relate to $29.9 million that is inconclusive and $19.9 million that is currently
unreviewed for legal restriction classification asthe individual balances of these accounts are under
the $6.9 million due diligence review threshold.

C) Updates to Information Referenced in the IFAT Report

The following provides a summary highlighting the areas of progress made since the IFAT
analysis as of June 30, 2018 to the March 2021 Measurement Date:

o Since the June 2018 Measurement Date, 112 new accounts totaling approximately
$6.9 billion were identified and supported by financial documents. These new
accounts were identified based on information provided by governmental entities
and FIs. Five additional accounts were identified and are currently pending support
from FIs, resulting in a total of 117 new accounts (~18% increase) added to the
previously identified population.

° Since the June 2018 Measurement Date, 225 accounts were removed from the
reported population due to closed accounts, duplicate accounts, or non-existent
accounts confirmed by FIs or governmental entities. Of these accounts, 33 were
deemed as duplicate and 36 as non-existent, totaling approximately $167.5 million
and $17.0 million (a total of $184.5 million) as of June 30, 2018, respectively.

d) Continuation of Tasks and Activities Referenced in the IFAT Report

The IFAT Report suggested nine additional tasks and activities to more fully develop the
information. The Oversight Board has adopted the suggestions and continued procedures to
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enhance the information subsequent to the release of the IFAT Report. Accordingly, the following
provides an update on the nine suggestions:

o The Oversight Board continued and updated its procedures to review and update
account balances and legal restriction classifications, most recently as of the March
2021 Measurement Date.

. The Oversight Board updated its procedures to review accounts for legal restriction
classifications across the population of accounts of Debtors currently in a Title III
case that would result in a review of more than 95% of combined total account
balances.

o The procedures to review and update account balances and legal restriction
classifications included gathering additional documents for all governmental
entities, which were used to update and enhance financial and legal due diligence
procedures. Specifically, governmental entities and FIs were contacted regarding
accounts and were asked to provide further information regarding closed or
suspended accounts, as well as potential duplicate, non-existent, or new accounts.
Follow-up calls and meetings were scheduled to clarify and ask questions about the
information provided.

. Additional analytical procedures were performed for the review of legal restriction
classifications, including obtaining governmental entities’ descriptions of the
various legal restriction categories for account designation and reviewing sources
and uses of funds for accounts.

o Updated procedures were applied to obtain appropriate supporting documentation
from governmental entities to inform the legal team’s assessment of account
designations.

. Updated procedures were applied to identify federal funds within the account

balances and were applied to all governmental entities. The procedures included
obtaining information from the Puerto Rico Department of Treasury, AAFAF, and
other agencies.

o Discrepancies noted in the IFAT Report between agencies and FIs were reconciled
through additional procedures, such as obtaining direct confirmation from FIs and
clarifying current status of a bank account. Similarly, discrepancies noted between
the IFAT Report and AAFAF were reconciled through additional procedures, such
as identifying out-of-scope exclusions and timing differences. Currently, the
unreconciled differences are less than 5% of the total balance as of the March 2021
Measurement Date.
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e) Status of Review

Approximately 93% of governmental entities provided a response to requests for
information relating to account balances and restriction classifications. Governmental entities also
provided online bank account access via the FIs for $15.1 billion held in 269 out of 553 bank
accounts (approximately 49% of accounts and 90% of balances in the total population). Online
bank account access to an additional $1.0 billion at 23 out of 553 bank accounts (approximately
4% of the total population) is expected to be provided by the agencies via the FIs. However, bank
account statements for the remaining $0.7 billion held in 261 out of 553 bank accounts
(approximately 47% of the total population) are expected to be obtained directly from the FIs and
governmental entities.

