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Disclaimer

The Financial Oversight and Management Board for Puerto Rico (the “FOMB,” or “Oversight Board”)
has formulated this Fiscal Plan (“Fiscal Plan”) based on, among other things, information obtained from
the Municipal Revenue Collection Center (“CRIM” for its Spanish acronym) and the Commonwealth of
Puerto Rico (the “Commonwealth,” or “Government,” or “Central Government”). No representations or
warranties, express or implied, are made by the Oversight Board with respect to such information.

This document does not constitute an audit conducted in accordance with generally accepted auditing
standards, an examination of internal controls or other attestation or review services in accordance with
standards established by the American Institute of Certified Public Accountants or any other
organization. Accordingly, the Oversight Board cannot express an opinion or any other form of assurance
on the financial statements or any financial or other information, or the internal controls of CRIM nor
the Government and the information contained herein.

This Fiscal Plan is not a Title III plan of adjustment. It does not specify classes of claims and treatments.
It neither discharges debts nor extinguishes liens. This Fiscal Plan is based on what the Oversight Board
believes is the best information currently available to it. To the extent the Oversight Board becomes
aware of additional information after it certifies this Fiscal Plan that the Oversight Board determines
warrants a revision of this Plan, the Oversight Board will so revise it.

For the avoidance of doubt, the Oversight Board does not consider and has not considered anything in
the Fiscal Plan as a “recommendation” pursuant to PROMESA Section 205(a). Nevertheless, to the
extent that anything in the Fiscal Plan is ever deemed a “recommendation” pursuant to Section 205(a),
the Oversight Board hereby adopts it as appropriate in the Fiscal Plan pursuant to PROMESA Section
201(b)(1)(K).

Any statements and assumptions in this document, whether forward-looking or historical, are not
guarantees of future performance and involve certain risks, uncertainties, estimates, and other
assumptions made in this document. The economic and financial condition of the Government and its
instrumentalities is affected by various legal, financial, social, economic, environmental, governmental,
and political factors. These factors can be very complex, may vary from one fiscal year to the next, and
are frequently the result of actions taken or not taken, not only by the Government, but also by the
Oversight Board and other third-party entities such as the government of the United States. Because of
the uncertainty and unpredictability of these factors, their impact cannot be included in the assumptions
contained in this document.

Future events and actual results may differ materially from any estimates, projections, or statements
contained herein.

Nothing in this document should be considered as an express or implied warranty of facts or future
events; provided, however, that the Government is required to implement the measures in this 2023
Fiscal Plan and the Oversight Board reserves all its rights to compel compliance. Nothing in this
document shall be considered a solicitation, recommendation, or advice to any person to participate,
pursue or support a course of action or transaction, to purchase or sell any security, or to make any
investment decision.

By receiving this document, the recipient is deemed to have acknowledged the terms of these limitations.
This document may contain capitalized terms that are not defined herein or may contain terms that are
discussed in other documents or that are commonly understood. You should make no assumptions about
the meaning of capitalized terms that are not defined, and you should refer questions to the Oversight
Board at comments@oversightboard.pr.gov should clarification be required.
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Introduction

The Municipal Revenue Collection Center (“CRIM” for its Spanish acronym, or “Agency”), plays
a vital role in supporting Puerto Rico’s 78 municipalities in their economic and social development
by ensuring an efficient process for collecting and distributing real and personal property taxes.

Achieving fiscal responsibility and market access for the Commonwealth and its instrumentalities
means more than restructuring and repaying debt. It means generating sufficient revenue to meet
the Island’s spending needs while also providing for a sustainable economy, restoring economic
and growth opportunities and creating a path to prosperity for the 3.2 million residents of Puerto
Rico.

This Fiscal Plan for the period covering Fiscal Year (“FY”) 2024 through FY2028 (“this Fiscal
Plan” or the “2023 CRIM Fiscal Plan”) is an update and a continuation of the requirements set
forth in the CRIM Fiscal Plans certified by the Oversight Board on May 20, 2022 (the “2022 CRIM
Fiscal Plan”), April 23, 2021 (the “2021 CRIM Fiscal Plan”) and on June 26, 2020 (the “2020
CRIM Fiscal Plan”).

In accordance with the Puerto Rico Oversight, Management, and Economic Stability Act
(“PROMESA”), this Fiscal Plan projects a baseline forecast of the sources and uses of funds for
the next five (5) fiscal years based on historical trends and discussions with CRIM management.

This Fiscal Plan outlines a series of measures similar to prior Fiscal Plans that establish actionable
initiatives and measurable milestones of CRIM’s collaborative efforts to enhance property tax
collections through operational improvements, enhanced and integrated IT systems, and improved
tax compliance, in an effort to ensure all property owners pay their fair share of taxes.

CRIM has made progress in these areas and many improvements are underway. Continued
improvement of these initiatives is of paramount importance to ensure Puerto Rico has a strong
and stable foundation that supports future growth.

Improving property tax collections is a vital step towards achieving fiscal responsibility and will
only strengthen local municipal economies and help to facilitate future economic development.

Real Property Tax Projections

Puerto Rico’s real property tax base is relatively stable, growing by approximately 1% annually.
Current-year collection rates have been improving, reaching an estimated 70% in FY2023, up from
a low of 65% in FY2020. Despite this improvement, collection rates are still well below those of
other US jurisdictions. CRIM is currently targeting a five-year improvement in collection rates of
8.4%, which is benchmarked against the improvement seen in certain US cities that have recently
experienced fiscal distress (see Exhibits 41 and 42 in Chapter 12). Achieving this target would
increase the collection rate to approximately 77%, which would translate to approximately $70
million in annual incremental property tax collections.

Conversely, as illustrated in Exhibit 1 below, prior-year real property tax collections have
experienced far more volatility. In FY2022 CRIM implemented the Tax Relief Program, which
incentivized taxpayers to pay outstanding past-due amounts by offering discounted payments and
elimination of interest and fees. Accordingly, past-due property tax collections were materially
higher in FY2022 versus prior years. While this program was one-time in nature, CRIM plans to
launch a new Default Management Office (“DMO”) in FY2024, which will help to increase the



collection of past-due debts. See Chapter 2, section 2.3 for additional details regarding default
management enhancements.

CRIM has historically projected real property tax revenues on a cash basis using a three-year
average of collections for both current and prior year collections. FOMB has raised the need to be
more forward looking and utilize more robust forecast methodologies based on growth trends, new
construction, and progress on measures. By forecasting based only on backward looking results,
there is potential for distortions in the overall revenue trends at the individual municipal levels.
While the three-year average methodology has proven relatively accurate at the $1.14 billion
aggregate level, it typically has higher volatility at the individual municipality level.

In future years, CRIM should consider alternate projection methodologies to provide multiple
perspectives of municipal real property tax revenues and collections. Such methodology should
take into consideration projected growth in the tax base along with changes in the balance of the
past-due property tax A/R portfolio, which can ultimately be used to project both current year and
prior year tax collections.

Exhibit 1: Real Property Tax Trends

(Dollars in millions)
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Personal Property Tax Projections

Personal property taxes also exhibit relatively stable trends, growing at an average of less than 2%
annually over the past several years. As such taxes are self-assessed by taxpayers, the typical
collection rate is over 90%, as illustrated below in Exhibit 2.

The inventory tax is a large component of personal property taxes, representing approximately
53% ($237M) of the total billable personal property taxes in FY2022. While the desire for
inventory tax reform exists and several reform attempts have been proposed, the ability to identify
an offsetting revenue source will severely impact certain municipalities more than others. For
example, Yabucoa, Carolina, and Catafio generate collections from inventory tax of approximately
92%, 79%, and 73%, respectively of the total billable personal property taxes.

There has been significant pressure from local business groups to repeal this tax, resulting in
preliminary reform proposals. As part of the Fiscal Plan measure on structural tax reform, CRIM
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must continue to analyze and actively seek to engage with the municipalities in these discussions
to reach consensus regarding any inventory and comprehensive property tax reforms.

CRIM also uses a similar methodology to project personal property tax revenues by using a three-
year average of cash collections. Similar to real property, this backward-looking methodology may
not fully capture the factors driving changes in personal property tax collections. In future years,
CRIM should consider alternate projection methodologies to estimate and compare personal
property tax revenues by assessing external economic factors, such as inflation, job growth, and
construction at the municipal level.

Exhibit 2: Personal Property Tax Trends

(Dollars in millions)
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Property Tax Compliance Measures

The prior CRIM Fiscal Plans have outlined several ongoing initiatives to improve the accuracy of
the tax registry and property records. This includes updating the tax rolls to include missing
properties and accurately reflecting taxable values and updating ownership status of properties.
These measures will allow CRIM to better capture unrealized property tax revenues by increasing
tax compliance and improving overall collection rates.

Updating the Property Tax Registry

CRIM completed a Planimetric Project in 2016 to digitally map all properties in Puerto Rico in
order to update the Digital Cadaster registry. Updated property information was extracted to
identify new construction and home improvements, including identification of newly added
structures on vacant land, added swimming pools, and property expansions. The initial targets
outlined in the 2020 Fiscal Plan estimated a 4-year process to clear the backlog, validate virtual
appraisals, and send out updated tax invoices. Once fully completed, CRIM estimated
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approximately $298 million of incremental tax collections, later revised upward to $331 million
in subsequent Fiscal Plans.

However, delays from system issues and data validation requirements have led to multiple
extensions of milestones in previous Fiscal Plans. After further due diligence, CRIM has provided
a reassessed projection of collections from measures. This Fiscal Plan makes a downward revision
of 13% to the estimated incremental collections to be realized by CRIM over the 5-year
implementation period. The revised projected annual run-rate is now $291 million by FY2026. As
of February 2023, CRIM has reported year-to-date incremental collections of $6.3 million on
incremental invoices totaling $79.9 million. A variety of factors have contributed to low collection
rates for incremental billings, including taxpayer disputes. Additionally, these numbers only reflect
the progress of two measures' due to a lack of data.

Improving Tax Compliance

As part of enhancing tax compliance and preventing additional tax balances from becoming past
due, CRIM has established a new DMO to continue the self-collection of past-due property taxes.
Historical challenges with enforcement of liens and foreclosures have hindered tax compliance.

The DMO will ensure that CRIM achieves an efficient process for the collection of past-due
property taxes, while also addressing current tax invoices which are at risk of becoming past due.
It will focus on proactive collection efforts and when all else fails, execute foreclosure processes.
Related to the DMO, CRIM plans to review and revise current regulations related to foreclosures
and collection rates. This will help to streamline processes for taxpayers to document financial
hardship and delegate authority to CRIM to conduct certain collection efforts, among other goals.

Tax Relief Program

CRIM implemented the Tax Relief Program during FY2022 to self-collect the portfolio of past-
due real property taxes. Under the program, taxpayers were offered the opportunity to pay past-
due principal amounts at a discounted rate, while also having interest, surcharges, and penalties
waived.

