NEW ISSUE RATINGS
Full-Book-Entry Moody’s: MIG 1

S&P: SP-1+
(See “Book-Entry Only System” under The Notes)

In the opinion of Squire, Sanders & Dempsey L.L.P., Bond Counsel, under existing law (i) assuming continuing compliance with certain covenants
and the accuracy of certain representations, interest on the Notes is excluded from gross income for federal income tax purposes and is not an item
of tax preference for purposes of the federal alternative minimum tax imposed on individuals and corporations, and (ii) the Notes and the interest
thereon are exempt from state, Commonwealth and local income taxation. Interest on the Notes may be subject to certain federal taxes imposed only
on certain corporations, including the corporate alternative minimum tax on a portion of that interest. For a more complete discussion of the tax
aspects, see “TAX MATTERS” herein.

$875,000,000
COMMONWEALTH OF PUERTO RICO
Tax and Revenue Anticipation Notes
Series 2007
Dated: Date of Delivery Yield: 3.50%

Due: July 30, 2007 Coupon Rate: 4.50%

The Notes bear interest at the annual rate shown above, computed on the basis of twelve 30-day months and a 360-day year. Principal of and interest on
the Notes are payable in immediately available funds at maturity. The Notes are not subject to redemption prior to maturity. The Notes are issuable
in fully registered form in denominations of $5,000 and any integral multiple thereof.

Payment of the principal of and interest on the Notes are secured by and payable from an irrevocable direct pay letter of credit issued on a several and not
joint basis by a syndicate of six (6) banks as set forth in the table below (the “Letter of Credit Banks™) in the amounts and the percentages set forth therein
(the “Letter of Credit”):

Name of Bank Maximum Amount of Principal* Several Obligation
THE BANK OF NOVA SCOTIA $306,250,000 35%
BNP PARIBAS 166,250,000 19%
DEXIA CREDIT LOCAL 166,250,000 19%
FORTIS BANK,S.A./N.V. 131,250,000 15%
BANCO BILBAO VIZCAYA ARGENTARIA S.A. 78,750,000 9%
BANCO SANTANDER CENTRAL HISPANO, S.A. 26.250.000 3%
$875,000,000 100%

Principal of and interest on the Notes are payable (i) from amounts drawn under the Letter of Credit, and (ii) in the event one or more Letter of Credit
Banks fail to honor their several portions under the Letter of Credit, from the Special Fund for the Redemption of Tax and Revenue Anticipation Notes as
further described herein (the “Note Fund”). Banco Popular de Puerto Rico, on behalf of the Commonwealth, is the Paying Agent and will deliver
payment of the principal of and interest on the Notes at maturity from a drawing on the Letter of Credit. The Note Fund is funded solely from taxes
and revenues in the General Fund collected after the date of the issuance of the Notes, and on or prior to June 30, 2007, as described herein. During
the term of the Notes, the Commonwealth may also borrow funds pursuant to a Revolving Credit Agreement, as further described herein. Amounts in
the Note Fund will be used to repay the Letter of Credit Note and the Revolving Credit Note, and the Notes to the extent one or more Letter of Credit
Banks fail to honor their several portions under the Letter of Credit, as further described herein. See “Payment of and Security for the Notes” under The
Notes.

The Notes do not constitute direct obligations of the Commonwealth of Puerto Rico for the payment of which the full faith, credit and taxing power of
the Commonwealth of Puerto Rico, nor that of any of its political subdivisions, are pledged.

The Notes are offered when, as and if issued and accepted by the Underwriters, subject to the approval of legality by Squire, Sanders & Dempsey
L.L.P., Bond Counsel, and certain other conditions. Certain legal matters will be passed upon for the Underwriters by McConnell Valdés, and for the
Letter of Credit Banks by Chapman and Cutler LLP. It is expected that settlement for the Notes, in immediately available funds, will occur in Puerto
Rico, on or about October 26, 2006.

MERRILL LYNCH & CoO.

Banc of America Securities LLC Citigroup Goldman, Sachs & Co.
JPMorgan Lehman Brothers Morgan Stanley
Popular Securities Raymond James & Associates, Inc. Samuel A. Ramirez & Co.
UBS Investment Bank Wachovia Bank, National Association

October 19, 2006



[This Page Is Intentionally Left in Blank.]



FERNANDO BONILLA
Secretary of State

RAFAEL ARAGUNDE TORRES
Secretary of Education

JOSE ORLANDO FABRE LABOY
Secretary of Agriculture

FELIX MATOS RODRIGUEZ
Secretary of Family Affairs

ALEJANDRO GARCIA PADILLA
Secretary of Consumer Affairs

Commonwealth of Puerto Rico
Governor
ANIBAL ACEVEDO VILA

Members of the Cabinet

JORGE P. SILVA PURAS
Chief of Staff

ROBERTO JOSE SANCHEZ
RAMOS

Secretary of Justice

ROMAN M. VELASCO
GONZALEZ

Secretary of Labor and
Human Resources

GABRIEL ALCARAZ
EMMANUELLI

Secretary of Transportation
and Public Works

JORGE RIVERA JIMENEZ
Secretary of Housing

DAVID E. BERNIER RIVERA
Secretary of Sports and Recreation

Legislative Officers

KENNETH DAVISON MCCLINTOCK

HERNANDEZ
President, Senate

JOSE FERNANDO APONTE

HERNANDEZ

Speaker, House of

Representatives

JUAN CARLOS MENDEZ
TORRES

Secretary of the Treasury

ROSA PEREZ PERDOMO
Secretary of Health

RICARDO RIVERA CARDONA
Secretary of Economic
Development and Commerce

JAVIER VELEZ AROCHO
Secretary of Natural and
Environmental Resources

MIGUEL A. PEREIRA CASTILLO
Secretary of Corrections
and Rehabilitation

Fiscal Officers

JOSE GUILLERMO DAVILA-MATOS

Director, Office of Management

and Budget

ALFREDO SALAZAR CONDE

Acting President, Government

Development

Bank for Puerto Rico



No dealer, broker, sales representative or other person has been authorized by the Commonwealth of Puerto
Rico or the Underwriters to give any information or to make any representations other than those contained herein and,
if given or made, such other information or representations must not be relied upon as having been authorized by the
Commonwealth of Puerto Rico or the Underwriters. This Official Statement does not constitute an offer to sell or
the solicitation of an offer to buy nor shall there be any sale of the Notes by any person in any jurisdiction in which
it is unlawful for such person to make such an offer, solicitation or sale. The information set forth herein has been
obtained from the Commonwealth of Puerto Rico and other official sources that are believed to be reliable, but is not
guaranteed as to accuracy or completeness and is not to be construed as a representation by any Underwriter. The
information and expressions of opinion herein are subject to change without notice, and neither the delivery of this
Official Statement nor any sale made hereunder shall, under any circumstance, create any implication that there has
been no change in the affairs of the Commonwealth of Puerto Rico since the date hereof. This Official Statement is
submitted in connection with the sale of the Notes referred to herein and may not be reproduced or used, in whole or
in part, for any other purpose. The Underwriters have provided the following sentence for inclusion in this Official
Statement. The Underwriters have reviewed the information in this Official Statement in accordance with, and as part
of, their respective responsibilities to investors under the federal securities laws as applied to the facts and
circumstances of this transaction, but the Underwriters do not guarantee the accuracy or completeness of such
information. Each of the Letter of Credit Banks has supplied the information relating to it and included in
Appendix III. Neither the Commonwealth nor the Underwriters make any representation as to the accuracy or
completeness of the information contained in Appendix III.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY EFFECT TRANSACTIONS
WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE NOTES AT A LEVEL ABOVE THAT
WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED,
MAY BE DISCONTINUED AT ANY TIME.
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$875,000,000
COMMONWEALTH OF PUERTO RICO
Tax and Revenue Anticipation Notes
Series 2007

INTRODUCTORY STATEMENT

This Official Statement sets forth certain information about the Commonwealth of Puerto Rico (the
“Commonwealth” or “Puerto Rico”) and the $875,000,000 Tax and Revenue Anticipation Notes of the Commonwealth
of Puerto Rico, Series 2007 (the “Notes”).

The Notes are being issued under Act No. 1 of June 26, 1987 of the Commonwealth, as amended by Act
No. 139 of November 9, 2005 (as amended, the “Act”), and pursuant to a resolution adopted by the Secretary of the
Treasury and approved by the Governor of Puerto Rico on October 19, 2006 (the “Note Resolution”), for the
purpose of: (i) repaying amounts borrowed by the Commonwealth under a line of credit provided by the Revolving
Credit Banks (as defined below) and related note issued pursuant to the Act in advance of the issuance of the Notes,
(i1) paying certain of the costs of issuance of the Notes (including certain fees associated with the Letter of Credit), and
(iii) providing funds to pay the appropriations made for fiscal 2007 in anticipation of the receipt of taxes and
revenues required to be deposited in the Commonwealth’s General Fund and estimated in the budget of the
Commonwealth to be realized in cash during fiscal year 2007.

Without the issuance of the Notes, the Commonwealth estimates that the General Fund would incur monthly
cash deficits which would reach a cumulative maximum deficit of approximately $822 million in March 2007. For a
breakdown of the fiscal year 2007 General Fund cash flow projections, before and after taking into account the
issuance of the Notes, see “General Fund Monthly Cash Flow for Fiscal Year 2006 and Fiscal Year 2007 under The
Notes.

The Notes are secured by an irrevocable direct pay letter of credit issued on a several and not joint basis by the
Letter of Credit Banks pursuant to a Reimbursement Agreement dated as of October 1, 2006 among The Bank of
Nova Scotia, acting through its New York Agency, as Lead Arranger and Administrative Agent, and as a Letter of
Credit Bank through its Hato Rey Branch, BNP Paribas, acting through its San Francisco Branch, and Dexia Credit
Local, acting through its New York Branch as Co-Agents, Fortis Bank S.A./N.V., acting through its Connecticut
Branch, Banco Santander Central Hispano, S.A., acting through its New York Branch, Banco Bilbao Vizcaya
Argentaria S.A., acting through its New York Branch, and the Commonwealth (the “Reimbursement Agreement”).
For a discussion of the payment source and the security for the Notes, including the Letter of Credit and the
Reimbursement Agreement, see “Payment of and Security for the Notes” under The Notes.

This Official Statement incorporates (i) the Commonwealth of Puerto Rico Financial Information and
Operating Data Report dated as of July 1, 2006 (the “Commonwealth Report”), which is incorporated herein by this
reference, (ii) the proposed Bond Counsel Opinion, attached hereto as Appendix II, (iii) a description of each of the
Letter of Credit Banks, attached hereto as Appendix III, and (iv) the Comprehensive Annual Financial Report of the
Commonwealth for the fiscal year ended June 30, 2005, prepared by the Department of the Treasury of the
Commonwealth (the “Commonwealth’s Annual Financial Report™), which is incorporated herein by this reference.
The Commonwealth’s Annual Financial Report includes the basic financial statements of the Commonwealth for the
fiscal year ended June 30, 2005, together with the independent auditor’s report thereon dated March 14, 2006, of
KPMG LLP, certified public accountants. KPMG LLP did not audit the financial statements of the Public Buildings
Authority capital project fund (a major fund), and certain activities, funds and component units separately identified
in their report. Those financial statements were audited by other auditors whose reports have been furnished to
KPMG LLP, and their opinion on the basic financial statements, insofar as it relates to the amounts included in the
basic financial statements pertaining to such activities, funds and component units, is based solely on the reports of
the other auditors.

The Commonwealth Report includes important information about the Commonwealth, including information
about its economy, historical revenues and expenditures of the Commonwealth’s General Fund, the year-end results for
the fiscal year 2006 budget, the fiscal year 2007 budget, and the debt of the Commonwealth’s public sector, and should



be read in its entirety. The Commonwealth’s Annual Financial Report was filed by the Commonwealth with each
nationally recognized municipal securities information repository (“NRMSIR”) as Appendix I to the Official
Statement for the offering of the Commonwealth’s Public Improvement Bonds, Series 2006 A and Public
Improvement Refunding Bonds, Series 2006 B (the “2006 GO Official Statement”).

