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No dealer, broker, sales representative or other person has been authorized by the
Commonwealth or the Underwriters to give any information or to make any representations other
than those contained herein and, if given or made, such other information or representations must
not be relied upon as having been authorized by the Commonwealth or any Underwriter. This
Official Statement does not constitute an offer to sell or the solicitation of an offer to buy, nor
shall there be any sale of the Bonds, by any person in any jurisdiction in which it is unlawful for
such person to make such an offer, solicitation or sale. The information set forth herein has been
obtained from the Commonwealth and other official sources that are believed to be reliable. The
information and expressions of opinion herein are subject to change without notice, and neither
the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no change in the affairs of the
Commonwealth since the date hereof. The Underwriters have provided the following sentence
and paragraph for inclusion in this Official Statement. The Underwriters have reviewed the
information in this Official Statement in accordance with, and as part of, their respective
responsibilities to investors under the federal securities laws as applied to the facts and
circumstances of this transaction, but the Underwriters do not guarantee the accuracy or
completeness of such information.

In connection with offering of the Bonds, the Underwriters may effect transactions
which stabilize or maintain the market prices of the Bonds and the Commonwealth’s
outstanding general obligation bonds at levels above those which might otherwise prevail in
the open market. Such stabilizing, if commenced, may be discontinued at any time.

Certain statements contained in this Official Statement reflect not historical facts
but forecasts and ‘“forward-looking statements.” These statements are based upon a
number of assumptions and estimates that are subject to significant uncertainties, many of
which are beyond the control of the Commonwealth. In this respect, the words
‘“estimates,” ‘projects,” ‘“anticipates,” ‘“expects,” “intends,” ‘‘believes” and similar
expressions are intended to identify forward-looking statements. All projections, forecasts,
assumptions, expressions of opinions, estimates and other forward-looking statements are
expressly qualified in their entirety by this cautionary statement: actual results may differ
materially from those expressed or implied by forward-looking statements.
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$372,685,000
COMMONWEALTH OF PUERTO RICO
Public Improvement Refunding Bonds, Series 2009 B
(General Obligation Bonds)

INTRODUCTORY STATEMENT

This Official Statement of the Commonwealth of Puerto Rico (the “Commonwealth” or
“Puerto Rico”), which includes the cover page, the inside cover page, the table of contents and
the appendices, provides certain information in connection with the sale of $372,685,000
Commonwealth of Puerto Rico Public Improvement Refunding Bonds, Series 2009 B (the
“Bonds”).

The Bonds are being issued under the provisions of Act No. 33 of the Legislative
Assembly of Puerto Rico, approved on December 7, 1942, as amended (the “Act”), and pursuant
to a resolution authorizing the issuance of the Bonds (the “Bond Resolution”) adopted in
accordance with the Act by the Secretary of the Department of Treasury of the Commonwealth
(the “Secretary of the Treasury”) and approved by the Governor of Puerto Rico, Luis G. Fortufio
(the “Governor’”), on November 4, 2009.

Under the Act, the good faith, credit and taxing power of the Commonwealth are
irrevocably pledged for the prompt payment of the principal of and interest on the Bonds. The
Constitution of Puerto Rico provides that public debt of the Commonwealth, which includes the
Bonds, constitutes a first claim on available Commonwealth resources.

This Official Statement includes the Commonwealth’s Financial Information and
Operating Data Report, dated May 15, 2009 (the “Commonwealth Report”), attached hereto as
Appendix 1. The Comprehensive Annual Financial Report of the Commonwealth for the fiscal
year ended June 30, 2008, prepared by the Department of the Treasury of the Commonwealth
(the “Commonwealth’s Annual Financial Report”), includes the basic financial statements of the
Commonwealth as of and for the fiscal year ended June 30, 2008, which is incorporated by
reference herein.

The Commonwealth Report attached hereto as Appendix I includes important operating
and financial information about the Commonwealth, including information about its economy,
historical revenues and expenditures of its General Fund, the estimated year-end results of fiscal
year 2009, the proposed budget for fiscal year 2010, and the debt of the Commonwealth’s public
sector, and should be read in its entirety and in connection with the information included under
RECENT DEVELOPMENTS herein. The Commonwealth’s Annual Financial Report includes
the basic financial statements of the Commonwealth as of and for the fiscal year ended June 30,
2008, together with the independent auditor’s report thereon, dated August 12, 2009, of KPMG
LLP, certified public accountants. KPMG LLP did not audit the financial statements of the
Public Buildings Authority’s capital project fund or The Children’s Trust special revenue fund
(major funds), and certain activities, funds and component units separately identified in its
report. Those financial statements were audited by other auditors whose reports have been
furnished to KPMG LLP, and its opinion as to the basic financial statements, insofar as it relates
to the amounts included in the basic financial statements pertaining to such activities, funds and



component units, is based solely on the reports of the other auditors. The report by KPMG LLP
contains an emphasis paragraph for the adoption of Governmental Accounting Standards Board
(GASB) Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits other than Pensions, during the year ended June 30, 2008. The
Commonwealth’s Annual Financial Report has been filed by the Commonwealth with the
Municipal Securities Rulemaking Board (“MSRB”) through the Electronic Municipal Market
Access System (“EMMA”) (http://emma.msrb.org).

Any appendix of an Official Statement of the Commonwealth or of any instrumentality of
the Commonwealth containing any revision to the Commonwealth Report or to the
Commonwealth’s Annual Financial Report that is filed with the MSRB through EMMA, or any
new or revised Commonwealth Report or Commonwealth’s Annual Financial Report or other
document containing information that modifies or supersedes the information contained in the
Commonwealth Report or in the Commonwealth’s Annual Financial Report that is filed with the
MSRB through EMMA, in each case after the date hereof and prior to the termination of the
offering of the Bonds, shall be deemed to be incorporated by reference into this Official
Statement and to be part of this Official Statement from the date of filing of such document. Any
statement contained in the Commonwealth’s Annual Financial Report shall be deemed to be
modified or superseded for purposes of this Official Statement to the extent that a statement
contained herein or in any such subsequently filed document modifies or supersedes such
statement. Any statement contained in the Commonwealth Report or elsewhere herein shall also
be deemed to be modified or superseded to the extent that a statement contained in any such
subsequently filed document modifies or supersedes such statement. Any such statement so
modified or superseded shall not be deemed, except as so modified or superseded, to constitute a
part of this Official Statement.

Under its existing continuing disclosure agreements, the Commonwealth is obligated to
file on or before May 1 in each year updates of its financial and demographic information
through the end of the prior fiscal year, including the Commonwealth’s Annual Financial Report.
In the recent past, the Commonwealth has been unable, due to accounting rules changes and
other reasons (mostly related to delays in receipt of component units’ audited financial
statements), to file the Commonwealth’s Annual Financial Report by the May 1 continuing
disclosure update filing deadline. The Commonwealth’s Annual Financial Report for the fiscal
year ended June 30, 2008 was not filed prior to the deadline of May 1, 2009 because various
component units did not submit their audited financial statements to the central government’s
external auditors on time. Finally, the Commonwealth Report for the fiscal year ended June 30,
was filed after the Commonwealth’s filing deadline of May 1, 2009.

The Commonwealth will provide without charge to any person to whom this Official
Statement is delivered, on the written or oral request of such person, a copy of the
Commonwealth Report or the Commonwealth's Annual Financial Report incorporated herein by
reference. Requests should be directed to Executive Vice President, Government Development
Bank for Puerto Rico, P.O. Box 42001, San Juan, Puerto Rico 00940, telephone number (787)
722-7060.



A copy of the Commonwealth’s Annual Financial Report and the Commonwealth Report
may also be obtained through EMMA at www.emma.msrb.org or by visiting the Government
Development Bank for Puerto Rico’s (the “Government Development Bank™ or the “Bank’) website
at www.gdbpr.com. No additional information on Government Development Bank’s website is
deemed to be part of or incorporated by reference in this Official Statement.

OVERVIEW

Puerto Rico is located approximately 1,600 miles southeast of New York City.
According to the U.S. Census Bureau, its population was 3,808,610 in 2000 (3,954,037 as of July
1, 2008 according to the most recent U.S. Census Bureau estimate).

The United States and the Commonwealth share a common defense, market, currency
and citizenship. The Commonwealth exercises virtually the same control over its internal affairs
as do the 50 states. It differs from the states, however, in its relationship with the federal
government. The people of Puerto Rico are citizens of the United States but do not vote in
national elections. They are represented in Congress by a Resident Commissioner that has a
voice in the House of Representatives but no vote (except in House committees and sub-
committees to which he belongs). Most federal taxes, except those such as Social Security taxes,
are not levied in Puerto Rico. No federal income tax is collected from Puerto Rico residents on
income earned in Puerto Rico, except for certain federal employees who are subject to taxes on
their salaries. Income earned by Puerto Rico residents from sources outside of Puerto Rico,
however, is subject to federal income tax.

The official languages of Puerto Rico are Spanish and English.

Puerto Rico has a diversified economy with manufacturing and services comprising its
dominant sectors. Puerto Rico’s economy is closely linked to the United States economy. In
fiscal year 2008 (which ended on June 30, 2008), the Commonwealth’s gross national product
(preliminary, in current dollars) was $60.8 billion, and personal income per capita (preliminary,
in current dollars) was $14,237.

The Constitution of Puerto Rico limits the amount of general obligation debt that the
Commonwealth can issue. The Commonwealth’s policy has been and continues to be to
maintain the level of such debt within a prudent range below the constitutional limitation.

Fiscal responsibility for the Commonwealth is shared among the Department of the
Treasury (“Treasury Department”), the Office of Management and Budget (“OMB”) and
Government Development Bank. The Treasury Department is responsible for collecting most of
the Commonwealth’s revenues, overseeing preparation of its financial statements and
contributing to the preparation of the budget. OMB prepares the Commonwealth’s budget and is
responsible for monitoring expenditures. Government Development Bank is the fiscal agent and
financial advisor to the Commonwealth and its agencies, public corporations and municipalities
and coordinates the management of public finances.



Additional information about the Commonwealth can be found in the Commonwealth
Report attached hereto as Appendix I, including information about the economy, historical
revenues and expenditures of the Commonwealth’s General Fund, the estimated year-end results
of fiscal year 2009, the proposed budget for fiscal year 2010, and the debt of the
Commonwealth’s public sector. The Commonwealth Report should be read in its entirety.

RECENT DEVELOPMENTS

This section supplements the information appearing in the Commonwealth Report and
should be read in conjunction therewith.

Revised Economic Data for Fiscal Years 2009 and 2010

In August 2009, the Planning Board revised its gross national product forecast for fiscal
year 2009 by projecting a base case scenario decline of 4.8% in constant dollars, a further decline
of 1.4% from the projection released in February 2009. The Planning Board, however, made an
upward revision of its gross national product forecast for fiscal year 2010 by projecting an
increase of 0.7% in constant dollars. The Planning Board’s revised forecast for fiscal year 2010
takes into account the estimated effect on the Puerto Rico economy of the Commonwealth’s
fiscal stabilization plan and of the activity expected to be generated by the disbursement of $1.73
billion from the American Recovery and Reinvestment Act of 2009 (“ARRA”) and $280.3
million from the Commonwealth’s local stimulus package. For a discussion of these plans, see
“Fiscal Stabilization and Economic Reconstruction” under THE ECONOMY in Appendix I. The
revised forecast also considers the effect on the Puerto Rico economy of general global economic
conditions, the U.S. economy, the volatility of oil prices, interest rates and the behavior of local
exports, including expenditures by visitors.

Puerto Rico expects to receive approximately $6 billion in stimulus funds from ARRA, of
which approximately $3.3 billion will be used to provide consumer and taxpayer relief. As of
September 2009, the Puerto Rico Infrastructure Financing Authority (“PRIFA”), which is
responsible for the administration of ARRA in Puerto Rico, reported that approximately $906
million in ARRA funds for use in health, housing, and education related projects, among others,
had been disbursed. PRIFA expects that an additional $613 million will be disbursed by
December 31, 2009.

The Commonwealth has also begun disbursing funds under the local stimulus program.
Most municipalities have received disbursements earmarked to pay outstanding debts and fund
local projects. The Commonwealth has also disbursed funds allocated towards job training
programs, a strategic water distribution project in a southern municipality and the revamping of
the Puerto Rico permits system.

According to the Household Survey, total employment for fiscal year 2009 averaged
1,168,200, a decrease of 4.1% from the previous fiscal year. The unemployment rate for fiscal
year 2009 was 13.4%, an increase from 11% for fiscal year 2008. For the month of September
2009, the unemployment rate was 16.4%.



Results for Fiscal Year 2009

Total preliminary General Fund revenues for fiscal year 2009 are $7.76 billion,
representing a decrease of $598.6 million, or 7.2%, from preliminary fiscal year 2008 revenues.
The major changes from fiscal year 2008 were: (i) decreases in income taxes from individuals of
$145.4 million and in corporate income taxes of $201.2 million, (ii) a decrease of $51.9 million
in motor vehicle excise taxes, (iii) a decrease of $60.1 million in miscellaneous non-tax
revenues, and (iv) a decrease of $16.1 million in sales and use tax revenues. In fiscal year 2008,
General Fund revenues also included $145 million of non-recurring revenues from the
disbursement of a line of credit of Government Development Bank collateralized with certain
properties owned by the Commonwealth to be sold at a later date. The continued decline in
General Fund tax revenues reflects primarily the impact of the ongoing economic recession and
the effect of tax benefits and incentives granted to certain individual and corporate taxpayers
pursuant to previous legislation designed to stimulate economic development. For a detailed
explanation of the previous estimate of General Fund revenues for fiscal year 2009, see
“Summary and Management’s Discussion of General Fund Results” under PUERTO RICO
TAXES, OTHER REVENUES AND EXPEDITURES in Appendix I.

Total preliminary General Fund revenues for fiscal year 2009 of $7.76 billion exceeded
the revised estimate (made in February 2009) of General Fund revenues for fiscal year 2009 of
$7.60 billion by approximately $160 million, or 2.1%. The major changes from the revised
estimate for fiscal year 2009 were: (i) an increase of $190.4 million in income taxes withheld
from non-residents pursuant to certain closing agreements with the Treasury Department, and (ii)
an increase of $59 million in income taxes from individuals.

Approved Budget for Fiscal Year 2010

On July 1, 2009, the Governor signed a General Fund budget for fiscal year 2010 of
$7.670 billion. The approved budget is approximately 19% lower than the $9.48 billion budget
approved for fiscal year 2009. The approved budget is lower than the preliminary General Fund
net revenues for fiscal year 2009 by $90 million, or 1.2%, and creates a payment schedule for
certain Commonwealth debts or other obligations, such as borrowings from Government
Development Bank that did not have a dedicated source of repayment, and accounts payable to
public corporations. The General Fund budget excludes a $2.5 billion Stabilization Fund (the
“Stabilization Fund”) that will facilitate the orderly implementation of certain expense reduction
measures adopted by the Government of the Commonwealth pursuant to Act No. 7 of March 9,
2009 (“Act No. 7”). The Stabilization Fund will provide (i) $1 billion to finance the cost of
transitioning public employees to non-governmental sectors and providing vouchers for re-
training, self-employment, relocation and salary subsidy alternatives, and (ii) $1.5 billion to
cover payroll and operating expenses that are expected to be reduced through fiscal year 2010,
but whose savings will not be realized in such fiscal year. The Stabilization Fund will be funded
with proceeds from the bonds issued by the Puerto Rico Sales Tax Financing Corporation
(“COFINA” for its Spanish acronym), as described below.



Preliminary General Fund revenues for the first three months of fiscal year 2010 (July
through September) were $1.697 billion, approximately $16 million below the revenues for the
same period in the prior fiscal year, but approximately $62 million above the budgeted revenues
for this period.

Actuarial Valuation and Cash Shortfall of the Employees Retirement System

According to the most recent actuarial valuation of the Employees Retirement System of
the Government of the Commonwealth of Puerto Rico (the “Employees Retirement System”)
submitted by a firm of independent consulting actuaries, as of June 30, 2007, the actuarial
accrued liability was $16.770 billion and the actuarial value of assets was $2.892 billion,
representing a funding ratio of 17.2% and the resulting unfunded actuarial accrued liability was
$13.878 billion.

During fiscal year 2009, the Employees Retirement System had a cash shortfall of
approximately $385 million. This cash shortfall was covered from the sale of certain
investments. The Employees Retirement System’s projected cash flow shortfall for fiscal year
2010 is approximately $400 million, which is expected to be covered from the sale of certain
investments. The Employees Retirement System’s cash flow shortfall for fiscal year 2010 could
also be affected by the implementation of the fiscal stabilization plan. The Employees
Retirement System continues to evaluate measures to improve its cash flow and funding ratio, as
well as the potential impact of the fiscal stabilization plan.

For detailed information regarding the Employees Retirement System, see
RETIREMENT SYSTEMS in Appendix I.

Amendments to Act No. 7

The Legislative Assembly approved a series of amendments to Act No. 7, which declared
a state of fiscal emergency in Puerto Rico and adopted a comprehensive plan for fiscal and
economic stabilization. The amendments do not alter the forecast of General Fund revenues for
fiscal year 2010, nor do they affect the adoption of on-going expense reduction measures. Act
No. 7 was amended to, among other things: (i) restore the tax-exemption enjoyed by certain
securities that were affected by recent changes under the Alternative Minimum Tax; and (ii)
introduce, with certain exceptions, a total cap of $40 million for granting tax credits related to
Act No. 212 of 2002 (Urban Renewal projects) and establish specific limitations on the claim of
such credits. These amendments also re-introduced the Sales and Use Tax Resale Exemption
Certificate to retailers with a proven sales volume higher than $500,000. Retailers with a lower
sales volume may enjoy the exemption subject to approval from the Secretary of the Treasury.
The Secretary of the Treasury retains the right to revoke any Exemption Certificate for the period
of a year if a retailer fails to comply with filing requirements related to the Sales and Use Tax.
Finally, the amendments extended the temporary Commonwealth property tax to commercial
real estate. The applicable Commonwealth property tax will be 0.591%. This temporary tax will
be levied for three years or until an aggregated amount of $690 million is collected from this tax,
whichever event occurs first.