The program was highly successful, with CRIM collecting $217 million upon the program’s
completion. These collections were subsequently used to help repay municipal debt obligations
with GDB-DRA and accelerate the debt repayment at a discount of 32%. The new DMO is
expected to offset the need for any future tax relief programs.

Structural Tax Reform

Property tax reform is a critical requirement for Puerto Rico to modernize its economy and enhance
municipal revenues by better aligning the tax base to municipal budget needs, thereby promoting
fiscal responsibility throughout the island.

CRIM has been working towards a number of initiatives related to property tax reform as part of
measures in prior Fiscal Plans, including proposals on inventory tax reform, conversion of real
property to market valuation, and an assessment of exemptions and exonerations creating inequity
in the tax base. CRIM participates in the Governor’s Tax Advisory Group designed to simplify
and improve the tax system in Puerto Rico. CRIM is expected to play a critical role and actively
engage on behalf of the municipalities in any further discussions, analysis, or reform proposals.

! Includes properties new to the tax rolls and home improvements new to the tax rolls.
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Real Property Assessments

In Puerto Rico, real property valuations for tax assessments are based on the property’s
replacement cost value as if it were constructed in 1957, which was the last time a valuation
assessment was performed on real property on the island. This valuation methodology is measured
in “Unitarios®.” In FY2023, CRIM commissioned a study to consider updating the valuation
methodology for real property.

Despite commissioning this study, CRIM believes the implementation of a market informed or
“true market value” approach may not currently be viable due to limited available data on market
values and the current political environment, whereby a potential increase in tax rates for citizens
would not likely be supported.

Exemptions and Exonerations

Puerto Rico offers considerably more tax breaks than other U.S. jurisdictions. In FY22, nearly
60% of real property, as measured by value, was either exempted or exonerated from taxes,
substantially reducing municipalities’ tax bases. Pursuant to the 2022 CRIM Fiscal Plan, CRIM
conducted a comprehensive review of current property tax exemptions and exonerations.
Following discussions with the Oversight Board, CRIM is required to submit a formalized report
of observations and conclusions from the completed analysis of exemptions and exonerations and
present such report to the CRIM Executive Director and Governing Board by June 30, 2023.

Inventory Tax Reform

Over the past several years there has been significant pressure from the Governor, the Legislature,
and commercial stakeholders to repeal the Inventory Tax. Throughout FY2023, CRIM actively
participated in discussions with these stakeholders regarding potential reforms. While certain
proposals have been discussed and presented, CRIM believes from recent discussions that these
proposals will not be passed due to implementation concerns. CRIM will continue to analyze and
actively seek to represent the municipalities in these discussions, including serving as a central
source of data.

Municipal Debt Reprofiling

CRIM collects the Special Additional Tax (“CAE Tax”) on behalf of the municipalities. Pursuant
to Article 7.284 of the Municipal Code, CAE tax collections are required to be used to pay CAE
Loans. To the extent a municipality’s CAE funds exceed the amount needed to cover annual CAE
debt service, such excess amounts are disbursed to the municipality, after the payment of any other
statutory debts. Such excess is generally referred to as “Excess CAE.”

Pursuant to the certified 2023 Commonwealth Fiscal Plan, the municipalities must work with
AAFAF to complete an assessment of debt reprofiling opportunities. The reprofiling of
outstanding municipal debt could yield significant benefits to the municipalities, including debt
service savings which can be used to increase funding for core services to citizens. For CAE loans
in particular, the municipalities would ultimately have higher Excess CAE amounts disbursed to
them.

2 Real property valuation units for tax assessments that are based on the property’s replacement cost value as if it
were constructed in 1957.
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While there is no direct mandate for CRIM to participate in this debt reprofiling process, given its
primary role is to serve as a paying agent for the municipalities, it must also support the
municipalities in their key strategic initiatives, such as debt reprofiling and tax reform.

Operational & Technology Efficiencies

CRIM has embarked on an operational transformation to improve its workforce and modernize its
technology platforms. It aims to address challenges with appraisal and collection staff while also
replacing outdated and inefficient applications and hardware to drive a more data driven culture.
These operational and technology-focused initiatives continue to serve as the foundation for CRIM
to implement strategies to increase tax revenue collections.

Organizational Development and Human Capital

After struggling to maintain adequate personnel to sufficiently carry out appraisals and collections,
CRIM evaluated its human capital and organizational structure. Similar to civil service reform
efforts at the Commonwealth, CRIM conducted a staffing and salary benchmark analysis to assess
its workforce and develop optimal staffing levels. As part of this continued Fiscal Plan measure,
CRIM expects to deliver its recommendation to the CRIM Governing Board by October 30, 2023.

CRIM 360 (Customer Portal)

CRIM implemented CRIM 360 during FY2022 and FY2023 to replace their outdated billing
system with a new ERP system and web-based customer portal. CRIM 360 helped to integrate
disparate systems and portals used by the agency in an effort to improve operational efficiencies
and enhance system access.

The CRIM 360 system faced challenges during FY2022 and FY2023. After meeting with the
College of Certified Public Accountants, CRIM agreed to make changes to the CRIM 360 system
to address concerns and improve usability. Additionally, CRIM issued two Administrative Orders
that delayed deadlines to file tax returns and submit estimated tax installments while the system
was being remedied and updated.

In December 2022, CRIM created an educational campaign to raise awareness of the CRIM 360
system, which included providing trainings for taxpayers, broadcasting radio segments, posting
Q&A videos, publishing newspaper advertisements, and participating in a radio program interview
with the CRIM Executive Director. By educating the public on the new tax filing systems, CRIM
hopes the improved system will increase web-based activity and ultimately improve tax
collections.

SKALA Il (Virtual Appraisals)

Throughout FY2022, CRIM implemented the property appraisal system known as SKALA II This
system allows for digital, virtual appraisals, which are conducted by comparing a property's
location with CRIM’s database of geolocated data. This significantly reduces the amount of time
required to appraise a property.

Similarly, the validation of virtual appraisals and updates to the property tax registry has faced
significant challenges and pushbacks. After delays in processing the backlog due to uncovered
data issues and complaints by taxpayers of inaccuracies in assessments and billings, CRIM’s
internal audit team undertook a comprehensive assessment of issues identified. The results found
that approximately 56% of validations were incorrect.
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To help remedy this problem, CRIM has outlined a number of required operational improvements.
These improvements include creating a formal training manual for property appraisals and
validations, conducting formal appraiser trainings and revalidating over 40,000 incorrect property
appraisals.

Given the magnitude of the required revalidation efforts, CRIM has delayed the due dates of certain
property tax compliance milestones, as described further in the following section (“Property Tax
Compliance Measures”). CRIM will monitor the performance of appraisers via a digital dashboard
and conduct testing to ensure the quality and accuracy of validations.

Memorandums of Understanding (MOUs)

Improving data quality is critical to enhance property tax collections. To achieve this goal, CRIM
has negotiated multiple MOUs with other government entities to share certain data.

Since June 2020, CRIM has been sharing certain data with Hacienda, as governed by a MOU. The
data has been used to verify and improve taxpayer addresses by comparing records across systems
and enhancing CRIM’s property data with additional data points from Hacienda.

In FY2023, CRIM signed an MOU with the Puerto Rico Department of Housing (“PRDOH”).
This MOU will help to support the Puerto Rico Geospatial Framework (“GeoFrame”) Program,
which aims to consolidate land and cadastral data into a single comprehensive database. The
United States Department of Housing and Urban Development (“HUD”) has allocated $50 million
in CDBG-DR funding to PRDOH to carry out this program.

Other recent efforts have included MOUs with the Planning Board, the Puerto Rico Tourism
Company, and Puerto Rico State Insurance Fund. Such MOUs have focused on sharing data
including land grading information, parcel maps, and other mapping data.

Municipal Funding

In addition to property taxes, CRIM also collects and remits intergovernmental funding to the
municipalities via the Equalization Fund. The Equalization Fund consists of three components: the
direct Commonwealth Transfer, a portion of the Commonwealth’s Electronic Lottery proceeds,
and the Act 53-2021 Extraordinary Fund for Waste (“Act 53 Waste Fund” or “Waste Fund”). The
purpose of the Equalization Fund is to ensure that municipalities are subsidized with annual
remittances proportional to the remittances they received in FY2017.

Article 7.019 of the Municipal Code allows CRIM’s Governing Board to establish any objective
criteria to allocate the Commonwealth Transfer and Electronic Lottery portions of the Equalization
Fund to the municipalities. Any changes to the Equalization Fund distribution formula must be
agreed upon by the Oversight Board. The Waste Fund component is funded via a separate
distribution formula established by CRIM, pursuant to Act 53-2021.

Commonwealth Transfer

In response to the fiscal and economic challenges faced by the municipalities and to incentivize a
new operating model between the central and municipal governments, in 2015 the Commonwealth
proposed the reduction of the Commonwealth Transfer to the municipalities. The Oversight Board
subsequently adopted this proposal in its fiscal plans.

In FY2022, the Commonwealth Transfer totaled $88 million. This amount was reduced to $44
million for FY2023 and FY2024, with the full phase-out still planned by FY2025.
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To offset this phase-out and in recognition of the important role that the municipalities play in
Puerto Rico, over the past 3 years the Oversight Board has authorized and funded the establishment
of multiple new appropriations and investments. This incremental funding includes, among other
funds, the Act-53 Waste Fund, federal funds Medicaid offset, Municipal Consolidation Fund,
municipal one-time economic support, emergency reserve funding, and school and road
maintenance funding.

The certified 2023 Commonwealth Fiscal Plan also provides that starting in FY2024, additional
funding from the Commonwealth may be made available to the municipalities as part of ongoing
collaboration to improve fiscal sustainability. This funding will only be made available once
established transformational measures and milestones related to these initiatives are achieved. The
Oversight Board, the Commonwealth, and the municipalities plan to use the FY2024
Commonwealth budget certification process to agree on specific financial and operational
milestones, along with the corresponding conditional funding amounts required for disbursement.

Electronic Lottery Funds

Electronic Lottery proceeds are funded from 35% of the net annual income from the Electronic
Lottery operations and distributed to the municipalities through the Equalization Fund. Electronic
Lottery proceeds totaled $51 million in FY2022 and are projected to total $48 million in FY2023
and $53 million in FY2024, based on estimates from Hacienda. Projections for future amounts are
based on Puerto Rico’s Real GNP growth.

