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EXECUTIVE
SUMMARY

BILLION-DOLLAR US PHARMACEUTICAL CORPORATIONS like Pfizer, Johnson &
Johnson, and Eli Lilly are among the dozens of pharma giants operating in Puerto Rico.
Puerto Ricans produce more than half of the world’s top-selling prescription drugs used by
patients with arthritis, stroke, and cancer. While pharma profits are booming, these

gains do not reach Puerto Ricans. Pharma CEOs make $20 million per year on average,
over 1,131 times what their lowest-paid Puerto Rican workers earn each year.

Across Puerto Rico’s nearly 50 drug manufacturing plants, US pharma corporations benefit
from the services of cleaning staff, security guards, and landscaping workers who maintain
and secure their facilities. A series of recent interviews with cleaning and security staff

at pharmaceutical plants reveal the pharma sector’s troubling low road employment practices:
minimum wages, inadequate benefits, and poor workplace safety. Occupational Safety and
Health Administration data from the last decade shows around 8o violations or referrals

at Puerto Rico-based pharmaceutical plants including for chemical exposures, scaldings,
and amputations. Not one worker interviewed had the protection of a union, despite many
global pharmaceuticals already being unionized employers in other geographies.

US pharmaceuticals extract enormous profits and wealth from Puerto Rico each year.
Government officials have extended billions in lucrative tax giveaways to lure and retain
these companies. Puerto Rico Treasury Department disclosures reveal corporate tax
breaks to the manufacturing sector (of which pharma is a major player) will be a projected
$14.568 billion in 2022 alone. These tax breaks are larger than the total operating budget of
the Puerto Rican government. In total, the government is slated to give the manufacturing
sector a staggering $100.5 billion between 2017-2023. These tax breaks fail to create

large numbers of jobs for the archipelago’s 3.3 million people. FY2020 estimates found that
tax breaks only generated 7,000 direct and indirect jobs, or 0.6% of the total labor force.
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How do US pharmaceuticals maintain these lucrative tax breaks even as Puerto Rico
faces a crippling debt crisis? Many point to conflicts of interest both within the

Puerto Rican government and the unaccountable and unelected Fiscal Oversight and
Management Board created by Congress to oversee Puerto Rico’s debt restructuring.
Fiscal board member Antonio Medina is a former executive of the multinational
pharmaceutical Merck who now has authority over tax abatement contracts involving the
government of Puerto Rico. In addition, the fiscal control board’s key strategic advisor,
McKinsey & Company, has received $100 million to advise Puerto Rico on the debt crisis
but is also on the payroll of high-powered pharma clients like AbbVie.

Puerto Rican communities deserve and still lack robust
public investments in quality education, renewable energy,
clean air and water, quality healthcare, a reliable transit system,
affordable housing, food security, waste management, and more.
Instead, elected officials and the unelected fiscal control board
prioritize billions in corporate tax giveaways. In light of this
report’s findings, policymakers in Puerto Rico must ensure
pharmaceutical corporations pay what they owe n taxes while
ending thewr low-road employment practices by providing
Puerto Rican workers a hiving wage, full health and other benefits,
pensions, safe working conditions, job training, and more.
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PHARMA’S PUERTO RICO

PROFITEERING

US pharmaceutical corporations
extract enormous profits

and wealth from Puerto Rico.

For decades, the pharmaceutical sector
has donunated parts of the Puerto
Rican economy. The Puerto Rican
government has given away excessive
tax breaks to pharmaceutical
corporations hike Elr Lilly, Johnson &
Fohnson, and Pfizer to attract them

to the archipelago.!

The resulting economic rules unfairly favor wealthy
pharmaceutical corporations over working families
and small Puerto Rican-owned businesses—
enriching CEOs and wealthy shareholders but
exploiting Puerto Rican communities.?

Today Puerto Rico currently has nearly 50
FDA-approved pharmaceutical plants. In fact,

Puerto Ricans produce more than half of the world's
top-selling prescription drugs, which are used to treat
patients with arthritis, stroke, cancer, and more.*
Many of the working people fueling pharma’s profits
in Puerto Rico face low salaries, inadequate or no
benefits, unsafe working conditions, and no unions.®

August 2022 — Hedge Papers No. 76

This Hedge Clippers exposé draws on recent
interviews with workers at pharmaceutical plants to
reveal the pharma sector’s low road employment
practices, especially among its subcontracted
cleaning and security workers. The report also
quantifies manufacturer tax breaks that
pharmaceutical corporations take advantage of in
PR—approximately $14.5 billion annually.®

These billions in corporate tax breaks eclipse the
total operating budget of the Puerto Rican
government’ and starve Puerto Rican communities of
the investments in quality education, clean air and
water, quality healthcare, and affordable housing that
they deserve.

US pharmaceutical corporations
operating 1n Puerto Rico pay
next to nothing in taxes, amass
billions in profits, enrich their
CEOs and shareholders, and
pay their Puerto Rican workers
poverty wages.
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PHARMA
PROFITS
ARE BOOMING

While the COVID-19 pandemic
caused unprecedented economic
hardship for hundreds of millions
worldwide, pharma profits boomed.

