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o you see the glass half full? Or do you see
it half empty? On an island that is becoming
increasingly accustomed to living or surviving
during a crisis, it is often necessary to analyze
how we want to perceive our reality. When COVID-19
arrived in Puerto Rico, the island was still handling the
consequences of the fiscal crisis (which began all the way
back in 2008), the impact of Hurricane Maria in 2017, and
the earthquakes that hit the southern region in January
2020, among other events.

If we focus specifically on the local economy, we could
say it is at a turning point precisely due to the accumula-
tion of the different crises that have affected the island.
Puerto Rico’s economy is potentially in the early stages
of a strong recovery after the first year-and-a-half of the
COVID-19 pandemic. For the first time in nearly a decade,
there is a substantial amount of financial resources avail -
able for investment, and, along with the increase in public
spending and infrastructure investments, the island could
see a period of solid economic growth. A continued eco-
nomic growth would be assured and even extended if
investment funds were provided to companies through
the appropriate channels.

Historically, investment financing in Puerto Rico has
been driven by credit loans, mainly from commercial
banks, conducted over long-term relationships between
the banks and their commercial borrowers. Although the
sector has been growing in recent years, it has undergone
further consolidation, which reduces the alternatives in
a process already brokered through direct relationships.
New and existing companies looking for growth oppor-
tunities should consider alternative ways to raise capital in
order to streamline their access to funds and improve the
correlation with their specific exposure to risk.

Some Economic Context

The COVID-19 pandemic caused a major disruption
in economic activity around the world, including Puerto
Rico. Given the island’s position as a U.S. territory, the
Commonwealth was included in all U.S. policy responses
to the pandemic, such as the 2020 CARES Act and the
2021 American Rescue Plan. Itis also positioned to receive
funding from the two infrastructure bills currently being
considered by Congress. As a result, Puerto Rico is likely to
see a strong recovery after the pandemic, even considering
the impact of new variants. In addition, it would be the first
time in more than a decade that the economy is expected
to have significant growth in the short and medium term.

According to the Puerto Rico Economic Development
Bank’s Economic Activity Index (EAI), Puerto Rico's econ-
omy had been consistently declining in activity between
fiscal years 2012 and 2017. During fiscal year 2018, which
covers the aftermath of Hurricane Maria, the index fell by
7.1 percent. Recovery efforts generated enough activity to
offset this decline during fiscal year 2019, when the index
grew by 6.7 percent.
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Before 2020, there was a benchmark expectation
that the index would return to pre-Maria levels once the
recovery funds were depleted. The COVID-19 pandemic
caused a major disruption in economic activity. However,
aid funds approved by the U.S. Congress largely helped
mitigate the impact of this disruption. The index declined
during fiscal years 2020 and 2021, but by less than the
expected amounts: 1.7 percent and 1.9 percent, respec-
tively. At the time of writing, the EAl was below the levels
for fiscal year 2019, but above those for fiscal year 2018.
In other words, the impact of the pandemic on economic
activity, net of the policy interventions by the United States
and Puerto Rico, so far, has not been much worse than
that of Hurricane Maria.

Besides, the growth in the monthly EAI between April
and June 2021 has exceeded pre-pandemic levels,
which is largely due to the fact that the same months
in the previous year were at the peak of the pandemic
(it is easier to grow from rock bottom). However, it also
reflects the impact of the resumption of business and
the initial stages of the recovery phase.

This creates an environment in which, for those who
invest well, growth can be sustainable thanks to these
post-pandemic economic injections.
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Changes in the Consumer
and Service Economy

According to the 2017 Economic Census, the retail
trade sector (NAICS 44-45) and service sectors like
healthcare (NAICS 62), accommodation (NAICS 72), and
administrative support (NAICS 56) represent 4 out of the
top 5 sectors in Puerto Rico’s economy, measured by
their share of total employment. The manufacturing sec-
tor (NAICS 31-33) is the 4th largest with 11.8 percent, and
together, these five sectors represent around 69 percent
of total employment in Puerto Rico.

The future of the local product-and-service struc-
ture is difficult to predict, but there are some indica-
tors that help us foresee changes. New opportunities
are likely to emerge in unusual areas. Puerto Rico's
post-pandemic industrial layout can be difficult to
predict, but the following sectors should gain ground
in the employment ranking:

Professional, Scientific, and Technical Services
(NAICS 54): Given the existing relative advantages in
Puerto Rico for life sciences and research operations, the
recent efforts to promote Puerto Rico as a destination for
this type of investment, and the growth of remote work



opportunities, Puerto Rico should be increasingly attrac-
tive for Foreign Direct Investment (FDI) in this area.

Information (NAICS 51): The pandemic had a great
impact on local transactions, something that both com-
panies and customers were forced to accept.