Act-53 Waste Fund

Act 53-2021, or the “Law to End Bankruptcy in Puerto Rico”, established the Waste Fund to
address the collection and disposal of residuals and waste, and to implement recycling programs
in the municipalities. It is funded annually from 42% of the amount collected during the prior fiscal
year on the 1.03% State Redemption Fund Tax that the municipalities levy on real and personal
properties. FY2023 was the first year such funds were provided to the municipalities. Fifty-eight
million dollars was provided.
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Part I. Context

Chapter 1. History of CRIM

CRIM was created as part of the municipal reform process through Act No. 80 of August 30,
1991°. Furthermore, pursuant to Act 83 of August 30, 1991, as amended, known as the Municipal
Property Tax Law (“Act 83-1991”), all powers, faculties, and functions related to tax collections
on real and personal property were transferred from Hacienda to CRIM. Both Act 80-1991 and
Act 83-1991 were repealed and substituted by Act No. 107 of August 14, 2020, known as the
Puerto Rico Municipal Code (“Municipal Code™).

CRIM provides fiscal services to the municipalities and has the responsibility to appraise, assess,
notify, collect, and distribute real and personal property taxes. CRIM also collects and allocates
the Central Government transfers and any other funds determined by law for the benefit of the
municipalities. In addition, CRIM is responsible for maintaining and updating the registry of real
property in each municipality, which is known as the Digital Cadaster of Puerto Rico (“Digital
Cadaster”).

CRIM has a Governing Board composed of nine mayors, representing the municipalities, and two
members of the Central Government: the executive director of the Fiscal Agency and Financial
Advisory Authority (“AAFAF,” for its Spanish acronym) and a public official with experience in
municipal affairs appointed by the Governor. A series of rules dictate the composition of the nine
mayors assigned to the Governing Board. Five of the mayors are aligned to the political party that
obtained the most votes in the immediately preceding general elections. The mayors elected as
members of the Governing Board serve for a term of four (4) years or until their successor is
appointed and takes office. The agency is headed by an executive director, who is appointed by
the Governing Board.

CRIM has one central office and nine regional offices, as shown in Exhibit 3. The offices are in
Aguada, Arecibo, Bayamon, Caguas, Carolina, Humacao, Mayagiiez, Ponce, and San Juan. In
addition to serving the taxpayers and supporting property tax collection, these offices carry out
technical functions, such as property appraisals.

3 Act 80-1991°s Statement of Motives explained that even though the municipal finances were largely funded by
property taxes and transfers from the Central Government, control over these funds was retained by the Puerto Rico
Treasury Department (“Hacienda”), leaving municipal governments without full visibility and access to the
management of these revenue streams.
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Exhibit 3: CRIM Regional Offices
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In addition to the regional offices, and to increase efficiency and improve customer service, CRIM
established a call center to provide a faster and more reliable service to taxpayers and facilitate
access to certain information and services. With this call center, taxpayers can complete certain
transactions, including paying property taxes, without visiting one of the offices in person.

CRIM also delegates services and responsibilities to the municipalities via collaborative
agreements. These collaborative agreements allow CRIM to leverage the knowledge and close
relationship that the municipalities have with their constituents to, among other things, improve
property tax compliance. Through these collaborative agreements, the municipalities can carry out
collections of property taxes, appraisals of new properties, verification of real property
improvements and personal property filings, investigation of exemptions and exonerations,
issuance of map certifications, and foreclosures on behalf of CRIM. Before delegating any of these
services, CRIM must review and approve applications completed by municipalities. CRIM
evaluates the working conditions, infrastructure, and knowledge and experience of each
municipality to determine if the applications should be accepted. These responsibilities may be
dissolved at the request of the municipality or by CRIM if, through quality control and audits,
irregularities are found. As of FY2023, 77 municipalities (all except Loiza) have been delegated
functions such as appraisals, collections, verifications, and investigations. Furthermore, 55
municipalities can issue map certifications, and 18 municipalities can process foreclosures. In
FY2024, CRIM plans to commence training for municipal employees related to the appraisal
validation process. CRIM must develop a robust reporting dashboard pursuant to the requirements
in this Fiscal Plan to track all the work that the municipalities are doing on behalf of CRIM to
ensure that municipal efforts complement the work being done by CRIM. On June 18, 2019,
Regulation Number 9094 (“Regulation 9094”) was approved to provide the framework through
which the municipalities and CRIM will coordinate the collection of property taxes. The Oversight
Board amended its policy on the review of rules, regulations, and orders, pursuant to Section
204(b)(4) of PROMESA, to increase transparency and to ensure compliance with any applicable
fiscal plan, including the certified Commonwealth Fiscal Plan and the certified CRIM Fiscal Plan.
As required by the Oversight Board, CRIM will continue to provide applicable proposed regulation
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amendments to the Oversight Board for review and approval as part of the regulatory amendment
process.

In addition, to continue its mission of broadening its taxpayer base and to increase accuracy in its
Digital Cadaster, CRIM has signed or is seeking to sign Collaborative Agreements with other
entities, such as the Property Registry, State Election Committee, LUMA, Hacienda, the Puerto
Rico Aqueduct and Sewer Authority (“PRASA”), State Insurance Fund, Office of Management &
Budget (“OMB”), Puerto Rico Tourism Company, Puerto Rico Housing Department (“PRDOH”),
and the Planning Board.

Chapter 2. CRIM Operations

CRIM’s staff primarily facilitates the valuation, billing, and collection of real property taxes and
personal property taxes, which are then distributed, along with other Commonwealth funds, to the
municipalities.

As depicted in Exhibit 4, CRIM had 435 total full-time employees (“FTEs”) and $22.1 million in
payroll expenses in FY2023.* FTE headcount has remained consistent over the last five years,
despite CRIM being understaffed in critical positions, including appraisers and collection agents.
Apart from regular salary expenses, the largest payroll-related expense is funding PayGo, which
accounts for approximately 23% of the total annual payroll expense.

Exhibit 4: CRIM FTEs and Payroll

(Dollars in millions)
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CRIM has been continually restructuring its organization to deliver better services and improve
collections. With the implementation of the Default Management Office (“DMO”), responsibilities
under existing areas will be changed and CRIM operations will now rely on four main areas, as
shown in Exhibit 5 and detailed below:

e Default Management Office — ensures that CRIM achieves an efficient process for the
collection of taxes on real property, taking those actions necessary to avoid a default

4 Source: 2023 CRIM Fiscal Plan supporting documents CRIM FY23 - Fiscal Plan Second Submission Data.xIsx.
Includes payments for: (i)vacation liquidations for retired personnel, (ii) vacation liquidations for “at-will” personnel,
(iii) differentials, and (iv) reserved positions for employees with restatement rights or under a leave of absence and
(v) PayGo obligations.
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payment and in the event of a default, ensuring the applicable provisions mandated by the
Municipal Code are carried out.

e Operational Services — delivers direct services to taxpayers, municipalities, financial
institutions, and corporations to update ongoing changes to the tax roll and collect real and
personal property taxes. Many of the personnel performing these functions are located
throughout the regional offices to provide localized support. With the creation of the
Default Management Office, as further described herein, Operational Services will be
concentrated on providing taxpayer services rather than carrying out past due tax collection
processes.

e Operational Services Support — maintains systems and applications that support
operational services.

¢ Administrative Services and Support — advises the Executive Director and supports
operational areas. Administrative units include Municipal and Administrative Finance,
Legal, Human Resources, and Administrative Services.

Exhibit 5: CRIM Organization Structure
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Within Operational Services, many of CRIM’s employees work in the Regional Offices
performing appraisal-type work. In FY2020, CRIM evaluated its staffing resources in comparison
to the number of unprocessed appraisals in the backlog to analyze optimal staffing levels. At the
time, CRIM had 118 employees tasked with appraisal-type work, of which 91 were valuation
technicians, 18 were research specialists, and 9 were licensed appraisers. These employees were
responsible for approximately 1.3 million parcels of property. This equates to 11,234 parcels per
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employee, which is approximately 2.3 times the national average for large jurisdictions?,
suggesting this department may be understaffed. During FY2023 and continuing throughout
FY2024, CRIM has been conducting a Staffing Analysis to improve human resource allocations
for improved operational results and to ensure CRIM can maintain or attract the optimal level of
specialized resources. Further details on the Staffing Analysis are included in Chapter 2 of this
Fiscal Plan.

As part of Operational Services Support, CRIM’s staff also maintains the Digital Cadaster, which
is an inventory of all real properties in Puerto Rico (parcels and structures) used for all purposes:
tax, legal, economic, and administrative. CRIM is responsible, by law, to create and preserve the
Digital Cadaster, which organizes the valuation data and appraisals of properties and is critical for
the imposition of respective taxes. In 2016, CRIM completed a Planimetric Project® to digitally
map all properties in Puerto Rico. The project used high-resolution digital imaging to create maps
of Puerto Rico. Updated property information was extracted to identify new construction and home
improvements, such as newly added swimming pools and property expansions.

On June 5, 2020, the Oversight Board submitted a letter to the Government under Section 205(a)
of PROMESA, which provides a series of recommendations for improving the framework for land
and property registration and establishing and confirming legal ownership. The Oversight Board
recommended incorporating both the land and property tax registries to develop a uniform parcel
ownership registry and a geographic information system database. Since then, CRIM and the
Puerto Rico Department of Justice, though its Property Registry personnel, have commenced
discussions and are developing a plan to facilitate the sharing of data between the entities. CRIM
must continue to collaborate with all the relevant government agencies to improve and maximize
the Commonwealth’s land parcel systems.

In addition, CRIM recently began collaborating with Hacienda to share real property information
for all transactions registered with Hacienda. The shared information has primarily been used for
the following initiatives:

e Verify and improve taxpayer address data. Data from CRIM’s tax system is compared
to corresponding records from Hacienda to match and identify key taxpayer information,
including updated address data.

e Data warehouse integration. Data from Hacienda’s registry is compared to CRIM’s
geographic information system in order to help ensure the accuracy of information for the
properties in the cadastral inventory. CRIM’s goal is to integrate this information into the
next version of the parcel map and in turn, develop additional data points for these
transactions, such as location points.

Since September 2021, CRIM has been in conversations with the PRDOH to discuss collaboration
between both agencies with the goal of developing a comprehensive property tax registry. While
an MOU has been executed, CRIM and PRDOH must begin collaboration to share CRIM’s
property cadaster data with the PRDOH to create a more inclusive and complete property registry.

Other MOU s that have been executed between CRIM and other agencies include:

5 Calculation based on survey from the International Association of Assessing Officers.
¢ A Planimetric Project involves the creation of maps through the process of recording, measuring, and interpreting
photographic images to identify roads, buildings, and other physical objects in an area.
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Planning Board: CRIM and the Planning Board have implemented a mechanism to automate
data exchange. Throughout FY2024, CRIM will be receiving updated land grading data from the
Planning Board and in turn, CRIM will provide an updated version of the parcel map. CRIM will
continue to provide updated versions of the parcel map every quarter and receive grading updates
as they are approved.