Any appendix of an Official Statement of the Commonwealth or of any instrumentality of the Commonwealth
containing any revision to the Commonwealth Report, or to the Commonwealth’s Annual Financial Report that is filed
with each NRMSIR and the Municipal Securities Rulemaking Board (“MSRB”), or any new or revised
Commonwealth Report or Commonwealth Annual Financial Report, or other document containing information that
modifies or supersedes the information contained in the Commonwealth Report or in the Commonwealth’s Annual
Financial Report that is filed with each NRMSIR, in each case after the date hereof and prior to the termination of
the offering of the Notes, shall be deemed to be incorporated by reference into this Official Statement and to be part
of this Official Statement from the date of filing of such document. Any statement contained in the Commonwealth’s
Annual Financial Report or in the Commonwealth Report shall be deemed to be modified or superseded for purposes
of this Official Statement to the extent that a statement contained herein or in any such subsequently filed document
modifies or supersedes such statement.

The Commonwealth will provide without charge to any person to whom this Official Statement is delivered,
on the written or oral request of such person, a copy of the Commonwealth Report, the Commonwealth’s Annual
Financial Report, the Note Resolution and the Reimbursement Agreement. Requests should be directed to Director-
New York Office, Government Development Bank for Puerto Rico, 666 Fifth Avenue, 15" Floor, New York, New
York 10103-1599, telephone number (212) 422-6420 or to Director-General Obligations Division, Government
Development Bank for Puerto Rico, P.O. Box 42001, San Juan, Puerto Rico 00940, telephone number (787) 722-
7060.

A copy of the 2006 GO Official Statement, which contains the Commonwealth Report, and the
Commonwealth’s Annual Financial Report may also be obtained by contacting a NRMSIR. The address of each
NRMSIR is set forth in Continuing Disclosure below. The Commonwealth expects that its Comprehensive Annual
Financial Report for the fiscal year ended June 30, 2006, including its audited general purpose financial statements for
such fiscal year, will be available to investors during the first quarter of calendar year 2007. Promptly after its
release, said report will be filed with and available from each NRMSIR.

This Official Statement, including information incorporated in this Official Statement by reference,
contains certain “forward-looking statements” concerning the Commonwealth’s operations and financial condition.
These statements are based upon a number of assumptions and estimates which are subject to significant
uncertainties, many of which are beyond the control of the Commonwealth. The words “may,” “would,” “could,”
“will,” “expect,” “anticipate,” “believe,” “intend,” “plan,” “estimate” and similar expressions are meant to identify
these forward-looking statements. Actual results may differ materially from those expressed or implied by these

forward-looking statements.
OVERVIEW

Puerto Rico is located approximately 1,600 miles southeast of New York City. According to the United
States Census Bureau, its population was 3,808,610 in 2000. Puerto Rico’s political status is that of a
commonwealth. The United States and the Commonwealth share a common defense, market, currency and
citizenship. The Commonwealth government exercises virtually the same control over its internal affairs as is
exercised by the state governments of each of the fifty states over their respective internal affairs, with similar
separation of powers among the executive, legislative and judicial branches. It differs from the states, however, in
its relationship with the federal government. The people of Puerto Rico are citizens of the United States but do not
vote in national elections. They are represented in Congress by a Resident Commissioner who has a voice in the
House of Representatives but no vote. Most federal taxes, except those such as Social Security taxes, which are
imposed by mutual consent, are not levied in Puerto Rico. No federal income tax is collected from Puerto Rico
residents on income earned in Puerto Rico, except for certain federal employees who are subject to taxes on their
salaries. The official languages of Puerto Rico are Spanish and English.

Puerto Rico has a diversified economy with manufacturing and services comprising its principal sectors.
Puerto Rico’s economy is closely linked to the United States economy. In fiscal year 2005 (which ended on
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June 30, 2005), the Commonwealth’s gross national product (preliminary, in current dollars) was $53.4 billion, and
personal income per capita (preliminary, in current dollars) was $12,502.

The Constitution of Puerto Rico limits the amount of general obligation debt that the Commonwealth can
issue. The Commonwealth’s policy has been and continues to be to maintain the level of such debt within a prudent
range below the constitutional limitation.

Fiscal responsibility for the Commonwealth is shared among the Department of the Treasury, the Office of
Management and Budget (“OMB”) and Government Development Bank for Puerto Rico (“Government
Development Bank™). The Department of the Treasury is responsible for collecting most of the Commonwealth’s
revenues, overseeing preparation of its financial statements and contributing to the preparation of the budget. OMB
prepares the Commonwealth’s budget and is responsible for monitoring and approving expenditures. Government
Development Bank is the fiscal agent and financial advisor to the Commonwealth and its agencies, public
corporations and municipalities and coordinates the management of public finances.

Additional information about the Commonwealth can be found in the Commonwealth Report, including
information about the economy, historical revenues and expenditures of the Commonwealth’s General Fund, the
estimated year-end results of fiscal year 2006, the budget for fiscal year 2007, and the debt of the Commonwealth’s
public sector. The Commonwealth Report should be read in its entirety.

RECENT DEVELOPMENTS

This section summarizes and updates certain information about the Commonwealth’s current fiscal
situation appearing in the Commonwealth Report. This section should be read in conjunction with the information
included in the Commonwealth Report, which shall be deemed modified to the extent the information provided
therein is different from that appearing below.

Excise Tax Repeal

On October 17, 2006, the Governor signed into law Act No. 229 of 2006 (“Act 229”), which repealed the
5% general excise tax as of such date. Based on actual revenue receipts between July and September 2006 and
expected business-to-business transactions, the Commonwealth believes that the anticipated $50 million reduction in
excise tax revenue projections based on the earlier effective date is not expected to occur and consequently, the cash
revenue projections for fiscal year 2007 will not be impacted by this reduction.

Possible Judicial Challenge to Sales Tax

On October 18, 2006, former Governor Carlos Romero-Barcelé announced that a group of retirees and
merchants, including himself, will challenge in the Commonwealth courts the implementation of the Sales Tax (as
defined below). See “Tax and Fiscal Reform and Government Reorganization Plan” below. Mr. Romero-Barceld
stated that the group will file a petition for declaratory judgment seeking to establish that the Sales Tax approved in
Act 117 (as defined below) is 5.5 percent, comprised of a 4 percent general use and sales tax and a 1.5 percent
general use and sales tax authorized to the municipalities, and not the 7.0 percent as interpreted by the Executive
Branch, comprised of a 5.5 percent general use and sales tax and a 1.5 percent general use and sales tax authorized
to the municipalities. Mr. Romero-Barceld stated that the petition will be filed no later than the week of
October 23rd. During the same announcement, the President of the House of Representatives, who previously has
indicated he and other House members may file a similar lawsuit, stated that he was not planning to do so for the
time being, but may decide to do so after the implementation of the Sales Tax begins by November 15. The
Secretary of Justice has previously opined that any such challenge to the Sales Tax would be without merit.

The Commonwealth’s Budget Deficit for Fiscal Year 2006, Its Structural Budget Imbalance and Other Fiscal
Challenges

Estimated Budget Deficit for Fiscal Year 2006. The Secretary of the Treasury’s estimate of total revenues
for fiscal year 2006 is $8.645 billion (including $100 million of proceeds generated by the issuance of the
Commonwealth’s Public Improvement Refunding Bonds, Series 2006 A, which were privately placed), which is
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$350 million less than the amount originally budgeted of $8.995 million. This reduction in revenues is attributable
primarily to the current economic slowdown, caused mainly by the current price of oil and its derivatives being at a
historically high level, the government’s fiscal crisis, which resulted in a two-week shutdown of non-essential
government services in May 2006, and the uncertainty that prevailed during the later part of fiscal year 2006
regarding the enactment of proposed tax and fiscal reform measures designed to resolve the fiscal crisis. The
Commonwealth expects this reduction in revenues to be temporary in nature and does not expect it to recur during
fiscal year 2007.

Total expenditures for fiscal year 2006 were $9.683 billion, or approximately $1.0 billion above the
estimate of total revenues for fiscal year 2006. Taking into account certain additional cash requirements in the
amount of $368 million of the General Fund that were covered by alternative financing mechanisms, the fiscal year
2006 budget deficit totals approximately $1.4 billion. See “Commonwealth’s Structural Budget Imbalance” below.

The excess expenditures experienced during fiscal year 2006 (totaling $1.0 billion) were partially covered
with funds from the Emergency and Budgetary Funds ($64 million) and a Government Development Bank loan
($741 million). The remaining shortfall, totaling $233 million, did not have a cash impact during fiscal year 2006 as
a result of various cash management mechanisms, including the postponement of certain payments to third party
vendors. This shortfall has had an impact on the Commonwealth’s cash flow during fiscal year 2007.

The excess expenditures of $1.0 billion do not include other expenditures related to fiscal year 2006 which
had been excluded from the fiscal 2006 budget, such as certain vendor debts of $268 million from prior fiscal years
and $368 million of debt service due during fiscal year 2006 on the Commonwealth’s general obligation bonds,
which was paid from the proceeds of a Government Development Bank loan and refunded with the proceeds of the
Commonwealth Public Improvement Refunding Bonds, Series 2006 B and C (the “Financed Debt Service”). These
excluded expenditures are referred to as the “Additional Expenditures.”

Commonwealth’s Structural Budget Imbalance. The budget imbalance in fiscal year 2006 comes in the
wake of several recent fiscal years during which the Commonwealth’s recurring expenditures exceeded its recurring
revenues. These budget imbalances were covered in the past with loans from Government Development Bank,
financing transactions (including long-term bond issues payable from the General Fund) and other non-recurring
resources. The Commonwealth’s recurring operating expenditures during fiscal year 2006 exceeded recurring
revenues (the so-called structural imbalance) by approximately $1.2 billion, compared to $1 billion for fiscal year
2005. The $1.2 billion structural imbalance for fiscal year 2006 is the difference between expenditures of $9.683
billion plus the Financed Debt Service, for a total of $10.05 billion, less budgeted recurring revenues of $8.895
billion. The calculation of the $1.2 billion structural imbalance excludes (i) the $350 million reduction in revenues
during fiscal year 2006 discussed above because the government does not consider it a permanent reduction in
recurring revenues and (ii) net proceeds of $100 million received in fiscal year 2006 from the issuance of the
Commonwealth’s Public Improvement Refunding Bonds, Series 2006 A, which is non-recurring. The amount of
estimated expenditures also does not take into account certain Additional Expenditures discussed above, which, if
considered recurrent, would increase the structural budget imbalance. The Commonwealth covered the fiscal year
2006 structural imbalance by financing the Financed Debt Service, issuing the Commonwealth’s Public
Improvement Refunding Bonds, Series 2006 A ($100 million), transferring approximately $64 million from the
Emergency and Budgetary Funds and financing most of the remaining portion of the Commonwealth’s fiscal year
2006 structural budget imbalance with a GDB loan of $741 million.

In addition to the aforementioned vendor debts and the Financed Debt Service, there are certain other
expenditures not included in the amount of actual preliminary expenditures for fiscal year 2006 that may increase
the structural imbalance. These include estimated amounts required to cover maintenance expenses incurred by
Public Buildings Authority (“PBA”) (approximately $75 million) and subsidy and operational expenses incurred by
the Agricultural Services and Development Administration (“ASDA”) (approximately $75 million). These last two
items are covered by lines of credit from Government Development Bank collateralized by real estate of ASDA and
PBA and accounts receivable of PBA, with payment expected from the sale of such pledged real estate and/or the
collection of such pledged receivables. For more information, see “2006 Budget Approval Process” under Budget of
the Commonwealth of Puerto Rico in the Commonwealth Report.

Other Fiscal Challenges. Other than its current budgetary shortfalls, the principal challenge facing the
Commonwealth involves resolving the increasing unfunded pension liability of the Employees Retirement System
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and the Teachers Retirement System, which were $9.2 billion as of June 30, 2003 and $2.3 billion as of June 30,
2004, respectively. The Commonwealth expects to reduce the unfunded liability of the Employees Retirement
System through passage of proposed legislation which provides for increased employer and employee contributions,
the issuance of up to $2 billion of pension obligation bonds, which would be payable from the Commonwealth’s
General Fund, and, subject to regulatory approval and other conditions, the sale of its remaining Puerto Rico
Telephone Company (“PRTC”) stock for approximately $500 million, which the Employees Retirement System
expects to invest in higher-yielding assets.

The Employees Retirement System and the Teachers Retirement System are seeking reimbursement from
the Commonwealth for certain special retirement benefits paid by them in prior fiscal years under legislation
providing such retirement benefits. The Employees Retirement System is seeking reimbursement from the
Commonwealth in the amount of $77.4 million for cumulative benefits paid to beneficiaries through June 30, 2005.
The Employees Retirement System projects an additional shortfall of $39.4 million for fiscal year 2006 in
connection with payments pursuant to special benefit laws. OMB believes that the basis of the claims from the
Employees Retirement System is valid but that the amounts claimed remain to be verified and reconciled. Recently,
the Employees Retirement System received a $42.9 million payment from OMB to cover shortfalls related to
payments made in connection with special benefits laws. OMB does not recognize as a Commonwealth liability
part of the claims by the Teachers Retirement System ($119 million). OMB and the Teachers Retirement System
are currently under inter-agency arbitration in an effort to resolve their differences.