Construction (NAICS 23): Driven primarily by infra-
structure investments, but also by the implementation
of new environmental requirements in buildings (reuse),
as well as an increased demand for residential units from
a population that is declining less quickly due to new
opportunities in Puerto Rico.

The Status of Commercial Banking

Accordingtothe PuertoRico Office ofthe Commissioner
of Financial Institutions (OCIF, by its Spanish acronym), as
of the first quarter of 2021, financial institutions in Puerto
Rico (that is, governmental and commercial banks, credit
unions, investment companies) owned about $170 billion
in total assets. This is the third year of growth for financial
institutions, after a period of sustained decline that began
in 2007, when the impact of the elimination of section
936 from the IRS code began to take its toll. It is impor-
tant to highlight that national commercial banks own
most of it, with 45 percent, which has been the approxi-
mate average size of that segment for the last decade.
The related segment of international banking entities
owns 38 percent of the total assets, which reflects how
much of the commercial banking sector dominates the
financial institutions sector.

The share of total assets owned by banks and similar
financial institutions reflects the pervasiveness of credit
loans in investment financing, compared to the use of
capital by way of venture capital and other private equity
options. While capital funding tends to have higher required
rates of return and most times involves sharing control, it
also provides important benefits, such as low fixed costs.
In most circumstances, companies are not required to pay
out dividends unless it is decided on a case-by-case basis,
unlike loans, which entail a monthly required payment
regardless of the business’'s performance. This is where
we aim to focus our attention, since traditional financial
institutions are not —nor should be— the only source of
financing for companies.

A Look at the Ecosystem of Startups
and Scaleups on the Island

About five years ago, the Puerto Rico Science,
Technology and Research Trust launched Parallel18 with
the mission of strengthening the island’s entrepreneurial
ecosystem. According to figures provided by the orga-
nization, since its creation, 211 companies have gradu-
ated from its accelerator program and 111 from the pre-
accelerator program.

“The point of this is that Parallel18, along with other

“The development of scalable
and validated companies had to
happen first, so that this capital
could be invested in those
companies.”

— Lucas Arzola,
investment director at P18 Ventures

programs in the ecosystem, have created a roadmap
where entrepreneurs have access to different support
programs, depending on their progress stage. After we
create a critical mass of companies that are operating
and growing, it starts attracting capital, because now
those companies need investment. This is how angel
investors (venture capital firms) have become involved,
looking at these companies emerging in Puerto Rico
to start making investments,” explains Lucas Arzola,
investment director at P18 Ventures, the Parallel18 divi-
sion focused on raising capital.

According to data from the Parallel18 Impact Report for
its fourth year of operations, the startups that graduated
from its programs have generated approximately $189
million in revenues and managed to raise about $126 mil-
lion in capital to further their growth.

Arzola explains that, out of those $126 million raised,
$20 million were from Puerto Rican investors. “This
means there is significant investment activity and that
investors in Puerto Rico are participating in those invest-
ments as well, competing with investors from the United
States and Latin America, as well as with other accelera-
tors and corporations. Currently, a network of investors
is being established to support the companies with capi-
tal. That's something that did not exist when Parallel18
started. Activity in this regard was practically nil. The
development of scalable and validated companies had
to happen first, so that this capital could be invested in
those companies,” he adds.
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“We have a well-educated
bilingual population. For skilled
jobs, we are super competitive

in terms of wages and
compensation.”

— Maria Elena Carrion,
Managing partner, MCC Multi Cultural Capital

Meanwhile, Maria Elena Carrion, who leads the inde-
pendent mergers and acquisitions consulting firm MCC
Multi Cultural Capital, believes Puerto Rico is at a turning
point in economic and capital market terms. She espe-
cially notes the perception shift reflected in the headlines
of the financial media, which a decade ago referred to the
island as “the Greece of the Caribbean” but now focus
their news on “access to capital markets and the growth
of direct investments through private partnerships and by
declaring Opportunity Zones.”

The finance expert assures that the island has several
competitive advantages: “We have a well-educated bilin-
gual population. For skilled jobs, we are super competitive
in terms of wages and compensation. We have all the
guarantees of being a federal territory, so we are protect-
ed by the Constitution and by federal law. We also have
tax incentives. So, given our change in the economic cycle
or our lack of participation in the bull market we've seen
since the end of the Great Recession, we are a market that
is really attractive for foreign investors, who are showing
more interest in Puerto Rico.”

How a Local Company
Can Get Investment

Given this landscape, it is becoming increasingly impor-
tant that those trying to start a business in Puerto Rico
have a clearer picture of the capital sources available to
them. Of course, their alternatives vary, depending on the
stage of their business and their goals.
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Ana Maria Cintron, who directs the non-profit organiza-
tion Causa Local, asserts that it is necessary to convey the
importance of raising capital if you are looking to start a
business. “Many people want to start a business, but when
it comes to growing, it is not clear to them that they need
to raise capital. At this initial stage, there are few options in
Puerto Rico to obtain capital,” she points out.