Some pharma giants like Pfizer saw
revenues double in 2021 to $81.3

billion (more than most countries’
Gross Domestic Product).®

Over half of the world'’s biggest global
pharmaceutical corporations manufacture in
Puerto Rico, including AbbVie, Amgen, Eli Lilly, and
Johnson & Johnson (J&J).? Tens of thousands of
Puerto Rican workers produce the medicines and
run the facilities that fuel these profits.”

How does pharma amass these profits?
Unfortunately, the pharma sector is notorious
for price gouging and raising the cost of
life-saving medicines. A recent Congressional
investigation found widespread pharma price
gouging that was “unsustainable, unjustified, and
unfair to patients and taxpayers.”" Even when pharma
corporations indicate they will stop raising drug
prices, price hikes continue. For instance, just days
after J&J CEO Alex Gorsky publicly said the pharma
industry needs to improve prices, his company
increased the cost of dozens of medicines.”
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GLOBAL 2021 REVENUES
FOR KEY PHARMA PLAYERS
OPERATING IN PUERTO RICO

Pfizer: $81.3 billion'?
AbbVie: $56.2 billion'

J&J: $52.1 billion®

Merck: $48.7 billion'®
Amgen: $25.9 billion'?
AstraZeneca: $25.9 billion™
Eli Lily: $28.3 billion'®

Alex Gorsky, Creative Commons

ALEX GORSKY

JOHNSON & JOHNSON EXECUTIVE CHAIRMAN
(AND FORMER CEO FROM 2012-2021)
NET WORTH: AN ESTIMATED $114 MILLION?

= Gorsky is consistently one of the highest-paid
pharma CEOs, despite his company being
embroiled in consumer protection lawsuits for its
sale of opioids and talcum baby powder products
linked to cancer.”

= Gorsky paid $9 million for a lavish Manhattan
condo in 2016.>

= After 10 years as CEO, Gorsky handed the reins to
Joaquin Duato in 2022.%



CEO COMPENSATION HAS
SKYROCKETED IN THE
PHARMA SECTOR

The CEOs of global pharmaceutical companies take
home enormous salaries each year. Many corporate
boards hiked up those compensation packages even
higher during the pandemic. In 2021, Pfizer's board
gave CEO Albert Bourla a 15% raise, totaling $24.3
million in total compensation.*

CEQO:s seize over $6,150 PER HOUR
wn total compensation—a stark
contrast to some people working at
Puerto Rican pharmaceutical factories
who report earming Mminumum wage,
Just $8.50 an hour.>> On average,
CEOs make over 1,131 times what
their lowest-paid workers earn each
year on the archipelago.

$8.50/HR
o
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PHARMA CEOS ARE GIVEN
$20 MILLION PER YEAR
ON AVERAGE

J&J CEO
Alex Gorsky: $22.3 million2¢

Amgen CEO
Robert Bradway: $21.72 million?’

AstraZeneca CEO
Pascal Soriot: $18.76 million28

Eli Lilly CEO
David Ricks: $21.5 million2°

S6,150/HR



PHARMA STOCK
BUYBACKS: ENRICHING
EXECUTIVES AT THE
EXPENSE OF PATIENTS
AND WORKERS

Pharma executives also use a “stock
buyback” to further enrich themselves
and their shareholders. Corporations
rebuy their own shares on the open
market to secure big profits for
corporate executives, Wall Street
Sfirms, and rich investors.’’

Many corporate executives and CEOs earn the bulk
of their compensation via stocks. In the short-term,
they use stock buybacks to drive up the value

of their company’s stock and, in the process, boost
their own compensation.?' In the US, where insulin for
the uninsured retails between $4,200 to

$10,800 per year, Pfizer could have redeployed that
$77 billion in stock buybacks to instead provide

at least seven million diabetic patients with free
insulin for a year or covered the out-of-pocket
expenses at least 2.4 million cancer patients incur
in a given year.s
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PHARMA SPENDING

ON STOCK BUYBACKS
BETWEEN 2019-2020

In the last decade, many pharma giants have
appeared on the list of top 25 corporate
spenders on stock buybacks.

Pfizer: $77 billion

J&J: $62 billion

Amgen: $52 billion
Merck: $46 billionss

PHARMACEUTICAL
COMPANIES ARE
NOTORIOUS FOR NOT
PAYING TAXES

One analysis of nine pharma
companies found they dodged a
combined $140 billion in taxes by
using offshore tax havens.>?

In some cases US pharmaceutical corporations are
so effective at dodging taxes, they not only pay
nothing; they actually get refunds. Puerto Rico’s
excessive tax breaks are a major part of many US
pharmaceuticals’ tax avoidance strategies. For
instance, AbbVie's effective income tax rate was
negative nine percent in 2018—which the company
publicly attributed, in part, to generous tax incentives
in Puerto Rico.3®



PUERTO RICO’S LOW ROAD
EMPLOYER: HOW PHARMA IS

HURTING WORKING PEOPLE

Billion-dollar pharmaceutical
corporations currently employ tens of
thousands of Puerto Rican workers on
the archipelago.’® Puerto Ricans
produce more than half of the world’s
top-selling prescription drugs, which
are used to treat patients with arthritis,
stroke, cancer, and more.’’

Puerto Rican people working in pharma plants fill
various jobs (including process and manufacturing
technicians, packaging operators, quality control
positions, and operations roles).3® Puerto Rican
workers are paid $23,000 per year, nearly half (and,
in some cases, one third) what people in those same
roles in various US states are paid.?