For more information about the retirement systems and their finances, see Retirement Systems in the
Commonwealth Report.

Tax and Fiscal Reform and Government Reorganization Plan

In an effort to address the Commonwealth’s structural budget imbalance and its other fiscal difficulties, the
Executive Branch and the Legislative Assembly enacted and the Governor signed legislation providing for tax
reform and fiscal reforms. The tax reform legislation is aimed at increasing revenues by expanding the tax base
through the implementation of a broad-based sales tax. The fiscal reform legislation is aimed at limiting
expenditures in relation to past spending rates and stabilizing expenditure growth at a level below that of recurring
revenues.

Tax Reform. Act No. 117 of July 4, 2006 (“Act 117”) amends the Puerto Rico Internal Revenue Code of
1994 (the “PR Code”) to provide, among other things, for a general sales and use tax of 5.5% to be imposed by the
central government (the “Central Government Sales Tax™). Act 117 also authorizes each municipal government to
impose a municipal sales and use tax of 1.5% (the “Municipal Sales Tax” and, together with the Central
Government Sales Tax, the “Sales Tax”). In general, the Municipal Sales Tax has the same tax base, exemptions
(except for unprocessed foods) and limitations as those provided for the Central Government Sales Tax. Act 117
also provides certain income tax reductions to address the regressive effect of the Sales Tax on taxpayers in lower
income tax brackets.

The Sales Tax is imposed on the sale, use, consumption and storage of taxable items, which include
tangible personal property, taxable services, admission rights and certain other types of transactions covering
separable and identifiable taxable items which are sold for a single price, subject to certain exceptions and
limitations provided therein. The Sales Tax will not be imposed on, among other things: (i) taxable items acquired
by merchants for resale, (ii) taxable items acquired by manufacturing plants, (iii) taxable items acquired for use and
consumption outside of Puerto Rico, (iv) certain food products that do not need to be heated before their sale, (v)
prescription drugs, (vi) the rental payments received by a lessor of real property which is used for residential or
commercial purposes, (vii) services provided by designated professionals, (viii) cash, cash equivalents, stocks,
bonds, notes, mortgage loans, insurance, securities and interest derived for the use or forbearance of money, (ix)
sales of real property, and (x) leases in which the Industrial Development Company is the owner of the property.

Act 117 repeals the 5% general excise tax imposed on imported goods and on goods manufactured in
Puerto Rico. Certain items, such as fuel, crude oil and petroleum products, and vehicles, however, remain subject to
the excise tax previously applicable to such items and will not be subject to the Sales Tax. The effective date of the
repeal of the 5% general excise tax was October 17, 2006 pursuant to Act 229.



The Sales Tax will be effective on November 15, 2006. Municipalities, however, were authorized to
implement the Municipal Sales Tax starting on July 1, 2006, and some have already done so. The revenues derived
from the Sales Tax will be distributed as follows: (i) municipal governments will retain 1.3% of the Sales Tax, (ii)
the Financial Assistance Fund, created by Act No. 91 of May 13, 2006, will receive 1 % of the Sales Tax, and (iii)
the General Fund will receive 4.7% of the Sales Tax. The Secretary of the Treasury projects that each percentage
point of the Sales Tax will generate annually approximately $191 million of gross revenues and that the Sales Tax
will generate total annual gross revenues of approximately $1.337 billion. The revenues to be generated by the
Sales Tax will be partly offset by the partial elimination of the 5% general excise tax and the effect of the income
tax reduction measures included in Act 117.

Act 117 also provides for special income tax rates with respect to certain transactions occurring on and
between July 1, 2006 and December 31, 2006. These special tax rates will apply to eligible dividends declared by
domestic corporations or partnerships and “built-in” gains associated with capital assets held for periods in excess of
six months, as well as certain withdrawals from retirement accounts. These special tax rates are only available for
transactions in connection with capital assets consisting of stock or participations of domestic and foreign
corporations and partnerships, and real property located in Puerto Rico. In the case of resident corporations and
partnerships, these special tax rates apply only to real property located in Puerto Rico.

The Secretary of the Treasury expects the aforementioned provisions of Act 117 to generate approximately
$264 million by December 31, 2006. The Legislative Assembly authorized, but later withdrew its authorization by
recalling the approved bill, an increase of the Sales Tax by up to 1% by executive order of the Governor if these
Act 117 provisions did not generate $1 billion by December 31, 2006. It is uncertain whether new legislation to
grant such authorization to the Governor will be approved.

Members of the House of Representatives have indicated that they may challenge the validity of the Sales
Tax because the House of Representatives intended to enact a 5.5% aggregate sales and use tax which includes the
portion attributable to the municipalities. The Secretary of Justice, however, has opined that any potential challenge
to the Sales Tax rate would be without merit.

Fiscal Reform. On May 25, 2006, the Governor signed legislation providing for a fiscal reform of the
Commonwealth government (the “Fiscal Reform Legislation”). The legislation applies to every instrumentality and
entity of the Executive Branch funded, in whole or in part, from the General Fund and sets forth as the public policy
of the Commonwealth the reduction of government spending, the elimination or consolidation of redundant
agencies, the reduction of government payroll without causing the layoff of regular employees or increasing the
actuarial liability of the retirement systems, the limitation of unnecessary, extravagant or excessive spending, and
the limitation of public relations and other similar expenses. For more information on the Fiscal Reform
Legislation, see “Fiscal Reform” under Budget of the Commonwealth of Puerto Rico in the Commonwealth Report.

Despite his approval of the Fiscal Reform Legislation, the Governor has stated that certain of its provisions
may be unconstitutional because they infringe on Executive Branch prerogatives. As such, the Governor has
informed the Legislative Assembly that certain provisions of the Fiscal Reform Legislation will be implemented at
the Executive Branch’s discretion and through the use of the Executive Branch’s prerogatives. There is no
assurance that the Fiscal Reform Legislation will generate the expected savings or that it will be implemented as
enacted.

Government Reorganization Plan. The Commonwealth has launched the Government Efficiency Project
(the “Project”) as part of its efforts to implement a thorough fiscal reform. The main objective of the Project is to
review and analyze the functions, financial situation, and performance of every government agency and public
corporation. This review and analysis will permit the Commonwealth to implement a comprehensive reorganization
via the restructuring, consolidation, and/or elimination of public entities. The Project’s aim is to refocus the
Commonwealth’s resources in a more efficient and effective manner, geared towards implementing a “customer
service” culture in public service. The Project’s purpose is to establish the parameters, objectives, and goals of the
Commonwealth’s restructuring efforts in order to provide a cohesive and integrated action plan for its
implementation.



Fiscal Year 2007 Budget

On July 10, 2006, the Governor signed a General Fund budget for fiscal year 2007 of $9.488 billion, or
approximately $195 million less than the expenditures for fiscal year 2006 of $9.683 billion (excluding the
Additional Expenditures). This reduction of approximately $195 million is attributable principally to decreases in
the amount allocated to the Department of Education and certain health related expenditures. Currently, the
Department of Education is working on an internal restructuring to reduce its expenditures so as to remain within its
reduced operating budget. The Commonwealth expects to cover certain of its health related expenditures with a
loan from the State Insurance Fund of $180 million.

The revenue projection for fiscal year 2007 is $9.163 billion, an increase of $618 million, or 7.2%, from
preliminary net revenue collections for fiscal year 2006 of $8.545 billion. The Secretary of the Treasury’s revenue
projection for fiscal year 2007 consists of $8.899 billion, a 4.1% increase over fiscal year 2006, and $264 million to
be generated by certain non-recurring tax measures. See “Tax and Fiscal Reform and Government Reorganization
Plan - Tax Reform” above. The revenue projections for fiscal year 2007 have been adjusted to take into account
(1) the Planning Board’s downward revision of its forecast for real growth in gross national product from 2.5% to
0.6%, (ii) the substitution of the Sales Tax for the 5% general excise tax, which is projected to raise $643 million
during such period (4.7% of which Sales Tax is allocated to the General Fund) starting on November 15, 2006
through June 30, 2007, and (iii) certain income tax rate reductions included in the tax reform legislation. For more
information, see “Summary and Management’s Discussion of General Fund Results - Fiscal Year 2007 Projected
Revenues” under Puerto Rico Taxes, Other Revenues, and Expenditures in the Commonwealth Report.

The Commonwealth’s budgeted expenditures for fiscal year 2007 of $9.488 billion exceed projected
revenues of $9.163 billion by approximately $325 million. In addition, the Commonwealth must cover a $233
million cash shortfall relating to fiscal year 2006 and a $51 million cash shortfall relating to fiscal year 2007
consisting of (i) certain payments excluded from the fiscal year 2007 budget and (ii) temporary differences in cash
flow during fiscal year 2007. The Commonwealth expects to reduce the budget deficit and cash shortfall of $619
million through the implementation of additional expenditure reducing measures, a possible increase in tax revenues
resulting from the reduction of the uncertainty surrounding the government’s fiscal crisis, and cash management
mechanisms. Among such measures, OMB has established a ten percent reserve from the budgeted amounts of
certain agencies totaling $540 million. Funds from these reserves may be used by the agencies only with OMB
approval. The possible increase in tax revenues may be tempered by a number of factors, including without
limitation, the adverse economic impact resulting from increases in the price of oil and the implementation of the
Sales Tax.

The Commonwealth has also excluded from the fiscal year 2007 budget approximately $522 million of
debt service payments on its outstanding appropriation debt. Of this amount, Government Development Bank
(“GDB”) advanced and, on July 15, 2006, deposited with the trustee $303 million corresponding to debt service of
the Public Finance Corporation. The remaining $219 million of debt service payments is owed by the
Commonwealth to GDB. Additional debt service requirements for fiscal year 2007 will be covered with amounts to
be deposited in the Financial Assistance Fund, a special fund created by Act No. 91 of May 13, 2006. The Financial
Assistance Fund will be funded mainly with 1% of the Sales Tax, which is expected to generate annually
approximately $191 million. However, due to the implementation of the Sales Tax on November 15, 2006, the 1%
Sales Tax is expected to generate approximately $136.8 million for the seven and a half months in fiscal year 2007
for which it will be in effect. The Commonwealth is currently evaluating various restructuring alternatives for its
outstanding appropriation debt, some of which may require legislative approval, in order to cover these debt service
payments with the expected revenues of the Financial Assistance Fund. Amounts not covered by the Financial
Assistance Fund, if any, would have to be covered by additional legislative appropriations from the
Commonwealth’s General Fund.

Rating Action Involving the Commonwealth

Recent Rating Action. On July 20, 2006, Standard & Poor’s Rating Services, a division of The McGraw-
Hill Companies, Inc. (“S&P”), confirmed its “BBB” and “BBB-” rating on the Commonwealth’s general obligation
debt and appropriation debt, respectively, and removed the rating from CreditWatch with negative implications,
where it had been placed on March 22, 2006. S&P’s ratings outlook, however, remains negative.



On July 21, 2006, Moody’s Investors Service (“Moody’s”) confirmed its “Baa3” and “Bal” rating on the
Commonwealth’s general obligation debt and appropriation debt, respectively, and removed the ratings from
Watchlist with negative implications, where it had been placed on February 24, 2006. Moody’s ratings outlook,
however, also remains negative.

Previous Rating Action. On March 22, 2006, S&P placed the Commonwealth’s rating on CreditWatch
with negative implications as a result of the Commonwealth’s anticipated budget deficit for fiscal year 2006, slow
progress on tax and fiscal reform and the apparent political impasse regarding these measures. This action had been
preceded in May 2005 by a reduction in S&P’s rating of the Commonwealth’s general obligation debt and
appropriation debt rating from “A-" to “BBB” and from “BBB” to “BBB-,” respectively.

On May 8, 2006, Moody’s downgraded the Commonwealth’s general obligation and appropriation bond
ratings from “Baa2” to “Baa3” and from “Baa3” to “Bal,” respectively, and kept the ratings on Watchlist for
possible further downgrade. Moody’s action reflected the Commonwealth’s strained financial condition, ongoing
political conflict and lack of agreement regarding the measures necessary to end the government’s multi-year trend
of financial deterioration. For a discussion of previous rating actions affecting the Commonwealth, see “Rating of
Commonwealth General Obligation Bonds” under Debt in the Commonwealth Report.