In her experience, many people complain that they are
not getting support from local banks, but in her opinion,
“not all companies are in a position to seek capital from
banks.” “It’s like wanting to skip from Pre-K to senior year
without going through the rest of the school grades. We
should highlight how important it is to understand that
entrepreneurship happens in stages, like everything else
in life, and that access to non-traditional capital should
be provided to those who need it but don't have access
to it,” she adds.

Cintron explains that there are non-traditional initia-
tives “to support these entrepreneurs and, in turn, create
a pipeline that will help them keep growing until they can
access other sources of financing. It is also convenient
for banks that multiple entrepreneurs register every year
in Puerto Rico because those entrepreneurs are going to
keep growing. They may not all grow, but a large per-
centage will.”

No matter what stage your business is in, it is very likely
that whoever starts a business will need some type of
capital. Both Cintron and the organization Colmena66
agree that, in order to know which type of alternative
iS the best, it is important to undergo a self-assessment
process. Basically, you need to understand what stage the
business is in, in which direction you want to grow, and
how much money you need to do it.

At the initial stage, entrepreneurs almost always resort
to family or friends (two parts of the famous three
F's) in search of this financial support. The Colmena66
program warns that, although financing the business
through friends or family can be beneficial in certain
cases, it could still give way to drawbacks if not planned
properly. They mention that, at this initial stage, another
option to consider is “‘crowdfunding.” There are sev-
eral forms of “crowdfunding,” depending on the com-
pany's needs including Antrocket, GoFundMe, Indiegogo,
and Kickstarter.

Non-Traditional Financing Alternatives

Options available for those just starting out include phil-
anthropic loans, as is the case with Kiva. This is a nonprofit
organization seeking to expand financial access in order to
help underserved communities thrive. According to their
website, they do this “by crowdfunding loans and unlock-
ing capital for the underserved, improving the quality and
cost of financial services, and addressing the underlying
barriers to financial access around the world.” Through this
organization, which operates in the island under the aus-



pice of Causa Local, applicants may access up to $15,000
financed by people around the world who each lend $25
to various companies and projects worldwide.

One suggestion Cintron offered for all types of people
who have a business is to “know your numbers.” From
her years of experience in traditional banking to what she
has learned while working at the nonprofit organization,
she notes that many are unaware of their revenues and
expenses when they start a business. “We start with the
first ‘red flag’: If you have a product or service, your first
employee is you. If you are just starting and you have no
money, you have to do everything. You have to register,
open a business account, etc. That profitability is impor-
tant. In other words, something as simple as knowing
what your revenues and expenses are. You would be
surprised, because we ask that question, and most people
don’t know how to answer it properly. There are a number
of complexities: for example, you could be baking cakes
from home, and if you're not tracking how much electric-
ity you consume when you bake, you don’t know what
your business expenses are,” she says.

According to Cintron, this is fundamental because,
when a company is somewhat more structured and its
structure is more robust, it is time to move forward to
raise capital. This is when they may consider accessing
programs like WeFunder, which is another initiative oper-
ating in Puerto Rico under the auspice of Causa Local.
“We are talking about small private investors that help
you reach your goal. This means | can invest in a busi-
ness. | give $100 and become a local investor. Then, the
entrepreneur has the opportunity to receive that money
and raise capital, and the group assigns an investor. The
entrepreneur won't be working with multiple investors,
but rather with the one who leads that group. However,
they all contributed money,” she details.

She adds that this model is ideal for recently established
businesses, “because it's an opportunity to raise up to $1
million without needing to submit so many documents.
Although they do ask for certain documents, theyare much
fewer thanwhat other traditional methodsrequire, because
this is designed to support entrepreneurs who are just
starting out.”

Causing a Domino Effect in the Economy

Cintron emphasizes that alternatives like the ones they
work on are just the beginning of the journey companies
must undertake in their path towards growth. In that
sense, other capital sources benefit from what the com-
panies learn along the way. “We are looking for entre-
preneurs who deliver growing results in a sustainable
manner. They will eventually become bank customers
—or of any type of financial institution— if they haven't
already. In that sense, it benefits these institutions,
because they need to create that pipeline. But if these
people never start, never take off, and fail to grow, they

will never become customers of these banks or traditional
financial institutions,” she said.

