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NEW YORK (Standard & Poor's) June 18, 2014--Standard & Poor's Ratings Services
has lowered its rating on Puerto Rico Electric Power Authority's (PREPA) power
revenue bonds to 'BBB-' from'BBB and placed the rating on CreditWatch with
negative inplications.

"The rating action reflects our view of the risk that the Governnent

Devel opnent Bank will not provide interimliquidity if PREPA does not renew
its lines of credit, which it uses to purchase oil for the utility's
generating plants," said Standard & Poor's credit analyst Judith Wiite.

PREPA has $8.6 billion of power revenue bonds outstanding. A pledge of the
el ectric systemnet revenues secures the bonds.

A $250 nmillion line of credit fromGtibank N.A matured Jan. 10, 2014, but
PREPA and Citibank continue to negotiate terns for an extension. According to
the authority, the bank intends to reduce the line to $150 mllion and, before
extending the maturity, expects to see PREPA's |ong-term plan. The foundation
for that long-termplan is the authority's proposal for a bal anced budget,

whi ch must be conpl eted by June 30. A base-rate increase, in conbination with
operating cost reductions, is one alternative. PREPA, the CGovernnent

Devel opnent Bank (GDB), and the government are review ng these alternatives.

Under the terns of Citibank's line of credit, PREPA will begin repaying the
$146 million outstanding with $10 million July 3, $10 nmillion in m d-August,
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and the rest in between those dates. The authority does not currently have the
cash to pay the full anount.

PREPA al so has $525 million outstanding under the $550 million line of credit
from Scoti aBank de Puerto Rico, which matures Aug. 14, 2014, unl ess renewed.
The authority has said that ScotiaBank is also expects to see PREPA' s

| ong-term pl an before agreeing to renew the I|ine.

Nonpayment of borrowi ngs under the lines of credit is not a default under the

revenue bond indenture. However, if PREPA can't purchase oil, it can't run its
plants. If the authority cannot renew the |ines and cannot procure
suppl enental liquidity -- either fromother banks or fromthe GDB -- we wll

lower the rating to reflect the |lack of necessary liquidity. Qur rating has
al ways taken into account the fact that PREPA' s high rates, due to the high
cost of oil, preclude their ability to build up a strong level of liquidity,
obliging themto rely on either the GDB or outside |enders to fund oi

pur chases.

The rating al so incorporates our view of the support provided by a $100
mllion line of credit from @B, which is sufficient to cover potentia
liquidity requirements associated with PREPA' s swaps.

The CreditWatch placenment is pending the outconme of PREPA' s negotiations with
t he banks. W expect to resolve the CreditWatch within the next few weeks.

RELATED CRI TERI A AND RESEARCH

Rel ated Criteria
USPF Criteria: Electric UWility Ratings, June 15, 2007

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and 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 umm.
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