The balances reported above as of the March 2021 Measurement Date for the
Commonwealth, ERS, and PBA, have been substantively reconciled to the AAFAF Bank Account
Balances Report as of March 31, 2021 (“AAFAF Report”).!3® Currently, the unreconciled
differences are less than 5% of the total March 31, 2021, balance and are attributable to: (i) the
AAFAF Report including balances for certain entities, such as public corporations; (ii) the AAFAF
Report excluding balances for certain entities, such as legislative and judicial branch agencies; (iii)
the AAFAF Report excluding certain investment accounts for certain entities; and (iv) timing
differences in the availability of information.

The list of the Debtors’ bank accounts, balances as of the March 2021 Measurement Date,
and preliminary legal restriction categorizations is attached hereto as Exhibit .. The information
presented in Exhibit L includes accounts where balances have been confirmed with FI information
as of the March 2021 Measurement Date; follow-up is ongoing to obtain FI information for
additional identified accounts.!>® The Oversight Board and its advisors are continuing to analyze
the legal restriction assessments for the accounts, and any determinations provided in Exhibit L
are preliminary and in all respects subject to change based on new and additional information as it
becomes available. The Oversight Board will update this Disclosure Statement to a new
measurement date as warranted until it is approved by the Court.

F. Commonwealth’s Liquidity and Minimum Cash Needs Analysis

The Commonwealth experienced severe cash shortfalls in the past leading to liquidity
crises. The Commonwealth does not maintain a formal policy requiring a minimum unrestricted
fund balance or a minimum cash balance to fund government operations. Rather, the government
historically addressed these shortfalls through a variety of unsustainable liquidity measures,
including: short-term borrowings (tax revenue anticipation notes), delaying the payment of third-
party payables or amounts due to public corporations, deferring the disbursement of certain
budgetary assignments, triggering, pursuant to Article VI, Section 8 of the Commonwealth

158 Summary of Bank Account Balances for the Governmentof Puerto Rico and its Instrumentalities, Information as
of March 31,2021 published by the AAFAF on April 30, 2021.

159 The balances for the accounts for which further FI information is required are currently marked as “pending” in
Exhibit L.
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Constitution, the retention of certain revenues of the Commonwealth for the payment of debt
service on GO Bonds and delaying the payment of income tax refunds, among others.

In conformance with Government Finance Officers Association (“GFOA”) guidelines, it
is essential for the Commonwealth to establish and maintain an adequate level of unrestricted fund
and liquidity balance. This minimum cash balance will help ensure the government maintains a
prudent level of financial resourcesatall times to mitigate against current and future liquidity risks
(e.g., revenue shortfalls, timing differences and unanticipated expenditures) and to ensure stable
tax rates. This financial buffer can soften the need for severe spending cuts or tax increases when
the government needs to balance its budget. Because the unrestricted fund balance, coupled with
segregated cash reserves, is vital to managing unexpected changes and maintaining fiscal health,
its level is also tracked closely by rating agencies and used as a key metric for municipal bond
ratings.

The target for an unrestricted fund/liquidity balance is typically calculated as a percentage
of a government’s General Fund spending, although financial resources available in other funds
should also be considered in assessing the adequacy of unrestricted fund balance. This percentage
varies greatly between different jurisdictions based on a variety of risk enhancing or risk mitigating
factors. For example, governments that may be vulnerable to natural disasters, more dependent
on a volatile revenue source, or potentially subject to cuts in state aid and/or federal grants may
need to maintain a higher level of unrestricted fund balances.

L. General Fund Minimum Liquidity

In establishing the minimum unrestricted General Fund/liquidity balance needed in Puerto
Rico, the Oversight Board considered several risk factors, including: (i) the predictability of the
government’s General Fund revenues and the volatility of its General Fund expenditures (ie.,
higher levels of unrestricted General Fund balance may be needed if significant revenue sources
are subject to unpredictable fluctuations or if operating expenditures are highly volatile); (i) Puerto
Rico’s perceived exposure to significant one-time outlays (e.g., disasters, immediate capital needs,
budget cuts); (ii)) the potential drain upon General Fund resources from other funds, as well as,
the availability of resources in other funds; (iv) the potential impact on Puerto Rico’s future bond
ratings and the corresponding increased cost of borrowed funds; and (v) commitments and
assignments (i.e., the desire to maintain higher levels of unrestricted fund balance to compensate
for any portion of unrestricted fund balance already committed or appropriated by the government
for a specific purpose).