She mentions the example of local company Molcajete
Foods. This company, which makes corn tortillas and tor-
tilla chips in Puerto Rico, started out by accessing capital
through a Kiva loan. They have so far managed to build
their factory, create jobs, and position their products in
various locations in Puerto Rico. Part of the impact they
make also has to do with creating networks between local
companies. She points out that there are interesting busi-
ness exchanges in the events held by the organization,
where some companies become suppliers for others.

In this regard, Arzola from P18 Ventures, agrees that
part of the approach to continue strengthening the eco-
system of startups and scaleups in Puerto Rico is collabo-
ration. “Beyond what the accelerator programs provide,
the community built, the collaboration between entre-
preneurs is important. Also, connecting different groups
around these entrepreneurs,” he states.

Where to Seek Investment
to Enter the Market

In addition to the non-traditional sources mentioned
earlier, there are other alternatives. Firstly, there are com-
mercial loans, which, contrary to other options, do not
require ceding equity or any type of control over the
company. Commercial banks usually prefer to extend
loans of more than $10,000. In order to grant them, they
usually look for good credit, a solid business plan, ability
to repay, and the collateral.

“We are looking for
entrepreneurs who deliver
growing results in a sustainable
manner.”

— Ana Maria Cintron,
Founder, Causa Local
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3 Most Common Types of Investors for Startups

Angel Investors Venture Capital Investors Family Offices

Typically, a high-net-worth
individual who invests in a new or
small business, providing capital
in exchange for equity in the
company.

As Carrion (Multi Cultural Capital) explains, “if you're
looking for debt capital and you're an established com-
pany, banks may have consolidated, but they are healthier
than ever. We have a well-capitalized banking system,
which was not the case more than 10 years ago. Therefore,
banks have the liquidity and are eager to lend to good,
stable companies.” At that stage, there are also other tradi-
tional alternatives, such as loan funds, home equity loans,
credit card cash advances, financial factoring, and other
incentives that may apply depending on the industry. For
the most part, these are debt-linked options.

In this regard, Carrion adds that a growing market has
been developing in recent years for private debt from non-
bank entities. Some examples she mentions are Acrecent
Financial Corporation, Parliament Capital, and Bluhaus
Capital. “They provide opportunities for smaller and more
difficult loans that are still on the debt side,” she says.

Other alternatives include mutual funds and venture
capital. This is the type of financing that, in the opinion
of Arzola (P18 Ventures), should keep being developed in
Puerto Rico. “The more capital there is, the better for the
entrepreneurial ecosystem. If they do not have access to
capital, businesses grow more slowly. That is why it is so
important to address the issue of capital in Puerto Rico.
We do believe there is room for more angel investors, for
venture capital. Also, for other types of investment, since
not all companies fit into venture capital programs, for
example,” he says.

Risk Capital and Venture Capital

Simply put, through “venture capital,” private inves-
tors finance companies with high growth potential in
exchange for shares or property. As the Colmena66
program explains in its “Tu Camino Empresarial” (Your
Business Path) guide, funds “come in through different
sources, including individual investors and corporations,
among others. The types of businesses they invest in are
small and medium-sized companies with strong growth
potential. These investments are typically characterized as
high risk and high return opportunities.”

Although debt-based financing alternatives are much
more developed in Puerto Rico, there is a capital equity
sector that is beginning to organize at the local level. The
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Firms that are part of the private
sector and have a pool of money
to draw from corporations,
foundations, pension funds, and
organizations.

Private wealth management advisory
firms that serve ultra-high-net-worth
investors usually exceeding $100
million to manage their investable
assets.

perspective in this segment is different in that the priority
for those who invest in that segment is the growth of the
companies they are financing.

After talking with several people who work in this sec-
tor, the point of convergence is that companies need to
show growth to attract investment. Due to Puerto Rico's
geographic size and demographics, they tend to pay
more attention to businesses that have the potential to
grow on and off the island. For example, if a company
can show solid data to prove it can dominate the local
market and that it has strategic plans to scale and grow
in markets outside the island as well, investors could see
a greater potential in supporting these companies.

Risk capital or venture capital investors will focus pri-
marily on the ability to grow three to five times larger.
All this must be supported by a robust business plan
and value proposition, aside from identifying the Total
Addressable Market (TAM) the operation is aimed at.

How to Present to Investors

It is worth noting that a company's approach towards
potential investors must be adapted to the type of invest-
ment being sought. That is to say, if you are presenting
the company to a debt investor, you should not neces-
sarily emphasize the same aspects. It is in the debt inves-
tor's interest to guarantee they will recover the money
invested within the agreed time. On the other hand, an
equity investor will focus their analysis on growth poten-
tial. In fact, the approach should be different when pre-
senting to local investors versus foreign investors. Local
investors will want to see the company grow about three
times larger. Foreign investors will see if you can grow
about 15 times larger. In order to grow 15 times larger,
your TAM needs to be different. It can't be just Puerto
Rico. There is a level of sophistication that changes.