THE NOTES

Set forth below is a narrative description of certain legislative and contractual provisions relating to the
authorization of sources of payment and security for the Notes. These provisions have been summarized and this
description does not purport to be complete. Reference should be made to the Act, the Note Resolution and the
Reimbursement Agreement, copies of which are available to potential purchasers of the Notes. See Introductory
Statement.

General

The Notes are dated their date of delivery, mature on July 30, 2007 and bear interest at the rate of 4.50%.
Interest is computed on the basis of twelve 30-day months and a 360-day year. The Notes are issuable in fully
registered form in denominations of $5,000 and any integral multiple thereof. The Notes are not subject to
redemption prior to maturity. Principal of and interest on the Notes are payable in immediately available funds at
maturity.

Book-Entry Only System

The Depository Trust Company (“DTC”), New York, New York, will act as securities depository for the
Notes. The Notes will be issued as fully-registered Notes registered in the name of Cede & Co. (DTC’s partnership
nominee) or such other name as may be requested by an authorized representative of DTC. Because the aggregate
principal amount of the Notes exceeds $500 million, one fully-registered Note certificate will be issued for the Notes
in the aggregate principal amount of $500 million, and an additional certificate will be issued with respect to any
principal amount in excess of $500 million, and each will be deposited with DTC.

DTC, the world’s largest depository, is a limited-purpose trust company organized under the New York
Banking Law, a “banking organization” within the meaning of the New York Banking Law, a member of the
Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code,
and a “clearing agency” registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934,
as amended. DTC holds and provides asset servicing for over 2.2 million issuers of U.S. and non-U.S. equity,
corporate and municipal debt issues, and money market instruments from over 100 countries that DTC participants
(“Direct Participants™) deposit with DTC. DTC also facilitates the post-trade settlement among Direct Participants of
sales and other securities transactions, in deposited securities through electronic computerized book-entry transfers
and pledges between Direct Participants’ accounts. This eliminates the need for physical movement of securities
certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of The
Depository Trust & Clearing Corporation (“DTCC”). DTCC, in turn, is owned by a number of Direct Participants of
DTC and Members of the National Securities Clearing Corporation, Fixed Income Clearing Corporation, and
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Emerging Markets Clearing Corporation (NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the
New York Stock Exchange, Inc., the American Stock Exchange LLC and the National Association of Securities
Dealers, Inc. Access to the DTC system is also available to others such as both U.S. and non-U.S. securities brokers
and dealers, banks, trust companies and clearing corporations that clear through or maintain a custodial relationship
with a Direct Participant, either directly or indirectly (“Indirect Participants”). DTC has S&P’s highest rating: AAA.
The DTC Rules applicable to its Participants are on file with the Securities and Exchange Commission. More
information about DTC can be found at www.dtcc.com. and www.dtc.org.

Purchases of Notes under the DTC system must be made by or through Direct Participants, which will receive
a credit for the Notes on DTC’s records. The ownership interest of each actual purchaser of each Note (a
“Beneficial Owner”™) is in turn to be recorded on the Direct and Indirect Participants’ records. Beneficial Owners
will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however, expected to
receive written confirmations providing details of the transaction, as well as periodic statements of their holdings,
from the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers of
ownership interests in the Notes are to be accomplished by entries made on the books of Direct and Indirect
Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing
their ownership interests in Notes, except in the event that use of the book-entry system for the Notes is
discontinued.

To facilitate subsequent transfers, all Notes deposited by Direct Participants with DTC are registered in the
name of DTC’s partnership nominee, Cede & Co. or such other name as may be requested by an authorized
representative of DTC. The deposit of Notes with DTC and their registration in the name of Cede & Co. or such other
nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of
the Notes; DTC’s records reflect only the identity of the Direct Participants to whose accounts such Notes are credited,
which may or may not be the Beneficial Owners. The Direct and Indirect Participants will remain responsible for
keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with respect to the Notes
unless authorized by a Direct Participant in accordance with DTC’s Procedures. Under its usual procedures, DTC
mails an Omnibus Proxy to the Commonwealth as soon as possible after the record date. The Omnibus Proxy
assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts the Notes are
credited on the record date (identified in a listing attached to the Omnibus Proxy).

Redemption proceeds, distributions, and dividend payments on the Notes will be made to Cede & Co., or such
other nominee as may be requested by an authorized representative of DTC. DTC’s practice is to credit Direct
Participants’ accounts, upon DTC’s receipt of funds and corresponding detail information from Banco Popular de Puerto
Rico, as paying agent (the “Paying Agent”), on the payable date in accordance with their respective holdings shown on
DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing instructions and
customary practices, as is the case with securities held for the accounts of customers in bearer form or registered in
“street name,” and will be the responsibility of such Participant and not of DTC, nor its nominee, the Paying Agent,
or the Commonwealth, subject to any statutory or regulatory requirements as may be in effect from time to time.
Payment of redemption proceeds, distributions, and dividend payments to Cede & Co. (or such other nominee as may be
requested by an authorized representative of DTC) is the responsibility of the Commonwealth or the Paying Agent,
disbursement of such payments to Direct Participants will be the responsibility of DTC, and disbursement of such
payments to the Beneficial Owners will be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the Notes at any time by
giving reasonable notice to the Commonwealth or the Paying Agent. Under such circumstances, in the event that a
successor securities depository is not obtained, Note certificates are required to be printed and delivered.

The Commonwealth may decide to discontinue use of the system of book-entry-only transfers through DTC
(or a successor securities depository). In that event, Note certificates will be printed and delivered to DTC.



In the event that such book-entry only system is discontinued, the following provisions will apply: principal of
and interest on the Notes will be payable at maturity in lawful money of the United States of America upon
presentation and surrender of Notes at the principal office of the Paying Agent in Hato Rey, Puerto Rico.

The information in this section concerning DTC and DTC’s book-entry system has been obtained from
sources that the Commonwealth believes to be reliable, but the Commonwealth takes no responsibility for the accuracy
thereof.

Authorization of Notes

Section 2 of Article VI of the Constitution of Puerto Rico provides that the power of the Commonwealth to
contract and to authorize the contracting of debts shall be exercised as determined by the Legislature. Pursuant to
this power, the Legislature enacted the Act which authorizes the issuance of the Notes. The Notes are issued
pursuant to the Act and the Note Resolution adopted by the Secretary of the Treasury and approved by the
Governor. As part of the authorization process for the Notes, Government Development Bank, as financial advisor
and fiscal agent to the Commonwealth, has reviewed and made its favorable recommendations as to the Notes.

Purpose of the Notes

The Notes are being issued to (i) repay amounts borrowed by the Commonwealth under a line of credit
provided by the Revolving Credit Banks pursuant to the Act in advance of the issuance of the Notes, (ii) pay certain of
the costs of issuance of the Notes (including certain fees associated with the Letter of Credit), and (iii) provide funds
to pay the appropriations made for fiscal 2007 in anticipation of the receipt of taxes and revenues required to be
deposited in the Commonwealth’s General Fund and estimated in the budget of the Commonwealth to be realized in
cash during fiscal year 2007.

Payment of and Security for the Notes

Letter of Credit

The Notes are secured by and payable from the irrevocable direct pay letter of credit issued by the Letter of
Credit Banks, on a several and not joint basis, in the amount of the principal of and interest due on the Notes at
maturity, pursuant to the Reimbursement Agreement. The Letter of Credit is attached as Appendix I hereto. A
description of each of the Letter of Credit Banks is attached as Appendix III hereto. Each of the Letter of Credit
Banks has supplied the information relating to it included in Appendix III. Neither the Commonwealth nor the
Underwriters make any representation as to the accuracy or completeness of the information contained in
Appendix III. The Letter of Credit Banks may not assign their obligations under the Reimbursement Agreement
without (i) receipt of prior written confirmation from Moody’s and S&P that the ratings on the Notes will not be
suspended, withdrawn or lowered solely as a result of such assignment, (ii) the prior written consent of the
Commonwealth, the Administrative Agent and each Letter of Credit Bank, and (iii) twenty (20) days prior written
notice provided by the Paying Agent to the Noteholders of said Assignment.

The following table sets forth the names of the Letter of Credit Banks, the maximum amount of their
several payment obligations under the Letter of Credit, the corresponding amount of interest that will accrue on such
amounts until the Notes’ maturity date (based on an interest rate of 4.50% accruing over a period of 275 days) and the
percentage of their several payment obligations under the Letter of Credit:
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Maximum Interest to Maximum

Amount of Accrue on Amount of
Principal Principal Principal and Several
Name of Bank Secured Secured Interest Secured Obligation
THE BANK OF NOVA SCOTIA $306,250,000 $10,527,343.75 $316,777,343.75 35%
BNP PARIBAS 166,250,000 5,714,843.75 171,964,843.75 19%
DEXIA CREDIT LOCAL 166,250,000 5,714,843.75 171,964,843.75 19%
FORTIS BANK S.A./N.V. 131,250,000 4,511,718.75 135,761,718.75 15%
BANCO BILBAO VIZCAYA ARGENTARIA S.A. 78,750,000 2,707,031.25 81,457,031.25 9%,
BANCO SANTANDER CENTRAL HISPANO, S.A. 26,250.000 902,343.75 27,152,343.75 3%
$875,000,000 $30,078,125.00 $905,078,125.00 100%

Pursuant to the Letter of Credit, the Paying Agent is authorized and expected to present a draw on July 27,
2007, for payment on July 30, 2007, up to the principal amount of the Notes, together with any accrued and unpaid
interest thereon (the “Drawing”), to be deposited in a payment fund to be held by the Paying Agent solely for the
benefit of the Noteholders. The Letter of Credit shall expire at 5:00 p.m., New York time, on the date which is the
earliest of: (i) August 1, 2007, (ii) the date of payment of the Drawing by the Administrative Agent, on behalf of the
Letter of Credit Banks, to the Paying Agent, (iii) the Administrative Agent’s, on behalf of the Letter of Credit
Banks, receipt of a cancellation certificate signed by a duly authorized officer of the Paying Agent, or (iv) the date
when the Paying Agent surrenders the original of this Letter of Credit to the Administrative Agent on behalf of the
Letter of Credit Banks, for cancellation.

The Notes are secured by and payable from (i) the Drawing pursuant to the Letter of Credit, and (ii) in the
event one or more Letter of Credit Banks fail to honor their several portions of the Drawing Amount under the Letter
of Credit, from the Note Fund. The Commonwealth’s payment obligations relating to the Drawing shall be evidenced
by a note of the Commonwealth issued pursuant to the Act and designated “Tax and Revenue Anticipation Note of
the Commonwealth of Puerto Rico (Letter of Credit), Series 2007 (the “Letter of Credit Note”). The Letter of
Credit Note shall be issued to The Bank of Nova Scotia, as the Administrative Agent for the Letter of Credit Banks,
under the Reimbursement Agreement on the date of issuance of the Notes, and shall mature on the Notes’ maturity
date. The Letter of Credit Note, which is authorized by and shall be considered a note under the Act, will be a
replacement note of the issued and outstanding Notes and not a duplicate of such obligations.

Pursuant to the terms of a Revolving Credit and Term Loan Agreement dated as of July 1, 2006, as
amended, The Bank of Nova Scotia, acting through its Hato Rey Branch; BNP Paribas, acting through its San
Francisco Branch; Dexia Credit Local, acting through its New York Branch; Fortis Bank S.A./N.V., acting through its
Connecticut Branch; Banco Popular de Puerto Rico; KBC Bank N.V., acting through its New York Branch; Deutsche
Bank AG, acting through its New York Branch (“DB”); Scotiabank de Puerto Rico; Banco Bilbao Vizcaya Argentaria
S.A., acting through its New York Branch; and Banco Bilbao Vizcaya Argentaria, Puerto Rico (collectively, the
“Revolving Credit Banks™) advanced to the Commonwealth funds to cover cash requirements in anticipation of the
issuance of the Notes evidenced by a note maturing on December 31, 2006. The outstanding principal amount of
$600 million under the Revolving Credit and Term Loan Agreement and related note will be repaid in full with
proceeds from the sale of the Notes.