PR Tourism Company: CRIM is working to explore alternative approaches to facilitate the
identification and matching of property data that was provided by the PR Tourism Company.
CRIM is analyzing its mapping system to determine how it can be integrated in the validation of
the data provided based on the managers-owners of these properties.

PR State Insurance Fund: This is an agreement executed between both parties for the purpose of
sharing data. The parties are in the process of implementing information exchange processes.

2.1 CRIM Operations Improvements

In February 2018, CRIM commissioned an operational assessment to identify potential areas to
enhance property tax collections. During June and July 2018, an external company completed the
commissioned operational assessment. Exhibit 6 gives an overview of this assessment. Of the
initiatives developed from the assessment findings, some have been completed, while some remain
ongoing. These initiatives have been incorporated into the measures of this Fiscal Plan and part of
CRIM’s operational improvements over the last two years.

Exhibit 6: 2018 Operational Assessment
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2.2. Staffing Analysis

In collaboration with the Oversight Board, CRIM has commenced several operational efficiency
measures directed towards re-engineering its day-to-day operations in order to achieve the
following core objectives:

e Align CRIM’s workforce capabilities and organizational structure to better provide its
services.

e Enable CRIM to recruit and retain the right talent needed to execute its ministerial duties.
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e Optimize processes, technology, compensation, and policies to effectively support human
capital management.

e Redesign employee evaluations, trainings, and succession planning to promote employee
motivation, professional development, and retention.

As originally established in prior Fiscal Plans, CRIM was required to complete a series of
processes to complete a comprehensive Staffing Analysis. The proposed timeline has been
delayed due to ongoing interviews CRIM has been conducting with its staff to better understand
the daily tasks of employees and to identify tasks that may have become repetitive. While the
analysis is still ongoing, CRIM has already identified opportunities to reformulate certain daily
tasks to improve overall operational efficiencies.

The specific process of CRIM’s Staffing Analysis has included:

e Identifying positions that have become vacant as of September 2021, along with the cause
of such vacancies.

e Analyzing job classifications and identify the difference in functions as positions scale up
in the organization’s hierarchy.

e Studying the process flowcharts before CRIM360 and their comparability with the existing
process under CRIM360.

e Evaluating CRIM’s overall staffing composition to identify surpluses and needs.

e Interviewing Office Managers.

e Creating a questionnaire for managers, entitled Identification of functions per employee
and the Human Capital Needs questionnaires.

In December 2022, staffing questionnaires were sent to CRIM’s managers and responses were
received in January 2023. Based on an analysis of the information provided by managers, an
employee questionnaire was designed and distributed. An interview agenda was established to
validate the data and identify other potential needs that might not be captured by the employee
questionnaire. Interviews with the different regional offices were held between January 27 and
February 15, 2023. CRIM is in the process of completing interviews with Central Office
employees, including Operations, IT, and Cartography, and the remaining Regions (i.e., Humacao,
Mayagiiez, Ponce, and San Juan). This process is expected to be completed by June 30, 2023.
Utilizing findings from the interviews, CRIM expects to complete its revisions to HR Policies and
Final Recommendations to its Governance Board by no later than October 31, 2023. Please see
summary of expected completion dates in Exhibit 7 below.
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Exhibit 7: Organizational Development Initiatives

Initiative Description Timeframe
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. to identify staffing for an optimal workforce plan and identify
Reviews o
under resourced positions
HR Policies Complete analysis of current HR Resources and Manuals to September 30, 2023
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Recommendations Present recommendations to CRIM’s Governing Board October 30, 2023

Salary Benchmark Analysis

In order to ensure that CRIM can recruit and retain the necessary talent, CRIM has supplemented
the Staffing Analysis with a salary benchmark analysis. For purposes of this analysis, CRIM
compared its operational structure to that of the property tax collection entity of the State of
California, which has a similar administrative structure, and takes into consideration the Civil
Service Reform 7 currently being implemented by the Oversight Board and the Central
Government®. In order to close the gap between the salary differences of the State of California
and Puerto Rico, CRIM utilized data from the Bureau of Labor Statistics applicable to a specialized
workforce like CRIM’s. From this analysis, CRIM was able to conclude that on average, salaries
for similar positions in Puerto Rico tend to be approximately 40-50% lower than those in the State
of California. This analysis, combined with the other components of the Staffing Analysis, will
be reflected in CRIM recommendations to its Governing Board.

In addition, in an effort to provide its management with the necessary tools to effectively manage
its resources, CRIM implemented a leadership academy for supervisors (“Management
Development”) and expects to implement the remaining two measures (“Human Capital
Initiatives”).

7 See: Chapter 12 of the FY2023 Fiscal Plan Certified for the Central Government.
8 See: Circular Letter No. 1-2023, issued on February 21, 2023, by the Office of the Administration and
Transformation of Human Resources (“OATRH”, by its Spanish acronym).
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Exhibit 8: Organizational Development Initiatives

Areas Initiatives Timeframe
Management Implement a Supervisory and Leadership Academy for all employees with

. .. . . ’ . Completed
Development supervisory roles comprising eight modules with varied topics

A. Transform HR from a transactional approach to a strategic and people

Human approach, where the department becomes a business partner, and its efforts
Capital are focused on the employees June 30, 2024
Management B. Implement a new competency-based performance evaluation method

C. Synchronize all employee evaluation cycles to occur during October

Create a department of Quality Unit with the responsibility of detecting and
Quality Unit measuring service deficiencies, streamlining processes, and monitoring June 30, 2024
oversight adherence to processes

2.3 Default Management Enhancements

CRIM’s relatively low collection rates are, in part, a result of processes and regulations that limit
payment alternatives that may be offered to delinquent taxpayers, or those facing financial
hardships. If willing taxpayers are unable to settle their arrears efficiently, CRIM’s receivables
will continue to increase, and be compounded due to the imposition of fees.

In order to address collection issues, CRIM must implement the following measures:

o Loss Mitigation (Regulation) Reform: Review current regulations to include
reasonable loss mitigation alternatives, simplify the method to prove financial
hardship, update communications, and clearly delegate authority (central and regional)
to avoid decisional bottlenecks.

e Create Default Management Office (“DMO”): Unit that will focus on pro-active
collection efforts and implementing effective Loss Mitigation initiatives from
preventive efforts (to address early delinquency) to foreclosure processes when all
reasonable efforts have failed.

Although CRIM’s current collection processes were designed to ensure a robust assessment of any
extraordinary agreements, in practice it has caused a decisional bottleneck. For example, a willing
taxpayer who seeks a payment plan due to a proven financial hardship, could end up incurring in
late fees and interests merely due to the time and effort it takes to formalize the agreement’.
Virtually all agreements must be evaluated by a three (3) person committee, ratified by CRIM’s
Board, the municipality, and the Secretary of Treasury. Front office employees and middle
managers do not have the delegated authority to finalize a payment agreement, regardless of the
amounts. Thus, solutions for taxpayers at the central and regional offices are limited.

In addition to the structural issues, CRIM’s organizational structure is not designed to implement
constant collection efforts that curtail delinquency. Currently, the call center and regional offices

° For example, Regulation 9123 (2019) requires three (3) income tax returns, and in the case of legal entity three (3)
financial statements (audited, if business volume exceeds $3 million).
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mainly focus on in-bound calls and walk-in customer service. There is no effective outreach to
delinquent taxpayers, and there are no expedited loss mitigation alternatives for the taxpayer who

calls in seeking a solution.

To address these collection issues, CRIM will implement the following measures:

Loss Mitigation Regulation Reform

The following table illustrates the existing applicable regulations that affect loss mitigation,

foreclosures and municipal collection efforts:

Regulation regarding Loss Mitigation alternatives, Foreclosures and Collection Efforts by Municipalities

Rule Date Name Matter Status
9094 6/18/2019 Regulations to empower the municipalities of Puerto Empowers the municipalities, after notifying the CRIM, to
Rico to carry out all collection actions performed by the carry out collection, seizure and execution actions on movable
CRIM. and immovable property, for contributions EnvE
within its territorial delimitation.
9123 11/8/2019 Regulation of final agreements and commitments of To group the conditions and procedures to formalize final
payment of the contribution on movable and agreements and payment commitments in writing, with respect
immovable property. to contributions on movable and immovable property. SCLE
8738 4/28/2016 Amendment to Regulation No. 8506 for the collection, Establish and standardize the procedures that empower the
seizure and disposition of property. CRIM to collect, seize, auction and sell properties subject to tax
ACTIVE
debts.
8606 6/15/2015 Amendment to Regulation No. 8506 for the collection, To establish and standardize the rules that will serve as the basis
seizure and disposition of property. for the procedures for the collection, seizure, auction and sale of
properties subject to overdue property taxes. SCE
8438 1/16/2014 Regulations for the administration of labor agreements To establish the rules and procedures that will govern the
between the CRIM and the municipalities of Puerto Rico. relationship between the CRIM and the municipalities that request
to develop programs for the assessment and collection of taxes on AEE
property located within their territorial limits.
8506 8/6/2014 Regulations for the collection, seizure and disposition of Establish the rules that will govern CRIM's procedures for the
movable and immovable assets collection, seizure and disposition of properties seized and/or
acquired for property tax debts. LGN
8537 12/5/2014 Regulations for the formalization of final agreements in Establish the procedures and mechanisms for the formalization of
relation to the payment of movable property taxes final agreements related to the collection of contributions on
movable property. AEIE
8538 12/5/2014 Regulation for the formalization of final agreements in Establish the procedures and mechanisms for the formalization
relation to the payment of real estate property taxes of final agreements related to the collection of property tax and
ACTIVE

establish a payment commitment mechanism.

Through the proposed reforms, CRIM must seek to streamline the collection process to:

- Clarify the concept of “financial hardship” that qualifies a taxpayer for loss mitigation
alternatives and streamline the process to document such financial hardship.

- Add loss mitigation alternatives, like those offered by mortgage servicing institutions.

- Clearly delegate authority to CRIM and the municipalities to write off interest or principal
as part of standard payment agreements and initiate legal actions on behalf of a
municipality.

Default Management Office (“DMO”)

Through the DMO, CRIM will have the staff, tools, and necessary training to assist taxpayers to
avoid default, by allowing forbearance agreements and establishing payment plans. The DMO’s
main role will be providing assistance to taxpayers and default prevention. However, this office
will also have the capacity to execute those actions leading to the recovery of default payments,
through embargoes, tax lien sales, and public auctions, according to the powers granted by the
Municipal Code and applicable laws.

The core objective of the DMO will be to ensure that CRIM achieves an efficient process for the
collection of taxes on real property, taking those actions conducive to avoiding a default payment.
Furthermore, the DMO will have the necessary tools and training to proceed according to
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applicable laws and regulations, in the event of a default payment, and collect overdue debts in a
reasonable time.