In the scenario where a company has several alterna-
tives among potential investors, there are certain char-
acteristics they should look for. The company must have
clear expectations and ensure that these investors or
investment firms have experience achieving what they
want —even if it is in a different industry. They should
see whether similar companies have positioned them-
selves in different markets. It is also important that this
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shford Venture Partners Serial investment vehicle focused on venture capital and private equity in Puerto Rico. \

Pre-seed and seed stage venture capital firm focused on technology startups backing

ATO Ventures companies at the earliest stages, often before products have been completely built.

Leading professional association supporting the success of angel investors in

Aurora Angel Network high-growth and early-stage ventures in Puerto Rico.

Caribbean Private Leading investment firm deploying capital in the Caribbean Basin with long standing

Equity Partners and deep professional and personal relationships throughout the region.
Puerto Rico's first seed fund providing risk capital to early-stage innovation-driven
IDEA'Seed Fund ventures from Grupo Guayacan.
Mo Ventiines Puerto Rico’s first institutional early-stage venture capital firm investing in technology
companies across Latin America that leverage Puerto Rico as a platform for growth.
P18Ventures has the mission to create investment opportunities for parallel18 startups
P18Ventures and alumni, through a follow-on investment fund, investment events, and direct
contact with investors.
Puerto Rico based, minority-owned alternative investment firm specializing in direct
Parliament Capital lending and private credit that targets underserved, privately held, lower

middle-market companies in Puerto Rico, the US Virgin Islands, and the United States.

Puerto Rico based growth-stage private equity investment fund specializing in

Semillero Ventures

A

agriculture, food, agribusiness, and appropriate agricultural technology.

4

**Source: Startup Universal Puerto Rico Profile

conversation be clear in terms of timeline expectations.
That is: how much time are they going to spend working
on your company? How often can you meet to assess
your progress? Recommendations from several venture
capital experts include asking a series of questions during
that first approach with potential investors:

What is your investment portfolio?

What have you invested in?

How do you spend your time?

How do | make sure you will spend enough time on
my company?

If you become part of my Board of Directors, will you
attend meetings and participate actively?

These questions are essential to identify two extremely
important characteristics when selecting potential inves-
tors: commitment and experience. It is vital to be clear
about how committed they can be to the business and
how much experience they have helping similar com-
panies in order for the relationship to be one of mutual
growth.

In this sense, Carrion (Multi Cultural Capital) highlights
the establishment of various organizations dedicated to
helping companies access equity financing alternatives
as something positive. “We've seen the development of

local organizations that truly hone and empower entre-
preneurs, giving them the tools to be competitive and
grow in a global economy. Originally, we had Grupo
Guayacan —which has done a great job— and organi-
zations like Parallell8, Endeavor, and ConPRmetidos,
which serves as a bridge between the diaspora and
Puerto Rican entrepreneurs. So, startups have an increas-
ing number of organizations that can help them grow.
Plus, we're also seeing the development of new private
equity funds,” she points out.

ALTERNATIVES TO INVEST
IN PUERTO RICO

The emerging entrepreneurial ecosystem on the island
makes it even more necessary to focus efforts on pro-
moting the creation of more investment opportunities as
well. “We need more capital and more options,” stresses
Arzola (P18 Ventures). “The deal flow exists. These com-
panies need more investors and available capital, and
more should be done to establish a connection for these
groups to meet.”

In fact, Foreign Direct Investment (FDI) has historically
been another important source of investment financ-
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**Note: Editor’s pick, in alphabetical order.

ing in Puerto Rico. The elimination of section 936 from
the IRS code in 2006 removed a significant incentive for
foreign corporations to establish operations and invest in
the island. However, as part of the ongoing restructur-
ing of the government, the island’s legislature approved
Act 13-2017 to create Invest Puerto Rico, an investment
promotion agency (IPA) to increase awareness about
the benefits of Puerto Rich as an FDI destination. Invest
Puerto Rico began operations in early 2019 and during its
first fiscal year, reported $58 million in Committed Capital
Investments expected to generate around 3,500 jobs.

These figures are encouraging in terms of the island’s
potential to attract foreign investment to support eco-
nomic development. Carrion, whose firm works with
local companies that want to bolster their position in the
market through mergers and acquisitions transactions,
points out several sectors with ample growth potential.
She begins by highlighting the areas of healthcare, bio-
technology, and pharmaceuticals.

“Everyone is talking about ‘onshoring’ (bringing manu-
facturing back to local territory) after the COVID-19 pan-
demic, due to all the disruptions that we saw in the global
supply chain. That gives us a great advantage to bring
back biotechnology, medical devices, and the pharma-
ceutical industry,” she says.