The Revolving Credit and Term Loan Agreement will be further amended and restated as of October 1,
2006, on the date of delivery of the Notes (the “Revolving Credit Agreement”) to remove DB as a Revolving Credit
Bank and to add Banco Santander Puerto Rico as a Revolving Credit Bank, and to allow the Commonwealth to
borrow from the Revolving Credit Banks up to an amount equal to (i) the maximum permitted under the Act (being
the lesser of (A) $1.5 billion and (B) eighteen percent (18%) of the net revenues of the General Fund for the previous
fiscal year) less (ii) the outstanding principal amount of the Notes. The Commonwealth may borrow under the
Revolving Credit Agreement through and including June 30, 2007, and all amounts due and owing thereunder shall
be paid in full no later than August 1, 2007. Amounts borrowed under the Revolving Credit Agreement will be
evidenced by a substitute Revolving Credit Note issued under the Act and the Note Resolution; provided, however,
that after the issuance of the Notes, the principal amount of the Revolving Credit Note, together with the principal
amount of the Notes, may not exceed the maximum permitted under the Act. The amounts due under the Revolving
Credit Note will be paid from moneys set aside in the Note Fund (as described below), after any required transfers

11



from the General Fund to the Redemption Fund as required by law, from which principal of and interest on the
Letter of Credit Note is also to be paid.

The Note Fund

The payment obligations under the Notes, the Letter of Credit Note and the Revolving Credit Note are
payable solely from the taxes and revenues in the General Fund collected by the Secretary of the Treasury after the
date of issuance of the Notes and on or prior to June 30, 2007 and deposited in the Note Fund as more fully
described below. All moneys in the Note Fund required for such purpose shall be used on a pari passu basis to pay
the amounts due under the Notes, Letter of Credit Note and the Revolving Credit Note, and shall be used for no other
purpose; provided, however, that pursuant to certain constitutional and statutory authorizations, payments on general
obligation bonds and notes of the Commonwealth and, on bonds and notes of its public corporations guaranteed by the
Commonwealth, have a claim on Commonwealth taxes and revenues, including amounts on deposit in the Note Fund,
prior to the claim thereon of the Notes, the Letter of Credit Note and the Revolving Credit Note.

After any required transfers from the General Fund to the Special Fund for the Amortization of General
Obligations Evidenced by Bonds and Promissory Notes (the “Redemption Fund”), the Secretary of the Treasury,
beginning on April 1, 2007, will withdraw from the General Fund all taxes and revenues required to be deposited
therein from April 1, 2007 through June 30, 2007, together with any taxes and revenues collected after the issuance of
the Notes and then on deposit in the General Fund. Such taxes and revenues will be deposited in the Note Fund until
the amount on deposit in the Note Fund by the last calendar day of the months indicated below equals the following
percentages of the sum of (1) the principal of and interest on the Notes to be paid at maturity and (2) the outstanding
principal balance of the Revolving Credit Note and accrued interest thereon to be paid from time to time as the same
becomes due and payable (such sum being herein called the “Note Fund Requirement”):

Percentage of Note

2007 Fund Requirement
April 33%%
May 66%:%
June 100%

The Secretary of the Treasury covenants in the Note Resolution to compute on a cash basis on or before the
tenth (10™) day of each month, commencing on November 10, 2006, projected taxes and revenues expected to be
deposited in, expenditures from, and fund balances of the General Fund for each month remaining in fiscal year
2007. If, on the basis of such computations, the Secretary of the Treasury determines that the Note Fund Requirement
less any amount then on deposit in the Note Fund equals or exceeds 85% of the sum of all taxes and revenues
expected to be deposited in the General Fund from the later of the date of such determination and April 1, 2007
through June 30, 2007 after accounting for any required transfers from the General Fund to the Redemption Fund, the
Secretary of the Treasury shall immediately withdraw sufficient amounts of taxes and revenues as received from the
General Fund, shall make any required transfers to the Redemption Fund, and thereafter shall transfer to the Note Fund
sufficient amounts of such taxes and revenues as received as will cause the amount on deposit in the Note Fund to
equal the Note Fund Requirement.

Neither the full faith, credit and taxing power of the Commonwealth nor that of any of its political
subdivisions are pledged for the payment of principal of or interest on the Notes, the Letter of Credit Note or the
Revolving Credit Note.

Provision for Prior Payment of Full Faith and Credit Obligations of the Commonwealth

The Constitution of Puerto Rico provides that public debt of the Commonwealth constitutes a first lien on
available Commonwealth taxes and revenues. Public debt includes bonds and notes of the Commonwealth to which
the full faith, credit and taxing power of the Commonwealth are pledged and, according to opinions heretofore
rendered by the Secretary of Justice of Puerto Rico, any payments which are required to be made by the
Commonwealth under its guarantees of bonds and notes issued by its public corporations. The Notes do not
constitute public debt.
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Under the provisions of Act No. 39 of the Commonwealth, approved May 13, 1976, as amended, the
Secretary of the Treasury is obligated to fund annual debt service on general obligation bonds and notes of the
Commonwealth by monthly deposits into the Redemption Fund. As of October 5, 2006, the amount on deposit in the
Redemption Fund was approximately $141.8 million, which was the required amount. Fiscal year 2007 deposits from
the General Fund to the Redemption Fund to fund the projected debt service through July 1, 2007, exclusive of debt
service on any general obligation bonds that may be issued in fiscal year 2007, are expected to total $517.9 million. In
addition to moneys from the General Fund, the Redemption Fund receives a certain portion of moneys collected by
the municipalities from property tax collections which portion for fiscal year 2007 is expected to total $111.1
million.

Moneys in the Redemption Fund are not available to pay the Notes.
Debt Limitation with Respect to Full Faith and Credit Obligations

Section 2 of Article VI of the Constitution of Puerto Rico provides that direct obligations of the
Commonwealth evidenced by full faith and credit bonds or notes shall not be issued if the amount of the principal of
and interest on such bonds and notes and on all such bonds and notes theretofore issued which is payable in any fiscal
year, together with any amount paid by the Commonwealth in the preceding fiscal year on account of bonds or notes
guaranteed by the Commonwealth, exceeds 15% of the average annual revenues raised under the provisions of
Commonwealth legislation and covered into the Treasury of Puerto Rico (hereinafter “internal revenues”) in the two
fiscal years preceding the then-current fiscal year. Section 2 of Article VI does not limit the amount of debt that the
Commonwealth may guarantee so long as the 15% limitation is not exceeded. Internal revenues consist principally
of income taxes, property taxes and excise taxes. Certain revenues, such as federal excise taxes on offshore shipments
of alcoholic beverages and tobacco products and customs duties, which are collected by the United States Government
and returned to the Treasury of Puerto Rico, and motor vehicle fuel taxes and license fees, which are allocated to the
Puerto Rico Highway Authority, are not included as internal revenues for the purpose of calculating the debt limit,
although they may be available for the payment of debt service.

All or a portion of the proceeds of certain refunding bonds issued by the Commonwealth were invested in
guaranteed investment contracts or federal agency securities (in each case rated in the highest rating category by
Moody’s and S&P), none of which is eligible to be used for legal defeasance under Puerto Rico law (“non-eligible
investments”). Since bonds refunded with proceeds invested in non-eligible investments are not legally defeased, such
bonds are treated as outstanding for purposes of the 15% constitutional debt limitation.

Joint Resolution No. 2104 of September 30, 2004 (“Joint Resolution No.2104”), authorized the
Commonwealth to enter into interest rate exchange agreements with respect to the Commonwealth’s $447,875,000
Public Improvement Refunding Bonds, Series 2004 B (the “Series 2004 B Bonds”), which were issued as variable rate
bonds. Joint Resolution No. 2104 allows the Commonwealth to calculate the constitutional debt limitation using (i)
the fixed rate it is required to pay under any interest rate exchange agreements entered into by the Commonwealth in
connection with the Series 2004 B Bonds, and (ii) the lesser of (A) the maximum interest rate allowed by law and (B)
the maximum interest rate set forth in the resolution approving the bonds, if any, in connection with the
Commonwealth’s $279,240,000 Public Improvement Refunding Bonds, Series 2004 A (the “Series 2004 A Bonds”)
and any Series 2004 B Bonds for which no interest rate exchange agreement is executed. In November 2004, the
Commonwealth entered into two interest rate exchange agreements with respect to the Series 2004 B Bonds.

Future maximum annual debt service for the Commonwealth's outstanding general obligation debt is
$768,843,249.58 in the fiscal year ending June 30, 2020 (based on the assumption that (i) the bonds refunded with
non-eligible investment are treated as being outstanding, (ii) the Series 2004 A Bonds bear interest at their actual
rate per annum through July 1, 2012 and thereafter at 12% per annum, and (iii) the Series 2004 B Bonds and the
variable rate bonds issued as part of the Public Improvement Bonds of 2006, Series A (the “CPI Bonds”), bear
interest at 12% per annum). The sum of those amounts $768,843,250 is equal to 9.48% of $8,113,386,000, which is
the average of the adjusted internal revenues for the fiscal year ended June 30, 2005 and the currently estimated
adjusted internal revenues for the fiscal year ended June 30, 2006. If the bonds refunded with noneligible
investments were treated as not being outstanding, and the interest on the Series 2004 B Bonds and the CPI Bonds is
calculated using the fixed rate paid by the Commonwealth under the interest rate exchange agreements executed in
connection with such bonds, the percentage referred to in the preceding sentence would be 8.38%.
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Debt service for the Puerto Rico Aqueduct and Sewer Authority (“PRASA”) guaranteed bonds of
$30,120,768 was paid by PRASA during fiscal year 2006 (including, for this purpose, debt service payments due
and paid on July 1, 2006) and, thus, is not included in the calculation of the 15% debt limitation. See “Other Public
Corporations - Aqueduct and Sewer Authority” under Public Corporations in the Commonwealth Report. In the
event PRASA is unable to make any portion of the future debt service payments on its guaranteed bonds, the
Commonwealth would be required to make such payments under its guarantee from the General Fund and such debt
service would be included in the calculation of the 15% debt limitation.

The Notes are not subject to the above described constitutional debt limitation.
Estimated Note Revenues

The Commonwealth estimates that the taxes and revenues available for deposit in the Note Fund for fiscal
year 2007 (consisting of taxes and revenues projected to be collected after the issuance of the Notes and prior to
June 30, 2007, minus required deposits to the Redemption Fund) will be approximately $6.162 billion. For fiscal year
2006, taxes and revenues which would have been available for deposit in the Note Fund were approximately $4.432
billion.

Debt Limitation with Respect to Additional Parity Notes

The aggregate principal amount of notes issued under the Act with respect to any fiscal year and outstanding
at any time shall not exceed, at the date such notes are issued, the lesser of (i) $1.5 billion and (ii) eighteen percent
(18%) of the net revenues of the General Fund for the previous fiscal year. Preliminary net revenues for fiscal year
2006 amounted to $8.545 billion, such that the aggregate principal amount of notes issued under the Act during fiscal
year 2007 shall not exceed $1.538 billion. The Act provides that any notes issued thereunder shall mature on such
date or dates not exceeding thirty (30) days after the close of the fiscal year in which such notes are issued. The
Commonwealth has issued notes under the Act for prior fiscal years, which notes have since matured and been paid
in full. Under the Note Resolution, the Commonwealth covenants not to create or suffer to be created any lien or
charge upon the revenues in the Note Fund ranking equally or prior to the Notes, the Letter of Credit Note and the
Revolving Credit Note. The aggregate principal amount of the Notes and the Revolving Credit Note shall not exceed
the maximum permitted under the Act.

Payment Record
The Commonwealth has never defaulted on the payment of principal of or interest on any of its debt.
General Fund Monthly Cash Flow for Fiscal Year 2006 and Fiscal Year 2007

The Secretary of the Treasury has custody of the funds of the Commonwealth’s central government and is
responsible for the accounting, disbursement and investment of such funds. The General Fund is the primary operating
fund of the Commonwealth. General Fund revenues are broadly based and include revenues raised internally as well as
those from non-Puerto Rico sources. Internal revenues consist principally of income taxes, excise taxes and,
beginning on November 15, 2006, Sale Taxes in substitution of excise taxes. Revenues from non-Puerto Rico
sources are derived from federal excise taxes and customs duties returned to the Commonwealth. The primary
expenditures of the Commonwealth through the General Fund are for grants and subsidies, and personal and other
services. A detailed description of the Commonwealth’s major sources of General Fund revenues and components of
General Fund expenditures, along with a Summary and Management’s Discussion of the General Fund Results for
fiscal years 2003 through 2005, a discussion of the preliminary fiscal year 2006 results and a comparison of the
fiscal year 2007 budget with the preliminary fiscal year 2006 results, appears under Puerto Rico Taxes, Other
Revenues, and Expenditures in the Commonwealth Report.

The tables which follow set forth the actual monthly cash flow for the Commonwealth General Fund for fiscal
year 2006 and the estimated monthly cash flow for fiscal year 2007. The monthly cash flow for fiscal 2006 is
preliminary and does not take into account any audit adjustments.