On August 5, 2009, the U.S. District Court for the District of Puerto Rico denied the
preliminary injunction requested by a group of government employees and labor organizations in
a complaint filed on April 13, 2009 challenging the constitutionality of Act No. 7 and seeking to
enjoin its enforcement. The District Court’s decision allows the Government to continue with
the implementation of Act No. 7. The Government has moved to dismiss the complaint and will
continue to vigorously defend the constitutionality of Act No. 7. For a detailed explanation of
this lawsuit, see LITIGATION in Appendix 1.

Various other claims have been filed in Commonwealth and federal courts challenging
the implementation of Act No. 7 and are currently pending. The Commonwealth will vigorously
defend against such claims and expects that the cases filed at this time will not have a material
impact on the implementation of Act No. 7.

Approval of Public-Private Partnerships Act

On June 8, 2009, the Legislative Assembly approved Act No. 29, establishing a clear
public policy and legal framework for public-private partnerships in Puerto Rico to further the
development and maintenance of infrastructure facilities, improve the services rendered by the
Government and foster the creation of jobs. On September 1, 2009, the Governor constituted the
Board of Directors of the Public-Private Partnerships Authority (the “PPP Authority”), the entity
tasked with implementing the Commonwealth’s public policy regarding public-private
partnerships. On September 2, 2009, David Alvarez was appointed Executive Director of the
PPP Authority. Prior to his appointment, he was Senior Advisor and Assistant to the President of
Government Development Bank. On September 3, 2009, the PPP Authority published for
comment proposed regulations to establish the administrative framework for the procurement,
evaluation, selection, negotiation and award process for public-private partnerships in Puerto
Rico. The PPP Authority has also engaged a global advisory firm to assist in developing
guidelines and procedures for the Commonwealth’s public-private partnerships program,
including assistance in developing a desirability study methodology adequate for public-private
partnership projects.

Recent Bond Issues by the Commonwealth and Certain Instrumentalities

On June 18, 2009, COFINA issued its Sales Tax Revenue Bonds, First Subordinate
Series 2009A and Sales Tax Revenue Bonds, Senior Series 2009C in the aggregate principal
amount at issuance of $4,118,153,700 and $237,875,000, respectively. On June 25, 2009,
COFINA issued to Puerto Rico investors its Sales Tax Revenue Bonds, First Subordinate Series
2009B in the aggregate principal amount at issuance of $1,217,915,799. On July 23, 2009,
COFINA issued to a Puerto Rico institutional investor its Sales Tax Revenue Bonds, First
Subordinate Series 2009D Bond Anticipation Notes in an aggregate principal amount of
$250,000,000. On July 29, 2009, COFINA borrowed an additional $250,000,000 from a
commercial bank in Puerto Rico. The bond proceeds were used for the purpose of, among other
things, paying or financing certain obligations of the Commonwealth, paying or financing a
portion of the Commonwealth’s operational expenses, and funding the Puerto Rico Economic
Stimulus Fund, the Commonwealth Emergency Fund and the Economic Cooperation and Public
Employees Alternatives Fund.



On July 1, 2009, the Puerto Rico Public Buildings Authority (“PBA”) issued its
Government Facilities Revenue Refunding Bonds, Series P in the aggregate principal amount of
$330,935,000. The bond proceeds were used to refund certain of PBA’s outstanding bonds and
fund certain swap termination payments.

On September 17, 2009, the Commonwealth remarketed $93,835,000 of the $96,825,000
Public Improvement Refunding Bonds, Series 2007 A-4 on a fixed-rate basis and issued
$3,425,000 Public Improvement Refunding Bonds, Series 2009 A to refund the remainder.

On October 28, 2009, PBA issued its Government Facilities Revenue Refunding Bonds,
Series Q in the aggregate principal amount of $152,540,000. The bond proceeds were used to
refund interest (but not principal) on certain of PBA’s outstanding bonds and repay certain
advances made to PBA by Government Development Bank under a line of credit facility.

Orders Requiring Reduction in Service Contracts and Leases

On September 21, 2009, the Governor issued an executive order requiring all agencies
and public corporations of the Commonwealth to reduce, modify or cancel service contracts to
achieve a cost reduction of at least 15%. The executive order covers advertising, consulting,
information technology, accounting, legal and other services (except for direct services to the
public), and grants the Fiscal Restructuring and Stabilization Board created under Act No. 7 (the
“Fiscal Board”) the power to monitor agencies and public corporations in order to ensure the
required 15% minimum cost reduction. Each agency or public corporation has 30 days to report
the following to the Fiscal Board: (i) all service contracts currently in effect, (ii) all cancelled
and/or modified contracts and the corresponding savings, (iii) justification for any remaining
contract in light of the mission of the agency or public corporation, and (iv) the reasonableness
of the fees or compensation terms for each remaining contract. The Commonwealth expects to
achieve savings of approximately $20 million from these reductions.

On September 23, 2009, the Governor issued an executive order requiring all agencies
and public corporations of the Commonwealth to report the following to the Fiscal Board within
30 days: (i) all lease contracts currently in effect, (i1) the uses of leased premises, (iii) the needs
for such premises, (iv) the terms and conditions of each lease, and (v) the budgeted amounts for
rent and other related expenses. The Commonwealth expects to achieve a cost reduction of at
least 15% or approximately $22 million by, among other things, consolidating operations of one
or more agencies or public corporations and renegotiating leases to obtain more favorable terms.

Implementation of Second Round of Layoffs under Act No. 7

On September 25, 2009, the Fiscal Board announced the dismissal of 16,970 government
employees in the second and final round of layoffs by the Commonwealth under Phase II of Act
No. 7. The majority of the layoffs were to become effective on November 6, 2009.
Approximately 1,000 of the laid-off employees are expected to be recruited and retrained by the
Treasury Department to perform tax auditing and collection functions and by private collection
firms to assist the Treasury Department in those functions. Also, the Fiscal board expects that
approximately 2,196 of such employees will be hired by workers’ cooperatives or private
companies to perform school janitorial services for the Puerto Rico Education Department.



Therefore, the Fiscal Board expects that the net amount of employees affected by these layoffs
will be approximately 14,521, which is projected to result in annual savings of approximately
$386 million.

On November 3, 2009 the Fiscal Board announced its decision to require a number of
Commonwealth government agencies to start anew the process of notifying certain unionized
employees as to their layoff as a result of the implementation of the Phase II of Act No. 7. The
net effect is that 7,191 layoffs that would have become effective on November 6, 2009, will now
be effective in January 2010 instead. It is estimated that the delay in the effective date of the
7,191 layofts will have a negative impact of some $60 million in the cash flow projection for the
current fiscal year, even though the projected annual savings of $386 million will be realized as
indicated above.

Progress in the Implementation of the Fiscal Stabilization Plan

As discussed in the Appendix I, in order to achieve fiscal balance, the fiscal stabilization
plan established a government-wide operating expense-reduction program aimed at reducing
annual payroll and other operating expenses by $2 billion by the end of fiscal year 2010. The
Fiscal Board estimates that the annual savings from all cost reduction measures implemented or
identified by the Commonwealth as of September 30, 2009 will amount to approximately $1.2
billion, which is approximately 60% of the $2 billion target. The Fiscal Board continues to seek
and implement various initiatives to obtain additional savings necessary in order to achieve the
$2 billion target. The additional savings are expected to come from both cost reduction and
revenue generating initiatives, which include, among others, improvements in government
procurement processes, reorganization and increased fiscal oversight of government agencies
and improvements in tax collection and enforcement measures.

Incident at Caribbean Petroleum Corp.

On October 23, 2009, a privately-owned facility located in the municipality of Bayamon,
which housed several fuel tanks, exploded. The explosion caused a fire which was contained at
the facility and was extinguished within two days. President Obama declared the municipalities
of Bayamén, Catafio, Guaynabo, San Juan and Toa Baja in a state of emergency in order to
enable them to obtain federal proceeds, if needed. Federal and Commonwealth personnel are
working with officials of the private entity to investigate the cause of the explosion. As publicly
disclosed, the Federal Bureau of Investigation has determined that the cause of the explosion was
accidental. The Commonwealth’s preliminary estimates project no material impact to either the
General Fund or the economic performance of the Commonwealth as a result of the explosion
and associated fire at the facility.



PLAN OF FINANCING

The Commonwealth is issuing the Bonds to (i) refund interest (but not principal) on
certain bonds (the “Refunded Interest”), in the amounts and of the maturities identified in
Appendix IV to this Official Statement, (ii) repay certain advances made to the Commonwealth
under a line of credit facility, (iii) pay capitalized interest, and (iv) pay costs of issuance of the
Bonds.

Sources and Uses of Funds
Sources:

Bond Proceeds:

Principal amount of the BOndS ..........coouiiiiiiiiiiiiieniieee e $ 372,685,000.00
Net original 1SSUE AISCOUNL ......evuiiriietieiieie ettt ettt e eee (895,226.40)
TTOLAL SOUTCES .ttt e et e e et e et e e e e e e e e e e eeee et e seeeeeeeeeseaeeseaeeseeneseaeen $ 371,789,773.60
Uses:
Refunding €SCIOW AEPOSILS ..cc.vvieuieiiiieriieeiie ettt ettt ettt ettt e e st e st eesebeesaseenaees $ 68,056,501.64
Repay certain advances made to the Commonwealth to pay interest eXpenses .................... 242,022,361.77
CaPIAlIZEA TNEETESE ...eeeuveeeiieeiieeite ettt ettt et ettt ettt et ettt et e e sabeesabeesabeesabeesabeesaseenaees 58,702,508.89
Underwriting discount, legal, printing, and other financing eXpenses..........c.ccceceeveereeeeenne. 3,008,401.30
TTOTAL USES ettt ettt e et e et e et e et e et e st e e ee e e e e s eeeeeeeeeseaeeseaeeseeneseaeen $ 371,789,773.60
THE BONDS
General

The Bonds will be dated, bear interest at such rates, be payable at such times, and mature
on the dates and in the principal amounts set forth on the cover and inside cover page of this
Official Statement. Certain of the Bonds are subject to redemption at the times and at the prices
set forth below in “Redemption.” Banco Popular de Puerto Rico will serve as paying agent and
registrar (the “Registrar’”) for the Bonds.

Book-Entry Only System

Appendix II to this Official Statement contains information concerning DTC and DTC’s
book-entry only system. The information contained in Appendix III to this Official Statement
has been obtained from sources that the Commonwealth believes to be reliable, but the
Commonwealth takes no responsibility for the accuracy thereof.

The Commonwealth cannot and does not give any assurances that DTC, DTC Direct or
Indirect Participants will distribute to the Beneficial Owners of the Bonds: (i) payments of
principal and interest payments (including redemption payments) with respect to the Bonds; (ii)
confirmation of ownership interest in the Bonds; or (iii) notices sent to DTC or Cede & Co., its
nominee, as the registered owner of the Bonds, or that they will do so on a timely basis, or that
DTC or the DTC Participants will serve and act in the manner described in this Official
Statement.
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Neither the Commonwealth nor the Registrar or any agent of the Commonwealth or the
Registrar will have any responsibility or obligations to DTC, the DTC Participants, or the
Beneficial Owners with respect to: (i) the accuracy of any records maintained by DTC or any
DTC Participants; (ii) the payment by DTC or any DTC Participants of any amount due to any
Beneficial Owner in respect of principal and interest payments (including redemption payments)
on the Bonds; (iii) the delivery by DTC or any DTC Participants of any notice to any Beneficial
Owner that is required or permitted to be given to owners under the terms of the Bonds; or (iv)
any consent given or other action taken by DTC as registered owner of the Bonds. See Appendix
111 - Book-Entry Only System.

Authorization

Section 2 of Article VI of the Constitution of the Commonwealth provides that the power
of the Commonwealth to contract and to authorize the contracting of debts shall be exercised as
determined by the Legislative Assembly. Pursuant to this power, the Legislative Assembly
enacted the Act, which authorizes the Secretary to issue the Bonds pursuant to one or more
resolutions adopted by the Secretary and approved by the Governor. In accordance with the Act,
the Secretary adopted and the Governor approved the Bond Resolution.

Redemption

Optional Redemption. At the option of the Secretary of the Treasury and upon at least 30
days’ notice, the Bonds maturing on July 1, 2036 are subject to redemption, from any moneys
that may be available for that purpose (other than from moneys set aside in respect of an
amortization requirement), prior to maturity, commencing on July 1, 2014, either in whole or in
part (and if in part, in such order of maturity as directed by the Secretary), on any date, at a
redemption price of par, plus accrued interest to the date fixed for redemption.

At the option of the Secretary of the Treasury and upon at least 30 days’ notice, the
Bonds maturing on July 1, 2037, 2038 and 2039 are subject to redemption, from any moneys that
may be available for that purpose (other than from moneys set aside in respect of an amortization
requirement), prior to maturity, commencing on July 1, 2019, either in whole or in part (and if in
part, in such order of maturity as directed by the Secretary), on any date, at a redemption price of
par, plus accrued interest to the date fixed for redemption.

Mandatory Redemption. The Bonds maturing July 1, 2036, July 1, 2037, July 1, 2038
and July 1, 2039 are subject to redemption to the extent of the respective amortization
requirements therefor set forth below (less the amount applied to the purchase of any such Bonds
and otherwise subject to adjustment as described below), commencing on July 1, 2035, and on
July 1 of each year thereafter as set forth below at a redemption price of par, plus accrued
interest to the dates fixed for redemption:
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Amortization Requirements for the Bonds

Year 2036 2037 2038 2039

2035 $17,355,000 $11,655,000

2036 18,375,000%* 40,240,000

2037 23,105,000% $39,195,000

2038 82,760,000* $ 16,980,000

2039 123,020,000*
* Maturity

If the amount of the Bonds purchased or redeemed in any fiscal year exceeds the amount
of the amortization requirement due on such Bonds for such fiscal year, the amortization
requirement for such Bonds may be decreased for such subsequent fiscal years and in such
amounts aggregating the amount of such excess as the Secretary of the Treasury shall determine.

Notice of Redemption; Effect of Redemption

Any redemption of the Bonds, either in whole or in part, shall be made upon at least a 30-
day prior notice by mail to DTC or, if the book-entry only system described above has been
discontinued, by registered or certified mail, postage prepaid, to all registered owners of the
Bonds to be redeemed in the manner and under the terms and conditions provided in the Bond
Resolution. On the date designated for redemption, notice having been given as provided in the
Bond Resolution and moneys for payment of the principal of and accrued interest on the Bonds
or portions thereof so called for redemption being held by the Registrar, interest on the Bonds or
portions thereof so called for redemption shall cease to accrue.

Each notice of redemption shall contain, among other things, the particular Bonds (or
portions thereof) being called for redemption, the redemption date and price and the address at
which such Bonds are to be surrendered for payment of the redemption price. Any defect in such
notice or the failure so to mail any such notice to DTC in respect of, or the registered owner of,
any Bond will not affect the validity of the proceedings for the redemption of any other Bond.

Any notice of optional redemption may state that the redemption is conditional and, if so,
the notice shall state what the conditions are. If at the time of mailing a notice of optional
redemption there shall not have been deposited with the Registrar moneys sufficient to redeem
the Bonds called for redemption, such notice shall state that it is subject to the deposit of the
redemption moneys with the Registrar not later than the opening of business on the redemption
date, and such notice shall be of no effect unless such moneys are so deposited.
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If less than all the Bonds of any maturity are called for redemption, the particular Bonds
so called for redemption shall be selected by the Registrar by such method as it deems fair and
appropriate, except that so long as the book-entry only system shall remain in effect, in the event
of any such partial redemption, DTC shall reduce the credit balances of the applicable DTC
Participants in respect of the Bonds and such DTC Participants shall in turn select those
Beneficial Owners whose ownership interests are to be extinguished by such partial redemption,
each by such method as DTC or such DTC Participant, as the case may be, in its sole discretion,
deems fair and appropriate.

Security
Provision for Payment of Public Debt

The Act provides that the good faith, credit and taxing power of the Commonwealth are
irrevocably pledged for the prompt payment of the principal of and interest on the bonds issued
under the provisions of the Act. The Secretary of the Treasury is authorized and directed under
the Act to pay the principal of and interest on the Bonds as the same become due and payable
from any funds available for such purpose at the Treasury Department in the fiscal year in which
such payment is due. The Act provides that the provisions contained therein with respect to the
payment of the principal of and interest on the Bonds shall be considered to be a continuous
appropriation for the Secretary of the Treasury to make such payments, even though no specific
appropriations are made for such purposes. The payments under the Act are required to be made
pursuant to the provisions of the laws of the Commonwealth that regulate the disbursement of
public funds.

The Constitution of Puerto Rico provides that public debt of the Commonwealth will
constitute a first claim on available Commonwealth resources. Public debt includes general
obligation bonds and notes of the Commonwealth and any payments required to be made by the
Commonwealth under its guarantees of bonds and notes issued by its public instrumentalities.

The Commonwealth has allocated certain motor vehicle fuel taxes, crude oil and
derivative products excise taxes and license fees to Puerto Rico Highways and Transportation
Authority (the “Highways Authority”). The amounts so allocated, however, are subject to first
being applied to payment of the principal of and interest on the Commonwealth public debt, but
only if and to the extent that all other available revenues of the Commonwealth are insufficient
for that purpose. The Commonwealth has never had to apply such amounts to the payment of its
public debt.