Another sector that has great potential, according to
Carrion, is tourism, “which currently represents 7 per-
cent of the island’s Gross Domestic Product.” From her
perspective, the range of alternatives Puerto Rico has
for different types of tourists, as well as its relationship
with the United States, should be used as an advantage
to make these industries stand out economically. The
same holds true for her in terms of the renewable ener-
gy sector. As we see a global paradigm shift towards
energy sources that depend less on fossil fuels, there are
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opportunities to develop technologies and companies
in that sector.

“| think the multiplier effect of getting more than $60
billion in federal funds —much of it geared towards
rebuilding our infrastructure, our real estate inven-
tory— will make us more competitive, and that means
growth for most industries. It is a positive aspect. Puerto
Rico is an unsaturated market, which outsiders had not
really understood, and therein lies an opportunity. Right
now, we are in the midst of a dramatic and very positive
change in our economy,” she emphasizes.

Other possibilities to receive foreign investment are
Public Private Partnerships, a model that is gaining
momentum in Puerto Rico, as it provides the pos-
sibility of promoting a sustainable economic impact
and establishing Puerto Rico as a global competitor in
infrastructure development. The creation of the Public
Private Partnerships Authority (P3) sought to spearhead
“the transfer of much-needed investments for Puerto
Rico's infrastructure, looking to transform our economy
by securing private capital for public projects. We are
building a more robust, smarter, and stronger Puerto
Rico. To achieve this, we execute strategic commercial
efforts with meticulously chosen partners based on their
credentials to provide the most efficient services for
everyone,” reads the authority’s website. Currently, they
have forms available on their website for those interested
in being part of a public-private partnership in the island.

This is added to the fact that the U.S. Department of
Treasury has declared 98 percent of the island as an
Opportunity Zone. These zones were created to encour-
age local, national, and international investment, create
jobs, and generate economic development in disad-
vantaged communities. This model allows investors to
receive preferential tax treatment.



The Puerto Rico Department of Economic Development
and Commerce (DDEC) explains that, through this model,
investors can defer taxes on any previous earnings until
no later than December 31, 2026, as long as the earnings
are reinvested in a Qualified Opportunity Fund (QOF), an
investment vehicle created to make investments in zones
of qualified opportunity. According to the U.S. Internal
Revenue Service (IRS), the proposed regulations clarify
that almost all capital gains qualify for the deferral. To
qualify for tax deferral, that capital must be invested in a
QOF intended to carry out an eligible activity, in an area
authorized by the U.S. Treasury Department.

The DDEC projects that, in the short term, Opportunity
Zones will generate close to $600 million in new invest-
ments, jobs, and benefits to municipal and central
government coffers. Operations within an Opportunity
Zone may include hotels, inns, and other businesses
directly related to tourism; agricultural sector develop-
ment; service to facilities; malls; high-tech companies,
research and manufacturing, real estate development,
among other areas, the agency adds.

Increase Visibility Abroad

According to the Invest Puerto Rico portal, in the past
fiscal year, there was an increase in Puerto Rico's global
media presence as a healthy market to invest in. Its most
recent earnings report reflects a 3,800 percent increase
in media coverage from the first quarter to the end of fis-
cal year 2020. This led to more than 160 million earned
media impressions for the island. Additionally, the orga-
nization launched a three-month pilot campaign specifi-
cally focused on markets in the U.S. East Coast, such as
New York City, Boston, and the District of Columbia.

“There are local organizations that are trying to build
bridges. There are probably still small pockets of capital,
and moving that capital through some of the organiza-
tions training our entrepreneurs is a good way to pool it.
| think that the major opportunity here is that we have a

much larger population in the continental United States
than in Puerto Rico,” says Carrion.

The finance expert adds that the great number of
Puerto Ricans residing outside the island could also see
opportunities to return, thanks to the progress of ini-
tiatives seeking to improve the economy. ‘It is a great
advantage in terms of repopulating the island. Many
of them migrated recently due to conditions, such as
Hurricane Maria, which led to another migration wave.
We need to start setting the conditions for growth and
job creation. For $200, you can book a flight from Florida
to return home, but we need to offer those people jobs
and growth opportunities. If we do that, the main objec-
tive is to bring those who migrated recently back home,
which is a solution to our population decline. Because
the economy cannot grow if we continue to lose popula-
tion,” she explains.

A BRIGHT FUTURE

Although the outlook may seem bleak after a deep
recession, the impact of hurricanes Irma and Maria in 2017,
the earthquakes in the southern region in early 2020, and
the COVID-19 pandemic, the truth is that several parties
agree that we are living in a time of great opportunities.