The monthly cash flow estimates for fiscal year 2007 are based upon the constitutionally-mandated budget for
fiscal year 2007 and upon historical experience as adjusted to reflect economic conditions, statutory and administrative

14



changes and anticipated payment dates for grants and subsidies, personal and other services, materials and supplies,
equipment, capital outlays, debt service and transfers. These estimates are based on present circumstances and
currently available information and are believed to be reasonable. Such estimates may be affected by numerous

factors, including the continuing validity of the assumptions underlying the estimates, and there can be no assurance
that such estimates will be achieved.

[Rest of page intentionally left blank.]

15



91

'900 SOLIAS ‘s9joN uonedionuy dNUIAIY PUL Xe ], S, [I[BIMUOWIO)) Y} JO d0ULNSS JO SISOJ JO JoU ST JUNOUry
‘sosuadxo Funerado 10j pasn pun ASuaSIowy Y} WOIJ UOI[[IW ()G$ Sapnjou]

‘uonoesuer) dems ojer jsarojur ue Juosardoy

'sojou uonedionue dNUSALI PUL Xe) §,[j[eamuowro)) jo syusuwkedar pue yueq juowdo[oAd( JUSWUIIAOL A1) WOl SuImoiIoq jo syudwkedal jo s)sisuo)
"0InJe[s130T Ay} AQ PAZLIOYINEe UBO] UOI[[IW [{,$ SuIpnjoul ‘s9joN uonedionuy onuoAdy pue Xe], s,[)[eaMUoWo)) woly spadoold pue yueq 1uawdo[oAd( JUSWUIIAOD oY) WO} SUIMOLI0q JO SPadoid Jo sIsIsuo))

'SONUIAQI PUN [BIOUSH-UOU WO pun,] uonduwopay] o) 03 A)3oa11p pajisodop s)uUNOWE IPNJOUT 10U SI0(] “YHBIMUOWOY) ) JO SPU0q UoNesIqo [e1oudd uo jsexdyul pue jo edourid Ked o) sjunowe jo sisisuo)
‘SPUNJOI X&) POJEWINSO puk [enjor £q paonpal spunjor Xe) dInjng 1oy 9A10sal e snid spuny L1e1eSpnq uou s,pun,j [LIOUID) WOL) SNUIALI JOU JO SISISUO))

0 $ 0 $  S8T'OLTS  009°LTHS  TISLIFS  060°TIS$ 66S°08LS$ 79£°9S8 §  068°60S$  69€°€8F S  SOL'TOF § OI6ILTS  699°LIF S
(€€6°Th) ($8T°9LT) (STETST)  8€0°01 (825°¢6) (605°697) (€9L°5L) TLY'9YE TTS°9T $09°18 SS8°6TT (65L°sv1) 9€LYLE
68C°68€°6 €86°LEL 199°1LL 978°969 ¥18°508 18+°LSL L61°SLS L61°6YL YO 126 SIS8L9 609799 796°S8L 02976
68L°61 T9L°8 St €LTOT 1059 661 8€€°TT - - - 00S°T - -
8LE6T LLYT ovL 434 TIe $60°T €9T°1 YLET S8I°T 611 S95°e 9L6°T 8L
LTT0S or1e SIL'S ¥8S°T 89L°S 768 €I8°¢ 69¢Y 909°C LLE L8O°L 9LTY 0LS'C
€99°6TS YSL6E 200°6€ S65°81 IS 1€ SERES €91°9L 6599t LOL'LY 6€SYL YESIT 978°9¢ 869°1¢C
T88°L6LY Ivv'se 99°19¢ LO0OTSE PEO'STY 85t 66€ 1€0°61% YE9ETY 9ELYIS 879°16€ €TH'€9¢ 1L¥°08€ ELEYOY
6hEO6E 60T°1€€E £YShoe SE0'P8T 858 Phe 798467 685°TSE 191°€8¢ 0LI°SEE 6LLOTT 005°L9T €I+°79¢ 1€T°S1S
96E°9E6 869°19S SYE0TS ¥88°90L 98T°CIL TL6'LSY YEV'66L 699°560°1 9T6°LY6 611°09L YOr 6L £0T°0%9 96€°61€°1
(8€8°500°€) (Ter'Lsy)  (000°0¥%)  (000°00S) - - - ©1+°560°1)  (000°08) (000°06) (000°001) 00°cL1)  (000°001)
L6SSIIY ;) 000°0TH 000°1LE ST0'9% ST0°9Y ST0'9% ST0°9% @) CCL6EET STO'9PY STO1€T $T0°9T1 000591 000°€€8
(T18'%8Y) (1ot'ot) (10t°0t) (1ot'0t) (10t°0t) (Tot'ot) (1ot'ot) (Totot) (1ot'ot) (Tot'ot) (1ot'ot) (Tot'ot) (1ot'ov)
S80°9L (890°817) SPO'SP S80°1 (ziren 9z€'0¢€ €TL8¢ L1€°8€ S8¢eIeE 908°0% LIT'0E 997°1¢C S61°6T
YT0°sH9°8 685°LS8 10L'78S SLI'00T'T  YLL'SIL TT0°TSY L80°SSL LYF€S8 L16°09S 689819 €TLSLL 8€€°L99 795°L6S
000°00T () 000001 - - - - - - - - - -
yT8sse YSL'QI 0TITE 9€8°1C 850°9C TET8T 951°s¢ £v9vE 100°1€ ¥Ts0€ 1€T°5C 169°6€ 8LSTE
€9T°9hY €616 TITTE LT0°€T 790°CS L69°€T 620°6C 16949 08T°LT 861°0€ obs'er 01T ¥€6°9€
91806 L9 w6y 34NS YTo'L T6€Y €0L'S 0LS%9 7666 09€°0C T69°01 ¥8T'S 918°¢
69t°6 454 €89 911 (434 (97 101 LYE'S 96T 001 801 Syl 97T
66L°SY9°T LT6'LET 91TYTI 989°611 88T°SH1 PLLLOT 798°CEl 669091 L89PST 05S°9¢€T SS0°6ET WTHT EIPYIT
£68°966°S LSL'YPS 8L6°06€ LLEOOO'T  0T19°S8H ¥88°L8T 9€T°TSS L6Y'T8S 669°LEE LS9°00F L60°09S 99t St $65°601
6ty $ S8TOLIS  009°LTHS  TOSLIFS  060°TIS$  66S°08L$  TIE9S8$ 068°60S $  69€°€8¥ S  SILTOVS  OI6ILT $  699°LIvS  €€6Th $

1eiol, ung 1T m-{ YIIBIA H.—N_:aen— Hhﬁ-:-ﬂ—, BEITIIIERETY | 1340300 &oaaauﬂam ~w=M=< H—:—.

(spuesnoy) ur)
9007 183X [8ISI]

+SMO[ s puny [e19Ud0)
001y 0313N4 JO YI[EIMUOWWIO))

Areurwiaid

@

()
)
)
(@
()

Juepeq yse) Surpuy

SJUQUWISSINGSIP PUE SISJSULI) SSI] YSED A[R[IBAE [E)O ],

S)UQWIOSINGSIP [BJ0 [

SJUSWASINGSIP YO Ad
sKepno Teyides pue 901AI0S 1GOp JOYIO
soseyoind juowdinbg

sa1ddns pue s[erare

SOIIAI0S TOYIQ

SOOIAI0S [BUOSIO]

SOIPISQNS PUE S)uBID)

ssyuwrsIngsIq

suonerodo woly Ysed d[qe[ieA. [ej0,

(p) sSu1mo110q I9Y30 pue sdjou Jo juswkedoy
(9) S3UIMO110q JOYIO PUE SAJOU JO SPI0I]
(q) pun, uondwopay 0} Suipunjoy] (19Jsuei])
(e) (spunjai) awooul YO

sydiooal [ejoiqng

$321N0S YO

$32IN0S YjeaMmuowuo)-uoN
$90INOS [RUIANUI IO
SOSUA0IT

soxe) YIS pue doue)IdYU]
SOXB) 9SIOXQ )[BOMUOWIIO))
SOXB) QWOooU]

:53doay

Jdue[eq ysed uruuiddg



®

(©)

L1

*90UENSSI JO 1509 JO Jou junowry ()
“JIOJOP SIY) 9INPT 0} e} 0} §199dX0 Y)[BOMUOUIIO)) A} SIINSBIW A} JO uoneue[dxo ue 10J aroqe ,193png L0 89X [89sI] ‘spuowrdo[ord( jueday, 995  (3)
*9)BOIPUAS JIPAID JO oul] Jueq 9reAlid o) wox Surmo110q Jo spaaooid pue ‘@ouenssI Jo S3S00 JO JAU /() SOLAS ‘Saj0N uonedonuy onuoAdy pue XeJ s JHEdMUOWIO)) ) WOK Spasdold  (J)
*S9INSLAU Xe) SULLINOI UOU JO 9T sopnfou]  (9)
*L00T SOUIAS ‘sa)oN uonedronuy onuoAdy pue Xe[ S,[}[BOMUOUNIO)) JO sjudwkAedal pue 93edIpuks JIpaIo Jo oulf yueq djealid oy) woly Suimolioq jo syuswikedar jo sysisuo)  (p)
*£,00 SOLIAS ‘sojoN uonedionuy dNudASY Pue Xe], S[IBOMUOLIIO)) WOIJ SPaddoid pue 2jeorpuks JIpaid Jo aul] yueq djearid oy woy Surmoiroq jo spadooid jo sisisuo) — (0)
*SONUAALI pun,j [ISUSN-Uou woy punj uondwopay oy 0) A[3oa1p pajisodop syunowre dpnJoul JOU S0 YPBIMUOWLIO)) ) JO spuoq uonesijqo [erousd uo jsaropur pue jo jedrourrd Ked oy syunowre jo sysisuo)  (q)
*SPUNJoI Xe) POJRlNSO PUB [BNjOR AQ PIONPAI SPUNJAI Xe) dIMNJ I0J 9AIdSaI € snjd spunj A1ejo3png uou s,pun,j [BISUSL) WO} 9NUIAJI JOU JO sIsIsuo) ()
108pnq yieamuowuo)) pasordde rod sy
(62£°095) (EIE°€0€) (Tps'eLd)  § (b10°7z8)  § (86L°T8L) 8 (1TS'099) $ (Sev've9) § (zov'TLL) (0ss‘ers) & (zs€'89y)  § (SLI'96r) & (epL'see)  § (1) SNVYU.L
SULIdPISUOD JNOYIIM JduR[Rq Ysed Suipuy
(8€L°819)  § (8€L‘819) 78048 SS9°6SS S 986°9Sy S LPS86P § 69I‘€T9 § OPS'IS9 § 888SIS  § 0EP'Sry $ 8T9'PTI  § SOI'00I § LSTWI9T $ douefeq yse) Surpuy
(8€L°819) (078°T0L) (ELS'SLY) 699°C01 (195°1+) (Tzovel) (1L£°82) T89°s€El 8SH°0L 108°02€ YTSye (TST%91) LSTH9T SJUBLIASINGSIP
pue s19Jsuel) SSI] YSBI J[qQR[IBAL [B10],
TEISKI'6 1€0°€L9 T5L°669 16v°87L STSSIL 765869 €P6°€8L 078°068 658°008 919°969 Y68°0LL 6YESL 09716 SJUBIASINGSIP [EIO,
668°9L1 - - - - - - - - - L96°8S 996°8S 996°8S SJUBWASINGSIP 1YIO Ad
000°06 €98°L I3 8T1°6 v95°T1 6Ly #$0°0T 681°0C ¥20°81 08 Y651 - - s&efino [eydes pue a01A10S 1qap IO
LOL'LY 918% 96T°1 095°1 ¥80°¢ €87°¢ 669°C S8P°C 9s1°C 200°¢ TS 6£TY 9¢6°C1 soseyoind juswrdimby
S00PLI ILL°L L8S'81 SP9°91 90T°ST 789°1C 09%° 11 L8IST S9p°8 T9g€l 8€1°0C €LIST 62€°01 sarddns pue s[eLioyejy
¥£0°609 £TH8E ¥95°9% 867°SE 6L1°9€ 18T°L9 010°TL 010°CS 8ELLS 908°0L 0€€PE €2€°CS TLO9Y SOOIAIDS 10O
0LT°0£9°S TE6°'LEY 908 L 60%°50$ S06°6SY 910°0% 9LT Y9y €65 THS L89°6TS 6¥L°09% 910°6TF TITSey L9S8LY SODIAIDS [BUOSIO
LSTLI¥'T 8TTILI €9%°681 0S+°081 985°881 168°691 PSHEIT SSE8ST 68L781 919°8¥1 8€9°1CC LEV88I 06€°50€ SAIPISqNS pue sjueIn
ssuuRs.INgsIq
Y6£°97$'8 (88L°67) 6L1°YCT 091°18 $96°€L9 0L6°ELS TLSSSL LY 920°1 LIETLS LIFL10'T LI¥'S6L L61°06S LISOLI'T suoneiodo Woly Ysed d[qE[IEAL [EI0],
(60t°856°1)  (€08°SH) (€08°Sth) (€08°sth) (s¥€7) (S¥€7) (s¥€7) (s¥€0) (009) (000°709) (00€°€) (ozL'e) - (p) s3urmo110q 19410 pue sajou Jo JudwAeday
000°006°1 - - - - - - - 000°00€ @ 000°000°T - - 000009 (0) SBUIMOLI0q I3YJO PUE SDJOU JO SPII0IJ
(L61°T1S) (¥89°¢h) (€89°Th) (€89°Th) (€89°TH) (€89°TH) (€89°TH) (€89°2h) (€89°TH) (€89°¢h) (€89°TH) (€89°Ch) (€89°TH) (q) pun,j uondwopay o) SuIpuryay (1o§suer])
000861 (10€£7€€) $95°6¢ (¥$8°6) (LOS¥T) 860°S€E 000°TH 000°v€T 000109 00009 000°09 00009 (000'%2) (&) (spunyar) swoout 1oyi0
000°668°8 000°€6L 001°LLY 00S°SHE’1 00S°€rL 006°€8S 009°8SL 005°L€8 009%SS 001709 00t 18L 009°9LS 00T°€Y9 sidraoal [eroiqng
000°SLE 009°€€ 00t°S€ 00T1€ 006°9C 008°€€ 00€°7€ 00L0F 00L°0€ 00t°9C 00L°T€ 009°T€ 00L°81 SOOINOS [[J[EOMUOUILIO)-UON
000°6€Y 00£°9S 000°8¢ 00%°2€ 009°0% 001°6C 000°0€ 008°8S 00L°6C 00%1€ 000°S€ 00T°€€ 00S¥C S02INOS [EUIDIUL IO
000501 00T°L 009°S 0029 00+°9 001°9 00€°L 006°L 001°8 008°8C 000°T1 00T°S 00T°s SOSUAII]
000°€t9 009°L01 006001 00+ 101 001°86 00978 00011 000°0 - - - - - XE) 9sn pue sa[es
0007 001 00T 001 00€ 00€ 00€ 00% 00€ 00€ 00$ 00T 000°T SoXe} Y13 pur douBILIAYU]
000°9€€°T 00L°911 009°06 001°L01 000701 00208 000°€6 006601 008°0€1 00S°Th1 008°8C1 00C°121 00T T11 SOXE) ASIOXO [[J[EdMUOLILIO))
000°L66°S 00S° 1LY 00t°90% 001°L90°T 00T°L9¥ 008°6¥€ 00€°€8Y 008°6LS 000°5S€ 00LPLE 00%7LS 00T°S8¢€ 009°78% SoX®) SWOoou]
HSGIEREN |
- $ 7808 $59°65S 98695 $ LPS86Y  $ 691°€T9  $§ OPS'IS9 § 888°CIS  § OEHSHy  § 8T9°VT1 $ <0100 § LSTY9T § - $ douefeq ysed Sutuuidog
el unp AeIA nady RN Axenaqa g A r q a q ON 134030 Jqudag jsndny Amp

