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NEW YORK (Standard & Poor's) April 24, 2015--Standard & Poor's Ratings
Services has |owered its general obligation (G0 rating on the Comonweal th of
Puerto Rico to 'CCC+ from'B' . At the sane time, Standard & Poor's has pl aced
the GO rating on CreditWatch with negative inplications.

In addition, Standard & Poor's has |lowered its ratings on:

* Puerto Rico Sales Tax Financing Corp.'s (COFINA) first-lien sales tax
bonds to ' CCC+' from'B and COFINA's second-lien sales tax bonds to
'"CCC+' from'B';

e Puerto Rico Minicipal Finance Agency's, the Puerto Rico Enpl oyees
Retirement Systenmls, and the comonweal th's general fund-supported
appropriation and noral obligation bonds to 'CCC+' from'B';

e Puerto Rico Infrastructure Financing Authority's (rumtax) and the Puerto
Ri co Convention Center District Authority's (hotel tax) debt to ' CCC+
from'B'; and

* Puerto Rico H ghway and Transportation Authority's rated debt (HTA) to
'CCC+' from'B' .

These bonds have al so been placed on CreditWatch with negative inplications.

W base the downgrade of Puerto Rico's tax-supported debt on our view that the
commonweal th's market access prospects have further weakened and Puerto Rico's
ability to neet its financial commitments is increasingly tied to the
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busi ness, financial, and econom c conditions on the island. Absent inprovenent
in those conditions, we believe debt and other financial commtnents will be
unsust ai nabl e.

Qur placenent of the ratings on CreditWatch negative reflects our view that
the comonweal th's current |ack of consensus on key elenents of the fisca
2016 budget coul d exacerbate liquidity and fiscal pressure. W expect to
resolve the CreditWatch within three nonths when enactnent of a budget wll
provide additional information allowing us to evaluate overall liquidity. W
bel i eve enactnent of a credible bal anced budget by the start of the new fisca
year (July 1) could be an inportant elenent in Puerto Rico regaining externa
mar ket access. Shoul d passage of a fiscal 2016 budget become significantly
del ayed, or the budget is enacted with significant structural flaws, we could
lower the rating to 'CCC or lower. Alternatively, if timely budget adoption
translates into stabilized liquidity, we could renove the ratings from
CreditWatch and affirmthe ' CCC+' ratings.

Recent devel opnents hi ghlight what we see as liquidity risk for the
comonweal th from di m ni shed external narket access. The board of the Puerto
Ri co Governnent Devel opnent Bank (GDB) recently sent a letter to the Governor
and state legislators indicating increasingly remote prospects for selling a
proposed refinancing of a $2.2 billion H ghway and Transportation Authority
loan fromGDB with a larger $2.95 billion external bond issue backed by
petrol eum t axes. The purpose of the refinancing would be to inprove GDB
liquidity.

The GDB board cited liquidity problenms that could occur as early as the start
of fiscal 2016 unless |egislators enact a budget and address tax reform W
bel i eve the existence of such a letter indicates liquidity stress.

In our view, it is unclear howthe GDB's efforts to attract a nontraditiona
base of debt investors for the $2.95 billion external bond issue are affecting
t he conmonweal th's budget and fiscal policy negotiations.

It is our opinion that even if the proposed val ue-added tax (VAT) were enacted
by the | egislature without delay, wthout external financing, liquidity my
still fall below threshol ds necessary to nmintain operations and fund
financial commitnents. Further underscoring liquidity pressure is |egislation
i ntroduced April 8 (P. de Ia C. 2406), which includes new restrictions on
depositors in order to preserve GDB liquidity.

I ntroduction of the executive budget proposal for fiscal 2016 has been del ayed
as the legislature debates the adninistration's proposal to inplenment a new
16% VAT, whose | evel may be reduced after |egislative deliberations. W
bel i eve that inposition of a new VAT is subject to inplenentation risks, whose
uncertainties mght affect future budget performance and the wllingness of

i nvestors to extend future credit, and which is incorporated into our
Credi t Wt ch desi gnation

W al so believe budget pressures are exacerbated by current weak economc
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trends and hi gh debt levels, factors likely to persist in the long term
Inposition of a |arge VAT may increase overall tax revenue, but have negative
short-term econom c inplications.

As a result of what we believe is increasingly constrained capital narket
access, we have used an override factor within our state rating nmethodology to
[imt our GOrating on Puerto Rico to 'CCC+ . W are now using our 'CCC
criteria, which provides clarity for assigning ratings within the 'CCC and
'"CC categories. Under our 'CCC criteria, the degree of financial stress and
the tine frame for anticipated default are primary factors in our assessnent
of issuers rated within the 'CCC and 'CC categories. Al though we believe

t hat passage of a structurally bal anced budget by July 1 nmay inprove the odds
of accessing the private debt narkets to inprove liquidity, we believe that
substanti al doubt exists as to whether an external debt sale of sufficient
size may be acconplished by the end of fiscal 2015, or later in fiscal 2016,
when we believe substantial seasonal cash flow financing will be needed. At
present, we believe Puerto Rico has very limted or no external debt narket
access in either the public or private external debt markets, including

i nvestnent fromprivate high-risk investors who have provided cash fl ow
financing during the current fiscal year. Qur downgrade reflects our criteria
override assessnent of increased capital market access risk, conmbined with
near-termliquidity pressures. W believe this could lead to a government
shutdown wi t hout access to external debt markets.

Al t hough HTA, COFINA, rum and hotel tax-secured debt appear to have adequate
pl edged revenues on a strict |egal coverage basis, we are concerned that these
revenue streans may not be adequately separated fromthe comonweal th's credit
quality in the event of severe general fund credit or liquidity stress caused
by the | ack of debt nmarket access. For nore information on our view of the
potential inpact of the proposed VAT on COFINA' s sal es tax secured bonds,

pl ease refer to our article published Feb. 12, 2015, on RatingsD rect.
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www. gl obal creditportal.com and at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
col um.
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