The Oversight Board also reviewed several third-party methodologies and approaches,
including those proposed by the GFOA, Pew Charitable Trusts, and the U.S. Treasury.
Additionally, the Oversight Board evaluated minimum cash balance protocols in other financially
distressed U.S. jurisdictions, such asthe City of Detroit. Each methodology is described below.

GFOA. Founded m 1906, GFOA is a professional association representing more than
20,000 state, provincial, and local government finance officers in the United States and Canada
deeply involved in planning, financing, and implementing thousands of governmental operations
in each of their jurisdictions. GFOA's mission is to advance excellence in public finance. To meet
the many needs of its members, the organization provides best practice guidance and offers
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publications on budgeting, internal controls, debt management, treasury management, and other
financial management topics.

The GFOA recommends that governments should maintain an unrestricted fund balance
that will protect taxpayers and employees from unexpected changes in financial condition. The
GFOA recommends that governments, ata minimum, should maintain unrestricted budgetary fund
balance in their General Fund of no less than two months of regular General Fund operating
revenues or regular General Fund operating expenditures. 160

Pew Charitable Trusts (“Pew”). Founded in 1948, Pew is an independent nonprofit
organization dedicated to improving public policy by conducting rigorous analysis, linking diverse
interests to pursue common cause and msisting on tangible results. The organization mamntains a
dedicated research team focused on state fiscal health that frequently publishes thought provoking
research and recommendations on state financial conditions, particularly on municipalities in
distress.

Pew’s research highlights that positive fund balances are needed to manage budgetary
uncertainty, including revenue forecasting errors, budget shortfalls during economic downturns,
and other unforeseen emergencies, such as natural disasters. The organization indicates this
financial cushion can soften the need for severe spending cuts or tax increases when states need to
balance their budgets. Building up a positive fund balance is a sign of fiscal recovery, but there is
no one-size-fits-all rule on when, how, and how much to save. States with a history of significant
economic or revenue volatility may desire larger cushions. Under Pew’s methodology, the optimal
unrestricted fund balance target depends on three factors: (i) the defined purpose of funds, (ii), the
volatility of a state’s tax revenue; and (iii) and the level of coverage that the state seeks to provide
for its budget.

Based on Pew’s research, the 50-state median fund balance for 2019 was 49.7 days of
General Fund expenditures. 16!

Community Disaster Loans (“CDLs”). In October 2017, shortly after hurricanes Irma and
Maria devastated Puerto Rico, Congress appropriated $4.7 billion in CDL funding to Puerto Rico,
subject to final negotiations between the Commonwealth and the U.S. Treasury. The CDL
Program provides operational funding to help local governments that have incurred a significant
loss in revenue, due to a major disaster, that has or will adversely affect their ability to provide
municipal services.

As part of the negotiation process, the U.S. Treasury and FEMA transmitted a cash balance
policy to Puerto Rico that would govern the Commonwealth’s ability toaccess CDL funding. This
cash balance policy, which was ratified by the U.S. Treasury and the Government in March 2018,
would permit the Commonwealth to access CDL funding if minimum operating cash balances in

10 GFOA, Fund Balance Guidelines for the General Fund, September2015.
161 Pew Charitable Trusts Budget Surpluses Are Helping Many States Boost Their Savings, March 2019.
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the Government’s TSA declined below certain levels, under which the Government could
potentially experience liquidity issues.

City of Detroit. The Oversight Board also evaluated miimum cash balance assumptions
used by the City of Detroit, given its recent chapter 9 bankruptcy case. As part of its restructuring
and 40-year projections in the City’s plan of adjustment, Detroit projected a minimum cashbalance
based on two months of payroll through Fiscal Year 2023 and a 5% of General Fund expenditures
cashreserve thereafter. These levels are still maintained annually to preserve fiscal discipline and
controls in the City.