The pharmaceutical industry also relies on a less
visible and even more vulnerable workforce. Across
the industry’s nearly 50 PR-based drug
manufacturing plants, US pharma corporations
benefit from the services of cleaning staff, security
guards, and groundskeeping workers who maintain
and secure their facilities. In Puerto Rico, pharma
corporations use third-party companies (for instance,
ABM Industries, Fuller Group, and Securitas) to
subcontract this workforce.
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WORKER INTERVIEW

Kamila's Story

Kamila (pseudonym) is a mother of three

who has worked as a cleaner for a US
pharmaceutical corporation on the Eastern
coast of Puerto Rico for the last five years.

The volume of work is significant. Starting at 5am
each day, she is responsible for cleaning a full
building including three labs, offices, conference
areas, and bathrooms. She earned $7.25 an hour
until January 2022 when Puerto Rico’s new $8.50
minimum wage law went into effect. Following the
minimum wage increase her hours were cut to

30 hours each week. The ~$g900/month Kamila
currently earns is not enough to cover her living
expenses and she relies on one of her child’s hourly
earnings to make ends meet. She must pay $600 in
rent and, because the pharma corporation’s factory
is a 45-minute drive from Kamila's home, the rising
cost of gas means she pays $400 a month to
commute each month. In early 2022, Kamila
contracted COVID at work.
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WORKER INTERVIEWS
REVEAL WIDESPREAD
EQUITY AND SAFETY
ISSUES IN THE
PHARMA PLANTS

A series of recent interviews with
service workers at pharmaceutical
plants in May and Fune 2022 revealed
the pharma sector’s low road
employment practices among its
subcontracted workforce.

LOW WAGES

Wealthy pharmaceutical corporations refuse to pay
Puerto Ricans the actual value of their work.

The minimum wage in Puerto Rico was raised from
$7.25 an hour to at least $8.50 an hour starting in
January 2022.4° Among the workers interviewed, the
majority reported earning minimum wage or now
$8.50 an hour (except a few workers who earned $9
or $10 hourly). These wages amount to a shocking
$17,680 annually for workers who can secure
full-time hours.

Many workers had never received a pay
increase, despite working for pharmaceutical
corporations for years, and in some cases,
decades. In fact, workers who had been at the
same pharmaceutical site for 20 or 30 years
reported never having received a raise (beyond
legally mandated minimum wage increases).

Some workers interviewed live in subsidized
housing and qualify for federal social safety
net benefits because of their incredibly low
incomes. Several workers have taken on second
jobs, such as painting or working in a bakery, to
make ends meet.
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(Kamila's Story continued)

“Whale I love my coworkers, this job
has been hard on my health. 1
developed asthma two years ago
because of the cleaning chemicals 1
work with every day. The company
gives us masks and gloves but I’'m still
exposed to chemicals that are harming
my health and my lungs. After I got
COVID at work in 2022, the
company told me I could take time
off but I was never paid for the days

I was sick.”

Among the workers interviewed,
a top priority was higher wages.
Workers also highlighted the need
for more reliable schedules and
hours, medical benefits, vacation
time, and pensions. Lastly, many
expressed a desire for more respect
and dignity 1n the workplace.
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Among workers interviewed, all lived in rural
areas that were not accessible to public
transit. Workers largely drive to these jobs or
carpool with others. Recent spikes in the cost

of gasoline are compounding economic burdens;
one worker described paying $80 in gas, which
amounts to nine hours of hourly wages.

Given the soaring cost of living in Puerto Rico, even
the minor recent increase in the minimum wage

will do very little to lift people out of poverty.#

Over 43% of Puerto Ricans live in poverty, and
one-third of the population is food insecure.#?
Nearly one in ten people under the age of 65 do not
have health insurance.*?

Across the entire workforce, Puerto Rican workers
are paid almost half as much as workers in the
United States. In fact, in 2020, San Juan was 43%
below the United States’ average across all wages.*
Unfortunately, the ability to pay low wages is part of
what attracts US corporations to the archipelago,
while persistently low wages force Puerto Rican to
migrate seeking jobs.# Security guards in Puerto
Rico make an average of $9.21 per hour compared to
$25 per hour in many US states.# Building
maintenance and cleaning staff in Puerto Rico make
an average of $9.79 per hour compared to $15 in
many US states.4’

Pharma CEQOs make over 1,131
times what theiwr lowest-paid
workers earn each year. US pharma
corporations amassed record profits
during he pandemic and can more
than afford to pay fair wages to
their workers.

LOWEST PAID
WORKER INCOME
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PHARMA CEO
INCOME
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WORKER INTERVIEW

Sophia's Story

In 2007, single mother of three Sophia
(pseudonym) left Puerto Rico for New York City
in search of more opportunities for her children.
While living in NYC for 14 years, she and her family
lived in public housing. Sophia eventually secured a
union job for a large and well-known security
subcontractor—she immediately received a salary
bump to $13.50 with guaranteed annual raises, paid
time off and vacation, and 100% employer-paid family
health insurance. Sophia described her time at a
unionized employer as “magnificent” because the
union always stood up for workers.