Since fiscal year 1989, the Commonwealth has pledged to Puerto Rico Infrastructure
Financing Authority certain federal excise taxes imposed on alcoholic beverages and tobacco
products produced in Puerto Rico and sold in the United States, which taxes are returned to the
Commonwealth. The amounts so pledged, however, are subject to first being applied to payment
of the principal of and interest on the Commonwealth public debt, but only if and to the extent
that all other available revenues of the Commonwealth are insufficient for that purpose. The
Commonwealth has never had to apply such amounts to the payment of its public debt.
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Act No. 91 allocated a portion of the Commonwealth sales and use tax to pay debt
service the bonds issued by COFINA for the purpose of, among other things, paying or
financing certain obligations of the Commonwealth, paying or financing a portion of the
Commonwealth’s operational expenses, and funding the Puerto Rico Economic Stimulus
Fund, the Commonwealth Emergency Fund and the Economic Cooperation and Public
Employees Alternatives Fund. Act No. 91 provides that the Dedicated Sales Tax Fund created
by Act No. 91, the funds on deposit therein and Commonwealth the sales and use tax pledged to
COFINA do not constitute “available resources” of the Commonwealth for purposes of Section 2
and Section 8 of Article VI of the Constitution of Puerto Rico and are not available for use by the
Secretary. As a result, the portion of the Commonwealth sales and use tax allocated to COFINA
is not available for the payment of principal of and interest on the Bonds.

The Constitution expressly empowers a holder of bonds and notes evidencing public
debt to bring suit against the Secretary to require application of available resources, including
surplus, to the payment of principal of and interest on public debt when due.

Special Fund for the Bonds (General Obligation) Debt Service

Act No. 83 of the Legislative Assembly of Puerto Rico, approved on August 30, 1991, as
amended, provides for the levy of an annual special tax of 1.03% of the assessed value of all real
and personal property not exempt from taxation. The proceeds of said tax are credited to the
Commonwealth Debt Redemption Fund (the “Redemption Fund”), for application to the
payment of general obligation bonds and notes of the Commonwealth.

Act No. 39 of the Legislative Assembly of Puerto Rico, approved on May 13, 1976, as
amended (“Act No. 39”), requires the Secretary of the Treasury to transfer each month from
available funds of the Commonwealth to the Redemption Fund such amounts which, together with
certain other funds deposited therein, will be equal to the sum of one-sixth of the interest to be
paid in the next six months and one-twelfth of the principal to be paid or required to be amortized
within the next twelve months on all bonds and notes of the Commonwealth for which its full faith
and credit are pledged as the same become due and all bonds and notes of the Commonwealth for
which the guaranty of the Commonwealth has been exercised. Moneys in the Redemption
Fund are held in trust by Government Development Bank. Act No. 39 provides that the
obligation of the Secretary of the Treasury to make the above transfers is cumulative, and the
amount of any deficiency in any month shall be added to the amount of transfers required in future
months until such deficiency has been fully paid.

Act No. 39 expressly relates to direct obligations of the Commonwealth. It does not
apply to the payment of bonds and other obligations of public corporations guaranteed by the
Commonwealth issued after the date of its adoption.

Payment Record

The Commonwealth has never defaulted on the payment of principal of or interest on any
of its debt.
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Debt Limitation

Section 2 of Article VI of the Constitution of the Commonwealth provides that direct
obligations of the Commonwealth evidenced by full faith and credit bonds or notes shall not be
issued if the amount of the principal of and interest on such bonds and notes and on all such
bonds and notes theretofore issued that is payable in any fiscal year, together with any amount
paid by the Commonwealth in the fiscal year preceding the fiscal year of such proposed issuance
on account of bonds or notes guaranteed by the Commonwealth, exceed 15% of the average
annual revenues raised under the provisions of Commonwealth legislation and deposited into the
Treasury Department (hereinafter “internal revenues”) in the two fiscal years preceding the fiscal
year of such proposed issuance. Section 2 of Article VI does not limit the amount of debt that
the Commonwealth may guarantee so long as the 15% limitation is not exceeded through
payments by the Commonwealth on such guaranteed debt. Internal revenues consist principally
of income taxes, property taxes, sales taxes and excise taxes. Certain revenues, such as federal
excise taxes on offshore shipments of alcoholic beverages and tobacco products and customs
duties, which are collected by the United States Government and returned to the Treasury
Department and motor vehicle fuel taxes and license fees, which are allocated to the Highways
Authority, are not included as internal revenues for the purpose of calculating the debt limit,
although they may be available for the payment of debt service. In addition, the portion of the
sales and use tax allocated to COFINA is also not included as internal revenues consistent with
the legislation creating COFINA, which legislation transfers ownership of such portion of the
sales and use tax to COFINA and provides that such portion is not “available resources” under
the Constitutional provisions relating to the Bonds.

All or a portion of the proceeds of certain refunding bonds issued by the Commonwealth
were invested in guaranteed investment contracts or federal agency securities (in each case rated
in the highest category by Moody’s and S&P), none of which is eligible to be used for a legal
defeasance under Puerto Rico law (“non-eligible investments”). Since bonds refunded with
proceeds of non-eligible investments are not legally defeased, such bonds are treated as
outstanding for purposes of the 15% debt limitation.

Joint Resolution No. 2104 of the Legislative Assembly of Puerto Rico, approved on
September 30, 2004 (“Joint Resolution No. 2104”), authorized the Commonwealth to enter into
interest rate exchange agreements with respect to the Commonwealth’s $447,875,000 Public
Improvement Refunding Bonds, Series 2004B (the “Series 2004B Bonds”), which were issued
as variable rate bonds. Joint Resolution No. 2104 allows the Commonwealth to calculate the
constitutional debt limitation using (i) the fixed rate it is required to pay under any interest rate
exchange agreement entered into by the Commonwealth in connection with the Series 2004B
Bonds, and (ii) the lesser of (A) the maximum interest rate allowed by law, and (B) the
maximum interest rate set forth in the resolution approving the bonds, if any, in connection
with the Commonwealth's $279,240,000 Public Improvement Refunding Bonds, Series 2004A
(the “Series 2004A Bonds”) and any Series 2004B Bonds for which no interest rate exchange
agreement is executed. In November 2004, the Commonwealth entered into two interest rate
exchange agreements with respect to the Series 2004B Bonds.
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Act No. 39 of the Legislative Assembly of Puerto Rico, approved on August 1, 2005, as
amended (“Act No. 39 of 2005”) authorizes the Commonwealth to enter into interest rate
exchange agreements with respect to its general obligation bonds, subject to certain conditions,
including that the agreements are entered into to reduce certain financial risks associated with
issuing variable rate obligations. The Secretary is also authorized to pledge the full faith, credit
and taxing power of the Commonwealth for the payment of the obligations incurred under such
interest rate exchange agreements. In August 2006, the Commonwealth issued its $500,000,000
Public Improvement Bonds of 2006, Series A, a portion of which bonds bear interest at a rate that
will change periodically based on changes in the United States consumer price index, and
in connection with such consumer price index floating rate bonds (said portion, the “2006 CPI
Bonds”) entered into an interest rate exchange agreement, the effect of which will economically
enable the Commonwealth to pay a fixed rate of interest in respect thereof. In August and
September 2006, the Commonwealth entered into interest rate exchange agreements, the effect of
which will economically enable the Commonwealth to pay a fixed rate of interest in respect of a
portion of the Commonwealth’s outstanding $1,018,245,000 Public Improvement Refunding
Bonds, Series 2003C (said portion, the “2003C Swap Bonds”) and whose payments
commenced on July 1, 2008, the end of an initial fixed rate period on the 2003C Swap Bonds.
In October 2007, the Commonwealth issued its $926,570,000 Public Improvement Refunding
Bonds, Series 2007 A, a portion of which bonds bear interest at a variable rate and, in
connection with said bonds (said portion, the “2007 Swap Bonds”) entered into an interest rate
exchange agreement, the effect of which will economically enable the Commonwealth to pay a
fixed rate of interest in respect thereof. In May 2008, the Commonwealth issued its $173,975,000
Public Improvement Refunding Bonds, Series 2008B (the “2008 Swap Bonds”), which bear
interest at a variable rate, for the purpose of refunding a portion of the Series 2004B Bonds, and, in
connection therewith, continued the swap related to such refunded Series 2004B Bonds. Act
No. 39 of 2005 allows the Commonwealth to calculate the constitutional debt limit in a manner
identical to that utilized in Joint Resolution No. 2104. In addition, the Commonwealth has also
executed under the authority granted in Act No. 39 of 2005, interest rate exchange agreements in
which the Commonwealth is making payments (1) on $1,698,370,000 notional amount of public
improvement bonds based on a short-term interest rate index published by Securities Industry
and Financial Markets Association (“SIFMA”) and is receiving from its counterparties
payments on the same notional amount based on the published three-month London Interbank
Offered Rate index (the “basis swap”) and (2) on $850,000,000 notional amount of public
improvement bonds based on the published short-term SIFMA municipal swap rate and is
receiving from its counterparties payments on the same notional amount based on a published
index of municipal bonds having a maturity of 10 years (the “constant maturity swap”).

After giving effect to the issuance of the Bonds, future maximum annual debt service for
the Commonwealth’s outstanding general obligation debt is $972,073,996 in the fiscal year
ending June 30, 2016 (based on the assumption that (i) the bonds refunded with non-eligible
investments are treated as being outstanding, (ii) the Series 2004A Bonds bear interest at their
actual rate per annum through July 1, 2012 and thereafter at 12% per annum, (iii) the outstanding
2003C Swap Bonds, Series 2004B Bonds, 2006 CPI Bonds, 2007 Swap Bonds and the 2008
Swap Bonds, bear interest at 12% per annum and (iv) the public improvement bonds to which
the basis swap and the constant maturity swap relate bear interest at their stated interest rates
rather than the rates set forth in said swaps). This amount ($972,073,996) is equal to 12.658% of
$7,679,421,000, which is the average of the adjusted internal revenues for the fiscal year ended
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June 30, 2008 and the preliminary adjusted internal revenues for the fiscal year ended June 30,
2009. If the bonds refunded with non-eligible investments were treated as not being outstanding,
and the interest on the outstanding bonds described in items (i) through (iv) above is calculated using
the fixed rate paid by the Commonwealth under the interest rate exchange agreements executed in

connection with such bonds, the percentage referred to in the preceding sentence would be
10.602%.

Debt service for the Puerto Rico Aqueduct and Sewer Authority (“PRASA”) guaranteed
bonds of approximately $30 million was paid by PRASA during the last two fiscal years and,
thus, is not included in the calculation of the 15% debt limitation. See “Other Public
Corporations — Aqueduct and Sewer Authority” under Public Corporations in Appendix I. In the
event PRASA is unable to make any portion of the future debt service payments on its
guaranteed bonds, the Commonwealth would be required to make such payments under its
guarantee from the General Fund and such debt service would, to the extent paid by the
Commonwealth, be included in the calculation of the 15% debt limitation.

Maturity Limitation

The Constitution provides that no bonds or notes of the Commonwealth shall mature later
than 30 years from their date of issue, except bonds or notes for housing facilities, which shall
mature in no more than 40 years.
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PUBLIC SECTOR DEBT OF THE COMMONWEALTH

Public Sector Debt

The following table presents a summary of the public sector debt of the Commonwealth

as of June 30, 2009. The table should be read in conjunction with the information set forth under

DEBT in Appendix L.
Commonwealth of Puerto Rico
Public Sector Debt*
(in millions)
June 30, 2009 As Adjusted
Direct full faith and credit obligations(l) $ 9,006 $ 9,301
TRAN:S line of credit - -
Sales Tax debt” 12,880 12,880
Municipal debt 2,997 2,997
Puerto Rico guaranteed debt® 4,145 4,145
Debt supported by Puerto Rico appropriations or taxes' 1,455 1,455
Public corporations and agencies 22,496 22,496
Sub-total $52,979 $53,274
Limited obligation/non-recourse debt® 5,435 5,435
Total public sector debt $58,414 $58,709

*

6]
€]
3

“
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Totals may not add due to rounding.

Includes general obligation bonds.

Includes Public Finance Corporation and COFINA bonds.

Consists of $594.6 million of bonds issued by Aqueduct and Sewer Authority, $321.2 million of State Revolving Fund Loans
incurred under various federal water laws, $181.9 million of bonds issued by Port of the Americas Authority and $3.047
billion of Public Buildings Authority bonds (does not include the issuance in July 2009 of $330,935,000 Government
Facilities Revenue Refunding Bonds, Series P or in October 2009 of $152,540,000 Government Facilities Revenue
Refunding Bonds, Series Q). Excludes $267 million of Government Development Bank bonds payable from available
moneys of Government Development Bank.

Represents bonds and notes payable from the Commonwealth General Fund and Public Improvement Fund.

Includes the following: $1.4 billion of Children’s Trust bonds, which are payable solely from the payments to be received
pursuant to the tobacco litigation settlement; $197 million of Housing Finance Authority bonds, which are payable from
Puerto Rico Housing Administration’s annual allocation of Public Housing Capital Funds from the United States Department
of Housing and Urban Development; $152.7 million of Special Facilities Revenue Bonds issued by Highways Authority,
which are payable from net toll revenues collected from the Teodoro Moscoso Bridge; $155 million of Special Facilities
Bonds issued by Ports Authority, which are solely payable from the pledge of certain payments made by a private corporation
under a special facilities agreement; $79.6 million of Educational Facilities Revenue Bonds, 2000 Series A (University Plaza
Project) issued by Industrial, Tourist, Educational, Medical and Environmental Control Facilities Financing Authority
(“AFICA”), which are payable from rent payments made by the University of Puerto Rico; approximately $82.4 million of
bonds issued by AFICA to finance the construction of various government infrastructure projects, which are payable from
rent payments made by various government entities; $2.948 billion of Employees Retirement System Senior Pension Funding
Bonds, Series A, B and C, which are payable solely from employer contributions made to the Employees Retirement System
by the Commonwealth and its instrumentalities after the issuance of the bonds; $368.6 million of Housing Finance Authority
Subordinate Bonds Series 2008, which are payable from Puerto Rico Housing Administration’s annual allocation of Public
Housing Capital Funds from the United States Department of Housing and Urban Development; and $100 million of Housing
Finance Authority Housing Revenue Bonds Series 2008, which principal is payable primarily by the proceeds of a Permanent
Loan to be made by the Authority to the Limited liability Co. The interest on the short term bonds will be paid from amounts
on deposit in the Bond Debt Service Fund and the Bond Debt Service Reserve Fund which have been funded from the
proceeds of the Short Term Bonds and Equity Contribution from the Limited Liability Co. Principal on the Short Term
Bonds is payable from the proceeds of the Permanent Loan to be made by the Authority using moneys received as a grant
from Department of Housing (DOH).

Source: Government Development Bank for Puerto Rico
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Debt Service Requirements for Commonwealth General Obligation Bonds and Certain
Guaranteed Debt

The following table presents the debt service requirements for (i) Commonwealth general
obligation bonds outstanding on June 30, 2009; (ii) the Bonds; and (iii) total Commonwealth
general obligation bonds, adjusted for the issuance of the Bonds. The table excludes debt service on
Commonwealth general obligation bonds that have been refunded with the proceeds of refunding bonds
invested in non-eligible investments, notwithstanding that such bonds will be considered to be
outstanding under their authorizing resolution and for purposes of calculating the Commonwealth’s
debt limitation. Debt service requirements for each fiscal year, as shown in the following table,
include principal and interest due on July 1 immediately following the close of such fiscal year.

Commonwealth of Puerto Rico

Debt Service Requirements*
(in thousands)

Fiscal Year Outstanding The Bonds
Ending Bonds Total
June 30 Debt Service!” Principal Interest Grand Total
2010 $ 565,553 $ - $ 13,929 $ 579,482
2011 766,799 - 22,387 789,185
2012 773,536 - 22,387 795,923
2013 776,617 - 22,387 799,004
2014 764,142 - 22,387 786,528
2015 778,217 - 22,387 800,603
2016 778,070 - 22,387 800,457
2017 703,750 - 22,387 726,136
2018 687,831 - 22,387 710,217
2019 756,695 - 22,387 779,081
2020 791,810 - 22,387 814,197
2021 639,706 - 22,387 662,093
2022 549,663 - 22,387 572,050
2023 502,762 - 22,387 525,149
2024 479,726 - 22,387 502,112
2025 479,851 - 22,387 502,237
2026 469,460 - 22,387 491,846
2027 467,776 - 22,387 490,163
2028 468,467 - 22,387 490,854
2029 424,021 - 22,387 446,408
2030 420,402 - 22,387 442788
2031 422,738 - 22,387 445,125
2032 241,497 - 22,387 263,884
2033 203,539 - 22,387 225,925
2034 149,512 - 22,387 171,898
2035 79,001 29,010 22,387 130,398
2036 51,178 58,615 20,609 130,403
2037 51,186 62,300 16,914 130,400
2038 17,506 99,740 13,159 130,405
2039 0 123,020 7,381 130,401
Total $14,261,011 $372,685 $631,657 $15,265,352

*  Totals may not add due to rounding. Includes the effective fixed rate on certain variable rate general obligation
bonds as to which the Commonwealth has entered into interest rate exchange agreements.

In the event PRASA is unable to make any portion of the future debt service payments on its guaranteed bonds, the
Commonwealth would be required to make such payments under its guarantees from the General Fund.

M

Sources: Government Development Bank and Treasury Department
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TAX MATTERS

The Internal Revenue Code of 1986, as amended (the “Code”), includes requirements which
the Commonwealth must continue to meet after the issuance of the Bonds in order that interest on the
Bonds not be included in gross income for federal income tax purposes. The Commonwealth’s
failure to meet these requirements may cause interest on the Bonds to be included in gross income for
federal income tax purposes retroactive to their date of issuance. The Commonwealth has
covenanted in the Bond Resolution to comply, to the extent permitted by the Constitution and the
laws of the Commonwealth, with the requirements of the Code in order to maintain the exclusion
from gross income for federal income tax purposes of interest on the Bonds. Bond Counsel is
not aware of any provision of the Constitution or laws of the Commonwealth which would prevent
the Commonwealth from complying with the requirements of the Code.