2. Additional TSA Analysis of Minimum Liquidity

TSA Cash Flow Analysis for all funds. The Oversight Board also evaluated the projected
cash needs of the TSA, the Commonwealth’s primary operating account. The primary inflow for
the TSA is tax revenue which is subject to economic risk and carries a seasonality component.
The primary disbursements are payroll and pension related which are fixed in nature. In estimating
the minimum operating cash reserve, these considerations, along with sources of revenue, were
taken into account. The analysis reviewed and assessed the normalized Fiscal Year 2020 liquidity
plan cashyields by assuming various month lags in receipts. The months on hand lag assumptions
were determined based on criticality of the payment and funding source. For example, payroll
funded by state collections requires a two-month reserve versus NAP which is a federally funded
pass through that requires no reserve.

3. Other Liquidity Needs

Federal Grants, Subsidies. The Commonwealth is the beneficiary of numerous federal
programs, which provide funding for government services in the areas of education, health, public
safety and housing, among others. Most of the programs funded by federal government agencies
are reimbursement based, meaning that the Commonwealth will typically disburse the funds and
then seek reimbursement from the corresponding federal agency. Certain federal programs,
however, provide for advances of federal funds to Puerto Rico to be disbursed by the
Commonwealth at a later date. The TSA received $5.6 billion $9.3 billion and $7.5 billion in
federal funds in Fiscal Year 2018, Fiscal Year2019 and Fiscal Year 2020, respectively. Variances
in timing between federal funds receipts and disbursements contribute to the minimum liquidity
requirements of the government.

Income Tax Refunds. The Government collects income taxes from individuals and
corporations throughout the Fiscal Year. Typically, atthe end of the Fiscal Year, there is a certain
amount of claimed and processed income tax refunds that remain outstanding. For Fiscal Year
2020, the Commonwealth preliminarily reported General Fund collections of approximately
$9.289 billion in tax revenues (net of $684 million reserved for income tax refunds). The amount
of income tax refunds outstanding and payable as of the end of the Fiscal Year contributes to the
minimum liquidity requirements of the government.

Disaster Aid Revolving Fund. To advance funds in the form of one or more loans,
extensions of credit, or advances to central government agencies, public corporations and
municipalities as a bridge to receipt of funding under FEMA programs to allow permanent
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recovery projects funded by FEMA programs to commence sooner than otherwise possible to help
and expedite economic recovery. The Disaster Aid Revolving Fund will be used to advance the
Federal Share of funds reimbursable for permanent work projects which are fully obligated under
FEMA'’s public assistance program and HMGP projects for incurred damages as a result of
Hurricane Maria, Hurricane Irma, or the earthquakes declared in January 2020. Advances will be
replenished by FEMA-funded reimbursements, insurance proceeds, as well as other sources of
funds, including other funding covering the applicant cost share component. This liquidity would
allow recovery projects to start earlier than otherwise possible and proceed where the FEMA
funding reimbursement process is slower than expected. After submission of a completed
application, projects will be evaluated and prioritized under several criteria including: availability
of Disaster Aid Revolving Fund, alignment with the government’s recovery plan, public need,
benefit and exposure, and determinations made by the Reconstruction Council'®? based upon
recommendations provided by COR3 and AAFAF.

An mitial authorization for the facility was established by Act 139-2020. The law required
the establishment of program guidelines, which were reviewed and approved by the Oversight
Board. The guidelines include considerable risk mitigation elements around governance and
controls, non-payment remediation, project plan, budget, and ongoing reporting requirements.
Amendments to Act 139-2020 may be required to ensure its alignment with the Plan of
Adjustment.