The DMO will be subdivided into two units: Loss Mitigation (preventive unit) and Collections
(legal action unit). The Loss Mitigation unit will focus on out-bound communications and outreach
efforts from CRIM’s call center to those delinquent taxpayers. The Collection unit will focus on
those taxpayers that, after reasonable collection efforts, are missing, unwilling or unable to pay
(even considering loss mitigation alternatives). It will provide support to the regional offices, who
will in turn be able to focus on improving customer service.

The DMO will report directly to the Executive Director. Exhibit 9 illustrates the resulting
organizational chart.

Exhibit 9: DMO Organization Chart

CRIM EXECUTIVE DIRECTOR
|
Default Management Office
Director
1

Loss Mitigation Unit
Scope: <2 overdue
semesters

\
I 1 1
[
Team Leaderl| Team Leaderll

1
Collections Unit

Scope: +2 overdue
semesters

Manager
(Attorney)

Payment Agreements

1 Section (Late Dlq.)

I T
Inbound Outbounds Automatic
Callls Calls Payment Agreementsy  yihdrawal
(early intervention) Agreements

Notice of Arrear

Foreclousures
Specialist (Attorney)

Notification and
Collection Unit Collection
Expert Attorney
Case
Collection Letters Coordination
(as required by law & Area
regulation). L Pre-Standarized
Payments
Agreements

(New automated
alertfor early
intervention).

Pre-standardized
Payments
Agreements

Compilation and
validation- Late
Accounts File

Property Area

The DMO Director has been engaged by CRIM and is in the process of developing an action plan
to fully stand-up the DMO by July 1,2023. Simultaneously, appropriate implementing regulations
will be reviewed, and amendments proposed by no later than December 31, 2023.
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Part II. Sources of Funds

CRIM collects funds from revenue sources established by the Municipal Code. The four main
revenue sources are (i) real property taxes, (ii) personal property taxes, (iii) Central Government
transfers, and (iv) operating revenues. Other than the operating revenues and the 5% administrative
fee charged by CRIM on the basic property tax collections, all other revenue sources are pass-
through revenue and do not belong to CRIM. An overview of revenues can be found in Exhibit

10.

Exhibit 10: Overview of Revenues

Source of funds

FY2022
(Actual)

FY2023

FY2024

(Estimate) (Projected)

Real Property Tax

6% basic rate

1.03% State Redemption

Fund Tax $742 million

1.2% - 5.5% Special
Additional Tax (“CAE”)
(varies by municipality)

$687 million

$692 million

Personal Property Tax

4% Basic rate

1.03% State Redemption

Fund Tax $447 million

1.0% - 5.5% CAE (varies by
municipality)

$449 million

$449 million

Commonwealth
Transfer

The certified Commonwealth
Fiscal Plan will gradually
reduce the transfer until it is
fully eliminated in FY2025

$88 million

35% of the net annual

$44 million

$44 million

Central E“’;t“’“‘c jeome g(’m the ;AE‘}d““’n‘.‘l $51 million  $48 million  $53 million
et ottery ottery” ystem (“Electronic
Subsidies Lottery”)
Extraordinary An amount equal 42% of the . e
1.03% collected by CRIM N/A $58 million  $51 million
Exoneration Reimbursement for
Fund exonerated property N/A N/A N/A
(eliminated in 2018)
CRIM operating revenues
from the sales of
Other Revenues certifications and maps, bank g3 iion  §2 million 2 million

service charges, interest
income, and other
miscellaneous income

Property tax collections were $1,190 million in FY2022, approximately 1% higher than the 2022
CRIM Fiscal Plan’s estimate of $1,178 million estimated for FY2022 in the 2022 CRIM Fiscal

Plan.
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In addition to the collection of real property and personal property taxes, CRIM is responsible for
the distribution of the Central Government subsidies to the municipalities including the
Commonwealth transfer and 35% of the net annual income from the Additional Lottery System
(“Electronic Lottery”) deposited into the Equalization Fund (the “Commonwealth Transfer”). In
accordance with the 2023 certified Commonwealth Fiscal Plan, the Commonwealth Transfer was
reduced to $44 million in FY2023. The Commonwealth Transfer is projected to be $44 million in
FY2024 and will be reduced to $0 in FY2025. The gradual step down of the Commonwealth
transfer over several years allows the municipalities to plan accordingly and implement the
necessary action plans to address funding reductions. Exhibit 11 presents historical and projected
baseline property tax collections (excluding measures) and Central Government transfers over
time.

Exhibit 11: Baseline Property Tax Collections and Central Government Transfers
(Dollars in millions)

$1.426 .
1,348
$1,285 ' s1299 1324 SLIE - gi986 51289 gi053  sinss s1259  $1263
376 256 21 220 180 138 150 149 105 106 108 110
641 639 695 649 707 742 687 692 697 698 699 701

FY17A FY18A FY19A FY20A FY21A FY22A FY23F FY24F FY25F FY26F FY2TF FY28F

Real Property Tax Personal Property Tax Central Government Transfers

As part of the measures described herein, CRIM must continue to work with the municipalities to
increase property tax collections, which will provide additional funds for essential services and
help offset the Commonwealth transfer phase-out. The municipalities should also identify
additional economic development opportunities that will provide new revenue sources and
incentivize economic growth. Higher economic growth would drive more investment, which in
turn, would improve property tax collections in a virtuous cycle. The municipalities should also
develop and implement efficiency improvements and cost reduction plans, which may include
shared services, centralization of certain functions, automation implementation, and other actions
to ensure that the reduction of funding minimally impacts services provided to the people of Puerto
Rico.

Chapter 3. Real Property
3.1. Values and Exemptions

In Puerto Rico, real (immovable) property consists of land, buildings, and any property adhered to
the ground that cannot be moved. CRIM maintains the Digital Cadaster that, as of June 30, 2022,
had records of approximately 1.3 million real properties with a total value of approximately $19.8
billion and a net taxable value of $8.3 billion. Approximately 58% of the total real property value,
or $11.4 billion, is either exonerated or exempted from paying property taxes. Data from the
Planimetric Project indicated that CRIM’s tax rolls might have been missing approximately
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239,525 properties; taxation of these properties, projected to improve revenue by up to $107.4
million a year, is discussed further in Part V: Measures.

Real property valuations for tax assessments are based on the property’s replacement cost value as
if it were constructed in 1957, which was the last time a valuation assessment was performed on
the real property in Puerto Rico. Structures built after 1957 are assessed for tax purposes as if they
were built in 1957. This adjustment is made through construction estimates per square foot of a
similar property built in 1957. This basic unit valuation is known as “Unitarios.” The “Unitarios”
were established for 150 sub-classes of different structures and became the basic unit value to
assess all real property and are still used by CRIM.

A typical real property tax assessment imposition is computed as shown:

09 x
modification

. factor for th .
Footage sizing eE)l(Cclour sicc))rrl o F The applicable

f the st t “Unitarios” rate for the
R L X )@ municipality

component of
the footage

Applicable tax

Land taxable
value

Land is valued by January 1% of each year based on land area, land characteristics, and prices that
existed in 1957. The value calculation is agnostic to the property location. According to the World
Bank, area-based assessments are often used when the absence of developed property markets
makes it difficult to determine market value.

Most U.S. states value land and structures separately; however, no states use an area-based system
for valuing land (with some exceptions for agricultural properties).!® In the mainland U.S.,
residential properties are commonly valued using a comparable sales approach, whereby recent
sales of similar properties determine the taxable value of residential properties. In the case of
industrial properties, most U.S. states use the cost or replacement value approach. The income
approach (based on net annual income generated by the property) is used primarily for commercial
property valuation.

Puerto Rico also differs from other U.S. jurisdictions in that it offers considerably more tax breaks
both in terms of numerical and notional value. These tax exemptions and exonerations reduce the
tax base and harm the municipalities, which rely on property taxes to fund essential services.
Exemptions are granted by a Commonwealth or Municipal Ordinance, while exonerations are
granted under the Municipal Code. On August 26, 2020, the Oversight Board issued a letter to the
Government, under Section 205(a) of PROMESA, providing broad recommendations on how the
Government can overhaul the property tax system and broaden the tax base to improve its
efficiency, effectiveness, and, ultimately, collections. One recommendation was to reduce existing
exemptions and exonerations to establish a comprehensive tax base and an equal treatment of
taxpayers. Some of these recommendations are now adopted in this Fiscal Plan, and their
implementation is required, as further discussed in Part V: Measures. Similarly, to ensure that
the real property tax base is not further reduced, all new exemptions or exonerations must be
revenue neutral and must be approved by the Oversight Board before implementation.

10 Some states use a graded (banded system) for agricultural properties, assessing these lands based on assumed
relative differences in productivity in their current use (rather than their best market use).
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Per Article 7.035 of the Municipal Code, residential property taxpayers are granted a tax
exoneration on real property for the first $15,000 of the 1957 assessed value on one residence (this
represents more than $215,000 in current assessed value). By comparison, only 21 U.S. states
(including the District of Columbia) provide a broad-based homestead exemption.!'! Exhibit 12
provides an overview of U.S. homestead exemptions, and Appendix 5 provides a detailed
breakdown by state.

Exhibit 12: Real Property Tax Exemptions by Type

ruervo xico

Type Number of states )
Exemptions

General 21 v
Senior 18 v
Disability-related 22 v
Military service related 37 v
Other 15 v

None 4

Note: Disability-related and military service-related exemptions do not equal the sum of their respective subcategories because of overlap.

Additionally, Puerto Rico legislation may grant certain special tax exemptions to veterans,
agricultural properties, cooperatives, non-profit entities, hospitals, government properties,
properties within historic areas/foreign free trade zones, properties leased to elders, and on an ad
hoc basis. To be granted these additional exemptions, taxpayers must file an application and meet
each category’s established requirements.

As shown in Exhibit 13, the number of appraised properties, total real property values, as well as
tax breaks have remained relatively flat over the last five years (less than 1.0% annual growth).
However, given the methods used to value real property, this pattern does not reflect the real
change in the property’s economic value over the period. Net taxable values have remained steady
at approximately 40% of the total appraised value because of significant exemptions and
exonerations. See Appendix 6 for detailed figures by municipality.

Exhibit 13: Real Property Tax Exemptions, Exonerations, and Net Valuations
(Dollars in millions)

1,297 1,308 1,317 1,326 1,332 1,335
518,951 $19,141 $19,276 $19,393 $19,387 $19,731
7,026 7,065 7,121 7,187 7,238 7,274
7,787 7,990 8,016 8,128 8,151 $8,324
FY17A FY18A FY19A FY20A FY21A FY22A
Net Valuation Exonerations Exemptions s===Exemptions e appraised properties (in 000s)

'Source: Lincoln Institute of Land Policy, Residential Property Tax Relief Programs (2022).
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Total tax exonerations and exemptions amounted to $7.3 billion and $4.1 billion, respectively, of
real property value as of June 30, 2022. The exonerations are primarily the result of exonerations
on residential properties.