In the opinion of Bond Counsel, subject to continuing compliance by the Commonwealth with
the tax covenant referred to above, under the provisions of the Acts of Congress now in force and
under existing regulations, rulings and court decisions, interest on the Bonds will not be included in
gross income for federal income tax purposes. Interest on the Bonds will not be an item of tax
preference for purposes of the federal alternative minimum tax imposed on individuals and
corporations. However, interest will be taken into account in determining adjusted current earnings for
purposes of computing the alternative minimum tax imposed on corporations. Bond Counsel is further
of the opinion that the Bonds and the interest thereon are exempt from state, Commonwealth and local
income taxation.

Ownership of tax-exempt obligations such as the Bonds may result in collateral federal income
tax consequences to certain taxpayers, including, without limitation, financial institutions, property
and casualty insurance companies, certain foreign corporations, certain S Corporations with excess passive
income, individual recipients of Social Security or Railroad Retirement benefits, taxpayers who may be
deemed to have incurred or continued indebtedness to purchase or carry tax-exempt obligations, and
taxpayers who may be eligible for the earned income tax credit.

Ownership of tax-exempt obligations may also result in collateral income tax consequences
under Puerto Rico law to financial institutions doing business in Puerto Rico.

Prospective purchasers of the Bonds should consult their tax advisors as to their specific
taxation circumstances and the applicability and impact of any collateral consequences.

Legislation affecting municipal securities is constantly being considered by the United States
Congress. There can be no assurance that legislation enacted after the date of issuance of the Bonds
will not have an adverse effect on the tax-exempt status of the Bonds. Legislative or regulatory actions
and proposals may also affect the economic value of tax exemption or the market price of the Bonds.
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LEGAL MATTERS

The proposed form of opinion of Greenberg Traurig, LLP, Boston, Massachusetts, Bond
Counsel, is set forth in Appendix II to this Official Statement. Certain legal matters will be passed
upon for the Underwriters by Fiddler Gonzdlez & Rodriguez, P.S.C., San Juan, Puerto Rico.

LEGAL INVESTMENT

The Bonds will be eligible for deposit by banks in Puerto Rico to secure public funds and will
be approved investments for insurance companies to qualify them to do business in Puerto Rico, as
required by law.

UNDERWRITING

The Underwriters have jointly and severally agreed, subject to certain conditions, to purchase
the Bonds from the Commonwealth at an aggregate discount of $2,447,007.72 from the initial offering
prices of the Bonds set forth or derived from information set forth on the inside cover hereof. The
obligation of the Underwriters to purchase the Bonds is subject to certain conditions precedent, and
they will be obligated to purchase all the Bonds if any Bonds are purchased. The Underwriters may
offer to sell the Bonds to certain dealers (including dealers depositing the Bonds into unit investment
trusts, certain of which may be sponsored or managed by the Underwriters) and others at prices lower
than the initial public offering prices. The offering prices may be changed from time to time by the
Underwriters.

Popular Securities, Inc, (“Popular”) has entered into a joint venture agreement (the “JV
Agreement”) with Morgan Stanley & Co. Incorporated (“Morgan Stanley”), under which the parties
shall provide services and advice to each other related to the structuring and execution of certain
municipal finance transactions in the U.S. capital markets with governmental entities located in the
Commonwealth. Pursuant to the terms of the JV Agreement and in compliance with applicable rules,
the parties will be entitled to receive a portion of each other’s net profits from the underwriting of the
Bonds as consideration for their professional services.

Morgan Stanley, parent company of Morgan Stanley & Co. Incorporated, an underwriter of the
Bonds, has entered into a retail brokerage joint venture with Citigroup Inc. As part of the joint
venture, Morgan Stanley & Co. Incorporated will distribute municipal securities to retail investors
through the financial advisor network of a new broker-dealer, Morgan Stanley Smith Barney LLC.
This distribution arrangement became effective on June 1, 2009. As part of this arrangement, Morgan
Stanley & Co. Incorporated will compensate Morgan Stanley Smith Barney LLC for its selling efforts
with respect to the Bonds.

Santander Securities Corporation (“SSC”) and Merrill Lynch, Pierce, Fenner & Smith
Incorporated (“Merrill”) have agreed to provide services and advice to each other related to the
structuring and execution of the underwriting of the Bonds in accordance with the terms and provisions
of a joint venture agreement which was entered into between SSC and Banc of America Securities
LLC (“BAS”) (Merrill and BAS are now affiliated broker-dealers). SSC and Merrill will be entitled to
receive a portion of each other’s revenues from the underwriting of the Bonds as consideration for their
professional services.
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Goldman, Sachs & Co. and UBS Financial Services Incorporated of Puerto Rico have agreed to
cooperate with respect to structuring and coordinating the marketing and execution of bond offerings
in the United States and global capital markets, other than bond issuances offered exclusively in the
Puerto Rico market, for the Commonwealth’s governmental entities and other municipal bonds issuers.
Compensation with respect to the underwriting of the securities will be allocated between them.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

Causey Demgen & Moore Inc. will verify from the information provided to them the
mathematical accuracy, as of the date of the closing on the Bonds, of the computations to determine
that the anticipated receipts from the securities and cash deposits to be held in escrow, will be
sufficient to pay the interest of the Refunded Bonds. Causey Demgen & Moore Inc. will express no
opinion on the assumptions provided to them, nor as to the exclusion from gross income of the interest
on the Bonds.

GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO

As required by Act No. 272 of the Legislative Assembly of Puerto Rico, approved May 15,
1945, as amended, Government Development Bank has acted as financial advisor to the
Commonwealth in connection with the Bonds offered hereby. As financial advisor, Government
Development Bank participated in the selection of the Underwriters of the Bonds. Certain of the
Underwriters have been selected by Government Development Bank to serve from time to time as
underwriters of its obligations and the obligations of the Commonwealth, its instrumentalities and
public corporations. Certain of the Underwriters or their affiliates participate in other financial
transactions with Government Development Bank.

RATINGS

Moody’s Investors Service and Standard & Poor’s Rating Services have assigned the Bonds
ratings of “Baa3” and “BBB-,” respectively. Ratings reflect only the respective views of the rating
agencies and an explanation of the significance of each rating may be obtained only from the
respective rating agency. Such rating agencies were provided with materials relating to the
Commonwealth and the Bonds and other relevant information, and no application has been made to
any other rating agency for the purpose of obtaining a rating on the Bonds.

There is no assurance that such ratings will remain in effect for any given period of time or that
they will not be revised downward or withdrawn entirely by either or both of such rating agencies, if in
the judgment of either or both, circumstances so warrant. Any such downward revision or withdrawal
of such ratings, or either of them, may have an adverse effect on the market prices of the Bonds.

CONTINUING DISCLOSURE

In accordance with the requirements of Rule 15¢2-12, as amended (the “Rule”), promulgated by
the Securities and Exchange Commission (“SEC”), the Commonwealth has covenanted in the Bond
Resolution for the benefit of the Beneficial Owners (as defined in the Bond Resolution) as follows:

1. to file, within 305 days after the end of each fiscal year commencing with the fiscal year
ending June 30, 2009, with the MSRB through EMMA, core financial information and
operating data for the prior fiscal year, including (i) the Commonwealth’s audited
financial statements, prepared in accordance with generally accepted accounting
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principles in effect from time to time, and (ii) material historical quantitative data
(including financial information and operating data) on the Commonwealth and its
revenues, expenditures, financial operations and indebtedness, in each case generally
found in this Official Statement; and

2. to file, in a timely manner, with the MSRB through EMMA, notice of any failure of the
Commonwealth to comply with paragraph 1 above and of the occurrence of any of
the following events with respect to the Bonds, if material:

principal and interest payment delinquencies;

non-payment related defaults;

unscheduled draws on debt service reserves reflecting financial difficulties;
unscheduled draws on credit enhancements reflecting financial difficulties;
substitution of credit or liquidity facility providers, or their failure to perform;
adverse opinions or events affecting the tax-exempt status of the Bonds;
modifications to rights of the holders (including Beneficial Owners) of the
Bonds;

bond calls;

defeasances;

release, substitution, or sale of property securing repayment of the Bonds; and
rating changes.

o a0 o

SRl

Event (c) is included pursuant to a letter from the SEC staff to the National Association of
Bond Lawyers, dated September 19, 1995. However, event (c) may not be applicable, since the terms
of the Bonds do not provide for “debt service reserves.” In addition, with respect to the following events:

Events (d) and (e). The Commonwealth does not undertake to provide any notice with respect to
credit enhancement added after the primary offering of the Bonds, unless the Commonwealth applies
for or participates in obtaining the enhancement.

Event (f). For information on the tax status of the Bonds, see TAX MATTERS.

Event (h). The Commonwealth does not undertake to provide the above-described event notice
of a mandatory scheduled redemption, not otherwise contingent upon the occurrence of an event, if the
terms, dates and amounts of redemption are set forth in detail in this Official Statement under
“Redemption” in THE BONDS, the only open issue is which Bonds will be redeemed in the case of a
partial redemption, notice of redemption is given to the Bondholders as required under the terms of the
Bonds, and public notice of the redemption is given pursuant to Securities Exchange Act of 1934
Release No. 34-23856 of the SEC, even if the originally scheduled amounts are reduced by prior
optional redemptions or purchases of Bonds.

The Commonwealth expects to provide the information described in paragraph 1 above by
filing its first bond official statement that includes such information for the preceding fiscal year or, if
no such official statement is issued by the 305-day deadline, by filing a separate document containing
such information.

The Commonwealth has made similar continuing disclosure covenants in connection with prior
bond issuances, and has complied with all such covenants, except as hereinafter noted. The
Commonwealth’s audited financial statements for the fiscal year ended June 30, 2002 were filed after the
Commonwealth’s filing deadline of May 1, 2003 because of delays in finalizing such financial
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statements resulting from the implementation of GASB Statement No. 34 (“GASB 34”). The
Commonwealth’s audited financial statements for the fiscal year ended June 30, 2003 were also filed
after the Commonwealth’s filing deadline of April 30, 2004, because of delays in finalizing the financial
statements of certain of the Commonwealth’s reporting units due to the implementation of GASB 34.
The Commonwealth’s audited financial statements for the fiscal years ended June 30, 2004, 2006, 2007
and 2008 were also filed after the Commonwealth’s respective filing deadlines of May 1, 2005, 2007,
2008 and 2009, because various governmental agencies did not submit their audited financial
statements to the central government’s external auditors on time, thereby delaying submission of the
Commonwealth’s audited financial statements. Finally, the Commonwealth Report for the fiscal year
ended June 30, 2008 containing the information described in paragraph 1 above, was filed after the
Commonwealth’s filing deadline of May 1, 2009.

As of the date of this Official Statement, there is no Commonwealth information repository. All
continuing disclosure filing must be made with the MSRB through EMMA.

The Commonwealth may from time to time choose to provide notice of the occurrence of certain
other events in addition to those listed above if, in the judgment of the Commonwealth, such other
events are material with respect to the Bonds, but the Commonwealth does not undertake to provide
any such notice of the occurrence of any material event except those events listed above.

The Commonwealth acknowledges that its undertaking pursuant to the Rule described above is
intended to be for the benefit of the Beneficial Owners of the Bonds, and shall be enforceable by any
such Beneficial Owners; provided that the right to enforce the provisions of its undertaking shall be
limited to a right to obtain specific enforcement of the Commonwealth's obligations thereunder.

No Beneficial Owner may institute any suit, action or proceeding at law or in equity
(“Proceeding”) for the enforcement of the foregoing covenants (the “Covenants”) or for any remedy
for breach thereof, unless such Beneficial Owner shall have filed with the Commonwealth
written notice of any request to cure such breach, and the Commonwealth shall have refused to comply
within a reasonable time. All Proceedings shall be instituted only in a Commonwealth court located in the
Municipality of San Juan, Puerto Rico for the equal benefit of all Beneficial Owners of the outstanding
Bonds benefited by the Covenants, and no remedy shall be sought or granted other than specific
performance of any of the Covenants at issue. Moreover, Proceedings filed by Beneficial Owners against
the Commonwealth may be subject to the sovereign immunity provisions of Section 2 and 2A of Act
No. 104, approved June 29, 1955, as amended, which governs the scope of legal actions against the
Commonwealth, substantially limits the amount of monetary damages that may be awarded against the
Commonwealth and provides certain notice provisions, the failure to comply with which may
further limit any recovery.

The Covenants may only be amended if

(D) the amendment is made in connection with a change in circumstances that arises from a
change in legal requirements, change in law, or change in the identity, nature, or status of the
Commonwealth, or type of business conducted; the Covenants, as amended, would have complied with
the requirements of the Rule at the time of award of the Bonds, after taking into account any amendments
or change in circumstances; and the amendment does not materially impair the interest of Beneficial
Owners, as determined by persons unaffiliated with the Commonwealth; or
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2) all or any part of the Rule, as interpreted by the staff of the SEC at the date of the adoption
of such Rule, ceases to be in effect for any reason, and the Commonwealth elects that the Covenants
shall be deemed amended accordingly.

The Commonwealth has further agreed that the annual financial information containing any
amended operating data or financial information will explain, in narrative form, the reasons for the
amendment and the impact of the change in the type of operating data or financial information being
provided.

Any assertion of beneficial ownership must be filed, with full documentary support, as part of
the written request described above.

MISCELLANEOUS

The foregoing summaries of or references to the Act, the Bonds, the Bond Resolution and the
summaries of or references to the various acts contained in the Commonwealth Report, are made
subject to all the detailed provisions thereof to which reference is hereby made for further information
and do not purport to be complete statements of any or all of such provisions.

Appended to and constituting a part of this Official Statement are the Commonwealth Report
(Appendix I), the proposed form of opinion of Bond Counsel (Appendix II), a description of the Book-
Entry System (Appendix I1I), and a list of Bonds with Refunded Interest (Appendix IV).

The information set forth in this Official Statement and incorporated herein by reference,
except for information pertaining to DTC, and the information appearing in UNDERWRITING, was
supplied by certain officials of the Commonwealth or certain of its agencies or instrumentalities, in
their respective official capacities, or was obtained from publications of the Commonwealth or certain
of its agencies or instrumentalities, and is included or incorporated by reference in this Official
Statement on the authority of such officials or the authority of such publications as public official
documents. The information pertaining to DTC was supplied by DTC.

This Official Statement will be filed with the MSRB through EMMA.

COMMONWEALTH OF PUERTO RICO

By: /s/ Juan C. Puig
Secretary of the Treasury
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COMMONWEALTH OF PUERTO RICO
Financial Information and Operating Data Report
May 15, 2009

INTRODUCTION
General

The operating and financial information about the Commonwealth of Puerto Rico (the
“Commonwealth” or “Puerto Rico”) included in this Report has been updated as of April 30,
2009, except as otherwise provided herein. The fiscal years of the Commonwealth run from July
1 through June 30 of the following year. References in this Report to a particular fiscal year are
to the year in which such fiscal year ends.

Forward-Looking Statements

The information included in this Report contains certain “forward-looking” statements.
These forward-looking statements may relate to the Commonwealth’s fiscal and economic
condition, economic performance, plans, and objectives. All statements contained herein that are
not clearly historical in nature are forward-looking, and the words “anticipates,” “believes,”
“continues,” “expects,” “estimates,” “intends,” “aims,” “projects,” and similar expressions, and
future or conditional verbs such as “will,” “would,” “should,” “could,” “might,” “can,” “may,”
or similar expressions, are generally intended to identify forward-looking statements.

99 ¢ 99 ¢ 99 ¢

These statements are not guarantees of future performance and involve certain risks,
uncertainties, estimates, and assumptions by the Commonwealth that are difficult to predict. The
economic and financial condition of the Commonwealth is affected by various financial, social,
economic, environmental, and political factors. These factors can be very complex, may vary
from one fiscal year to the next, and are frequently the result of actions taken or not taken, not
only by the Commonwealth and its agencies and instrumentalities, but also by entities, such as
the federal government or other nations, that are not under the control of the Commonwealth.
Because of the uncertainty and unpredictability of these factors, their impact cannot, as a
practical matter, be included in the assumptions underlying the Commonwealth’s projections.

Overview of Economic and Fiscal Condition
Economic Condition

Puerto Rico’s economy has been in a recession, which commenced in the fourth quarter
of fiscal year 2006. Although Puerto Rico’s economy is closely linked with the United States
economy, for fiscal years 2007 and 2008, Puerto Rico’s real gross national product decreased by
1.9% and 2.5%, respectively, while the United States economy grew at a rate of 1.8% and 2.8%,
respectively, during the same periods. According to the Puerto Rico Planning Board’s (the
“Planning Board”) latest projections, the economic contraction has accelerated in fiscal year
2009, with an expected further reduction in real gross national product of 3.4%. While this trend
was expected to continue in fiscal year 2010, the expected positive impact of the U.S. federal and
local economic stimulus measures discussed below led the Planning Board to announce on April
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29, 2009 revised projections for fiscal year 2010 reflecting a projected increase in real gross
national product of 0.1%.

Fiscal Condition

The Commonwealth is experiencing a fiscal crisis as a result of the structural imbalance
between recurring government revenues and expenses. The structural imbalance has been
exacerbated during fiscal years 2008 and 2009, with recurring government expenses significantly
higher than recurring revenues, which have declined as a result of the multi-year economic
contraction mentioned above. In order to bridge the deficit resulting from the structural
imbalance, the government has used non-recurring measures, such as borrowing from
Government Development Bank for Puerto Rico (“GDB”) or in the bond market, and postponing
the payment of various government expenses, such as payments to suppliers and utilities
providers.