Carrion (Multi Cultural Capital) assures that there has
been a change in the perspective of many local compa-
nies after these events: “Our private sector is now stronger
than it was 15 years ago because the companies that have
survived and are not over-indebted have undergone the
worst economic cycle. And when you have a shrinking
market, companies that were perhaps insular in their per-
spective were forced to look outside.”

For her part, Cintron (Causa Local) agrees, but notes
the need for more educational resources for small and
medium-sized companies, specifically those focused
on raising capital. “I think there is still a lot of work to be
done in Puerto Rico's ecosystem of startups and scale-
ups. Not only to educate, but also to show them that

New Meeting Point for Investment

As part of their mission to attract capital investments to the island, Invest Puerto Rico launched Impeller, an
exclusive online resource that provides a growing list of business opportunities for issuers and companies seeking
to access different investment agreements inside and outside the island. According to the organization’s website,
this resource facilitates the flow of capital through a valuable tool, driven by the desire to greatly impact Puerto
Rico’s economic transformation.

From the investor's perspective, Impeller offers a broad list of investment agreements seeking recapitalization
and economic growth for the island’s benefit. The available sectors of opportunity at Impeller range from
healthcare, technology and clean energy, to the visitor economy and commercial real estate. The tool's intuitive
interface can provide a wealth of information about issuers, including their finances, company history, executive
board, performance and needs. From the issuer’s perspective, this new platform aims to help companies increase
awareness of their operational footprint among credible investors seeking to close equity investment transactions
in Puerto Rico.
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they must continue growing. | think it's up to those of
us behind the business ecosystem to audit. Out of the
250 entrepreneurs we have impacted, 20 percent want
to continue growing. That is not to say that the other
percentage is not important for the local economy. But
at the end of the day, we should see it as an investment.
If I'm investing in these programs, then we need to see
how many entrepreneurs we're generating that are going
to export and grow,” she says.

Cintron also believes it is urgent to extend scopes
beyond the metropolitan Area. She mentions some
towns around the island where highly promising busi-
nesses are flourishing. “"Right now, there are many entre-
preneurs who are educated but do not know how to
grow. Maybe, instead of focusing only on creating more
new entrepreneurs, we should focus on those who want
to continue growing, to join them in achieving that,”
she proposes.

Arzola (P18 Ventures) argues that we are at the right
time to continue strengthening the investment net-
work on the island. He explains that when they started
Parallell8, the investment environment in Puerto Rico
was not as robust as it currently seems to be becoming.
Companies that have graduated from their programs
have collectively raised millions of dollars in capital.
“Of those $126 million, $20 million were obtained from
Puerto Rican investors. That means there is significant

We offer tailored risk
solutions to help you
reach your goals.

255 Ponce de Ledn Avenue, Suite 700, San Juan PR 00917
Tel. (787)641-2738 « clcinsurancepr.com

investment activity and that investors in Puerto Rico are
participating in those investments as well, competing
with investors from the United States and Latin America,
competing with other accelerators, with corporations,”
he adds.

Carrion assures that all of this means there is an ideal
environment for there to be what she calls “two avenues
of growth for Puerto Rico.”

“You can grow through both channels: the domestic
market, which has had a turning point, and then keep
expanding outside the United States. This is highly com-
plementary because you end up having a more diverse
business. Even companies that focus solely on the domes-
tic market have been doing well due to their particular
niches. This is why right now we can showcase Puerto
Rico as a growth story. We don't need to explain that it
is a shrinking market with debt problems. We can portray
it as a growth story, and that changes the narrative,” she
concludes.

And, after all, | continue to see the glass half full.

*The author is a senior marketing executive with more than 20
years of experience contributing to the growth of market leaders
in Puerto Rico, the United States, and Latin America.

He is the Founder and Chief Marketing Advisor at DuartePino.

Contributors: Pablo Arroyo Ledn, Gabriel Marrero Girona, and
Maria E. Ramirez Ortiz, Advisors from DuartePino, collaborated
in this article.

When you partner with Hub
International, you are at the
center of a vast network of
risk, insurance, employee
benefits, retirement, and
wealth management experts.
As the leading insurance
brokerage firm in Puerto Rico,
we prepare businesses and
individuals for tomorrow.
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How' To Open
A Business In

Puerto RIco

By Antonio Duarte, Founder & Chief Marketing Advisor at DuartePino
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espite all the challenges of the ongoing
Covid-19 pandemic crisis and its economic
repercussions, there are still many opportuni-
ties to establish a new business that becomes
successful. But to find these opportunities you must do
your homework.

In an article last year, the co-founder of underwear
company Thirdlove, Heidi Zak, said that this is the
best time to start an enterprise because if you can
build a business in the current environment, you will
only be stronger tomorrow. As a result, he said, com-
panies that are capable of solving problems during a
crisis grow faster.

