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NEW YORK (Standard & Poor's) June 29, 2015--Standard & Poor's Ratings Services
has lowered its general obligation (GO rating on the Commonweal th of Puerto
Ricoto '"CCC-' from'CCC+ . At the same time, Standard & Poor's has renoved
the GO rating fromCreditWatch, where it was placed with negative inplications
on April 24, 2015, and assigned a negative outl ook

In addition, Standard & Poor's has |lowered its ratings to 'CCC-' from' CCC+

on:

e Puerto Rico Sal es Tax Financing Corp.'s (COFINA) first-lien and
second-lien sal es tax bonds;

e Puerto Rico Minicipal Finance Agency's, the Puerto Rico Enpl oyees
Retirement Systenms, and the commonweal th's general fund-supported
appropriation and noral obligation bonds;

» Puerto Rico Infrastructure Financing Authority's (rumtax) and the Puerto
Ri co Convention Center District Authority's (hotel tax) debt; and

e Puerto Rico H ghway and Transportation Authority's (HTA) rated debt.

The downgrades are based on our view that a default, distressed exchange, or
redenpti on of the comonweal th's debt appears to be inevitable within the next
si x nmonths absent unanticipated significantly favorable changes in the

i ssuers' circunstances. W believe that the administration's enbrace of a
report released June 29, that it conm ssioned, which reconrends consideration
of a restructuring of the conmobnweal th's debts anmpng ot her options, taken
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together with Puerto Rico's ongoing fiscal struggles—a dimnished liquidity
position, constraints on external narket access for needed cash fl ow
financing, and delay in enacting a budget for the new fiscal year that begins
July 1—ndicates that the potential for a restructuring of sone or all of the
commonweal th's debt is a significant possibility over the next six nonths.

We have placed all debt at the sane 'CCC-' level, reflecting our view that al
debt obligations are potentially at risk for possible restructuring due to the
severity of Puerto Rico's current fiscal situation. The negative outl ook
reflects that there is at |east a one in three chance we could | ower the
rati ng upon a formal announcenment by Puerto Rico that it intends to undertake
an exchange offer or simlar restructuring that we classify as distressed, or
that it has an intention to nmiss a debt service paynent.

W understand the commonweal th intends to pay short-term notes due June 30 and
general fund-supported obligations on July 1. However, we believe the
commonweal th's very weak liquidity and difficulty in obtaining external market
access for cash flow financing raises the likelihood of a debt restructuring
within the next six nmonths. In our view, Puerto Rico must obtain adequate
external cash flow financing within that tinme frane even if pending bills that
woul d allow the use of liquidity in state insurance and retirenent funds were
enacted into | aw and approved by their funds' respective boards. Adding
pressure to Puerto Rico's liquidity and external narket access is its nopst
recent projection of a general fund operating deficit in fiscal 2015 and a

| arger than forecasted gap for 2016 with no clarity on when a budget will be
finalized.

The new report "Puerto Rico--A Way Forward" by consul tants Anne Krueger,

Ranjit Teja, and Andrew Wl fe, released by the Puerto Rico Governnent

Devel opnent Bank, identifies a "fast deteriorating” cash flow position and
very | arge out-year central governnent budget gaps that approach the size of
current full year general fund revenues. The report projects a fiscal 2016
budget gap of $3.7 billion, absent corrective action, which would rise to $6.0
billion by 2018 and hi gher in subsequent years. W view these projected

out -year gaps as unmanageable in relation to fiscal 2015 estimted genera

fund revenue of only $9.6 billion. The report lists debt restructuring as an

i mportant government option.

QUTLOOK

Shoul d Puerto Rico announce an intention to mss debt paynents or undertake an
exchange offer or simlar restructuring that we classify as distressed, or if
we conclude it has inadequate resources to neet an inpendi ng debt obligation
we could lower our rating within the year. Should Puerto Rico restore
adequate liquidity without a debt exchange, which we view as not |ikely, we
coul d raise the outlook or rating.
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e USPF Criteria: Debt Statenent Analysis, Aug. 22, 2006
e USPF Criteria: Appropriation-Backed oligations, June 13, 2007
« USPF Criteria: Special Tax Bonds, June 13, 2007

e CGeneral Criteria: The Interaction O Bond | nsurance And Credit Ratings,

Aug. 24, 2009
e USPF Criteria: Mrral bligation Bonds, June 27, 2006

* USPF Criteria: Methodol ogy: Rating Approach To Obligations Wth Miltiple

Revenue Streans, Nov. 29, 2011

« USPF Criteria: Assigning Issue Credit Ratings OF Operating Entities, My

20, 2015

e Criteria For Assigning 'CCC+, '"CCC, 'CCC-', And 'CC Ratings, Cct. 1,

2012
e Criteria: Use of CreditWatch And Qutl ooks, Sept. 14, 2009

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at ww. spcapitalig.com Al 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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