
Research 

Summary: 

Puerto Rico Sales Tax Financing Corp.; Sales Tax 

Rationale 

The corporation's strong legal structure that successfully separates the revenue stream securing the bonds from 
the Commonwealth of Puerto Rico (general obligation rating: BBB/Stable);  

The resilient performance of the pledged sales tax revenues, which have exhibited only a modest decline despite 
the prolonged and deep recession Puerto Rico has experienced in the past four years; and  

COFINA's priority access to the entire 5.5% sales and use tax (SUT) that Puerto Rico collects, which provides 
adequate coverage of all senior and subordinate projected debt service payments, even under severe stress 
assumptions. 

Credit Profile

US$400.0 mil sales tax rev bnds, first sub ser 2011A-1 due 08/01/2043
  Long Term Rating A+/Stable New

US$327.5 mil sales tax rev bnds, first sub ser 2011A-2 due 08/01/2043
  Long Term Rating A+/Stable New

US$42.0 mil sales tax rev bnds, first sub ser 2011B due 08/01/2036
  Long Term Rating A+/Stable New

RatingsDirect

15-Nov-2011 

Current Ratings

Standard & Poor's Ratings Services has assigned its 'A+' rating to Puerto Rico Sales Tax Financing Corp.'s (COFINA) 
approximately $769 million in first subordinate sales tax revenue bonds, series 2011A and series 2011B. At the same 
time, Standard & Poor's affirmed its 'AA-' rating on the corporation's approximately $5.7 billion in senior lien sales tax 
revenue bonds outstanding. Standard & Poor's also affirmed its 'A+' rating on COFINA's first subordinate sale tax 
revenue bonds outstanding. The outlook is stable.  

The ratings reflect our opinion of: 

Constraining the ratings is our 'BBB' GO rating on Puerto Rico, because in our view the structure securing the bonds 
cannot completely isolate COFINA's bondholders from commonwealth's financial and economic condition. The ability to 
levy and collect SUTs depends directly on the underlying economic activity in Puerto Rico, which the government's 
financial condition can affect, and the structure supporting the bonds cannot entirely eliminate that dependence.  

Commonwealth officials plan to use approximately $376 million of bond proceeds to fund the its cash flow needs for fiscal 
2012. The rest will refund a portion of the corporation's bonds outstanding.  

Debt service coverage of senior lien bonds is very strong, in our view. SUT revenues from the 2.75% dedicated to 
COFINA provided 3.22x coverage in fiscal 2011. Revenues from the entire 5.5% Commonwealth sales tax provided what 
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Outlook 

we believe is a very strong 6.3x senior lien debt service coverage in fiscal 2011. Assuming that sales tax collections 
remained at 2011 levels, the 5.5% tax would provide sufficient coverage of senior-lien debt service through 2055. Debt 
service coverage on the first subordinate-lien provided by the entire tax is adequate, in our view, at 2.1x in fiscal 2011. If 
sales tax collections stay at fiscal 2011 levels, the tax would be insufficient to cover both the senior and subordinate 
bonds starting in fiscal 2029. We consider this to be an unlikely scenario, given the historical patterns of personal 
consumption and the sales tax base's resilience, which we expect will result in an overall increase in sales tax collections 
in the next 20 years.  

The legislative act creating COFINA, Law 91 of 2006, separates and provides a priority interest in Puerto Rico's sales 
and use taxes for the bondholders. Law 91 provides that all revenues from SUT go directly to COFINA until a guaranteed 
base amount of tax collections is met. The statute further grants a statutory lien to bondholders on the commonwealth's 
sales and use tax revenues once any bonds are issued. In addition, the corporation is not permitted to voluntarily file for 
bankruptcy protection and cannot be forced into involuntary bankruptcy. Furthermore, Standard & Poor's received 
multiple legal opinions stating that Law 91 transfers property of the sales and use tax collections to COFINA. This 
effectively excludes the pledged SUT revenues from Puerto Rico's constitutional provision regarding the commonwealth 
GO debt's first-lien claim on all available revenues (also known as the claw-back constitutional provision).  

COFINA is a corporate and political entity independent and separate from the commonwealth. It was created with the 
purpose of issuing bonds and using other means to pay or refinance all or part of Puerto Rico's extra-constitutional 
(appropriation) debt as of June 30, 2006 (totaling $6.8 billion). In early 2009, the legislature approved an amendment to 
Law 91 that expanded COFINA's corporate purpose to include funding the commonwealth's budget deficit through fiscal 
2012; paying accrued obligations to suppliers; establishing a local stimulus plan; and creating emergency fund to cover 
expenses related to catastrophic events such as hurricanes and floods. To meet the corporation's expanded purpose, the 
amendment increased the percentage of sales tax receipts pledged directly to the dedicated sales tax fund (Fondo de 
Interes Apremiante, or FIA) to 2.75% from 1%. The FIA will be funded with the first revenues collected by the entire 5.5% 
SUT, until revenues reach the collections equivalent to the 2.75% dedicated sales and use tax or an annual guaranteed 
base amount, whichever is greater. The base amount increases by a 4% annual adjustment factor. Regardless of sales 
tax collections based on the 2.75% dedicated sales tax, Law 91 requires that all of the 5.5% SUT be applied to satisfy 
and fund the base amount before any money can be transferred to the general fund.  