As discussed below, the estimated structural deficit for fiscal year 2009 is projected to be
$3.2 billion.

Rating Downgrades

The continued fiscal imbalance led to successive downgrades in the Commonwealth’s
general obligation debt ratings, from “Baal” by Moody’s Investors Service (“Moody’s”) and
“A—" by Standard & Poor’s Rating Services (“S&P”) in fiscal year 2004 to “Baa3” by Moody’s
and “BBB—" by S&P currently. Each of the rating agencies has a stable outlook on the
Commonwealth’s general obligation debt.

Fiscal Year 2009 Estimated Structural Deficit

For fiscal year 2009, estimated revenues of the General Fund (the primary operating fund
of the Commonwealth) are $7.6 billion (down from the original budgeted revenues of $8.5
billion). Although budgeted expenditures for the fiscal year were $9.5 billion, the government
has identified additional expenses for fiscal year 2009 that were not included in the budget.
Unbudgeted expenses for fiscal year 2009 are estimated at $1.4 billion. Thus, the resulting
estimated structural deficit for fiscal year 2009 is currently $3.2 billion.

General Fund Revenues (Nine Months)

Preliminary General Fund revenues for the first nine months of fiscal year 2009 (from
July 2008 through March 2009) were $5.44 billion, a decline of 4.9% from the $5.72 billion for
the same period in the prior fiscal year. The continued decline in General Fund tax revenues
reflects primarily the impact of the ongoing economic recession.

Fiscal Stabilization Plan

The new government administration, which commenced on January 2, 2009 and controls
the Executive and Legislative branches of government, has developed and commenced
implementing a multi-year plan designed to achieve fiscal balance and restore economic growth.
The fiscal stabilization plan seeks to achieve budgetary balance on or before fiscal year 2013,
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while addressing expected fiscal deficits in the intervening years through the implementation of a
number of initiatives, including the following: (i) a $2 billion operating expense-reduction plan
during fiscal year 2010, through government reorganization and reduction of operating expenses,
including payroll which is the main component of government expenditures; (ii) a combination
of temporary and permanent tax increases, coupled with additional tax enforcement measures;
and (iii) a bond issuance program through Puerto Rico Sales Tax Financing Corporation
(“COFINA” by its Spanish-language acronym). Before the temporary measures expire in 2013,
the administration intends to design and adopt a comprehensive reform of the tax system and a
long-term economic development plan to complement the economic reconstruction and
supplemental stimulus initiatives described below. The proceeds expected to be obtained from
the COFINA bond issuance program will be used to repay existing government debt (including
debts with GDB), finance operating expenses of the Commonwealth for fiscal years 2009
through 2011 (and for fiscal year 2012, to the extent included in the government’s annual budget
for such fiscal year), including costs related to the implementation of a workforce reduction plan,
the funding of an economic stimulus plan, as described below, and for other purposes to address
the fiscal imbalance while the fiscal stabilization plan is being implemented. The fiscal
stabilization plan seeks to safeguard the investment grade ratings of the Commonwealth’s
general obligation debt and lay the foundation for sustainable economic growth. Legislation has
already been enacted authorizing the implementation of all the measures in the fiscal
stabilization plan and the Office of Management and Budget (“OMB”) has certified projected
savings of $237 million for fiscal year 2010 from implemented measures to date.

Economic Reconstruction Plan

The new administration has also developed and commenced implementing a short-term
economic reconstruction plan. The cornerstone of this plan is the implementation of U.S. federal
and local economic stimulus programs. Puerto Rico will benefit from the American Recovery
and Reinvestment Act of 2009 (“ARRA”) enacted by the U.S. government to stimulate the U.S.
economy in the wake of the global economic downturn. Puerto Rico expects to receive
approximately $5.0 billion from ARRA during the next two fiscal years, which includes tax
relief, expansion of unemployment benefits and other social welfare provisions, and domestic
spending in education, health care, and infrastructure, among other measures. The
administration will seek to complement the U.S. federal stimulus with additional short- and
medium-term supplemental stimulus measures seeking to address specific local challenges and
providing investment in strategic areas. These measures include a local $500 million economic
stimulus plan to supplement the federal plan. In addition, to further stimulate economic
development and cope with the fiscal crisis, the administration is in the process of establishing a
legal framework to authorize and promote the use of public-private partnerships to finance and
develop infrastructure projects and operate and manage certain public assets.

The new administration is also developing a comprehensive long-term economic
development plan aimed at improving Puerto Rico’s overall competitiveness and business
environment and increasing private-sector participation in the Puerto Rico economy. As part of
this plan, the administration will emphasize (i) the simplification and shortening of the
permitting and licensing process; (ii) the strengthening of the labor market by encouraging
greater labor-force participation and bringing out-of-date labor laws and regulations in line with
U.S. and international standards and (iii) the adoption of a new energy policy that seeks to lower
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energy costs and reduce energy-price volatility by reducing Puerto Rico’s dependence on fossil
fuels, particularly oil, through the promotion of diverse, renewable-energy technologies.

The fiscal and economic reconstruction plan is described in further detail in below under
“The Economy—TFiscal and Economic Reconstruction.”

Proposed Fiscal Year 2010 Budget

On April 29, 2009, the Governor submitted to the Legislature a proposed budget for fiscal
year 2010. The proposed budget provides for total General Fund revenues and appropriations of
$7.67 billion, compared to estimated General Fund revenues of $7.60 billion for fiscal year 2009.
Budgeted General Fund expenditures total $7.67 billion, a decrease of $1.81 billion, or 19%,
from the fiscal year 2009 budgeted expenditures of $9.48 billion. To cover approximately $2
billion of additional transitory expenses for fiscal year 2010 related to the implementation of the
expense-reduction plan (including expenses that will be incurred in fiscal year 2010 but will not
be incurred in subsequent fiscal years) and a $500 million projected remaining structural deficit,
the Commonwealth will establish a Stabilization Fund to be funded with proceeds from COFINA
bond issues.

The projections and assumptions used in the proposed fiscal year 2010 budget are subject
to a number of risks, including risks related to the economic forecasts, the implementation of the
expense-reduction plan, and the execution of certain transactions contemplated in the fiscal
stabilization plan (such as the COFINA financings). Many complex political, social,
environmental, and economic forces influence the Commonwealth’s economy and finances
unpredictably from fiscal year to fiscal year. The budget is necessarily based on forecasts of
economic activity, which have frequently failed to accurately predict the timing and magnitude
of specific cyclical changes in the U.S. and local economy. There can be no assurance that the
Commonwealth’s economy will not experience results in the current and ensuing fiscal years that
are materially worse than predicted, with corresponding material and adverse effects on the
Commonwealth’s projections of receipts and disbursements.

Geographic Location and Demographic Trends

Puerto Rico, the fourth largest of the Caribbean islands, is located approximately 1,600
miles southeast of New York City. It is approximately 100 miles long and 35 miles wide.

According to the United States Census Bureau, the population of Puerto Rico was
3,808,610 in 2000 (3,954,037 as of July 1, 2008 according to the most recent U.S. Census
Bureau estimate), compared to 3,522,000 in 1990. As of 2000, the population of San Juan, the
island’s capital and largest city, was 434,375 (422,665 as of July 1, 2008 according to the most
recent U.S. Census Bureau estimate).

Relationship with the United States

Puerto Rico’s constitutional status is that of a territory of the United States, and, pursuant
to the territorial clause of the U.S. Constitution, the ultimate source of power over Puerto Rico is
the U.S. Congress. The relationship between the United States and Puerto Rico is referred to
herein as commonwealth status.
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Puerto Rico came under United States sovereignty pursuant to the Treaty of Paris, signed
on December 10, 1898, which ended the Spanish-American War. Puerto Ricans have been
citizens of the United States since 1917. In 1950, after a long evolution toward greater self-
government, Congress enacted Public Law 600, which provided that the existing political,
economic and fiscal relationship between Puerto Rico and the United States would remain the
same, but Puerto Rico would be authorized to draft and approve its own Constitution,
guaranteeing a republican form of government. The Constitution was drafted by a popularly
elected constitutional convention, approved in a special referendum by the people of Puerto
Rico, amended and ratified by the U.S. Congress, and subsequently approved by the President of
the United States.

The Commonwealth exercises virtually the same control over its internal affairs as do the
50 states. It differs from the states, however, in its relationship with the federal government.
The people of Puerto Rico are citizens of the United States but do not vote in national elections.
They are represented in Congress by a Resident Commissioner that has a voice in the House of
Representatives but no vote (except in House committees and sub-committees to which he
belongs). Most federal taxes, except those such as Social Security taxes, are not levied in Puerto
Rico. No federal income tax is collected from Puerto Rico residents on income earned in Puerto
Rico, except for certain federal employees who are subject to taxes on their salaries. Income
earned by Puerto Rico residents from sources outside of Puerto Rico, however, is subject to
federal income tax.

The official languages of Puerto Rico are Spanish and English.
Governmental Structure

The Constitution of Puerto Rico provides for the separation of powers of the executive,
legislative, and judicial branches of government. The Governor is elected every four years. The
Legislative Assembly consists of a Senate and a House of Representatives, the members of
which are elected for four-year terms. The highest court within the local jurisdiction is the
Supreme Court of Puerto Rico. Decisions of the Supreme Court of Puerto Rico may be appealed
to the Supreme Court of the United States under the same terms and conditions as decisions from
state courts. Puerto Rico constitutes a District in the federal judiciary and has its own United
States District Court. Decisions of this court may be appealed to the United States Court of
Appeals for the First Circuit and from there to the Supreme Court of the United States.

Governmental responsibilities assumed by the central government of the Commonwealth
are similar in nature to those of the various state governments. In addition, the central
government assumes responsibility for local police and fire protection, education, public health
and welfare programs, and economic development.

Principal Officers Responsible for Fiscal Matters

Luis G. Fortufio was sworn in as Governor of Puerto Rico on January 2, 2009. From
2005 until becoming Governor, Mr. Fortufio was Puerto Rico’s elected Resident Commissioner
in the U.S. House of Representatives. Mr. Fortufio was an attorney in private practice from 1985
to 1993, and again from 1997 to 2003. From 1994 to 1996, Mr. Fortufio served as the first
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Secretary of the Department of Economic Development and Commerce. Mr. Fortuiio was the
Executive Director of the Tourism Company from 1993 to 1996. Mr. Fortuiio holds a Bachelor’s
Degree from the Edmund A. Walsh School of Foreign Service at Georgetown University and a
Juris Doctor from the University of Virginia School of Law.

Juan Carlos Puig Morales was designated as Secretary of the Department of the
Treasury (the “Treasury”) on January 4, 2009 and unanimously confirmed by the Senate of
Puerto Rico on March 6, 2009. From 1998 to 2008, Mr. Puig Morales served as a Director in the
Taxpayer Advocate Service, an independent office within the U.S. Internal Revenue Service, in
Puerto Rico and South Florida. From 1994 to 1998, Mr. Puig Morales served in various
positions in the Treasury, including Assistant Undersecretary of Internal Revenue, Project
Manager of the Master Tax Archive, and Director of Administrative Reform. From 1990 to
1994, Mr. Puig Morales served as a Senior Tax Administration Advisor with the U.S. Internal
Revenue Service. Mr. Puig Morales holds a Bachelor of Arts Degree from the University of
Turabo, where he majored in Economics.

Maria Sanchez Bras was appointed Executive Director of OMB on January 2, 2009.
From 2004 to 2008, Ms. Sanchez Bras worked as the principal financial officer of several
companies in the insurance and pharmaceuticals sectors in Puerto Rico. From 1998 to 2004, Ms.
Sanchez Bras served as Controller for McDonald’s Caribbean region. From 1990 to 1998, Ms.
Sanchez Bras worked with various manufacturing companies in different managerial and
financial roles. Prior to 1990, Ms. Sanchez Bras worked with KPMG Peat Marwick. Ms.
Sanchez Bras holds a Bachelor’s Degree from the University of Puerto Rico — Rio Piedras
Campus, where she majored in Accounting. Ms. Sdnchez Bréds has been a Certified Public
Accountant (CPA) since 1991 and a Certified Internal Auditor (CIA) since 1992 and is a member
of the Association of Certified Fraud Examiners (ACFE).

Carlos M. Garcia was ratified as President and Chairman of the Board of GDB on
January 7, 2009. Mr. Garcia served as President of Banco Santander Puerto Rico from August
2008 to January 2009 and Senior Executive Vice President and Chief Operating Officer of
Santander BanCorp and Banco Santander Puerto Rico from January 2004 to January 2009. Mr.
Garcia served as a member of the Board of Directors of Santander BanCorp and several of
Santander BanCorp’s subsidiaries and affiliates. Mr. Garcia serves as Director of Make-a-Wish
Foundation of Puerto Rico. Mr. Garcia served as President and Chief Executive Officer of
Santander Securities Corporation from August 2001 to January 2006. Mr. Garcia joined
Santander Securities Corporation in 1997 as Director of its Investment Banking Department, and
Banco Santander Puerto Rico in October 2003 as Executive Vice President of Wholesale
Banking. From 1993 to 1995, Mr. Garcia worked at Credit Suisse First Boston Puerto Rico, Inc.,
which later was acquired by Popular Securities, Inc., for which he worked from 1995 to 1997.
Mr. Garcia holds a dual degree in Business from the Wharton School and in Comparative
Literature from the College of Arts and Sciences of the University of Pennsylvania.

Political Trends

For many years there have been two major views in Puerto Rico with respect to Puerto
Rico’s relationship with the United States: one favoring statehood, represented by the New
Progressive Party, and the other favoring the existing commonwealth status, represented by the
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Popular Democratic Party. The following table shows the percentages of the total votes received
by the gubernatorial candidates of the various parties in the last five elections. While the
electoral choices of Puerto Rico’s voters are not based solely on party preferences regarding
Puerto Rico’s relationship with the United States, candidates who support a continuing
relationship between Puerto Rico and the United States have prevailed in elections for many
years.

1992 1996 2000 2004 2008

New Progressive Party 49.9% 51.1% 45.7% 48.2% 52.8%
Popular Democratic Party 45.9% 44.5% 48.6% 48.4% 41.3%
Puerto Rico Independence Party 4.2% 3.8% 5.2% 2.7% 2.0%
Others, Blank or Void - 0.5% 0.5% 0.6% 3.9%

With the results of the 2008 election, control of the legislative branch continued under the
New Progressive Party, while the executive branch is now also controlled by the New
Progressive Party. The current membership of the Senate and House of Representatives by
political party is as follows:

Senate House

New Progressive Party 21 37
Popular Democratic Party 8 17
Total 29 54

The next general election (gubernatorial, municipal, and legislative) in Puerto Rico will
be held in November 2012.

THE ECONOMY
General

The Commonwealth in the past has established policies and programs directed principally
at developing the manufacturing sector and expanding and modernizing the Commonwealth’s
infrastructure. Domestic and foreign investments have historically been stimulated by selective
tax exemptions, development loans, and other financial and tax incentives. Infrastructure
expansion and modernization have been to a large extent financed by bonds and notes issued by
the Commonwealth, its public corporations, and municipalities. Economic progress has been
aided by significant increases in the levels of education and occupational skills of the population.

Puerto Rico’s economy experienced a considerable transformation during the past sixty-
five years, passing from an agriculture economy to an industrial one. Virtually every sector of
the economy participated in this expansion. Factors contributing to this expansion include
government-sponsored economic development programs, increases in the level of federal
transfer payments, and the relatively low cost of borrowing. In some years, these factors were
aided by a significant rise in construction investment driven by infrastructure projects, private
investment, primarily in housing, and relatively low oil prices. Nevertheless, the significant oil
price increases during the past four years, the continuous contraction of the manufacturing
sector, and the budgetary pressures on government finances triggered a general contraction in the
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economy. Puerto Rico’s economy is currently in a recession that began in the fourth quarter of
fiscal year 2006, a fiscal year in which the real gross national product grew by only 0.5%. For
fiscal years 2007 and 2008, the real gross national product contracted by 1.9% and 2.5%,
respectively. This contraction has continued into fiscal year 2009, for which the Planning Board
expects a reduction of 3.4% in real gross national product. While the trend was expected to
continue in fiscal year 2010, the Planning Board announced on April 29, 2009 that the expected
positive impact of the U.S. federal and local economic stimulus measures discussed below under
“Fiscal and Economic Reconstruction” should outweigh the expected negative impact of the
Fiscal Stabilization Plan also described below under “Fiscal and Economic Reconstruction” and
revised its projections for fiscal year 2010 to reflect an increase of 0.1% in real gross national
product. The Planning Board is also projecting increases in real gross national product of 0.9%
and 1.0% for fiscal years 2011 and 2012, respectively.

Nominal personal income, both aggregate and per capita, has increased consistently from
1947 to 2008. In fiscal year 2008, aggregate personal income was $56.2 billion ($44.8 billion at
2000 prices) and personal income per capita was $14,237 ($11,341 in 2000 prices).! Personal
income includes transfer payments to individuals in Puerto Rico under various social programs.
Total U.S. federal transfer payments to individuals amounted to $12.3 billion in fiscal year 2008
($10.5 billion in fiscal year 2007). Entitlements for previously performed services or resulting
from contributions to programs such as Social Security, Veterans’ Benefits, Medicare, and U.S.
Civil Service retirement pensions were $9.3 billion, or 76% of the transfer payments to
individuals in fiscal year 2008 ($8.6 billion, or 82%, in fiscal year 2007). The remainder of the
federal transfers to individuals is represented by grants, mostly concentrated in the Nutritional
Assistance Program (Food Stamps) and Pell Grant (higher education) Scholarships. The increase
in federal transfer payments to individuals, and the corresponding decline in the share of
entitlements to total transfers to individuals, from fiscal year 2007 to fiscal year 2008 was due
almost exclusively to the U.S. federal tax rebates implemented in fiscal year 2008.