During the pandemic, Sophia returned to Puerto Rico
to be near her family. She secured a security job at a
large US pharmaceutical corporation operating in
Puerto Rico. Even though she was employed by the
same security subcontractor she previously worked
for in NYC, her seniority was not recognized for the
role in Puerto Rico. Sophia’s pay went down to $8.50
and she no longer had union protection or benefits. In
Puerto Rico, some of her colleagues have worked at
the company for nearly two decades but still earn
minimum wage.
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Despite workers consistently raising concerns and
issues with management, Sophia said that
management treats them like pests. Subcontracted
workers receive unfair treatment and are not
recognized as employees by US pharmaceutical
factories. After one of her coworkers became very ill
with dizziness and pain, the onsite paramedic was
called. However, they would not treat the ill worker
because the paramedics would only treat US pharma
corporation employees, not subcontractors at the
same worksite.

“I don’t understand why workers
don’t value themselves here.

It’s unbearable to watch people
get exploited and not act.”

13



INADEQUATE BENEFITS

Not only are pharma corporations paying minimum
wage—they are offering no or meager additional
benefits to their subcontracted workers. An
overwhelming majority of workers interviewed
received no benefits, including healthcare, pensions,
and job training. While some workers indicated they
didn't qualify for benefits because of part-time hours,
full-time workers also were not offered any benefits.

Across the board, healthcare was one of the most
pressing issues raised by workers. Many of the
people interviewed are facing enormous healthcare
costs and medical debt. This has only grown more
pronounced during the COVID-19 pandemic.

GOVERNMENT
WORKPLACE DATA SHOWS
TROUBLING HEALTH AND
SAFETY ISSUES

A review of workplace safety data
reveals a troubling pattern of injuries
n factories across Puerto Rico.

According to Occupational Safety and Health
Administration (OSHA) records for the last ten years,
Puerto Rico-based pharmaceutical plants have
received around 80 complaints, accident
reports, or referrals for health and safety issues.
This was the highest number of instances in any US
state or territory. In contrast, California, which has
3.5 times more pharmaceutical and medicine
manufacturing workers than Puerto Rico, only had
67 OSHA comparable documented occurrences in
the last ten years.4®

Worker injuries ranging from chemical exposures,
scaldings, and amputations:

* |In 2020, Pfizer received several fines for
“serious violations” impacting workers in their
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Barceloneta factory. The safety issues were
related to the proper “control of hazardous
energy,” which requires employers to ensure heavy
machinery doesn't pose a threat to workers.#?

* In 2019, the government fined AbbVie only $3,240
after a person doing maintenance on heavy
machinery lost part of their finger after a circuit
closed on it in a Barceloneta factory.®®

* In 2017, Mylan'’s factory in Caguas received a
government fine for a serious violation impacting
ten workers for improper safety guards on heavy
machines.® In prior years that same factory was
investigated for exposing workers to stearic acid,
though the government later dismissed the case.®

* In 2017, a worker in Janssen Cilag's Gurabo
factory was scalded with hot water from a
machine and hospitalized for second-degree
burns. The government ultimately did not issue a
fine in this case.’? Janssen Cilag is a subsidiary
and controlled by Johnson & Johnson.5

Serious health and safety violations like these
occurred in factories across Puerto Rico. Pfizer,
AbbVie, and Baxter Healthcare had the most
documented OSHA activity in the last decade.
Unfortunately, the penalties pharma corporations
were ultimately required to pay were comparatively
minor. For instance, after 70 pharmaceutical
workers in Manati were exposed to hazardous
chemicals, the company Warner Chilcott was only
fined $2,275 by the government.®

Several workers highlighted how
chemical exposures can impact
them, describing asthma symptoms
or skin rashes. Some described
ammonia exposures while others
highlighted how pharma

manufacturing areas can pose
unmique chemical exposure risks.
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WORKER INTERVIEW

Valeria's Story

Valeria (pseudonym) is a cleaning worker who
has been at the same US pharmaceutical factory
for nearly 25 years. She has never been paid
more than minimum wage. Valeria emigrated to
Puerto Rico from a neighboring Caribbean island
where she previously worked in the garment industry.
When she started working as a cleaner in the pharma
sector, she was paid $5.15 per hour with the promise
of a stable 8-hour workday. During her time at the
company, her hours have fluctuated significantly.
Sometimes she can only secure 5 or 6 hours of work
each day which makes it difficult to earn enough.
According to Valeria, her employer made the most
cuts to her hours the year after the federal minimum
wage was raised to $7.25. When workers ask for
raises, the company refuses even though Valeria
knows they could afford living wages. She knows
people need to stand up and fight for that. In her
words, "you can't clap with one hand," meaning you
can't win big changes alone.

Despite working at the pharmaceutical site for over
two decades, her seniority is not recognized by either
the cleaning subcontractor or the US pharmaceutical
corporation. She still receives minimum wages, no
benefits or health insurance. Valeria has several
colleagues with decades of seniority who also still

make minimum wage. Valeria must rely on support
from some of her adult children to make ends meet.
After Puerto Rico raised its minimum wage, she saw
a modest $1.25 per hour increase. Unfortunately, with
inflation and rising costs, the small wage increase felt
like nothing: "l work so hard and for so long, | feel like
I'm killing myself for nothing." According to Puerto
Rican economists tracking rising inflation, Valeria
would need to be earning more than double her
wages—nearly $20 per hour—in 2022 to be
approaching a living wage.'