(puusnoy) ur)
LOOT 1B3X [eISIY

*SMO[] YSe) pun,j [eI3UdD)
091y 03.13N{ JO YI[EIMUOWUIO))



Inter-Fund Borrowings

The Commonwealth historically has used inter-fund borrowings to meet temporary imbalances of receipts and
disbursements in the General Fund. Act No. 147 of the Commonwealth, approved on June 18, 1980, provides that in
any fiscal year where revenues of the General Fund are not sufficient to meet approved appropriations for such year,
the Governor may authorize the Secretary of the Treasury to borrow funds from Government Development Bank
and, if necessary, from any funds of the Commonwealth under his custody, on such terms and conditions as the
Secretary of the Treasury deems advisable. Funds available for this purpose do not include public pension funds and
funds of public employees’ associations. No moneys are currently borrowed from Government Development Bank
under this Act 147. Moneys so borrowed must be repaid as soon as there is sufficient money in the General Fund to
do so. Moneys borrowed and repaid by the General Fund are accounted for as “Operating Transfers In” and
“Operating Transfers Out,” respectively, in the financial statements of the Commonwealth and included in certain
revenue and expenditure line items in the table entitled “General Fund Revenues, Expenditures, and Changes in Cash
Balance” in “Summary and Management’s Discussion of General Fund Results” under Puerto Rico Taxes, Other
Revenues, and Expenditures in the Commonwealth Report.

As of September 30, 2006, funds aggregating approximately $378.8 million under the custody of the Secretary
of the Treasury were available for inter-fund borrowings, if necessary.

TAX MATTERS

In the opinion of Squire, Sanders & Dempsey L.L.P., Bond Counsel, under existing law: (i) interest on the
Notes is excluded from gross income for federal income tax purposes under Section 103 of the Internal Revenue
Code of 1986, as amended (the “Code”), and is not an item of tax preference for purposes of the federal alternative
minimum tax imposed on individuals and corporations; and (ii) the Notes and the interest thereon are exempt from
state, Commonwealth and local income taxation. Bond Counsel expresses no opinion as to any other tax
consequences regarding the Notes.

The opinion on tax matters will be based on and will assume the accuracy of certain representations and
certifications, and continuing compliance with certain covenants, of the Commonwealth contained in the transcript
of proceedings and that are intended to evidence and assure the foregoing, including that the Notes are and will
remain obligations the interest on which is excluded from gross income for federal income tax purposes. Bond
Counsel will not independently verify the accuracy of the Commonwealth’s certifications and representations or the
continuing compliance with the Commonwealth’s covenants.

The opinion of Bond Counsel is based on current legal authority and covers certain matters not directly
addressed by such authority. It represents Bond Counsel’s legal judgment as to exclusion of interest on the Notes
from gross income for federal income tax purposes but is not a guaranty of that conclusion. The opinion is not
binding on the Internal Revenue Service (“IRS”) or any court. Bond Counsel expresses no opinion about (i) the
effect of future changes in the Code and the applicable regulations under the Code or (ii) the interpretation and the
enforcement of the Code or those regulations by the IRS.

The Code prescribes a number of qualifications and conditions for the interest on state and local
government obligations to be and to remain excluded from gross income for federal income tax purposes, some of
which require future or continued compliance after issuance of the obligations. Noncompliance with these
requirements by the Commonwealth may cause loss of such status and result in the interest on the Notes being
included in gross income for federal income tax purposes retroactively to the date of issuance of the Notes. The
Commonwealth has covenanted to take the actions required of it for the interest on the Notes to be and to remain
excluded from gross income for federal income tax purposes, and not to take any actions that would adversely affect
that exclusion. After the date of issuance of the Notes, Bond Counsel will not undertake to determine (or to so
inform any person) whether any actions taken or not taken, or any events occurring or not occurring, or any other
matters coming to Bond Counsel’s attention, may adversely affect the exclusion from gross income for federal
income tax purposes of interest on the Notes or the market prices of the Notes.
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A portion of the interest on the Notes earned by certain corporations may be subject to a federal corporate
alternative minimum tax. In addition, interest on the Notes may be subject to a federal branch profits tax imposed on
certain foreign corporations doing business in the United States and to a federal tax imposed on excess net passive
income of certain S corporations. Under the Code, the exclusion of interest from gross income for federal income
tax purposes may have certain adverse federal income tax consequences on items of income, deduction or credit for
certain taxpayers, including financial institutions, certain insurance companies, recipients of Social Security and
Railroad Retirement benefits, those that are deemed to incur or continue indebtedness to acquire or carry tax-exempt
obligations, and individuals otherwise eligible for the earned income tax credit. The applicability and extent of these
and other tax consequences will depend upon the particular tax status or other tax items of the owner of the Notes.
Bond Counsel will express no opinion regarding those consequences.

Legislation affecting tax-exempt obligations is regularly considered by the United States Congress. There
can be no assurance that legislation enacted or proposed, or clarification of the Code, after the date of issuance of the
Notes, will not have an adverse effect on the tax status of interest on the Notes or the market prices of the Notes.

Prospective purchasers of the Notes should consult their own tax advisers regarding pending or proposed
federal tax legislation, and prospective purchasers of the Notes at other than their original issuance at the price
indicated on the cover of this Official Statement should also consult their own tax advisers regarding other tax
considerations such as the consequences of market discount, as to all of which Bond Counsel expresses no opinion.

Bond Counsel’s engagement with respect to the Notes ends with the issuance of the Notes, and, unless
separately engaged, Bond Counsel is not obligated to defend the Commonwealth or the beneficial owners regarding
the tax status of interest on the Notes in the event of an audit examination by the IRS. The IRS has a program to
audit tax-exempt obligations to determine whether the interest thereon is includible in gross income for federal
income tax purposes. If the IRS does audit the Notes, under current IRS procedures, the IRS will treat the
Commonwealth as the taxpayer and the beneficial owners of the Notes will have only limited rights, if any, to obtain
and participate in judicial review of such audit. Any action of the IRS, including but not limited to selection of the
Notes for audit, or the course or result of such audit, or an audit of other obligations presenting similar tax issues,
may affect the market prices for the Notes.

Original Issue Premium

The Notes are expected to be offered and sold to the public at a price in excess of their stated redemption
price (the principal amount) at maturity. That excess constitutes bond premium. For federal income tax purposes,
bond premium is amortized over the period to maturity of a Note, based on the yield to maturity of that Note,
compounded semiannually. No portion of that bond premium is deductible by the owner of a Note. For purposes of
determining the owner’s gain or loss on the sale, redemption (including redemption at maturity) or other disposition
of a Note, the owner’s tax basis in the Note is reduced by the amount of bond premium that accrues during the
period of ownership. As a result, an owner may realize taxable gain for federal income tax purposes from the sale or
other disposition of a Note for an amount equal to or less than the amount paid by the owner for that Note. A
purchaser of a Note in the initial public offering at the price for that Note stated on the cover of this Official
Statement who holds that Note to maturity will realize no gain or loss upon the retirement of that Note.

Owners of Notes should consult their own tax advisers as to the determination for federal income tax
purposes of the amount of bond premium properly accruable in any period with respect to the Notes and as to other
federal tax consequences and the treatment of bond premium for purposes of state, Commonwealth and local taxes
on, or based on, income.

LEGAL MATTERS

The proposed form of opinion of Squire, Sanders & Dempsey L.L.P., Bond Counsel, is set forth in
Appendix II to this Official Statement. Certain legal matters will be passed upon for the Underwriters by
McConnell Valdés, San Juan, Puerto Rico. Certain legal matters will be passed on for the Letter of Credit Banks by
Chapman and Cutler LLP, Chicago, Illinois.
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LEGAL INVESTMENT

The Notes will be eligible for deposit by banks in Puerto Rico to secure public funds and will be approved
investments for insurance companies to qualify them to do business in Puerto Rico, as required by law.

UNDERWRITING

The Underwriters have jointly and severally agreed, subject to certain conditions, to purchase the Notes from
the Commonwealth at an aggregate discount of $1,097,558.89 from the initial offering price of the Notes. The
obligations of the Underwriters are subject to certain conditions precedent, and the Underwriters will be obligated to
purchase all the Notes, if any Notes are purchased. The Underwriters may offer to sell the Notes to certain dealers
(including dealers depositing the Notes into unit investment trusts, certain of which may be sponsored or managed by
the Underwriters) and others at prices lower than the initial public offering prices, and such offering price may be
changed, from time to time, by the Underwriters.

GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO

As required by Act No. 272 of the Commonwealth, as amended, Government Development Bank has acted as
financial advisor to the Commonwealth in connection with the Notes.

As financial advisor, Government Development Bank participated in the selection of the Underwriters of
the Notes. The Underwriters have been selected by Government Development Bank to serve from time to time as
underwriters of its obligations and the obligations of the Commonwealth, its instrumentalities and public corporations.
Certain of the Underwriters or their affiliates participate in other financial transactions with Government Development
Bank.

RATINGS

Moody’s and S&P have given the Notes ratings of MIG 1 and SP-1+, respectively, after taking into account
the security provided by the Letter of Credit. The ratings reflect only the respective views of the rating agencies and
an explanation of the significance of each rating may be obtained only from the respective rating agency. Such
rating agencies were provided with materials relating to the Commonwealth and the Notes and other relevant
information, and no application has been made to any other rating agency for the purpose of obtaining a rating on the
Notes.

