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COMMONWEALTH OF PUERTO RICO

STANDARD & POOR’S RECOGNIZES IMPROVED EXPENDITURE
CONTROLS IN MAINTAINING INVESTMENT GRADE RATING
FOR COMMONWEALTH DEBT
San Juan, Puerto Rico, March 18, 2008 — Standard & Poor’s, in its report issued
yesterday, reaffirmed the investment grade credit rating of the Commonwealth’s
outstanding bonds and acknowledged improvements made by the Central Government

since 2006 in expenditure controls, it was announced by Jorge Irizarry, President of the

Government Development Bank for Puerto Rico (GDB).

S&P pointed out that in the late 1990s and early 2000s the budget deficit was
primarily the result of “lax expenditure controls and a ballooning payroll.” However, the
report noted, that with “the adoption of the Fiscal Reform Law of 2006, expenditure
controls have improved.” It also said that the budget proposed for Fiscal Year 2008-2009
will be the third consecutive year in which budgeted expenditures are below the Fiscal

2006 level.

The S&P report was published after the Commonwealth’s financial team met with
representatives of the rating agencies to discuss details of the Fiscal 2009 proposed

budget, which was announced last Thursday night.

Mr. Irizarry explained that after evaluating the proposed budget for fiscal year
2008-2009, S&P maintained its rating for general obligation bonds of the Government of

Puerto Rico at BBB- with a stable outlook.
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S&P also analyzed strategies being implemented by the Government to cover the
structural deficit projected for 2008 as a consequence of the reduction in income due to
the Island’s recession. The report noted that measures to close the gap include the
pending disbursement from the U.S. Department of Education and the collection of tax

debt in arrears, as well as effective cash management and additional expenditure cuts.

The report pointed out the challenge Puerto Rico has faced due to the fact that,
while expenditure controls have improved, the persistent recession in Puerto Rico,

combined with the high oil prices, have had an adverse effect on revenue growth.

The report stated that the federal relief will positively impact Puerto Rico,
injecting more than $1.2 billion into the economy, as will a local economic incentive

package that includes tax credits for the purchase of new homes,

Regarding the proposal to eliminate the 4.5% portion of the Sales and Use Tax
(SUT) corresponding to the central government and maintaining the 2.5% portion
corresponding to the municipalities and to cover the appropriation debt service, S&P said
that it will remain alert to monitor any possible impact that this change may have over the

budget and the quality of credit.
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