Total average annual employment (as measured by the Puerto Rico Department of Labor
and Human Resources Household Employment Survey, known as the “Household Survey”) has
also increased during the last decade. From fiscal year 1999 to fiscal year 2008, total
employment has increased at an average annual growth rate of 0.6% to 1,217,500. However,
there has been a decrease in employment during the last fiscal year, related to the current
recession.

The dominant sectors of the Puerto Rico economy in terms of production and income are
manufacturing and what is herein referred to as the service sector. The manufacturing sector has
undergone fundamental changes over the years as a result of increased emphasis on higher-wage,
high-technology  industries, such as pharmaceuticals, biotechnology, computers,
microprocessors, professional and scientific instruments, and certain high technology machinery
and equipment. The service sector, which includes finance, insurance, real estate, wholesale and
retail trade, transportation, communications and public utilities, and other services, plays a major
role in the economy. It ranks second to manufacturing in contribution to the gross domestic
product and leads all sectors in providing employment.

! Different price deflators are used for gross national product and personal income statistics. The year 2000 is used
as a basis for comparison because that is the year used by the U.S. Department of Commerce.
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The following table shows the gross national product for the five fiscal years ended
June 30, 2008.

Commonwealth of Puerto Rico
Gross National Product
Fiscal Years Ended June 30,

2004 2005 2006 2007 2008"
Gross national product — $ millions® $50,709 $53,752 $56,732 $58,563 $60,787
Real gross national product — $ millions 43,967 44,819 45,048 44,175 43,049
(2000 prices)
Annual percentage increase (decrease) in 2.7% 1.9% 0.5% (1.9% (2.5)%
real gross national product (2000 prices)
U.S. annual percentage increase in real 4.0% 3.1% 3.0% 1.8% 2.8%

gross national product (2000 prices)

(1) Preliminary.
(2) In current dollars.

Sources: Puerto Rico Planning Board and Global Insight Inc.

The economy of Puerto Rico is closely linked to the United States economy, as most of
the external factors that affect the Puerto Rico economy (other than oil prices) are determined by
the policies and performance of the mainland economy. These external factors include exports,
direct investment, the amount of federal transfer payments, the level of interest rates, the rate of
inflation, and tourist expenditures. During fiscal year 2008, approximately 74% of Puerto Rico’s
exports went to the United States mainland, which was also the source of approximately 47% of
Puerto Rico’s imports. In fiscal year 2008, Puerto Rico experienced a positive merchandise trade
balance of $19.0 billion.

The following graph compares the growth rate of real gross national product for the

Puerto Rico and U.S. economies since fiscal year 1990, and the forecast of the growth rate for
fiscal year 2009.
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* Estimate for Puerto Rico from the Puerto Rico Planning Board (Apr-2009). Estimate for U.S. from Global Insight (Apr-2009).

Since the 1950s, the Planning Board has prepared a complete set of macroeconomic
measures like those prepared for the United States by the Bureau of Economic Analysis (“BEA”)
of the Department of Commerce, as part of the National Income and Product Accounts
(“NIPA”). In contrast with BEA, which computes the economic accounts on a quarterly basis,
the Planning Board computes Puerto Rico’s NIPA on an annual basis. Like BEA, the Planning
Board revises its statistics on a regular basis. The Planning Board classifies its statistics as
preliminary until they are revised and made final in conjunction with the release of new data
each year. Thus, all macroeconomic accounts for fiscal year 2008 shown in this report are
preliminary until the revised figures are released and the forecasts for fiscal years 2009 and 2010
are revised.

Forecast for Fiscal Years 2009 and 2010

The Planning Board’s gross national product forecast for fiscal year 2009, which was
released in February 2009, projected a decline of 3.4% in constant dollars, or an increase of 1.5%
in current dollars. Personal income is expected to decline by 1.5% in real terms, or to increase
by 2.3% in nominal terms (see footnote 1 on page 8). While a prolongation of the economic
contraction through fiscal year 2010 had been expected, the Planning Board announced on April
29, 2009 that the expected positive impact of the U.S. federal and local economic stimulus
measures discussed below should outweigh the expected negative impact of the Fiscal
Stabilization Plan also described below, leading it to adjust its projections for fiscal year 2010.
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The Planning Board is now projecting a slight increase in gross national product of 0.1% in
constant dollars or 3.4% in current dollars. The major factors affecting the economy at this point
are, among others, the current contraction of U.S. economic activity; the difficulties of the U.S.
and local financial systems, which affect the local economy directly; the increase in federal
transfers associated to the economic stimulus enacted by the U.S. government; and the local
difficulties associated with the Commonwealth’s prolonged fiscal crisis, including the cost-
reduction initiatives to be implemented as part of the fiscal stabilization plan discussed below.

The number of persons employed in Puerto Rico during the first nine months of fiscal
year 2009, from July 2008 to March 2009, averaged 1,179,900, a decrease of 3.1% from the
same period of the previous year. Moreover, for the first nine months of the current fiscal year,
the unemployment rate was 13.0%, an increase from 11.0% for the first nine months of fiscal
year 2008.

Fiscal Year 2008

The Planning Board’s preliminary reports on the performance of the Puerto Rico
economy for fiscal year 2008 indicate that real gross national product decreased 2.5% (3.8% in
current dollars) over fiscal year 2007. Nominal gross national product was $60.8 billion in fiscal
year 2008 ($43.0 billion in 2000 prices), compared to $58.6 billion in fiscal year 2007 ($44.2
billion in 2000 prices). Aggregate personal income increased from $52.3 billion in fiscal year
2007 ($43.4 billion in 2000 prices) to $56.2 billion in fiscal year 2008 ($44.8 billion in 2000
prices), and personal income per capita increased from $13,269 in fiscal year 2007 ($11,012 in
2000 prices) to $14,237 in fiscal year 2008 ($11,341 in 2000 prices). The significant increase in
personal income in fiscal year 2008 is due in part to the tax rebate program implemented by the
Bush Administration during that fiscal year.

According to the Household Survey, total employment for fiscal year 2008 averaged
1,217,500, a decrease of 3.6% compared to 1,262,900 for fiscal year 2007. At the same time, the
unemployment rate for fiscal year 2008 was 11.0%, an increase from 10.4% for fiscal year 2007.

Among the variables contributing to the decrease in gross national product were the
continuous contraction of the manufacturing and construction sectors, as well as the current
contraction of U.S. economic activity. Furthermore, the decline in Puerto Rico’s gross national
product was not offset by the federal tax rebates due to the high levels of oil prices during fiscal
year 2008. The persistent high level of the price of oil and its derivatives (such as gasoline)
during that period served to reduce the income available for other purchases and, thereby,
negatively affected domestic demand. Due to the Commonwealth’s dependence on oil for power
generation and gasoline (in spite of its recent improvements in power-production diversification),
the high level of oil prices accounted for an increased outflow of local income in fiscal year
2008. The current difficulties associated with the financial crisis resulted in lower short-term
interest rates, but this did not translate into an improvement in the construction sector.



Fiscal Year 2007

The Planning Board’s reports on the performance of the Puerto Rico economy during
fiscal year 2007 indicate that the real gross national product fell by 1.9%. Nominal gross
national product was $58.6 billion ($44.2 billion in 2000 prices), compared to $56.7 billion in
fiscal year 2006 ($45.0 billion in 2000 prices). This represents an increase in nominal gross
national product of 3.2%. Aggregate personal income was $52.3 billion in fiscal year 2007
($43.4 billion in 2000 prices), as compared to $50.8 billion in fiscal year 2006 ($43.4 billion in
2000 prices), and personal income per capita was $13,269 in fiscal year 2007 ($11,012 in 2000
prices), as compared to $12,944 in fiscal year 2006 ($11,052 in 2000 prices).

According to the Household Survey, total employment for fiscal year 2007 averaged
1,262,900, an increase of 0.8% compared to 1,253,400 for fiscal year 2006. The driving force
behind total employment was self-employment. The unemployment rate for fiscal year 2007 was
10.4%, a decrease from 11.7% for fiscal year 2006.

Fiscal Stabilization and Economic Reconstruction

The new administration has developed and commenced implementing a multi-year Fiscal
Stabilization and Economic Reconstruction Plan that seeks to achieve fiscal balance and restore
economic growth. The administration believes that fiscal stabilization is central to safeguarding
the Commonwealth’s investment-grade credit rating and restoring Puerto Rico’s economic
growth and development. During the first quarter of 2009, the Legislative Assembly enacted
three bills providing for the implementation of this plan, which is composed of two main
elements: the Fiscal Stabilization Plan (the “Fiscal Plan”) and the Economic Reconstruction Plan
(the “Economic Plan”).

In addition, the new administration is in the process of designing and implementing a
series of economic development initiatives with the aim of enhancing Puerto Rico’s
competitiveness and strengthening specific industry sectors. These economic development
initiatives are intended to support the prospects of long-term and sustainable growth.

Fiscal Stabilization Plan

The Fiscal Plan has three main objectives: (i) stabilize the short-term fiscal situation, (ii)
safeguard and strengthen the Commonwealth’s credit rating, and (iii) achieve budgetary balance
by fiscal year 2013. The Fiscal Plan, which is generally contained in Act No. 7 of March 9, 2009
(“Act 77), includes operating expense-reduction measures, tax revenue enforcement measures,
tax increases, and financial measures, as discussed below.

Expense Reduction Measures. A significant portion of Puerto Rico’s current budget
deficit is attributable to the accumulated effect of high operating expenses in the government.
The Fiscal Plan seeks to reduce the recurring expense base of the government to make it
consistent with the level of government revenues. The Fiscal Plan establishes a government-
wide operating expense-reduction program aimed at reducing payroll and other operating
expenses by $2 billion.
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Payroll expense is the most significant component of the government’s recurring expense
base. The reduction in payroll expenses contemplated by the Fiscal Plan will be implemented in
three phases and includes certain benefits conferred to participating employees, as follows:

e Phase I: Incentivized Voluntary Resignation and Voluntary Permanent Workday
Reduction Programs: The Incentivized Voluntary Resignation Program offered public
employees a compensation incentive based on the time of service in the government. The
Voluntary Permanent Workday Reduction Program was available to public employees
with 20 or more years of service. The Workday Reduction Program consists of a
voluntary reduction of one regular workday every fifteen calendar days, which is
equivalent to approximately a 10% reduction in annual workdays. Phase I commenced in
March 2009 and public employees had until April 27, 2009 to submit the required
information to participate in the voluntary programs available under Phase I and be
eligible for the Public Employees Alternatives Program. On May 14, 2009, OMB
announced that based on the number of employees who agreed to participate in these
programs, the expected reduction in expenses for fiscal year 2010 would be $50 million.

e Phase IlI: Involuntary Layoff Plan: As provided in Act 7, Phase II will go into effect
because the objective of reducing $2 billion in expenses was not achieved after
implementation of Phase I and Phase III (see below). Under Phase II, subject to certain
exceptions, all employees with transitory, non-permanent positions will be terminated. In
addition, Phase II provides for one or more rounds of involuntary layoffs and applies to
all public employees unless specifically excluded by Act 7, strictly according to seniority
in public service, starting with employees with least seniority. The plan excludes
employees listed in Act 7 as providing “essential” services, those paid by federal funds,
those on military leave, and political appointees and their trust employees (political
appointees and their trust employees, who do not hold a permanent or career position in
the government, are referred to herein as “non-career” employees). Employees in Phase
IT will receive a severance package that includes health coverage payment for up to a
maximum of six months or until the former public employee is eligible for health
insurance coverage at another job.

e Phase Ill: Temporary Suspension of Certain Provisions of Laws, Collective Bargaining
Agreements, and Other Agreements: Phase 111, which went into effect on March 9, 2009,
imposes a temporary freeze of salary increases and other economic benefits included in
laws, collective bargaining agreements, and any other agreements. Phase III will remain
in effect for a period of two years, but this term may be shortened by the Governor by
means of an Executive Order should OMB certify that the savings resulting from the
implementation of Act 7’s expense-reduction measures are sufficient to cover the law’s
objectives. OMB has indicated that the expected savings from the implementation of
these measures is $187 million for fiscal year 2010.

e Public Employees Alternatives Program: The employees that elected to participate in the
Incentivized Voluntary Resignation Program or the Voluntary Permanent Workday
Reduction Program under Phase I, or that are subject to involuntary layoffs under Phase
II, will be eligible for the Public Employees Alternatives Program. This program assists
public employees in their transition to other productive alternatives, and offers vouchers
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for college education, technical education, and professional training, as well as for
establishing a business and for relocation.

In addition, Act 7 provides that, for a period of two years, collective bargaining
agreements that have already expired or that expire while the law is in effect and that relate to
public employees may not be renegotiated or renewed.

On April 13, 2009, a group of government employees along with labor organizations that
represent governmental employees filed a complaint in the U.S. District Court for the District of
Puerto Rico seeking, among other relief, an injunction to stop the Government of Puerto Rico
from implementing the expense-reduction provisions of Act 7 under the theory that such
provisions violate United States and Puerto Rico law prohibitions on impairment of contracts and
retroactive application of laws. The administration intends to defend vigorously the
constitutionality of Act 7 and continues with its implementation. See “Litigation.”

The second element of the expense-reduction measures, which pertains to other operating
expenses, will be conducted through an austerity program in combination with other measures,
such as reduction in expenses of the public health plan, Executive Branch reorganization, and
efficiency measures supported by budgeting and accounting processes, and information
technology. The austerity program mandates a 10% reduction in other operational expenses,
including cellular phone use, credit cards, and official vehicles.

Tax Revenue Enforcement Measures. The Fiscal Plan seeks to increase tax revenues by
implementing a more rigorous and ongoing tax enforcement and compliance strategy. Specific
tax enforcement initiatives include: (i) enhancements to federal grants and fund receipts, (ii)
stronger collections and auditing efforts on Puerto Rico’s sales and use tax, and (ii1) a voluntary
tax compliance program.

Tax Increases. The goal of achieving fiscal and budgetary balance requires a
combination of measures that include the introduction of permanent and temporary tax increases.
The Fiscal Plan includes six temporary and four permanent revenue increasing measures. With
respect to temporary revenue increasing measures, the administration will implement: (i) a 5%
surtax on income of certain individuals, (ii) a 5% surtax on income of certain corporations, (iii) a
5% income tax on credit unions (commonly known as cooperativas in Puerto Rico), (iv) a 5%
income tax on Puerto Rico international banking entities, (v) a special property tax on residential
real estate, and (vi) a moratorium on certain tax credits. The majority of these temporary
measures will be in effect for three fiscal years beginning in fiscal year 2010. The permanent
measures include (i) modifications to the alternative minimum tax for individuals and
corporations, (il) an increase in the excise taxes on cigarettes, (ill) new excise taxes on
motorcycles, and (iv) an increase in the excise taxes on alcoholic beverages.

Financial Measures. The administration expects to carry out several financial initiatives
in order to achieve fiscal stability throughout the implementation period of the Fiscal Plan.
These financial measures include, among others, a financing or bond issuance program the
proceeds of which would be used to bridge the structural budgetary imbalance during the
implementation period of the Fiscal Plan and funding some initiatives in the Economic Plan.
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The financial measures are mainly anchored on the bond-issuance program of COFINA.
Act 7, in conjunction with Act No. 91 of May 13, 2006, as amended (“Act 91”), and Act No. 1 of
January 14, 2009 (“Act 17), allocated to COFINA, commencing on July 1, 2009, 2.75% (one-
half of the tax rate of 5.5%) of the sales and use tax imposed by the central government, which
increased COFINA’s financing capacity and allows the Commonwealth to achieve fiscal stability
throughout the implementation period of the Fiscal Plan.

In addition to the increased tax allocations to COFINA, the financial initiatives that were
enacted into law include the creation of the Savings Notes for the Economic Cooperation of
Puerto Rico (the “Saving Notes Program”) and allows for the refinancing of a portion of the
existing debt of the Puerto Rico Public Buildings Authority. The Savings Notes Program
consists of an issuance of up to $20 million in short-term general obligation notes for retail
distribution to Puerto Rico residents.

The administration expects that its Fiscal Plan will provide more fiscal stability, thereby
safeguarding and strengthening Puerto Rico’s credit rating. The administration further expects
that the resulting fiscal structure will be sustainable and conducive to economic growth and
development.

Economic Reconstruction Plan

To balance the impact of the Fiscal Plan, the administration has developed and is
implementing an economic reconstruction program to stimulate growth in the short term and lay
the foundation for long-term economic development. In addition, the administration is
developing a comprehensive, long-term, economic development program aimed at improving
Puerto Rico’s overall global relevance, competitiveness, and business environment, and
increasing private-sector capital formation and participation in the economy.

The Economic Plan consists of three main components: (i) two economic stimulus
programs, (i1) Public-Private Partnerships, and (ii1) a supplemental stimulus plan.