The municipalities must work with the Government to quantify and understand the impact on
municipal finances of all the current exemptions and exonerations. The Government must
consider repealing all current exemptions and exonerations that are not justifiable and negatively
impact municipal finances, as discussed in more detail in Part V: Measures.

3.2. Real Property Tax Rates

There are four components to the real property tax rate applied to the net taxable values discussed
above. They are:

(1) The Basic Municipal Contribution tax rate for real property is up to 6.00%.
(2) The State Redemption Fund Tax adds 1.03%.
(3) CAE tax rates vary by municipality, ranging from 1.20% to 5.50%.

(4) Act No. 16 of May 31, 1960 (“Act 16-1960”) authorizes Hacienda to grant a
discount of 0.20% on the basic tax rate.

For example, the calculation for the real property tax rate in San Juan for FY2023, which has a
CAE tax rate of 3.50%, is as follows:

State
Basic Tax Redemption CAE Tax Discount Total Tax
AR +  Fund Tax + 3.50% — 020% o 1033%
1.03%

In total, as shown in Exhibit 14, for FY2024, the combined real property tax rates range from
8.03% to 12.33% of net taxable value for all of the municipalities. See Appendix 8 for detailed
calculations by municipality.

Exhibit 14: Real Property Statutory Rates for FY2024 (Post-discount)

Number of
Rate Range Muni cipalities
8.00% - 8.99% 11
9.00% - 9.99% 19
10.00% - 10.99% 37
11.00% - 11.99%
12.00% - 12.99% 3
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3.3. Collection Rates

Current year real property tax collections have remained relatively flat over the last five years,
with a decline in FY2018 because of Hurricanes Irma and Maria, and in FY2020 because of the
COVID-19 pandemic.

Tax payments are due on July 1 and January 1 of each year, with a 90-day grace period. There is
a discount matrix for real property tax payments within the 90-day grace period.'? Collections fall
into two categories, current or delinquent, depending on the collection year, as shown in Exhibit
15.

Exhibit 15: Historical Real Property Total Tax Collections

(Dollars in millions)

T0.
2% 84% 84% B7e y
78% 78% §0%
T £742
$694 §707 687 $692
$641 $639 5649 $
534 553 558 546 560 577 395 399
FY17A FYIEA FY19A FYZA FY21A FY2IF FY23E FY2F
Cumrent Real Property Taxes Delinquent Feal Property Taxes
e Gyt Year Collections / Current Year Billings Total Collections / Corrent Year Billings

Current year collections have averaged approximately 68% in recent years; however, in FY2020,
the current-year collection rate reduced to approximately 65%, indicating that there were more
delinquencies, largely attributed to the COVID-19 pandemic. As shown in Exhibit 15, a
significant portion of annual real property tax collections come from past due payments by
taxpayers. These past-due payments accounted for more than 22% of real property collections in
FY2022, with $165 million in collections. Past-due collections in FY2023 decreased to an
estimated $92 million, representing 15% of total real property tax collections. Although FY2022
current year collections resulted in a weighted average collection rate of 69%, the simple non-
weighted average among the 78 municipalities was 63%, demonstrating a disparity in collection
rates in the smaller municipalities ranging from 43% to 82%.

Historically, collection rates for current-year billings in Puerto Rico have been well below
comparable U.S. jurisdictions. For example, in FY2019, the current year collection rates for the
City of Detroit, MI, was approximately 82%; Cleveland, OH, was approximately 90%; St Louis,

12 Up to 30 days: -10%, 31 to 60 days: -5% and 60 to 90 days: no discount is granted, 90 days implies fees, charges,
and interests. This matrix applies for the two payments datelines of the tax year.
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MO, was approximately 93%; and Philadelphia, PA, was approximately 91%. Low collection rates
are likely caused by various factors, including outdated technology (i.e., siloed systems) and lack
of enforcement (i.e., inefficient procedures and limited annual foreclosures).

Under Article 7.059 of the Municipal Code, a tax obligation is considered delinquent if it has not
been paid within ninety (90) days from when the tax payment became due. CRIM must follow up
with all delinquent taxpayers and make all efforts permissible by law to enforce compliance,
including embargoing delinquent properties. CRIM must assess the impacts of late payments and
include procedures to address the large population of late paying taxpayers in the design of the
DMO (“Default Management Office”). This will increase collection rates and assist the
municipalities in increasing revenues prior to seeking default remedies via tax liens and
foreclosures. The operation of the DMO is explained in detail in Chapter 2.

Current procedures limit the execution of the embargo process on a delinquent property if it is
referred by a municipality or agency. However, CRIM must also track all delinquent properties
and enforce the embargo process as part of its day-to-day operations, regardless of whether a
delinquent taxpayer is referred by a municipality or agency.

CRIM starts the embargo process by drafting a written embargo notification listing the taxpayer’s
total debt, interests, and any penalty fees for the corresponding property. If the taxpayer does not
respond within fifteen (15) days of the first notification, a second and final notification will be
issued with “acknowledgment of receipt”. These notifications are sent to the debtor following the
Puerto Rico Rules of Civil Procedure with a warning that if the tax obligation is not paid within
30 calendar days after receiving the notification, the delinquent property will be sold in a public
auction. The proceeds of the sale will be used to repay any outstanding debt. CRIM also has the
authority to embargo the delinquent taxpayer’s bank accounts to collect any outstanding debt.

In FY2023, pursuant to the measures outlined in this Fiscal Plan, CRIM is to resume all collection
efforts with the re-establishment of the DMO, which is designed to assist taxpayers in avoiding
default by allowing forbearance and establishing payment plans before a payment default occurs.
Furthermore, the DMO will resume enforcement actions, including “outbound calls™ collection
efforts, embargoes, tax lien sales, and public auctions to improve taxpayer compliance and increase
collection rates to provide much needed financing for the municipalities.

Exhibit 16 illustrates the historical collection rates as a percentage of current year billings, and
Appendix 8 identifies the current year collection rates by municipality. Part V: Measures further
discusses opportunities for Puerto Rico to improve its subpar collection rates and sets July 1, 2023,
as the launch date for the Default Management Office.
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Exhibit 16: Historical Real Property Tax Billings and Collection Rates

89%

82% 84% 84%
9% 78% 78%
68% 68% 67% 68% 65%% 67% 69%
FY16A FY17A FY18A FY19A FY20A FY21A FY22A

Current Collections mDelinquent Collections

The municipalities vary greatly in their collection rates. While nearly all municipalities have a
current year collection rate below comparable U.S. jurisdictions, significant variances exist within
Puerto Rico. As Exhibit 17 below shows, in FY2022, Municipal current year collection rates for
real property range from 82.3% for Pefiuelas to only 42.9% for Guéanica.

Exhibit 17: Highest and Lowest Current Year Collection Rates by Municipalities (FY2022)

10 Highest Collections Rates 10 Lowest Collections Rates
Pefiuelas 82.3% Guanica 42.9%
Guaynabo 78.9% Las Piedras 46.4%
Catafio 77.2% Salinas 48.5%
Dorado 75.6% Jayuya 49.1%
San Juan 75.0% Las Marias 49.4%
Cayey 74.9% Ciales 52.2%
Gurabo 74.7% Yabucoa 54.1%
Bayamon 72.5% Maricao 54.1%
Hormigueros 72.1% Vega Baja 54.3%
Humacao 72.0% Florida 54.8%

Exhibit 18 below suggests that low real property collection rates have generated large gross
accounts receivable (“A/R”) balances amounting to nearly $4.3 billion in past due real property
tax debts, some dating back as far as 1975. The delinquent A/R portfolio consists of $2.5 billion
in interest and penalties (net of discounts) on $1.65 billion of principal at the end of FY2022.

During FY2022 CRIM improved its data quality by validating tax liens, clearing backlogs, and
remediating other operational inefficiencies before conducting the Tax Relief Program which
resulted in the collection of $217 million of past due A/R. CRIM must continue to update the A/R
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records to accurately reflect the past due A/R balance ahead of the engagement of a third-party
advisor to validate the data and value the remaining real property A/R portfolio.

After analyzing the aged receivables, CRIM’s auditor established an allowance for uncollectable
accounts of approximately 81%. After applying the reserve against the gross A/R balance, the net
figure for real property falls to approximately $808 million at the end of FY2022.

Exhibit 18: Historical Real Property Tax Accounts Receivable Balance

(Dollars in millions)

$4,989

. $4,328
$4,023 g
$3,675 ”
$3,385

$3,070 / 2,593

2,519
1,648 1,861 -
1,455 .

2,169
1,478 1,593 1,661 1,763 ’ 1,651
FY17A FY18A FY19A FY20A FY21A FY22A

Principal = Interest Penalties and Discounts

3.4. Real Property Tax Revenues Over Time

Exhibit 19 below presents historical and projected baseline revenues broken into three categories
corresponding to the types of tax rates: Basic Municipal Contribution, CAE, and State Redemption
Fund.

Exhibit 19: Historical and Projected Baseline Real Property Tax Revenues

(Dollars in millions)

$733

$695 $707 - 5687 $692 $697 $698 $699 $701
$641 $639 $649 7

r@| B & B3
[ 66 | [ 66 |

216 236 48 232 233 233 234 234
190 197 206 230
385 377 408 377 401 422 390 393 396 396 397 398

FYIT7TA FY18A FY194A FY20A FY21A FY22A FY23F FY24F FY25F FY26F FY27F FY28F
Basic Municipal Contribution Tax - Real CAE Tax - Real ® State Redemption Fund Tax - Real
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3.5 Real Property Tax Reform

In March 2019, the U.S. Department of the Treasury assessed Puerto Rico’s property tax system,
and that assessment should inform and guide effective tax design. The combined result is that the
property tax in Puerto Rico badly underperforms relative to its potential. Detailed criteria to guide
the property tax system identified in the report are listed in Appendix 3.

The Oversight Board issued a letter to the Government of Puerto Rico, under Section 205(a) of
PROMESA, providing broad recommendations on how the Government can overhaul the
Commonwealth’s property tax system to improve its efficiency, effectiveness, and, ultimately,
increase its collections. Many of these recommendations are aligned with the recommendations
issued by the U.S. Department of the Treasury.

The reforms identified in the letter, many of which would require legislation, consider the
following four categories of changes:

1. Reduce tax exemption and exonerations

a.

CRIM must work with the Government, the municipalities, and all appropriate
agencies to conduct a detailed review of all current property tax exoneration and
exemptions, including those granted under Act 60-2019 to identify the parameters
of such exonerations and exemptions and quantify the annual foregone revenue of
each. This review should be completed to promote a comprehensive tax base and
equal treatment of taxpayers.