Valeria’s proudest moment on this job came when
she stood up to her supervisors to demand a 15
minute "breakfast/coffee" break in the morning, in
addition to her 30-minute unpaid lunch break:

"You know, you can't expect people to
be moving about throughout the day,
doing physical exercise all of the time,
and not give them a rest and a chance
to get something in their system.

I had that in my country, and I was
happy they gave it to us here when I
stood up to ask."

1 For more information see: https://www.elnuevodia.com/negocios/economia/notas/conoce-que-es-el-salario-de-subsisten-

cia-justo-y-por-que-en-puerto-rico-deberia-ser-20-la-hora/
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PUERTO RICAN
WORKERS HAVE NO
UNION PROTECTION

Not one Puerto Rican worker
interviewed from pharma plants had
the protection of a union. Across the
board, very few working people 1n
Puerto Rico are unionized.

Puerto Rico’s estimated private sector union
density was below 1.7 percent, according to the
most recent official survey of Puerto Rico’s union
membership conducted in 2014.5°

Workers in states across the US are far more likely to
have a union. In the US, one in ten people working in
building and grounds cleaning and maintenance are
in unions. More than one in three people in
“protective service” jobs, like security guards, are in
unions.®” While most pharmaceutical and medicine
manufacturing workers in the United States are not
unionized, more than 19,000 have successfully
unionized or are covered by union contracts.?®

Unions secure workers significant
improvements in wages, hours, and working
conditions. Unionized workers have median earnings
nearly 20% higher than people who are not in a
union across all sectors.®® After a group of largely
Latina immigrant janitors in New Jersey unionized,
their wages went from $5.15 in 2001 to $17.70 in 2021.
The union also won family healthcare benefits,
pensions, and more protections from sexual
harassment and assault. After a group of Washington
DC-based security officers who were largely African
American formed a union, they successfully
increased hourly wages from $8.25 in 2007 to $19.29
in 2021, and won healthcare and retirement benefits.®°
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In sharp contrast, non-unionized cleaning staff

and security guards in Puerto Rico’s pharma plants
make half as much with inadequate benefits and no
job security.

Notably, many global pharmaceutical
corporations operating in Puerto Rico are
already unionized employers in other
geographies. For instance, Amgen employees in
Korea and Singapore are unionized, while Pfizer has
a unionized workforce in Ireland and parts of the
United States.® As of 2015, nearly one-third of
Merck’s 69,000 employees worldwide had union
representation.®® In addition to its pharmaceutical
manufacturing workers, many pharma subcontractors
in the United States are unionized. For instance, Eli
Lilly contracts with SBM Management Services and
Aramark in Indianapolis for unionized janitors through
the Service Employees International Union (SEIU)
and Unite HERE.®

Many pharmaceutical corporations have public
statements on the right to join a union, freedom from
retaliation, and bargaining in good faith. According to
Johnson & Johnson: “We require our operating
companies to respect each employee’s right to
decide to join or not join associations or labor unions,
and to respect each employee’s ability to make an
informed decision, free of coercion. We maintain
constructive dialogue with employees’ freely chosen
representatives and bargain with them in good
faith." These types of public statements do not
always reflect the reality for people seeking union
representation in the pharmaceutical sector.
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WORKER INTERVIEW

José's Story

José (pseudonym) has worked as a maintenance
worker for a large US pharmaceutical since the
mid-nineties. He has never earned more than
minimum wage. José'’s starting salary was around
$4.25 per hour. José worked for several different
maintenance subcontractors, as the US
pharmaceutical company switched contractors over
the years. While José technically is given paid
vacation and sick days, he and other workers have a
very difficult time getting employer approvals to use
that time. No matter how much advance notice the
workers give, the employer controls the process and
makes it difficult for workers to actually access their
benefits. In his words: “it often feels like it's not even
worth going to work. You can't even get the vacation
days off that you earned without a struggle.”
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José sometimes has to ask his two adult children to
help him make ends meet—something he doesn't like
doing because he'd prefer them to be able to save
more and make a life for themselves. José currently
earns a little over $1,000 per month at his minimum
wage pharma job. Almost half of that goes to cover
his housing and expensive utility costs (like electricity
and water). After food and gas costs, José is barely
able to break even, let alone save money.

“I have stayed for 28 years

because no matter where I went they
were paying the same. So,

I figured I would stay closer to

home and where I was fanuliar with
the work P’'m doing.

But it’s time for a change.”
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PHARMA’S TROUBLING
AND INCONSISTENT TRACK
RECORD WITH UNIONS

The Pharmaceutical Industry Labor-Management
Association (PILMA) is overseen by executives
from J&J, Pfizer, Merck, and other corporations
with a heavy footprint in Puerto Rico, as well as
labor unions like the International Association of
Sheet Metal, Air, Rail, and Transportation Workers.%
In recent years, PILMA has come under public
scrutiny for efforts to defeat drug-pricing proposals
that would promote better access to lifesaving
medicines.®® While PILMA's public relations pieces
tout the industry’s use of union construction workers
to build pharmaceutical facilities, there is no
discussion of whether the workers inside those
factories are also unionized. The harsh reality faced
by workers in Puerto Rico is also absent from the
conversation.’

