
































































































During the year ended June 30, 2008, the Housing Finance Authority sold approximately $5.5 million 
of single family mortgage loans receivable. The net proceeds from the sale of these loans amounted to 
approximately $5.6 million, including $24,168 of accrued interest. The net gain on the sale of these 
loans was approximately $25,000. 

Since one of the Bank's principal functions is to provide financing to the Commonwealth and its 
instrumentalities, the Bank's loan portfolio includes loans to various departments and agencies of the 
Commonwealth, to various public corporations, and to municipalities, which represent a significant 
portion of the Bank's assets. Loans to the Commonwealth and its agencies typically include working 
capital lines of credit payable from short-term tax and revenue anticipation notes issued by the 
Commonwealth, interim financing of capital improvements payable from Commonwealth general 
obligation bonds, and in recent years loans to finance the Commonwealth's budget deficit, which loans 
are payable from uncollected taxes and from annual appropriations made by the legislature of Puerto 
Rico. Loans to the public sector, excluding municipalities, amounted to approximately $4.0 billion or 
32% of the Bank's government-wide total assets at June 30,2008. 

Many of the public sector loans are payable from legislative appropriations from, or future tax revenues 
of, the Commonwealth. Accordingly, the payment of these loans may be affected by budgetary 
constraints, the fiscal situation and the credit rating of the Commonwealth. Significant negative changes 
in these factors may have an adverse impact on the Bank's financial condition. During fiscal years 
2003, 2004, 2005, 2006 and 2007 the Commonwealth's recurring expenditures exceeded its recurring 
revenues. These shortfalls were partially covered with loans from the Bank and other non-recurring 
revenues. In addition, the Commonwealth has preliminary estimated that it expenditures will exceed its 
revenues for fiscal year 2008. Also, the approved Commonwealth's budget for fiscal year 2009 shows 
an excess of expenditures over revenues of approximately $1 billion. During fiscal years 2003, 2004, 
2005, 2006 and 2008, the Bank granted loans to the Commonwealth for $250 million, $233 million, 
$550 million, $741 million, and $190 million, respectively, to cover part of the Commonwealth's 
deficit. As of June 30, 2008, the outstanding principal amount of loans granted to finance the 
Commonwealth's budget deficit was $430 million. 

In addition, due mainly to the Commonwealth's financial situation, in May 2005, Moody's Investors 
Service ("Moody's") and Standards & Poor's Rating Services ("S&P") each announced downgrades to 
the Commonwealth's credit ratings. Moody's and S&P lowered the rating on the Commonwealth's 
appropriation debt to "Baa3" and "BBB-," respectively. On February 24, 2006, Moody's placed the 
Commonwealth's rating on Watchlist with negative implications. On March 22, 2006, S&P placed the 
Commonwealth's rating on CreditWatch with negative implications. On May 8, 2006, Moody's further 
downgraded the Commonwealth's appropriation debt rating from Baa3 to Bal and kept the ratings on 
Watchlist. On July 20, 2006, S&P confirmed its BBB- rating on the Commonwealth appropriation debt, 
and removed the rating from CreditWatch with negative implications. S&PYs rating outlook, however, 
remains negative. On July 21, 2006, Moody's confirmed its Bal rating on the Commonwealth's 
appropriation debt and removed the rating from Watchlist with negative implications. On November 6, 
2007, Moody's changed the rating outlook of the Commonwealth from negative to stable. At June 30, 
2008, the Commonwealth's credit rating was BBB- and Baa3 by S&P & Moody's, respectively. 

In an effort to address the Commonwealth's structural budget imbalance, the Legislature enacted 
Act No. 117 of July 4, 2006 ("Act 117"), which amended the Puerto Rico Internal Revenue Code of 
1994 to provide, among other things, for a general sales and use tax of 5.5% (the "Sales Tax") to be 
imposed by the Commonwealth. The Act also eliminated the 5% general excise tax imposed on 
imported goods and the 3.6% general excise tax on goods manufactured in Puerto Rico, and provides 
certain income tax reductions to taxpayers. The Sales Tax was effective on November 15, 2006. Act 
117 also imposed other measures to address the structural budget imbalance, such as fiscal reform, 


















