Once the detailed review is complete, the Government should repeal legislation
authorizing current exemptions that are not justifiable under equity grounds and
should establish a moratorium on the creation of new exemptions, considering a
transition period for contractually agreed tax exemptions.

The Government should develop and adopt formal policy guidance and regulations
specifying the circumstances under which exemptions might be considered
desirable, with the default position that all exemptions will be denied unless a
compelling justification exists.

2. Establish a market value basis for property valuation

a.

Scenario 1: Refresh real property valuation approach to a “market-informed”
system based on current market prices and construction methods.

i. CRIM must work with the Government, the municipalities, and all
appropriate agencies to complete an analysis to update the current
cost/summation methodology used to value real property, which is currently
based on outdated classifications and outdated pricing schedules that do not
resemble the actual value of property improvements today;

ii. The Government should pass legislation to revise quality and materials
classification categories to reflect present construction
technologies/methods and establish construction cost schedules that reflect
present-day construction/replacement costs;

iii.  Similarly, CRIM must work with the Government, the municipalities, and
all appropriate agencies to complete an analysis to revise land valuation to

13 Property Taxes in Puerto Rico: Assessment and Recommendations, March 2019.

37



reflect present-day market prices. A land value banding structure could be
developed to classify land;
iv. The Government should pass legislation to revise land valuation to, at a
minimum, reflect market valuation banding.
b. Scenario 2: Establish a true market value (transaction data) approach to property
valuation.

1. After refreshing real property valuation, as explained in Scenario 1 above,
the Central Government should pass legislation to establish a mass appraisal
process to revalue properties on a recurrent basis;

il. In addition, the Government should establish multiple methods for valuing
improvements based on existing use and set land values equal to the market
value of individual parcels of land.

3. Levy appropriate property tax rates

a. CRIM must work with the Government, the municipalities, and all appropriate
agencies to identify what the appropriate statutory and effective tax rates would be
across the different property types to achieve the desired tax collection level and
promote equity and fairness for all taxpayers.

b. The Government should pass legislation to levy appropriate tax rates across all
property types.

4. As the Government modernizes the property tax system, it can use classification to
transparently vary effective tax rates between residential, commercial, and industrial
properties if such variation is justifiable. Instead of using exemptions and exonerations,
effective tax rates can be adjusted across a broad category of property (to achieve explicit
policy objectives) using differing assessment ratios or statutory tax rates based on the

property type.

CRIM must complete key milestones to implement these recommendations. These milestones
include (i) a comprehensive review of current property tax exemptions and exonerations, (ii)
completing an analysis to update the current cost/summation methodology used to value real
estate, (iil) completing an analysis to revise land valuation to reflect present-day market prices,
and (iv) identify the appropriate tax rates across different property types to achieve the desired tax
collection level.

To date, the initial exemptions and exonerations report has been completed. However, after
revision by FOMB, CRIM must submit a supplementary report including additional details on
exemptions and exonerations. The remaining reports are currently in the process of being
completed by CRIM.

In March 2023, the Oversight Board approved a request by CRIM to conduct a study to (i) update
the “Unitarios,” (i1) determine the need to create new unit valuation categories to address
structures and sub-structures built with materials post-1957, and (ii1) update the basic unit value to
assess all real property from 1957 values to 2021 values.

Despite commissioning this study, CRIM believes the implementation of a market informed or
“true market value” approach may not currently be viable due to limited available data on market
values and the current political environment, whereby a potential increase in tax rates for citizens
would not likely be supported. Nevertheless, CRIM must continue to work with stakeholders
across the island to support comprehensive tax reform pursuant to the Fiscal Plan measures
discussed further in Part V: Measures, of this Fiscal Plan.
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Chapter 4. Personal Property
4.1. Values and Exemptions

Personal (moveable) property consists of tangible and intangible property in industrial or business
applications that can be moved from one place to another, including inventory, machinery and
equipment, and other moveable assets.

In FY2022!4, personal property filings increased to 100,638 from 91,466 in FY2021, with a total
valuation of approximately $14.9 billion and a net taxable value of $5.5 billion. Approximately
$9.4 billion of the total personal property value is either exonerated or exempted from paying
property taxes. Unlike real property tax revenues, CRIM does not rely on a registry for personal
property taxes. Personal property is self-assessed annually by taxpayers, making compliance the
key area of focus for improved revenues.

Inventory taxable value, excluding finished goods, is based on the lesser of book value or fair
market value on January 1* of each year. On the other hand, finished goods inventory taxable value
is assessed on the monthly average balance for the year preceding January 1%. These amounts are
calculated by individual taxpayers and reported on their tax return filings on May 15,

A typical personal property tax assessment imposition is computed as shown:

e For equipment:

Any cost Applicable
. associated with depreciation up Applicable tax
it + the acquisition until 25% of rate for the
s of the " the salvage municipality
equipment value amount

e For inventories (excluding finished goods):
Average balance of inventory values at Applicable tax rate for
acquisition costs at the end of the year )Gl the municipality

The cost approach is in line with the approach of most other U.S. jurisdictions. As a result, the
valuation of personal property is much closer to the current market value than real property. This
fundamental mismatch between the valuation methods used in personal property and real property
may cause tax burden inequities among taxpayers in Puerto Rico. Presently, business machinery
and equipment are valued at acquisition cost (minus depreciation) with a residual value not less
than 10% — 20% of its purchase price (depending on property class).

A significant portion of the personal property tax is made up of the tax on businesses’ inventories.
In FY2022, inventory represented approximately 53% of the total billable personal property taxes.
For Yabucoa, Carolina, and Catafio, inventory represented 92%, 79%, and 73% of the total billable
personal property taxes, respectively, the highest for any municipality. There has been significant

!4 The most recent available data regarding the inventory tax is from FY2022.
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pressure from local business groups to repeal this tax as it is purported to incentivize companies
to maintain as little inventory in Puerto Rico as possible. Any efforts by the Government to
eliminate the inventory tax must be revenue-neutral to both the Commonwealth and the
municipalities.

As shown in Exhibit 20, in FY2022, over $9.3 billion of total personal property taxable value
(roughly 63% of the total) was exempted or exonerated from paying taxes. CRIM must work
closely with the Government to reduce existing exemptions and exonerations to establish a
comprehensive tax base and strengthen municipal finances, as further discussed in Part V:
Measures. Similarly, to ensure that the personal property tax base is not further reduced, all new
exemptions or exonerations must be revenue neutral and must be approved by the Oversight Board
before implementation. Appendix 10 presents detailed valuation and exemption figures by
municipality.

Exhibit 20: Personal Property Tax Exemptions, Exonerations, and Net Valuations
(Dollars in millions)

101
87 89 72 91/$14,893
81
B30 $12,532 $11,587 $12,196 $11,931
9,319
i 7,776 L 6,844 6,531
92 04 90 91 78 60
5,176 4,662 4,882 5,261 5,322 $5,514
FY17A FY18A FY19A FY20A FY21A FY22A
Net Valuation Exonerations Exemptions =i appraised properties (in 000s)

In May 2018, CRIM performed a study of tax returns and identified 3,887 different exemptions,
of which 3,751 (97%) were granted by the Central Government. Approximately 63% of the total
exemptions were granted under (i) Act 225-1995 (for agriculture), (ii) Economic Incentives Act of
2008, (ii1) Economic Incentives Act of 1997, and (iv) Act 83-1991 (for non-profit organizations).
Many of these acts were repealed and substituted by Act No. 60 of July 1, 2019, as amended (“Act
60-2019”), known as the Puerto Rico Incentives Code. Appendix 7 details the findings of the
study conducted by CRIM. Additionally, certain exonerations are available to qualifying smaller
businesses. A recently published report by the U.S. Treasury'® found that “two-thirds of firms
required to complete the filing process reported total personal property value for their firm at less
than $5,000. At the other extreme, 50 percent of the revenue billed came from just 178 companies,
and 80 percent came from fewer than 1,000 companies.”

Puerto Rico’s personal property tax collections as a percentage of total property tax collections
(approximately 40%) are a substantially larger portion than in the 50 states and the District of

15 Source: Property Taxes in Puerto Rico: Assessment and Recommendations, March 2019.
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Columbia. For example, personal property comprises only 3.3% of the county taxable property
base in Maryland. ' This disparity partially results from personal property exemptions widespread
throughout the largest metropolitan areas in each of the 50 states and the District of Columbia,
summarized in Exhibit 21 below. Perhaps the most notable is inventory exemptions: 45 states
provide preferential treatment, including 41 that provide a full exemption.

Exhibit 21: Personal Property Tax Exemption and Preferential Treatment in the U.S.
Number of States

Machinery & Equipment
Full exemption 19
Preferential treatment 29
Manufacturer's Inventories
Full exemption 41
Preferential treatment 45
Fixtures
Full exemption 13
Preferential treatment 21

4.2. Personal Property Tax Rates

There are four components to the personal property tax rate applied to the net taxable values. These
elements are:

(1) The Basic Municipal Contribution tax rate for real property is up to 4.00%.
(2) The State Redemption Fund Tax adds 1.03%.
(3) CAE tax rates vary by municipality, ranging from 1.00% to 5.50%.

(4) Act 16-1960 authorizes Hacienda to grant a discount of 0.20% on the basic tax
rate.

For example, the calculation for San Juan’s personal property tax rate for FY2023, which has a
CAE tax rate of 3.50%, is as follows:

State
Basic tax Redemption CAE tax Discount
4.00% Fund Tax 3.50% 0.20%
+ 1.03% + _ _

16 Source: 50-State Property Tax Comparison Study — for Taxes Paid in 2021. Published by the Lincoln Institute of
Land Policy and Minnesota Center for Fiscal Excellence in July 2022.
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In total, as shown in Exhibit 22 below, the combined personal property tax rates for FY2023 range
from 5.80% to 10.33% of net taxable value for all the municipalities. See Appendix 12 for detailed
calculations by municipality. Personal property tax rates in Puerto Rico are significantly higher
than in any state in the U.S.