Unfortunately, some US global pharmaceutical
companies have a track record of union-busting.
For instance, in 2017 after workers in a Kalamazoo,
Michigan plant filed a formal complaint, the National
Labor Relations Board admonished Pfizer, indicating
the company could not force employees to give up
their right to join coworkers in labor disputes.®®
According to cleaning workers represented by the
SEIU, Pfizer may have switched cleaning contractors
in New Jersey to avoid a union agreement.®

Despite rercord-high profits,
pharma corporations are holding
down wages and denying full
benefits to Puerto Ricans.
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Union busting in Puerto Rico is an under-docu-
mented phenomenon; however, some evidence exists
that the Puerto Rican government has enabled US
pharmaceutical companies’ labor violations. For
instance, during Carlos Romero Barcelo’s first term
as Governor (1977-1981), Abbott Laboratory
reportedly forced its workers in Barceloneta to work
additional hours in violation of its union contract.
These types of labor violations at the time often had
the backing of the government and in many
instances security forces were hired, along with
scabs and local police, to harass workers in picket
lines.” More recently, as Puerto Rico faces an
unprecedented debt crisis, the government and the
unelected Fiscal Control Board have devastated
public and private sector unions by pushing for
layoffs, cuts to benefits, and harsh austerity
measures—all steps that further undermine the labor
movement in Puerto Rico.”

PHARMA’S LOW ROAD
EMPLOYMENT CHECKLIST:

¥] LOW WAGES
¥J INADEQUATE BENEEFITS
¥} POOR WORKPLACE SAFETY

¥J NO UNIONS
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RIGGING THE RULES TO HELP
PHARMA AT THE EXPENSE OF

PUERTO RICANS

US pharmaceutical corporations
extract vast amounts of wealth from
Puerto Rico every year. Government
officials have extended billions in
lucrative tax giveaways to lure and
retain companies to the archipelago.”

The government has given away tens of billions

in tax breaks for the manufacturing sector, of which
pharma is a major player.” Pfizer, Abbvie,

Johnson & Johnson, and Eli Lilly are among the
dozens of pharma giants with manufacturing
operations on the island.”

While the pharmaceutical sector likely exerts outsized
influence over Puerto Rican elected officials, this
can be hard to track. Corporate political spending in
Puerto Rico elections is obscure by design.
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Major pharma corporations like Eli Lilly have
increasingly faced public pressure to begin
disclosing their lobbying activity in Puerto Rico—
but the company has signaled it is unwilling to
improve transparency around lobbying.”

At the federal level, lobbyists for AbbVie, Amgen,
Pfizer, Johnson & Johnson, and the industry trade
group Alliance for Biopharmaceutical
Competitiveness and Innovation all reported
lobbying on issues related to economic activity or
federal taxation regarding Puerto Rico in 2020.7

Excessive billion dollar corporate
tax breaks—a projected $14.568B
m 2022 alone—are larger than
the total operating budget of the
Puerto Rican government.
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$100 BILLION IN CORPORATE TAX GIVEAWAYS:
QUANTIFYING PUERTO RICO’S MANUFACTURER

TAX BREAKS

The Puerto Rican government 1s
bending over backward to attract
and retain corporations. It has
created over 250 different benefits for
businesses, including more than 85
tax credits.”” These focus heavily on
the manufacturing sector, which
pharmaceuticals dominate.”

Our analysis of Puerto Rico's Treasury Department
disclosures reveals that corporate manufacturer tax
giveaways lead to billions in lost revenue each year:

CORPORATE TAX BREAKS
FOR THE MANUFACTURING
SECTOR IN PUERTO RICO

2017 tj>— $15.691 billion

2018 0— $13.809 billion

2019 0— $13.965 billion

2020 0— $13.497 billion

2021 0— $14.164 billion

2022 0— $14.568 billion (projected)
2023 tr— $14.811 billion (projected)®*
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In the last five years alone, this analysis shows that
the manufacturing sector (of which pharma is a
significant player) has taken advantage of $71.126
billion in tax breaks. In total, Puerto Rico's
government is slated to give the manufacturing
sector a staggering $100.5 billion in tax breaks
between 2017-2023. Foreign companies have made
up the vast majority—98%-—of those receiving
benefits in recent years.”

CORPORATE TAX GIVEAWAYS ECLIPSE
PUERTO RICO’S TOTAL BUDGET

The Puerto Rican government’s entire General Fund
budget was $12.5 billion in 20212 In other words,
excessive corporate tax breaks far exceed the total
money the government has to operate, provide public
services, and invest in local communities.

Letting pharmaceutical corporations pay less than
they truly owe in taxes prevents critically needed
investments in education, healthcare, roads, the
power grid, and elsewhere.

The Job Creation Myth: These enormous tax breaks
have failed to create large numbers of jobs for the
archipelago’s 3.3 million people.® In FY2020,
estimates found that tax breaks only generated
around 7,000 direct and indirect jobs, or 0.6% of the
total labor force.®

The cost per job in Puerto Rico is also astronomical.
Puerto Rico incurred $4.86 billion in direct costs for
pharmaceutical tax abatements in 2012. The direct
employment in pharmaceuticals at the time was
18,878 workers total, meaning Puerto Ricans paid
over $250,000 in tax subsidies per job.%3
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PUERTO RICO: PHARMA'S
FAVORITE TAX HAVEN