Economic Stimulus Programs. The cornerstone of Puerto Rico’s short-term economic
reconstruction plan is the implementation of two economic stimulus programs aimed at
reigniting growth and counterbalancing any adverse effects associated with the Fiscal Plan. The
economic stimulus programs consist of Puerto Rico’s participation in ARRA (also referred to
herein as the “Federal Stimulus”) and a local plan (the “Local Stimulus™) designed to
complement the Federal Stimulus.

o Federal Stimulus Program: Puerto Rico is eligible to participate in ARRA because of
its status as a U.S. jurisdiction. Puerto Rico expects to receive up to $5 billion in
stimulus funds from ARRA. The funds will be distributed in four main categories:
relief to individuals, budgetary and fiscal relief, taxpayers’ relief, and capital
improvements. This Federal Stimulus coming from ARRA places an emphasis in relief
for individuals and taxpayers. In terms of government programs, the Federal Stimulus
allocates funds to education, agriculture and food assistance, health, housing and urban
development, labor, and transportation, among others.
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o Local Stimulus Program: The administration has formulated the Local Stimulus to
supplement the Federal Stimulus and ameliorate specific local challenges associated
with the local mortgage market, the availability of credit, and the infrastructure and
construction sectors. Despite the fact that the Local Stimulus amounts to a $500
million investment by the government, it has been estimated that its effect will be
greater due to its loan-guarantee programs, which will be coordinated in collaboration
with commercial banks in Puerto Rico. The Local Stimulus is composed of three main
elements: (i) capital improvements, (ii) stimulus for small- and medium-sized
businesses, and (iii) consumer relief in the form of direct payments to retirees,
mortgage-debt restructuring for consumers that face risk of default, and consumer
stimulus for the purchase of housing.

Public-Private Partnerships. The administration believes that Public-Private
Partnerships (“PPPs”) represent an important tool for economic development, particularly in
times of fiscal imbalance. PPPs are collaborations between government and non-governmental
entities—such as private-sector, non-profit organizations, credit unions, and township
corporations (corporaciones municipales)—to develop infrastructure projects, manage
government assets or provide services. The non-governmental partner takes on certain
responsibilities and risks related to the development of the project in exchange for receiving the
benefits of operating it.

PPPs provide the opportunity for lower project development costs, reduction of financial
risk, creation of additional revenue sources, establishment of service quality metrics, and re-
direction of government resources to focus on the implementation of public policy.

The administration is working on establishing the legal framework that will implement
the procedures for establishing PPPs. Puerto Rico has opportunities for the establishment of
PPPs in the areas of highways, ports, transportation, solid waste, potable water, and renewable
energy, among others.

Supplemental Stimulus Plan. The Economic Plan includes a Supplemental Stimulus
Plan, which will provide investment in strategic areas with the objective of laying the
foundations for long-term growth in Puerto Rico. The Supplemental Stimulus will begin after the
first year of implementation of the Federal and Local Stimuli. The coordinated implementation
of the Supplemental Stimulus during the second year of the Federal and Local Stimuli will
reinforce continuity in reigniting economic growth while making key investments for long-term
development.

The Supplemental Stimulus will be conducted by GDB through a combination of direct
investments and guaranteed lending. Specifically, the Supplemental Stimulus will target critical
areas such as the banking system, key infrastructure projects, public capital improvement
programs, private-sector lending to specific industries, and the export and research-and-
development knowledge industries. The Supplemental Stimulus will take into account the
strategic needs that Puerto Rico must fulfill in order to become a more competitive player in its
region and in the global economy.
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The Supplemental Stimulus is intended to complement a comprehensive Economic
Development Program that will be implemented by the Department of Economic Development
and Commerce, as discussed below.

Economic Development Program

The Department of Economic Development and Commerce (“DEDC”), in coordination
with other government agencies, is in the process of formulating and implementing a series of
economic development initiatives with the goal of laying the groundwork for sustainable
economic growth. These initiatives are centered on the dual mission of fostering multi-sector
growth while reducing costs and barriers to business and investment, and are a medium-to-long-
term counterpart to the Economic Reconstruction Plan and the Supplemental Stimulus Plan
described above. The economic development initiatives are aimed at improving Puerto Rico’s
overall global relevance, competitiveness, and business environment and seek to increase
private-sector capital formation and participation in the Puerto Rico economy.

The administration will emphasize three main initiatives to enhance Puerto Rico’s
competitive position: (i) overhauling the permitting process, (ii) reforming the labor market, and
(ii1) reducing energy costs.

The first initiative, the reengineering of Puerto Rico’s permitting and licensing process,
has already been initiated and legislation has been filed. In the short term, this restructuring is
focused on eliminating the significant backlog of unprocessed permits that are currently in the
pipeline of various government agencies. Longer term, this effort seeks to significantly reduce
the number of inter-agency processes and transactions currently required by creating a
centralized, client-focused system that simplifies and shortens the permitting process for
applicants.

Initiatives will also be undertaken with the purpose of strengthening Puerto Rico’s labor
market. The administration seeks to encourage greater labor-force participation by providing the
private sector with more flexibility in establishing feasible labor arrangements. One focus of the
labor-market reform will be the modernization of Puerto Rico’s regulatory framework.
Legislative changes to be introduced will focus on bringing out-of-date labor laws and
regulations in line with U.S. and international standards with respect to such matters as flex-time
arrangements, overtime rules, workers’ compensation, and benefit requirements, among others.
This labor reform is expected to provide a significant improvement in Puerto Rico’s
competitiveness in the global marketplace.

The administration considers the adoption of a new energy policy to be critical for Puerto
Rico’s competitiveness. Presently, fluctuations in oil prices have a significant effect on Puerto
Rico’s overall economic performance. The administration will focus on reducing Puerto Rico’s
dependence on fossil fuels, particularly oil, through the promotion of diverse, renewable-energy
technologies. By implementing a new energy policy, the Commonwealth will seek to lower
energy costs, reduce energy-price volatility, and establish environmentally sustainable energy
production through a reduction in ecologically harmful emissions. The Commonwealth is
facilitating the development of several initiatives, including the wheeling of energy, conservation
efforts, and the installation of new renewable generation capacity, among others. These
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initiatives are expected not only to address energy prices in Puerto Rico, but also to provide for a
means of attracting investment in the energy sector.

The Commonwealth will complement these competitive initiatives with specific strategic
initiatives with the objective of creating jobs and increasing economic activity across various
sectors of the Puerto Rico economy. The Commonwealth has natural or structural competitive
advantages in several areas, such as pharmaceutical and biotechnology manufacturing. These
advantages provide opportunities to further economic activities in manufacturing, science and
technology, tourism, renewable energy, trade, and professional services. The specific initiatives
will be designed to promote sustainable economic growth while diversifying Puerto Rico’s
economic base.

Puerto Rico Tax Incentives

One of the benefits enjoyed by the Commonwealth is that corporations operating in
Puerto Rico (other than corporations organized in the United States with a local branch) and
individuals residing in Puerto Rico generally are not subject to federal income taxes on income
derived in Puerto Rico. This enables the Commonwealth to utilize local tax legislation as a tool
for stimulating economic development, and it has done so for many years. See ‘“Tax Incentives”
below.

In this regard, the Commonwealth has enacted legislation providing tax exemptions and
tax incentives for businesses operating within certain sectors of the economy. Tax incentives
laws have existed in Puerto Rico for over fifty years. The Economic Incentives Act, the most
recent tax incentives act, covers companies dedicated to manufacturing and the export of services
and was enacted on May 28, 2008. All eligible businesses operating under previous tax
incentives laws may apply for the benefits provided by the Economic Incentives Act.

The Economic Incentives Act streamlines the process for obtaining tax incentives and
provides recipients with certainty as to the amount of benefits they will receive over time. The
Economic Incentives Act expands the definition of manufacturing to include cluster and supply
chain concepts, addresses issues of cost competitiveness, and simplifies the applicable rules. The
tax structure established by the Economic Incentives Act generally has a 4% income tax rate and
a 12% withholding tax rate for royalties. An alternative structure has an 8% income tax rate and
a 2% withholding tax on royalties. For existing businesses with tax rates between 2% and 4%,
the Secretary of Economic Development has the discretion to grant the same tax benefits if doing
so is considered to be in the best interests of Puerto Rico’s economy. Income tax rates may be
reduced by an additional 0.5% for projects located in low-or mid-economic development areas.
Additional exceptions to the general tax structure exist for pioneering activities, local firms and
small businesses. Pioneering activities may have a 1% income tax rate, or no income taxes if the
research and development activity is located completely within Puerto Rico. Local firms may
enjoy a tax rate as low as 3%, and for small- and medium-sized businesses the tax rate may be as
low as 1%, provided such activities are eligible for certain credits provided by the Economic
Incentives Act.

A variety of tax credits are available under the Economic Incentives Act, including: for
the purchase of products manufactured in Puerto Rico; for job creation; for investment in
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research and development; for investment in energy-generation equipment; to reduce the cost of
energy; to transfer technology; and for investors who acquire exempt operations in the process of
shutting down. There are also investment credits for projects classified as strategic projects.
Some of these credits can be carried forward and others can be sold.

Employment and Unemployment

The number of persons employed in Puerto Rico during fiscal year 2008 averaged
1,217,500, a 3.6% decrease from 1,262,900 in fiscal year 2007. For the first nine months of
fiscal year 2009, the number of persons employed averaged 1,179,900, a decrease of 3.1%
compared to the same period of the previous fiscal year. Currently, the unemployment rate in
Puerto Rico is slightly less than twice the U.S. average.

The following table presents annual statistics of employment and unemployment for
fiscal year 2004 through fiscal year 2008, and the average figures for the first nine months of
fiscal year 2009. These employment figures are based on the Household Survey, which includes
self-employed individuals, instead of the non-farm, payroll employment survey (the “Payroll
Survey”), which does not. The number of self-employed individuals represents around 15% of
civilian employment in Puerto Rico, more than double the level in the United States.
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Commonwealth of Puerto Rico
Employment and Unemployment(l)
(persons age 16 and over)

(in thousands)

Unemployment
Fiscal Years Ended June 30, Labor Force Employed Unemployed Rate?
(Annual Average)
2004 1,360 1,206 155 11.4%
2005 1,385 1,238 147 10.6
2006 1,420 1,253 167 11.7
2007 1,410 1,263 147 10.4
2008 1,368 1,218 151 11.0
2009¢ 1,356 1,180 176 13.0

(1) Totals may not add due to rounding.
(2) Unemployed as percentage of labor force.
(3) Average from July 2008 to March 2009.

Source: Department of Labor and Human Resources — Household Survey
Economic Performance by Sector

From fiscal year 2004 to fiscal year 2008, the manufacturing and service sectors
generated the largest portion of gross domestic product. The manufacturing, service, and
government sectors were the three sectors of the economy that provide the most employment in
Puerto Rico.
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The following table presents annual statistics of gross domestic product by sector and
gross national product for fiscal years 2004 to 2008.

Commonwealth of Puerto Rico
Gross Domestic Product by Sector and Gross National Product
(in millions at current prices)

Fiscal Years Ended June 30,

2004 2005 2006 2007 2008"
Manufacturing $33,267 $34,534 $35,638 $36,309 $38,458
Service® 30,476 32,449 33,785 35,608 37,068
Government™ 7,389 8,151 8,424 8,585 8,762
Transportation, communication, 5,343 5,309 5,907 6,111 6,020
and public utilities
Agriculture, forestry, and fisheries 414 375 394 418 386
Construction” 1,905 1,848 1,788 1,929 1,991
Statistical discrepancy 417 141 221 (58) 578
Total gross domestic product® $79.209 $82.809 $86.158 $88.902 $93.263
Less: net payment abroad (28,501) (29,056) (29.,425) (30,339) (32,476)
Total gross national product® $50,709 $53,752 $56,732 $58.563 $60.792

(1) Preliminary.

(2) Includes wholesale and retail trade, finance, insurance and real estate, and other services.

(3) Includes the Commonwealth, its municipalities and certain public corporations, and the federal government.
Excludes certain other public corporations, such as the Electric Power Authority and the Aqueduct and Sewer
Authority, whose activities are included under Service in the table.

(4) Includes mining.

(5) Totals may not add due to rounding.

Source: Planning Board

The data for employment by sector or industries presented here, like in the United States,
are based on the Payroll Survey, which is designed to measure number of payrolls by sector.
The Payroll Survey excludes agricultural employment and self-employed persons.
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The following table presents annual statistics of average employment based on the North
American Industry Classification System (NAICS) for fiscal years 2004 to 2008.

Commonwealth of Puerto Rico
Non-Farm, Payroll Employment by Economic Sector®
(persons age 16 and over)

Fiscal Years Ended June 30,

2004 2005 2006 2007 2008”
Natural resources and construction 69,300 68,233 67,442 66,589 60,023
Manufacturing
Durable goods 48,808 48,067 46,350 45,427 43,185
Non-durable goods 69.633 69,250 66,233 62,447 61,013
Sub-total 118,442 117,317 112,583 107,874 104,198
Trade, transportation, warehouse,
and Ultilities
Wholesale trade 33,300 33,717 33,992 33,267 33,821
Retail trade 132,008 136,192 137,358 133,744 131,178
Transportation, warehouse, and
utilities 17,042 17.617 17,433 16,988 16,840
Sub-total 182,350 187,526 188,783 183,999 181,839
Information 21,917 22,608 22,675 22,639 21,342
Finance 46,850 48,633 49,767 49,094 48,125
Professional and business 101,900 103,767 106,517 108,796 108,660
Educational and health 98,108 99,967 103,650 105,226 108,743
Leisure and hospitality 70,317 72,592 74,767 73,562 73,750
Other services 20,650 21,258 20,567 18,233 17,354
Government® 303.408 307.825 302,492 298,108 297,666
Total non-farm 1,033,242 1,049,725 1,049,242 1,034,118 1,021,699

(1) The figures presented in this table are based on the Payroll Survey prepared by the Bureau of Labor Statistics of
the Puerto Rico Department of Labor and Human Resources. There are numerous conceptual and
methodological differences between the Household Survey and the Payroll Survey. The Payroll Survey reflects
information collected from payroll records of a sample of business establishments, while the Household Survey
is based on responses to a series of questions by persons in a sample of households. The Payroll Survey
excludes the self-employed and agricultural employment. Totals may not add due to rounding.

(2) Preliminary.

(3) Includes state, local, and federal government employees.

Source: Puerto Rico Department of Labor and Human Resources, Current Employment Statistics Survey
(Establishment Survey — NAICS Codes)

Manufacturing

Manufacturing is the largest sector of the Puerto Rico economy in terms of gross
domestic product. The Planning Board figures show that in fiscal year 2008 manufacturing
generated $38.5 billion, or 41.2%, of gross domestic product. During fiscal year 2008, payroll
employment for the manufacturing sector was 104,200, a decrease of 3.4% compared with fiscal
year 2007. For the first nine months of fiscal year 2009, the average manufacturing employment
was 99,300, a decrease of 5.3% compared to the same period of the prior fiscal year. Most of
Puerto Rico’s manufacturing output is shipped to the U.S. mainland, which is also the principal
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source of semi-finished manufactured articles on which further manufacturing operations are
performed in Puerto Rico. Federal minimum wage laws are applicable in Puerto Rico. For fiscal
year 2008, the average hourly manufacturing wage rate in Puerto Rico was approximately 68.5%
of the average mainland U.S. rate.

Manufacturing in Puerto Rico is concentrated in two major industries. Pharmaceuticals
and other chemical products and machinery and metal products constituted 90% of the total
manufacturing production in fiscal year 2008. Although the manufacturing sector is less prone
to business cycles than the agricultural sector, that does not guarantee the avoidance of the
effects of a general downturn of manufacturing on the rest of the economy. In the last three
decades, industrial development has tended to be more capital intensive and more dependent on
skilled labor. This gradual shift in emphasis is best exemplified by large investments over the
last decade in the pharmaceutical and medical-equipment industries in Puerto Rico. One of the
factors encouraging the development of the manufacturing sector had been the tax incentives
offered by the federal and Puerto Rico governments. Federal legislation enacted in 1996,
however, which amended Section 936 of the U.S. Internal Revenue Code of 1986, as amended
(the “U.S. Code”), phased out these federal tax incentives during a ten-year period that ended in
2006. This change has had a long-term impact on local manufacturing activity. See “Tax
Incentives—Incentives under the U.S. Code” under “The Economy.”

The following table sets forth gross domestic product by manufacturing sector for fiscal
years 2004 to 2008.

Commonwealth of Puerto Rico
Gross Domestic Product by Manufacturing Sector
(in millions at current prices)

Fiscal Years Ended June 30,

2004 2005 2006 2007 2008“

Pharmaceuticals $19.814 $20,705 $21,024 $21,273 $21,735
Machinery and metal products:

Machinery, except electrical 3,372 3,307 3,252 3,428 3,920

Electrical machinery 1,818 1,904 1,855 1,840 2,342

Professional and scientific instruments 3,540 3,698 4,166 4,293 4,705

Other machinery and metal products 274 282 276 280 300
Food products 2,202 2,312 2,875 2,970 3,065
Other chemical and allied products 591 613 663 691 792
Apparel 344 325 253 213 234
Other' 1.312 1.387 1,273 1.321 1.364

Total gross domestic product of $33,267 $34,534 $35,638 $36,309 $38,458

manufacturing sector”

(1) Includes petroleum products; petrochemicals; tobacco products; stone, clay and glass products; textiles and
others.

(2) Totals may not add due to rounding.

(3) Preliminary.

Source: Planning Board
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The following table presents annual statistics of average manufacturing employment by
industry based on the North American Industry Classification System (NAICS) for fiscal years
2004 to 2008.