This is why we have created this roadmap for those who
want to make lemonade with the lemons the current situ-
ation has given us, and establish and start a new venture
in Puerto Rico today.

ARE YOU FROM HERE
OR FROM ABROAD?

Although the island’s entrepreneurial landscape is ideal
both for local businesses and for those who want to
move to Puerto Rico and start their business here, there
are some differences in how to do it. Although the steps
and requirements to start a business on the island are very
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similar for both cases, the options vary in terms of financ-
ing alternatives.

STEPS TO DOING BUSINESS
IN PUERTO RICO

As with any venture, the process starts with the basics:
to give shape to the business idea. Entrepreneurship and
corporate law expert Ivan Rios-Mena, Esq. recommends
dispensing with the notion that you have to come up
with a perfect and original business idea, stressing tha
execution is more important than the idea itself, which
will probably undergo changes or adjustments during the
process of establishing the business.

A. How can | generate ideas with business potential? -
Start with an ideation exercise.

Identify a need or problem which no one is currently
solving. A business is supposed to sell a solution to a
problem customers have. “The idea” alone does not sell.

Brainstorm with your friends and mentors. Group
dynamics can help you come up with thoughts that had
not occurred to you before.

Develop critical thinking. Day by day, observe the
obstacles or needs you confront. What is missing that you
could solve better? What are the complaints of the people



you interact with? How much would they pay to get this
need or obstacle solved?

Research and analyze the market. Maybe many have
come up with your same idea. Find out how it is being
developed in other countries. If you already know there
is a market for your idea, you could discover its potential
and get a clearer picture. You could even approach the
people who have launched this idea and learn from their
successes and failures.

Identify what makes you stand out. Ask yourself
what you know about the need or problem you have
identified? We all have particular knowledge and
experience that we can use to our advantage. For
instance, if you are a personal trainer and have never
interacted with a banker, it may not be so productive
to try to create a product to solve problems for bank-
ers. However, maybe you work at a restaurant and
notice the challenges for visiting patrons during the
pandemic. You could look for a solution to this situa-
tion for the restaurant industry.

B.Can | doit? Do | want to? -
It is time to do some soul searching

Most times, the founder is even more important than
the business idea. Therefore, we invite you to evaluate
yourself before starting. Evaluate your strengths and
weaknesses regarding the type of business or industry you
want to work in.

As a starting point for this process, analyze your capa-
bilities:

TIME - How much time do you have available to
dedicate to the development of this new venture? First,
be honest about how much time you can spend building
a business if you have other responsibilities. Most entre-
preneurs develop their businesses while they work, study
or raise their children.

IDEA - Identify the kind of business you want to have.
Will you offer services or products? Do you plan to manu-
facture something as part of your business?

KNOWLEDGE - What knowledge do you have to
venture into this particular industry? Do you have expe-
rience in this area? Is there anything in your profes-
sional background that could help you bring your idea
to life? Assess not only your technical knowledge to
develop your vision, but also your ability to meet goals
under pressure and without external motivation.

PURPOSE - It is vital to know the real reason why
it is important for you to start your business venture.
This is key element for its success. Most of the deci-
sions you will have to make will be based on your busi-
ness's purpose. Plans may be adjusted due to market
changes, but the purpose will remain throughout the
years. Just picture yourself trying to survive in a busi-
ness without purpose amid a global pandemic. Where
would you get the inner strength to thrive in such
difficult times?

C. How do | organize my future? -
Establish a Business Plan

After you have evaluated your capabilities, weaknesses
and strengths and are clear on where you want to direct
your efforts, you should organize them. It is time to draft
your Business Plan. This plan will become a road map that
will allow you to go at your own pace and respond with
the same flexibility with which the market fluctuates.

The Business Plan will serve as your business's opera-
tional document and help increase your chances of suc-
cess. Remember that, in times of crisis, the plan may be a
good basis to make objective decisions and practice the
resilience necessary to overcome the moment.

The traditional components of a Business Plan are:
« Business Description
» Executive Summary
« Business History
« Analysis of the Competition and Market
¢ Location
« Operations
* Management and Human Resources
« Financial Data
« Analysis of Income Sources and Use of Funds
« Study of Costs and Break-Even Points
« Projected Revenues and Expenses
« Projected Cash Flow
» Projected Balance Sheet
« The Owners’ Personal Financial Statements
« Supporting Documents
* Resume (CV) of Leaders
« Letters of Intent from Suppliers and/or Clients
« Credit Reference Letters
» Quotes or Estimates
« Lease Contracts
« Company Organizational Chart
« Patents and Use Permits, Sales and Use Tax (SUT)
Merchant Registration Certificate
« Others

D. Do | need to rent? -
Determine where your business will operate

Once you complete your Business Plan, it is time to
consider whether you need a facility from where to oper-
a