PREPA/LUMA Transition Support. LUMA’s service commenced on June 1, 2021. The
transition was conditional on PREPA funding certain operating and capital reserve accounts to
ensure continuity of operations in the event of future cash flow problems (e.g., problems arising
from future natural disasters), but PREPA had insufficient cashto do so. Therefore, to ensure the
transfer of control over the power grid to LUMA on time, essential to transformation of the
electricity utility, PREPA required funding from the Commonwealth to fund PREPA’s reserve
accounts required under LUMA’s agreement. The Oversight Board amended the
Commonwealth’s budget for FY 2021 so the Commonwealth could provide this funding through
an appropriation to PREPA, rather than as a loan. Transfer of control over the grid to LUMA will
help ensure Puerto Rico has a viable, reliable, and resilient power utility and thus will help make
Puerto Rico more competitive and pro-growth, leading to a contribution of surplus of
approximately $12 billion over 30 years. If not funded by the Commonwealth, PREPA would
have needed to fund these reserves through alternate means, such as outside financing serviced by
a rate adjustment that would dramatically increase electricity rates in the short term (ie., the
expected period between now and when the reserves will need to be funded). The Commonwealth
provided PREPA approximately $750 million, while PREPA funded an additional $250 million
from cash on hand. These funds have been deposited in the required reserve accounts.

12" On January 8,2021, GovernorPedro R. Pierluisi Urrutia issued Executive Ordernumber OE-2021-011 creating
the Reconstruction Council, tasked with identifying and establishing a priority list of critical reconstruction
projects.
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4. Minimum Liquidity Recommendation

Minimum liquidity. After analyzing the recommended values ascribed by each approach
above, risk weighting Puerto Rico’s financial characteristics, considering all budgets (including
PayGo requirements), and evaluating the Commonwealth’s revenue volatility, consistent with the
GO/PBA PSA, the Oversight Board concluded the Government should maintain an unrestricted
liquidity balance of no less than $2.5 billion, although a higher balance could ultimately be needed.
In addition, a separate emergency reserve and CDBG-DR funding, as described below and as
included in the Certified Fiscal Plan, should be established as well.

Emergency Reserve. Inaddition to the minimum liquidity of $2.5 billion described above,
the Oversight Board concluded Puerto Rico must also set aside appropriations annually into an
emergency reserve. The purpose of the emergency reserve is different than that of the liquidity
balance. It is designed specifically to ensure the government has adequate funds available to
respond rapidly to emergency situations, such as natural disasters. According to the International
Monetary Fund, the Caribbean region’s already high vulnerability to natural disasters is likely to
be exacerbated as the frequency and severity of disasters increase from climate change effects.

Following International Monetary Fund guidance provided to other Caribbean islands, the
Oversight Board concluded this emergency reserve must eventually total $1.3 billion, or
approximately 2.0% of Fiscal Year 2018 GNP, by reserving $130 million per year for 10 years.
This would provide an adequate emergency reserve (2% to 4% of GNP). Unlike the fund balance,
restrictions placed on these funds must ensure that it is only used in case of an emergency. The
Commonwealth is not permitted to disburse any amount from the emergency reserve without
approval from the Oversight Board.

This emergency reserve account is currently maintamed at a private financial
mstitution. As of December 31, 2020, the reserve account held $301 million, which is lower than
the $390 million from the accumulation of budgeted reserves from Fiscal Years 2019 ($130
million), 2020 ($130 million) and 2021 ($130 million). The Oversight Board authorized the use
of up to $260 million of the cumulative 2019 and 2020 budgeted reserves for earthquake and
COVID-19 relief. The Fiscal Year 2021 Commonwealth budget includes up to $536 million
appropriation to replenish the emergency budget reserve used in 2017, 2018, 2019 and 2020,
although given the terms of the GO/PBA PSA it is expected that only the Fiscal Year 2019 and
2020 reserves will be replenished.

Following the seismic events in January 2020, the Oversight Board made $260 million
from the emergency fund available to the government through January 31, 2020. As a result of
the fiscal planning and prioritization embedded in the Certified Fiscal Plan and Certified Budgets,
the Government was able to access its own funds on a timely basis to help the people of Puerto
Rico, rather than be limited in its response in any way. Due to the urgency of the needs, t