Commonwealth of Puerto Rico
Non-Farm Payroll Manufacturing Employment by Industry Group*
(persons age 16 years and over)

Fiscal Years Ended June 30,

Industry group 2004 2005 2006 2007 2008"

Durable goods
Nonmetallic mineral products

manufacturing 4,708 4,467 4,100 3,823 3,772
Cement and concrete products

manufacturing 3,850 3,750 3,533 3,300 3,389
Fabricated metal products 6,483 6,442 5,775 5,677 5,368
Computer and electronic 10,575 10,667 10,808 10,101 8,612
Electrical equipment 7,750 7,650 6,842 6,619 6,659
Electrical equipment

manufacturing 4,933 4,975 4,700 4,517 4,383
Miscellaneous manufacturing 11,100 11,158 11,258 12,299 11,978
Medical equipment and supplies

manufacturing 11,067 10,467 10,533 11,574 11,341
Other durable goods

manufacturing 8,192 7,683 7,567 6,908 6,796
Total — durable goods 48.808 48.067 46,350 45.427 43.185
Non-durable goods

Food manufacturing 13,242 13,050 12,650 12,194 11,630
Beverage and tobacco products

manufacturing 3,042 3,175 3,392 3,251 3,270
Apparel manufacturing 8,533 8,875 8,258 7,717 9,637
Cut and sew apparel

manufacturing 8,533 8,850 8,017 7,078 8,610
Chemical manufacturing 32,367 32,883 32,317 30,463 28,061
Pharmaceutical and medicine

manufacturing 28,158 28,567 28,017 26,123 24,204
Plastics and rubber products 3,217 2,750 2,325 2,192 1,986
Plastics product manufacturing 2,917 2,258 2,133 2,032 1,839
Other non-durable goods

manufacturing 9,232 8,517 7,291 6,630 6,429
Total — non-durable goods 69,633 69.250 66,233 62.447 61.013
Total manufacturing employment 118.442 117,317 112,583 107.874 104.198

* Totals may not add due to rounding.
(1) Preliminary.

Source: Department of Labor and Human Resources, Current Employment Statistic Survey (Establishment Survey
— NAICS Codes)

Total employment in the manufacturing sector decreased by 14,200 from fiscal year 2004
to fiscal year 2008. Manufacturing employment had been declining during the past decade, but
the decline accelerated during fiscal years 2002 and 2003, falling 10.6% and 4.8%, respectively.
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Thereafter, manufacturing employment seemed to stabilize around 118,000 jobs, but the
acceleration in job losses reappeared in fiscal year 2006 with the sector experiencing another
significant drop of 4.0%. For fiscal years 2007 and 2008, manufacturing employment decreased
by 4.2% and 3.4%, respectively. For the first nine months of fiscal year 2009, the sector lost an
average of 5,600 jobs, or 5.3% compared to the same period of the previous year. In summary,
the manufacturing sector lost nearly 17,000 jobs from calendar year 2005 to 2008, and,
according to the trend observed for the first months of 2009, it is likely that it will lose more than
5,000 additional jobs in calendar year 2009. Given that this sector used to pay the highest wages,
on average, in Puerto Rico, its general downturn has represented a major difficulty for restoring
growth for the whole economy. There are several reasons that explain this sector’s job
shrinkage: the end of the phase-out of Section 936 of the U.S. Code, the net loss of patents on
certain pharmaceutical products, the escalation of manufacturing production costs (particularly
labor and electricity), the increased use of job outsourcing, and, currently, the effects of the
global economic decline. Puerto Rico’s manufacturing sector is facing increased international
competition, and new ideas and initiatives are needed to improve it.

Service Sector

Puerto Rico has experienced significant growth in the service sector, which, for purposes
of the data set forth below, includes finance, insurance, real estate, wholesale and retail trade,
and other services. This sector has expanded in terms of both income and employment over the
past decade, following the general trend of other industrialized economies, but with differences
on the magnitudes of those changes. During the period between fiscal years 2004 and 2008, the
gross domestic product in this sector, in nominal terms, increased at an average annual rate of
5.0%, while payroll employment in this sector increased at an average annual rate of 0.8%. In
the Puerto Rico labor market, self-employment, which is not accounted for in the Payroll Survey,
represents approximately 15% of total employment according to the Household Survey. Most of
the self-employment is concentrated in the service and construction sectors. The development of
the service sector has been positively affected by demand generated by other sectors of the
economy, such as manufacturing and construction.

The high degree of knowledge, skills, and expertise in professional and technical services
available in Puerto Rico places the island in a favorable competitive position with respect to
Latin America and other trading countries throughout the world.

The service sector ranks second to manufacturing in its contribution to gross domestic
product, and it is the sector with the greatest employment. In fiscal year 2008, the service sector
generated $37.1 billion of gross domestic product, or 40% of the total. Service-sector
employment grew from 542,092 in fiscal year 2004 to 559,811 in fiscal year 2008 (representing
54.8% of total, non-farm, payroll employment). This represents a cumulative increase of 3.3%
during such period. For the first nine months of fiscal year 2009, the average service-sector
employment was 546,108, a decrease of 2.6% compared to the same period of the prior fiscal
year. Wholesale and retail trade, finance, insurance, and real estate experienced growth in fiscal
years 2004 to 2008, as measured by gross domestic product at current prices. From fiscal year
2004 to 2008, gross domestic product increased in the trade sector from $9.8 billion to $11.8
billion, and in finance, insurance, and real estate from $13.0 billion to $16.4 billion.
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Puerto Rico has a developed banking and financial system. As of December 31, 2008,
there were thirteen commercial banks operating in Puerto Rico. Commercial banks in Puerto
Rico are generally regulated by the Federal Deposit Insurance Corporation (the “FDIC”) or the
Board of Governors of the Federal Reserve System and by the Office of the Commissioner of
Financial Institutions of Puerto Rico (the “OCFI”). The OCFI reports that total assets of these
institutions (excluding assets of units operating as international banking entities) as of December
31, 2008 were $87.5 billion, as compared to $87.9 billion as of December 31, 2007.

Broker-dealers in Puerto Rico are regulated by the Financial Industry Regulatory
Authority and the OCFI and are mainly dedicated to serve investors that are residents of Puerto
Rico. According to the OCFI, assets under management of broker-dealers in Puerto Rico totaled
$26.5 billion as of December 31, 2008, down from $27.9 billion on December 31, 2007.
Another relevant component of the financial sector in Puerto Rico is the mutual-fund industry.
Local mutual funds are organized as investment companies and recorded assets under
management of $13.9 billion as of December 31, 2008, down slightly from $14.1 billion as of
December 31, 2007 according to the OCFI. Most of the assets under management of local
mutual funds are reflected in the amount of assets under management of broker-dealers stated
above.

Other components of the financial sector in Puerto Rico include international banking
entities (“IBEs”) and credit unions (locally known as cooperativas). IBEs are licensed financial
businesses that conduct offshore banking transactions. As of December 31, 2008, there were 33
international banking entities (including units of commercial banks) operating in Puerto Rico
licensed to conduct offshore banking transactions, with total assets of $63.8 billion, a decrease
from $75.8 billion in total assets as of December 31, 2007. Meanwhile, credit unions, which
tend to emphasize basic consumer financial services, reached $6.7 billion in assets as of
December 31, 2008, a slight increase from $6.5 billion as of December 31, 2007.

In addition, there are specialized players in the local financial industry that include
mortgage-origination companies and auto and personal finance companies.

The following tables set forth gross domestic product and employment for the service
sector for fiscal years 2004 to 2008.
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Commonwealth of Puerto Rico
Gross Domestic Product by Service Sector*
(in millions at current prices)

Fiscal Years Ended June 30,

2004 2005 2006 2007 2008
Wholesale and retail trade $ 9,802 $10,217 $10,675 $11,110 $11,811
Finance, insurance, and real estate 13,029 14,267 14,833 15,927 16,391
Other services® 7,646 7.965 8,277 8,572 8.867
Total $30.476 $32.449 $33.785 $35.608 $37.068

* Totals may not add due to rounding.
(1) Preliminary.
(2) Includes tourism.

Source:  Planning Board.

Commonwealth of Puerto Rico
Non-Farm Payroll Employment by Service Sector*
(thousands of persons age 16 and over)

Fiscal Years Ended June 30,

2004 2005 2006 2007 2008"

Wholesale trade 33,300 33,717 33,992 33,267 33,821
Retail trade 132,008 136,192 137,358 133,744 131,178
Transportation, warehouse and utilities 17,042 17,617 17,433 16,988 16,840
Trade, transportation, warehouse, and utilities 182,350 187,525 188,783 183,998 181,838
Information 21,917 22,608 22,675 22,639 21,342
Finance 46,850 48,633 49,767 49,094 48,125
Professional and business 101,900 103,767 106,517 108,796 108,660
Educational and health 98,108 99,967 103,650 105,226 108,743
Leisure and hospitality 70,317 72,592 74,767 73,562 73,750
Other services 20,650 21,258 20,567 18.233 17.354

Total 542,092 556,351 566,726 561,549 559,813

* Totals may not add due to rounding.
(1) Preliminary.

Source: Department of Labor and Human Resources, Benchmark on Employment, Hours and Earnings

Hotels and Related Services—Tourism

During fiscal year 2006, the number of persons registered in tourist hotels, including
residents of Puerto Rico and tourists, was 1,922,500, an increase of 3.8% over the number of
persons registered during the same period in fiscal year 2005. The number of non-resident
tourists registered in tourist hotels during fiscal year 2006 increased by 3.5% compared to fiscal
year 2005. Tourist hotel rooms available during fiscal year 2006 increased by 3.9% to 10,739
rooms, compared to fiscal year 2005. The average occupancy rate in tourist hotels during fiscal
years 2005 and 2006 was 70.8%.

During fiscal year 2007, the number of persons registered in tourist hotels, including
residents of Puerto Rico and tourists, was 1,792,300, a decrease of 6.8% over the number of
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persons registered during fiscal year 2006. The average occupancy rate in tourist hotels during
fiscal year 2007 was 71.7%, compared to 70.8% in fiscal year 2006. The average number of
rooms available in tourist hotels decreased by 6.5% to 10,044 rooms from fiscal year 2006 to
fiscal year 2007 as the completion of regular maintenance and rehabilitation of rooms (that
normally results in a certain number of rooms being unavailable at any time) took longer to
complete than in the past.

For fiscal year 2008, the number of persons registered in tourist hotels was 1,745,000, a
further decline of 2.6% over the number of persons registered during fiscal year 2007. The
average occupancy rate in tourist hotels during fiscal year 2008 was 70.3%, compared to 71.7%
in fiscal year 2007. The average number of rooms available in tourist hotels increased by 2.1%
to 10,253 rooms from fiscal year 2007 to fiscal year 2008.

The number of persons registered in tourist hotels during the first six months of fiscal
year 2009 was 826,300, a decrease of 0.8% over the number of persons registered during the
same period of fiscal year 2008. The average occupancy rate in tourist hotels during the first
semester of fiscal year 2009 was 63.7%, compared to 67.5% in the period for fiscal year 2008.
During the first six months of fiscal year 2009, the average number of rooms available in tourist
hotels increased by 2.7% to 10,220 rooms compared with the same period in fiscal year 2008.

In terms of employment figures, this sector has shown a behavior consistent with the
local business cycle, accentuated by the contraction of U.S. economic activity. For the first nine
months of fiscal year 2009, employment in hotels and lodging places was reduced by 3.9% to
13,700 jobs.

San Juan is the largest homeport for cruise ships in the Caribbean and one of the largest
homeports for cruise ships in the world.
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The following table presents data relating to visitors to Puerto Rico and tourist
expenditures for the five fiscal years ended June 30, 2008.

Commonwealth of Puerto Rico
Tourism Data’

Number of Visitors

Fiscal Years Ended June 30, Tourist Hotels'” Excursionists® Other® Total
1,307,000 1,348,200 2,234,000 4,889,200
1,361,643 1,386,925 2,324,274 5,072,842
1,424,166 1,300,115 2,297,839 5,022,120
1,353,376 1,375,433 2,333,597 5,062,406
1,276,989 1,496,853 2,617,348 5,391,190

Total Visitors’ Expenditures

(in millions)

Fiscal Years Ended June 30, Tourist Hotels® Excursionists® Other™ Total

2004 ... $1,334.1 $154.0 $1,536.0 $3,024.0

2005 1,428.4 167.1 1,643.1 3,238.6

2006.... 1,537.7 160.9 1,670.7 3,369.3

2007.... 1,501.6 172.2 1,740.1 3,413.9

2008® 1,451.2 194.3 1,998.9 3,644.5

(1) Only includes information about non-resident tourists registering in tourist hotels. They are counted once even if
registered in more than one hotel.

(2) Includes visitors in guesthouses.

(3) Includes cruise ship visitors and transient military personnel.

(4) Includes visitors in homes of relatives, friends, and in hotel apartments.

(5) Preliminary.

Sources: Puerto Rico Tourism Company and the Planning Board

The Commonwealth, through the Puerto Rico Convention Center District Authority
(“PRCDA”), has completed the development of the largest convention center in the Caribbean,
and the centerpiece of a 100-acre, private development, to include hotels, restaurants, office
space, and housing. The convention center district is being developed at a total cost of $1.3
billion in a public/private partnership effort to improve Puerto Rico’s competitive position in the
convention and group-travel segments. The convention center opened on November 17, 2005
and, since its inauguration, the facility has hosted more than 1,000 events accounting for more
than 1,000,000 attendees. A 500-room hotel is scheduled to commence operations at the end of
2009.

The PRCDA also owns an 18,500-person capacity multipurpose arena, known as the José
Miguel Agrelot Coliseum, located in San Juan, Puerto Rico. The coliseum was inaugurated in
2004 and has hosted more than 2.5 million people enjoying over 400 world-caliber events. The
venue has received numerous awards including “Best International Large Venue of the Year”
from Pollstar magazine in 2005.
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Government

The government sector of Puerto Rico plays an important role in the economy. It
promoted the transformation of Puerto Rico from an agricultural economy to an industrial one
during the second half of the previous century, providing the basic infrastructure and services
necessary for the modernization of the Island.

In fiscal year 2008, the government accounted for $8.8 billion, or 9.4%, of Puerto Rico’s
gross domestic product. The Puerto Rico government is also a significant employer, providing
jobs for 282,900 workers (state and local), or 27.7% of total, non-farm, payroll employment in
fiscal year 2008. From fiscal year 2005 to fiscal year 2008, Commonwealth and municipal
government employment has been reduced by approximately 10,100 positions. Nevertheless,
during the first nine months of fiscal year 2009, state and local government employment
increased by 1.2% or by 3,300 jobs to 284,400. According to the payroll survey, the distribution
of these job increases was 600 jobs in the state government and 2,700 jobs in local government.

On February 25, 1998, legislation was enacted permitting the unionization of employees
of the central government, which excludes municipal employees and employees of public
corporations. Under this law, government employees are given collective bargaining rights
subject to a number of limitations. Among those limitations are: employees are prohibited from
striking; salary increases are contingent on the availability of budgeted revenues; employees
cannot be required to become union members and pay union dues; and collective bargaining
negotiations cannot occur in an election year. Currently, approximately 70,000 employees of the
central government are unionized under this law.

As discussed previously, Act 7, enacted on March 9, 2009, establishes, among other
things, a temporary freeze of salary increases and other economic benefits included in laws,
collective bargaining agreements, and any other agreements. In addition, Act 7 provides that, for
a period of two years, collective bargaining agreements that have already expired or that expire
while the law is in effect and that relate to public employees may not be renegotiated or renewed.
See “Fiscal and Economic Reconstruction—Expense Reduction Measures.” Certain individuals
and labor organizations have challenged in court the validity of certain provisions of Act 7. See
“Litigation.”

Transportation

Thirty-four shipping lines offer regular ocean freight service to eighty United States and
foreign ports. San Juan is the island’s leading seaport, but there are also seaport facilities at
other locations in Puerto Rico including Arecibo, Culebra, Fajardo, Guayama, Guayanilla,
Mayagiiez, Ponce, Vieques, and Yabucoa.

In general, Puerto Rico’s airport facilities are located in Carolina, San Juan, Ponce,
Mayaguez, Aguadilla, Fajardo, Arecibo, Ceiba, Vieques, Culebra, and Humacao.

Luis Mufioz Marin International Airport in the San Juan metropolitan area is currently
served by 24 domestic and international airlines. The airport receives over 10 million passengers
per year, making it the busiest airport in the Caribbean. At present, there is daily direct service
between San Juan and Atlanta, Baltimore, Boston, Chicago, Dallas, Miami, New York, Orlando,
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Philadelphia, and numerous other destinations within the U.S. mainland. San Juan has also
become a hub for intra-Caribbean service for a major airline. While the main hubs in the U.S.
mainland serve as the gateway from San Juan to most international destinations, Latin American
destinations are also served through Panama City, Panama, with connections to Central and
South America, while European cities are also served through Madrid, Spain.

Regarding other airports, Rafael Hernandez Airport in Aguadilla has regularly scheduled
service to and from Fort Lauderdale, New York, Newark and Orlando; and Ponce’s Mercedita
Airport has regularly scheduled service to and from New York and Orlando. Both of these
airports also have scheduled service to other Caribbean islands. Smaller regional airports serve
intra-island traffic. Cargo operations are served by both Federal Express and United Parcel
Service (UPS) at the airports in San Juan and Aguadilla.

The island’s major cities are connected by a modern highway system, which, as of
December 31, 2008, totaled approximately 4,625 miles and 11,774 miles of local streets and
adjacent roads. The highway system comprises 425 miles of primary system highways, which
are the more important interregional traffic routes and include PR-52, PR-22, PR-53, PR-5, PR-
66, and PR-20 toll highways, 252 miles of primary urban system highways, 959 miles of
secondary system highways serving the needs of intra-regional traffic, and 3,051 miles of tertiary
highways and roads serving local, intra-regional traffic.

The first phase of a new mass transit system, known as Tren Urbano, has been completed.
Tren Urbano serves a portion of metropolitan San Juan and is expected eventually to serve the
municipalities of Carolina and Caguas as well. It currently has ridership of about 35,000 per
day.

The Port of the Americas is a deep draft port on the south coast of Puerto Rico that is
under development by the Port of the Americas Authority. The Port of the Americas is expected
to be used for broad operations such as domestic cargo, bulk, and liquid shipments for Puerto
Rico, as well as transshipments. The first phase of the development was completed in 2004, and
the second phase is substantially complete. A third development phase is currently underway,
which is to result in a processing capacity of 500,000 Twenty-Foot Equivalent Units per ye