THE US GOVERNMENT has a long history of using tax laws to exert colonial
dominance over Puerto Rico. Tax incentives serve US corporate interests while
undermining Puerto Rican self-determination and weaponizing dependence on US
multinationals.?s Pharma corporations descended on Puerto Rico in the 1970s after the
federal Internal Revenue Code introduced lucrative tax exemptions (Section 936) that
allowed them to avoid paying corporate income tax on profits in Puerto Rico.®

These breaks resulted in a heavy focus on attracting large multinationals headquartered
in the United States at the expense of investment in activities that would support local
Puerto Rican businesses and economies.’’ This dynamic put an unfair burden on

Puerto Rican taxpayers and allowed large multinationals to dominate the archipelago’s
economy. According to the Treasury, pharma companies got $2.65 in federal tax benefits
for every dollar they paid Puerto Rican workers in 1983.% Pfizer received $156,400 in tax
breaks per employee by 1989.% The Section 936 tax break ultimately cost taxpayers $24.7
billion in unpaid tax receipts at the time.®°

President Bill Clinton signed a bill phasing out the tax break over ten years in 1996.9" After
those corporate tax breaks were phased out and corporations sought out other tax havens,
the Puerto Rican government increasingly compensated for its lack of revenues by
debt-financing its growing deficits, which later shifted the burden onto Puerto Rican
communities most impacted by the debt crisis.®?

Today, pharmaceutical corporations still have an influential presence in Puerto Rico and
take advantage of enormous tax exemptions. Puerto Rico overhauled its incentives
code—under Act 60%—which created a four percent corporate income tax, exemptions

on property taxes, construction, and municipal taxes, exemptions for wealthy shareholders,
and benefits for manufacturing and other sectors.® These incentives are long-term, with
companies like Amgen receiving tax incentives through (at least) 2035.9
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“THE PHARMA PROTECTOR”

FISCAL CONTROL BOARD CONFLICTS OF INTEREST

In response to Puerto Rico’s debt crisis,
the US Congress established an
unelected and unaccountable Financial
Owersight and Management Board
(FOMB) 1 2016. Since then, the
colonial Board has used its power to
impose devastating austerity measures
and negotiate unsustainable debt
restructuring plans that enrich

Wall Street and hurt Puerto Ricans.”

Fiscal Control Board members and consultants
have a range of serious conflicts of interest in
the pharmaceutical sector.

= Known by critics as “the Pharma Protector,"”
Antonio Medina is a fiscal control board member
and a former executive of the multinational
pharmaceutical Merck. Before joining the FOMB,
Medina led the Puerto Rico Industrial
Development Company (PRIDCO), a public
corporation created to promote the
manufacturing industry. PRIDCO supports
businesses, especially in the pharmaceutical
sector, that want to do business on the
archipelago. His bio touts his role in “large scale
expansion projects by Eli-Lilly, BMS, AbbVie,
Coopervision,” among others. Prior to that, he
spent twenty years at the pharma giant Merck.#®
Medina now runs a consulting firm, Convergent
Strategies LLC, which describes itself as
‘dedicated to accelerate business growth, by
helping companies become more competitive and
achieve higher levels of financial performance.”

August 2022 — Hedge Papers No. 76

Antonio Medina, “The Pharma Protector”

= The FOMB has authority over tax abatement
contracts involving the government of Puerto
Rico. Specifically, the Board must approve any
contract with an aggregate expected value of
$10 million or more. It can also randomly select
other contracts for review “to assure they
promote market competition” and “are not
inconsistent with the approved fiscal plan.”®
Medina could be considered an asset to the
pharmaceutical companies that have taken
advantage of massive tax exemptions for many
years while residents of Puerto Rico bear the
brunt of austerity measures.™
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Conflict of interest concerns have also been
raised about the management consulting firm
that won a lucrative bid to become the Fiscal
control board’s strategic adviser: McKinsey &
Company. By some reports, McKinsey had “virtually
become a shadow agency of the government, and a
powerful one at that*> When the New York Times
revealed that McKinsey had millions invested in
Puerto Rican bonds via its internal hedge fund,
there was a public outcry over the conflict of interest
this represented—advising on austerity measures
that could pave the way for larger returns on their
bonds.” McKinsey paid the U.S. Securities and
Exchange Commission $18 million in a November
2021 settlement related to potential insider trading
issues in Puerto Rico.®

These and other conflicts of interest prompted
Congress to pass the Puerto Rico Recovery Accuracy
in Disclosures Act in 2021. Now, consultants working
on Puerto Rico’s debt restructuring—like McKinsey
which charged $100 million in fees for work in

Puerto Rico—must disclose investments and business
relationships they could previously keep secret.”*®
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In May 2022, new disclosures revealed that
McKinsey is also on the payroll of high-powered
pharma clients like AbbVie.*” Some have raised
serious questions on whether McKinsey may have
advised Puerto Rico’s Fiscal Control Board to keep
pharma’s corporate taxes low.”® McKinsey's close
relationship with the pharmaceutical industry was
further highlighted in 2021 when the consulting firm
was forced to pay a nearly $600 million settlement
for its role in helping Purdue and other pharma giants
fuel the opioid crisis.'®
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COMMUNITY INVESTMENTS vs.
CORPORATE TAX GIVEAWAYS

WHAT COULD PUERTO RICO DO WITH $14 BILLION
INSTEAD OF DOLLING OUT CORPORATE TAX BREAKS?

e

ﬂ INVEST IN STUDENTS AND TEACHERS

$14 billion would fully repair over 800 damaged and aging public schools in Puerto Rico
while paying over 23,000 educators the living wages they deserve.™

Currently, public school teachers earn a meager base salary of $1,750 a month. Teachers
have not received pay increases for over 13 years, so teachers’ unions are currently
demanding $3,500 a month and for pension benefits to be restored. While the Governor
recently committed to a temporary pay increase of $1,000 per month, this is still well below
what teachers' unions are demanding."