Exhibit 22: Personal Property Statutory Rates for FY2024 (Post-discount)
Number of

Rate Range Municipalities
5.00% - 5.99% 2
6.00% - 6.99% 1
7.00 - 7.99% =
8.00 - 8.99% >
9.00 - 9.99% >
10.00 - 10.99% s

4.3. Collection Rates

As mentioned above, taxes for personal property values are self-assessed by taxpayers on their
personal property tax returns based on property values as of January 1 of each year. The personal
property tax return is due on or before May 15 of each year. An extension of 90 days is available
to file the personal property tax return if requested on or before May 15. The filing extension does
not constitute an extension for the payment of the taxes due. If the personal property tax liability
exceeds $1,000, the taxpayer pays estimated amounts in four equal quarterly installments due on
or before the 15 day of August, November, February, and May of every year. Estimated personal
property tax payments are the lesser of 90% of the current year’s tax or 100% of the prior year’s
tax. Any tax not covered by the estimated tax payments needs to be paid by May 15. For FY2021,
CRIM delayed the first quarterly installment from August 15 to September 15 due to COVID-19.
In FY2022, CRIM approved a seven-day short-term extension, due to the filing date occurring on
a Sunday, and then extended again to account for the power outage that impacted the island in
mid-April 2022.17

The taxpayer is allowed a 5% discount if the personal property taxes for the current year are paid
through the required estimated payments. Taxpayers not required to pay estimated taxes can take
the 5% discount if they pay their total personal property taxes by May 15. Not paying the tax on
the due date can result in a penalty of 5% of the unpaid amount for a delay in payment over 30
days, but not more than 60 days; 10% of the unpaid amount for a delay in payment over 60 days,
but not more than 90 days; and 15% of the unpaid amount for a delay in payment over 90 days.

With respect to self-assessed taxes, total collection rates are close to 100%. CRIM’s operational
efforts to date have focused on improving the electronic filing system to streamline and simplify

17 The FY2022 personal property tax filing deadline was extended on May 6, 2022, from May 15, 2022 to May 23,
2022
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the process for taxpayers, eliminate payment delays, and address other issues resulting from
outdated technology. Starting in FY2018, CRIM required personal property filings to be submitted
electronically through the Personal Property Portal. Future opportunities for personal property tax
collection improvement rely primarily on increased compliance (i.e., ensuring appropriate
valuation, application of exemptions, and filings). These opportunities are further discussed in
Part V: Measures.

4.4. Personal Property Tax Revenues Over Time

Exhibit 23 presents historical and projected baseline revenues broken into three groups
corresponding to the three types of tax rates.

Exhibit 23: Historical and Projected Baseline Personal Property Tax Revenues
(Dollars in millions)
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Basic Municipal Contribution Tax - Personal CAE Tax - Personal State Redemption Fund Tax - Personal

Chapter 5. Central Government Transfers

Historically, the Central Government transferred funds to CRIM through General Fund
appropriations, which were then distributed to the municipalities. These include: a) Equalization
Funds per Article 7.015 of the Municipal Code; and b) Exoneration Funds per Articles 7.029 and
7.031 of the Municipal Code and per Act 16-1960. Article 7.015 of the Municipal Code established
a special fund known as the Equalization Fund to ensure that all of the municipalities receive at
least the same amount of revenues as they received in the prior year from these sources. The
Equalization Fund currently includes the Commonwealth transfer through FY2024 (until its
elimination in FY2025), 35% of Electronic Lottery net annual income, and now will include a sub-
fund to disburse the Extraordinary Fund to cover waste and sanitization services in accordance
with the approved disbursement methodologies. As part of the certified Commonwealth Fiscal
Plan, most of the Central Government transfers will be eliminated. By FY2025, only the Electronic
Lottery and the Extraordinary Fund will remain, as shown in Exhibit 24.
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Exhibit 24: Historical and Projected Central Government Transfers
(Dollars in millions)
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5.1. Commonwealth Transfer

Historically, the Commonwealth Transfer represented 2.5% of the net internal revenue of the
Commonwealth’s General Fund. In 2018, according to the Commonwealth Fiscal Plan, this
amount was capped at $219.7 million, and the 2023 Commonwealth Fiscal Plan gradually
eliminates this transfer by FY2025. The Commonwealth Transfer was $175.8 million in FY2019
(a 20% reduction from FY2018) and $131.8 million in FY2020 (a 40% reduction from FY2018).
For FY2021, the Commonwealth Transfer was originally projected to be $87.9 million (a 60%
reduction from FY2018) per the 2019 certified Commonwealth Fiscal Plan. However, due to the
COVID-19 pandemic, and in accordance with the 2020 Commonwealth Fiscal Plan, the FY2021
Commonwealth transfer remained at $131.8 million. The temporary deferral of the gradual phase-
out of the Commonwealth Transfer provided incremental support and funding to the municipalities
during the COVID-19 pandemic. The phase-out resumed in FY2022 when the Commonwealth
Transfer was reduced to $87.9 million and was further reduced in FY2023 to $43.9 million, the
same amount which will be available for FY2024, in line with prior certified Commonwealth and
CRIM Fiscal Plans. The full phase-out of the Central Government Transfer is currently planned
for FY2025.

To offset this phase-out, and in recognition of the important role that the municipalities play in
providing core services to the citizens of Puerto Rico, over the past 3 years the Oversight Board
has authorized and funded the establishment of multiple new appropriations and investments. This
incremental funding includes, among other appropriations, the Act 53 Waste Fund, offsetting
Medicaid federal funds, the Municipal Consolidation Fund, one-time municipal economic support,
emergency reserve funding, and school and road maintenance funding. The impact of this funding
is illustrated below in Exhibit 25.
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Exhibit 25: External Funding Sources Available to the Municipalities
(Dollars in millions)
Historical and projected external funding sources available to municipalities ($ in millions)
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Further, as detailed in the 2023 Commonwealth Fiscal Plan, starting in FY2024, additional funding
from the Commonwealth may be made available to the municipalities as part of the ongoing
collaboration to improve fiscal sustainability. This funding will only be made available once
established transformational measures and milestones related to these initiatives are achieved. The
Oversight Board, the Commonwealth, and the municipalities plan to use the FY2024
Commonwealth budget certification process to agree on specific financial and operational
milestones, along with the corresponding conditional funding amounts required for disbursement.

5.2. Electronic Lottery Funds

CRIM receives 35% of the net annual income from the Electronic Lottery operations to distribute
to the municipalities through the Equalization Fund. Net annual income is net of participants’
winnings and any other operating expenses. CRIM must closely monitor the level of actual
Electronic Lottery proceeds throughout the year to ensure municipal advances are aligned with
actual lottery receipts.

Before the beginning of every Fiscal Year, CRIM informs the municipalities on their projected
real and personal property tax collections and Equalization Fund allocation. The municipalities
use these estimated revenues to prepare their operating budgets. CRIM advances these estimated
revenues as part of the monthly municipal remittances. If lottery sales are lower than projected, or
winnings are higher than anticipated, as has been the case in prior years, the electronic lottery
proceeds received by CRIM might be lower than originally estimated. Such a situation is
communicated to the municipalities. If this is the case, CRIM needs to do a mid-year adjustment
to the monthly municipal remittances to reflect this lower amount to avoid over-advancing and
causing a liquidity issue at the agency. Any mid-year adjustment that reduces revenues negatively
impacts the municipalities, as they then need to adjust their annual budgets, which may impact the
funding of essential services.

For FY2024, CRIM projects Electronic Lottery proceeds to be $53.1 million, based on Hacienda’s
estimates. During the past year, the Lottery Bureau under Hacienda has worked collaboratively
with CRIM to establish continual reporting. This has allowed CRIM to monitor and quickly react
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if a material negative variance from estimates occurs. Due to this improved collaboration, CRIM
believes that there is no longer a need to build a buffer into Electronic Lottery estimates by
reducing the amounts provided by Hacienda.

5.3 Extraordinary Fund for Waste

Article 401 of Act 53-2021, or the “Law to End Bankruptcy in Puerto Rico,” established the
Extraordinary Fund to address the collection and disposal of residuals and waste, and to implement
recycling programs in the municipalities. As stated in Act 53-2021, the Extraordinary Fund was
placed within the municipalities Equalization Fund provided under Article 7.015 of Law 1072020,
as amended, but in an account separate from other incomes of said fund, to be used for waste-
collection and disposal-specific purposes.

This new fund was created as a way for the Government to allocate some of the savings created
from the POA to the municipalities. The Extraordinary Fund is funded annually from 42% of the
amount collected during the prior fiscal year of the 1.03% State Redemption Fund Tax component
to the property taxes for the municipalities. As described in Chapter 8: Other Transfers, the
State Redemption Fund tax proceeds are collected by CRIM and transferred to Hacienda on a
quarterly basis pursuant to the POA.

In addition, Act 53-2021 designated CRIM to establish the distribution formula of the
Extraordinary Fund for the municipalities, while considering the following parameters:

1. The total number of beneficiaries of the Nutritional Assistance Program, per capita,
according to the certification to that effect issued by the Department of the Family, which
is determined in the immediately preceding fiscal year or in the closest fiscal year for which
the information is available;

2. The functional budget per capita of each municipality, for the immediately preceding fiscal
year or the closest fiscal year for which the information is available;

3. The appraised value of taxable property per capita located within the territorial limits of
each municipality, corresponding to the immediately preceding fiscal year or to the closest
fiscal year for which the information is available; and

4. The population of the municipality per square mile, according to the last ten-year census.

The parameters above were meant to benefit smaller municipalities as well as those highly
dependent on the Nutritional Assistance Program. Still, use of these funds is limited to collection
and disposal of garbage, waste and debris, and implementation of recycling programs.

It is important to note that this appropriation may only be included in the budget for the current
fiscal year if the amount of Medicaid funds that are received during the prior fiscal year exceeds
the projected amount of Medicaid funds for that prior fiscal year, as set forth in the latest certified
Commonwealth Fiscal Plan available. Refer to Chapter 7: Advances to Municipalities for
CRIM’s proposed process to administer the Extraordinary Fund to annual subsidize waste and
sanitation services for the municipalities.
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Chapter 6: Other Revenues

In addition to property taxes, CRIM records other de minimis operating revenues, including:

e Service charges to banks;

e Sales and certifications of maps. CRIM offers a variety of mapping products available to
the taxpayer or agencies at a set cost; and

e Interest and miscellaneous income.

Article 7.017 of the Municipal Code states that Hacienda must transfer 2% of the collections from
Act 22-2000 fines and infractions to CRIM; however, Hacienda collects and sends these funds
directly to the municipalities. According to the CRIM management team, this represents a de
minimis amount of funds.

Part III. Uses of Funds

In addition to overseeing the collection of property taxes from individuals and businesses, CRIM
manages the redistribution of such funds in three major categories: (1) advances to the
municipalities; (2) transfers of the State Redemption Fund Tax to the Central Government;'® and
(3) transfers of the CAE Tax to the trustee to pay the municipal CAE debt service. To support
CRIM’s operating expenses, CRIM retains 5% of the total basic municipal tax (“CRIM Admin
Fee”). Exhibit 26 presents the uses of funds in greater detail.

18 The taxes deposited in the State Redemption Fund have been used in the past for General Obligation (“GO”) Bond
debt service. Some holders of GO bond claims and Commonwealth-guaranteed bond claims have asserted that their
bonds are secured by the 1.03% tax on real and personal property collected in the State Redemption Fund. The
Commonwealth and the Oversight Board disagree with that position 