COFINA's ability to issue senior lien bonds remains limited by statute to the total amount of extra-constitutional debt as of 
June 30, 2006. In addition, the resolution requires that SUT revenues for the fiscal year before the additional bonds' 
issuance (increased by the 4% annual adjustment factor) provide at least 3.0x coverage of annual debt service on all 
existing and proposed senior-lien bonds. Consequently, COFINA will not issue additional senior-lien bonds unless it is to 
refund or to expects payment on extra-constitutional debt and related obligations and for refundings that provide annual 
savings. The subordinate-lien bonds have a two-pronged additional bonds test (ABT) that requires 102% of the annual 
combined senior and subordinate bond principal and interest payments due in each year to be less than the amended 
base amount for the corresponding year. The base amount equaled $550.1 million for fiscal 2010, escalated by 4% 
thereafter, and is capped at $1.85 billion. In addition, the subordinate-lien ABT requires that total sales taxes collected in 
the year before the bonds' issuance (increased by an annual factor of 4%) provide at least 2.0x coverage of combined 
annual senior and subordinate lien bonds in every year bonds are outstanding. 

The stable outlook reflects Standard & Poor's expectation that the structural and legal strengths supporting COFINA's 
bonds will stay the same. In addition, the outlook reflects what we believe are the prospects for strong coverage of debt 
service from revenues from the 5.5% SUT to pay the base amount. The issuance of subordinate-lien debt in an amount 
that results in a potential significant reduction of annual debt service coverage due to an increased reliance on sales tax 
growth could result in downward pressure on the subordinate-lien rating.  
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Related Criteria And Research 
USPF Criteria: Short-Term Debt, June 15, 2007  

USPF Criteria: Special Tax Bonds, June 13, 2007  

Ratings Detail (As Of 15-Nov-2011)

Puerto Rico Sales Tax Fin Corp sales tax ser 2007ABC, 2008A, 2009C
  Long Term Rating AA-/Stable Affirmed

Puerto Rico Sales Tax Fin Corp sales tax ser 2007A (wrap of insured) (AMBAC & BHAC) (SEC MKT)
  Unenhanced Rating AA-(SPUR)/Stable Affirmed

Puerto Rico Sales Tax Fin Corp sales tax ser 2007A (wrap of insured) (FGIC & BHAC) (SEC MKT)
  Unenhanced Rating AA-(SPUR)/Stable Affirmed

Puerto Rico Sales Tax Fin Corp sales tax ser 2009A
  Long Term Rating A+/Stable Affirmed

Puerto Rico Sales Tax Fin Corp sales tax ser 2010A, 2010C (AGM)
  Unenhanced Rating A+(SPUR)/Stable Affirmed

 Puerto Rico Sales Tax Fin Corp sales tax 
  Unenhanced Rating AA-(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.

Primary Credit Analyst: Horacio Aldrete-Sanchez, Dallas (1) 214-871-1426;
horacio_aldrete@standardandpoors.com

Secondary Contact: David G Hitchcock, New York (1) 212-438-2022; 
david_hitchcock@standardandpoors.com

Complete ratings information is available to subscribers of RatingsDirect on the Global Credit Portal at 
www.globalcreditportal.com. All ratings affected by this rating action can be found on Standard & Poor's public Web site 
at www.standardandpoors.com. Use the Ratings search box located in the left column. 

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part 
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database 
or retrieval system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, 
S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their 
directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, 
timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), 
regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by 
the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED 
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A 
PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S 
FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR 
HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, 
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost 
income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if 
advised of the possibility of such damages. 

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are 
expressed and not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not 
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of 
any security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not 
be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or 
clients when making investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except 
where registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an 
audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another 
jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any 
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time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of 
an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof. 

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of 
their respective activities. As a result, certain business units of S&P may have information that is not available to other S&P 
business units. S&P has established policies and procedures to maintain the confidentiality of certain nonpublic information received 
in connection with each analytical process. 

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from 
obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on 
its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com 
(subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional 
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they 
have been assigned. No sharing of passwords/user IDs and no simultaneous access via the same password/user ID is permitted. 
To reprint, translate, or use the data or information other than as provided herein, contact Client Services, 55 Water Street, New 
York, NY 10041; (1) 212-438-7280 or by e-mail to: research_request@standardandpoors.com.

Copyright © 2012 Standard & Poor’s, a division of The McGraw-Hill Companies. All Rights Reserved.
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