If pharma began paying what they should owe in taxes, Puerto Rico could triple teacher
pay and hire additional educators while helping restore teachers’ pensions.

Suppose pharma paid what they owe in taxes. In that case, Puerto Rico could make robust

INVEST IN AFFORDABLE HOUSING

investments in affordable housing—including repairs to subsidized rental housing and over
57,000 public housing units, providing lower-income households with affordable units,
renovating vacant and blighted buildings, and creating additional subsidized housing in the
wake of hurricane damage."

g INVEST IN RENEWABLE ENERGY AND STABLE ELECTRICITY

$14 billion would enable over 970,000 families to install solar panels in their homes."
Since the private Canadian and US company, LUMA Energy, took control of the
archipelago’s grid, Puerto Ricans have experienced widespread power outages and
blackouts."t Puerto Ricans currently pay roughly twice as much for electricity than US
customers." Investing in climate-resilient and renewable energy would provide the stable
energy supply that Puerto Ricans deserve and urgently require.
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A PATH FORWARD: INVESTMENTS
IN LOCAL COMMUNITIES INSTEAD

OF BILLIONS IN TAX GIVEAWAYS

RECOMMENDATIONS

Puerto Rican communities have faced
a series of devastating setbacks in recent
years, including Hurricanes Maria
and Irma w 2017, the Wall Street-
Jueled debt crisis and harmful austerity
cuts, plus the COVID-19 pandemic
with the public health and economic
emergencies that followed.'

In light of this report’s findings, policymakers in
Puerto Rico must:

= Ensure all US pharmaceutical corporations
operating in Puerto Rico pay what they owe
in taxes by redirecting the billions in annual
corporate giveaways and tax incentives towards
community investments.

= Ensure all US pharmaceutical corporations
operating in Puerto Rico end their low-road
employment practices. This must include
providing Puerto Rican workers a living wage, Puerto Rican communities deserve
robust public investments 1n quality
education, renewable and distributed
energy, clean air and water, quality

healthcare, a reliable transit system,

full health and other benefits, pensions, job
training opportunities, job security, and critical
workplace safety protections.

* Use any new tax revenue generated by the
US pharmaceutical sector to provide the

critical investments in education, affordable
housing, climate resilience, and infrastructure
that Puerto Rican communities urgently need
and deserve.
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affordable housing, food security, waste
management, and more. Instead, their
elected officials and the unelected fiscal
control board prioritize billions in
corporate tax girveaways.

25



PRESS AND GENERAL

INQUIRY CONTACTS

Julio Lopez Varona
Center for Popular Democracy

ilopez@populardemocracy.org
he/him

Senti Sojwal
Center for Popular Democracy

ssojwal@populardemocracy.org
she/her

Danielle Strasburger
New Heights Communications

danielle@newheightscommunications.com
she/her

August 2022 — Hedge Papers No. 76 26


mailto:jlopez@populardemocracy.org
mailto:ssojwal@populardemocracy.org
mailto:danielle%40newheightscommunications.com?subject=

ACKNOWLEDGMENTS

This report was researched and written by Maggie Corser (CPD).
It was edited by Sean Kornegay, Julio Lépez Varona, and Ericka Gémez Tejeda (CPD).

Worker interviews were conducted by Javier Andrés Cérdova Sénchez, Luz Delia Pérez,
Carmen Roman Cortijo, and Ericka Gémez Tejeda (CPD).

Graphic and visual design by Arom Gaang & Ange Tran (design@angetran.me).

August 2022 — Hedge Papers No. 76

27



METHODOLOGY

The Occupational Safety and Health Administration (OSHA) data featured in this
report was accessed via the OSHA “Inspections within Industry” database. These
records reflect NAICS code 325412 “Pharmaceutical Preparation Manufacturing,”
and cover a ten-year period (01/01/2012 to 12/31/2021).

https://www.osha.gov/pls/imis/industry.html. “Planned” activities and inspections

were not counted in totals which tally violations, accidents and follow-up visits,
and referrals.

Specifically, in Puerto Rico, there were 57 documented “referrals” (which are
complaints stemming from either federal, state, or local agencies, individual worker
whistleblowers, organizations, or the media); 13 worker complaints; eight
unprogrammed inspections (which are designed to address imminent dangers and
are often the result of employee complaints about a hazardous working condition
and/or an issue identified during a prior programmed inspection); two planned
inspections; and one follow-up inspection."

In-person interviews were conducted with workers in Puerto Rico in May and
June 2022. The interviewees are all currently working subcontracted cleaning and
security roles at US pharmaceutical factories in Puerto Rico. Job tenure ranged
from two to 28 years. The interviewees held a mix of full-time and part-time
positions and staffed a mix of day-time and evening shifts. Interviewees were
asked about their hourly wage, benefits, workplace safety issues, and general
experiences at work. Pseudonyms were used in the report to protect workers from
employer retaliation.
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