There is no assurance that such ratings will remain in effect for any given period of time or that they will not
be revised downward or withdrawn entirely by either or both of such rating agencies, if in the judgment of either or
both, circumstances so warrant. Any such downward revision or withdrawal of such ratings, or either of them, may
have an adverse effect on the market price of the Notes.

CONTINUING DISCLOSURE
In accordance with the requirements of Rule 15¢2-12, as amended (the “Rule”), promulgated by the U.S.
Securities and Exchange Commission, the Commonwealth has covenanted for the benefit of the Underwriters and
beneficial owners (generally the tax owners of the Notes as follows):
To file in a timely manner, with each NRMSIR or with the MSRB, and with any Commonwealth and state
information depository (“SID”), notice of the occurrence of any of the following events with respect to the Notes, if

material:

(a) principal and interest payment delinquencies;
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(b) non-payment related defaults;

(c) unscheduled draws on debt service reserves reflecting financial difficulties;

(d) unscheduled draws on credit enhancements reflecting financial difficulties;

(e) substitution of credit or liquidity providers, or their failure to perform;

® adverse opinions or events affecting the tax-exempt status of Notes;

(2) modifications to rights of the holders (including beneficial owners) of the Notes;

(h) Note calls;

(1) defeasances;

)] release, substitution, or sale of property securing repayment of the Notes; and
(k) rating changes.

Events (c), (d) and (e) are included pursuant to a letter from the SEC staff to the National Association of
Bond Lawyers, dated September 19, 1995. Event (c) may not be applicable, since the terms of the Notes do not
provide for “debt service reserves”. Events (h) and (i) are not applicable since the terms of the Notes and the Note
Resolution do not contain any “call” or “defeasance” provisions. In addition, with respect to the following events:

Events (d) and (¢). The Commonwealth does not undertake to provide any notice with respect to credit
enhancement added after the primary offering of the Notes, unless the Commonwealth applies for or participates in
obtaining the enhancement.

Event (f). For information on the tax status of the Notes, see “Tax Matters.”

The Commonwealth may from time to time choose to provide notice of the occurrence of certain other events
in addition to those listed above if, in the judgment of the Commonwealth, such other events are material with respect
to the Notes, but the Commonwealth does not undertake to provide any such notice of the occurrence of any material
event except those events listed above.

On September 7, 2004, the Commission released an interpretive letter (the "Letter") approving the use of
www.DisclosureUSA.org ("DisclosureUSA"), created by the Municipal Advisory Council of Texas ("Texas MAC"),
as a means by which continuing disclosure filings may be made under the Rule, subject to certain qualifications set
forth in the Letter. The Commonwealth may choose to satisfy its obligations to file the information required by the
Rule with the repositories by transmitting such filings (the "Filings"), either directly or indirectly through a
designated agent, to DisclosureUSA for submission to each NRMSIR and SID (without also separately submitting
the Filings to the NRMSIRs and SID by some other means). The Commonwealth intends to monitor the
performance of Texas MAC with regard to the submission of the Filings to the NRMSIRs and SID. In the event that
Texas MAC fails, with respect to the Filings, to perform the functions or undertake the responsibilities referenced in
the Letter, or if for any reason the Commission modifies or revokes its interpretation described in the Letter, such
that transmission of the Filings to DisclosureUSA would no longer satisfy the Commonwealth's obligation under
this Resolution, the Commonwealth will separately submit the Filings to the NRMSIRs and SID.

The Commonwealth has made similar continuing disclosure covenants in connection with prior securities
issuances, and has complied with all such covenants, except as follows. The Commonwealth’s audited financial
statements for the fiscal year ended June 30, 2002 were filed after the Commonwealth’s filing deadline of May 1,
2003, because of delays in finalizing such financial statements resulting from the implementation of Governmental
Accounting Standards Board Statement No. 34 (“GASB 34”). The Commonwealth’s audited financial statements
for the fiscal year ended June 30, 2003 were also filed after the Commonwealth’s filing deadline of April 30, 2004,
because of delays in finalizing the financial statements of certain of the Commonwealth’s reporting units due to the
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implementation of GASB 34. The Commonwealth’s audited financial statements for the fiscal year ended June 30,
2004 and the Commonwealth Report for such fiscal year were also filed after the Commonwealth’s filing deadline
of May 1, 2005, because of delays in preparation of such documents.

As of the date of this Official Statement, there is no Commonwealth SID, and the name and address of each
NRMSIR is: Bloomberg Municipal Repository, 100 Business Park Drive, Skillman, New Jersey 08558; S&P’s: J.J.
Kenny Repository, 55 Water Street, 45" Floor, New York, New York 10041; FT Interactive Data, Attn: NRMSIR, 100
William Street, New York, New York 10038; and DPC Data Inc., One Executive Drive, Fort Lee, New Jersey
07024.

The Commonwealth acknowledges that its undertakings pursuant to the Rule described above are intended to
be for the benefit of the Beneficial Owners of the Notes, and shall be enforceable by any such Beneficial Owners;
provided that the right to enforce the provisions of its undertaking shall be limited to a right to obtain specific
enforcement of the Commonwealth obligations hereunder.

No Beneficial Owner may institute any suit, action or proceeding at law or in equity (“Proceeding”) for the
enforcement of the foregoing covenants (the “Covenants”) or for any remedy for breach thereof, unless such
Beneficial Owner shall have filed with the Commonwealth written notice of any request to cure such breach, and the
Commonwealth shall have refused to comply within a reasonable time. All Proceedings shall be instituted only in a
Commonwealth court located in the Municipality of San Juan, for the equal benefit of all beneficial owners of the
outstanding Notes benefited by the Covenants, and no remedy shall be sought or granted other than specific
performance of the Covenant at issue. Proceedings filed by beneficial owners against the Commonwealth may be
subject to the sovereign immunity provisions of Section 2 of Act No. 104, approved June 29, 1955, as amended (32
L.P.R.A. §§ 3077-3077a), which governs the scope of legal actions against the Commonwealth, substantially limits the
amount of monetary damages that may be awarded against the Commonwealth and provides certain notice provisions,
the failure to comply with which may further limit any recovery.

The Covenants may only be amended if:

(1) the amendment is made in connection with a change in circumstances that arises from a change in
legal requirements, change in law, or change in the identity, nature, or status of the Commonwealth, or type of
business conducted; the Covenants, as amended, would have complied with the requirements of the Rule at the time of
award of the Notes, after taking into account any amendments or change in circumstances; and the amendment does
not materially impair the interests of beneficial owners, as determined by parties unaffiliated with the
Commonwealth; or

2) all or any part of the Rule, as interpreted by the staff of the SEC at the date of the adoption of such
Rule, ceases to be in effect for any reason, and the Commonwealth elects that the Covenant shall be deemed
amended accordingly.

Any assertion of beneficial ownership must be filed, with full documentary support, as part of the written
request described above. The Covenants have been made in order to assist the Underwriters to comply with the
Rule.

MISCELLANEOUS

The foregoing summaries of or references to the various acts, the Notes, the Note Resolution, the Letter of
Credit, the Revolving Credit Agreement, the Reimbursement Agreement, the Commonwealth Report, and the
summaries of or references to the various acts and provisions contained in such documents are made subject to all the
detailed provisions thereof to which reference is hereby made for further information and do not purport to be
complete statements of any or all of such provisions.
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Appended to and constituting a part of this Official Statement is the form of Letter of Credit (Appendix I),
the proposed form of opinion of Bond Counsel (Appendix II) and Descriptions of the Letter of Credit Banks
(Appendix III).

The information included in this Official Statement and incorporated herein by reference, except for
information pertaining to DTC, the information appearing in Underwriting and the descriptions of the Letter of Credit
Banks, was supplied by certain officials of the Commonwealth or certain of its agencies or instrumentalities, in their
respective official capacities, or was obtained from publications of the Commonwealth or certain of its agencies or
instrumentalities, and is included or incorporated by reference in this Official Statement on the authority of such
officials or the authority of such publications as public official documents. The information pertaining to DTC was
supplied by DTC.

This Official Statement will be filed with each NRMSIR and with the MSRB.

COMMONWEALTH OF PUERTO RICO

By: /s/ Juan Carlos Méndez Torres
Secretary of the Treasury
Commonwealth of Puerto Rico
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APPENDIX I

FORM OF LETTER OF CREDIT

IRREVOCABLE DIRECT-PAY LETTER OF CREDIT
NoO. 92141/80085 (THE BANK OF NOVA SCOTIA, ACTING THROUGH ITS HATO REY BRANCH); DCL 0610204
(DEXIA CREDIT LOCAL, ACTING THROUGH ITS NEW YORK BRANCH); 91892514 (BNP PARIBAS, ACTING
THROUGH ITS SAN FRANCISCO BRANCH); CT-044818 (FORTIS BANK S.A./N.V., ACTING THROUGH ITS
CONNECTICUT BRANCH); NO. SBLC6702284NY (BANCO BILBAO VIZCAYA ARGENTARIA, ACTING THROUGH ITS
NEW YORK BRANCH); NO. S027406 (BANCO SANTANDER CENTRAL HISPANO, SA, ACTING THROUGH ITS NEW
YORK BRANCH)

October 26, 2006

Banco Popular
de Puerto Rico,
as Paying Agent
Trust Division
153 Ponce de Leon Avenue, Suite 800
Hato Rey, Puerto Rico 00918

Attention: Corporate Trust Department
Ladies and Gentlemen:

1. At the request of the Commonwealth of Puerto Rico (the “Commonwealth”), the Banks listed on the
signature pages hereto (the “Banks”) hereby establish in favor of Banco Popular de Puerto Rico, as paying agent
(together with its successors and assigns, the “Paying Agent”), their Irrevocable Direct-Pay Letter of Credit
No. 92141/80085 (The Bank of Nova Scotia, acting through its Hato Rey Branch); DCL0610204 (Dexia Credit
Local, acting through its New York Branch); 91892514 (BNP Paribas, acting through its San Francisco Branch);
CT-044818 (Fortis Bank S.A./N.V., acting through its Connecticut Branch); No. SBLC6702284NY (Banco Bilbao
Vizcaya Argentaria, acting through its New York Branch); No. S027406 (Banco Santander Central Hispano, SA,
acting through its New York Branch) (this “Letter of Credit”) issued pursuant to that certain Reimbursement
Agreement dated as of October 1, 2006 (the “Reimbursement Agreement”), by and among the Commonwealth, the
Banks listed on the signature pages thereof, The Bank of Nova Scotia, acting through its New York Agency, as Lead
Arranger and Administrative Agent (referred to in such capacity as the “Administrative Agent”), and BNP Paribas,
acting through its San Francisco Branch (“BNP Paribas”), and Dexia Credit Local, acting through its New York
Branch (“Dexia”), as Co-Agents (the “Co-Agents”), in the initial stated amount of $905,078,125 in Dollars (as
defined in the Reimbursement Agreement) (said initial stated amount equal to the principal amount of the Notes (as
defined herein) on the Effective Date (as defined in the Reimbursement Agreement), plus interest thereon at an
assumed rate of 4.50% per annum for a period of 275 days based upon a year of 360 days as such amount may be
reduced from time to time as herein provided, herein referred to as the “Stated Amount’’), which may be drawn upon
by the Paying Agent to pay the principal of the Commonwealth’s Tax and Revenue Anticipation Notes, Series 2007
(the “Notes”) on the stated maturity thereof together with accrued and unpaid interest thereon. Anything in this
Letter of Credit to the contrary notwithstanding, the obligations of the Banks as issuers hereof shall be several and
not joint. The obligations of (i) The Bank of Nova Scotia, acting through its Hato Rey Branch (“Scotiabank )
hereunder shall not exceed $316,777,343.75, (ii) BNP Paribas hereunder shall not exceed 171,964,843.75,
(iii) Dexia hereunder shall not exceed $171,964,843.75, (iv) Fortis Bank S.A./N.V., acting through its Connecticut
Branch (“Fortis”’) hereunder shall not exceed $135,761,718.75, (v) Banco Bilbao Vizcaya Argentaria S.A., acting
through its New York Branch (“BBVA”) hereunder shall not exceed $81,457,031.25 and (vi) Banco Santander
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Central Hispano, SA, acting through its New York Branch (“BSCH”) hereunder shall not exceed $27,152,343.75.
Subject to the foregoing limitation, the several obligation of Scotiabank hereunder shall equal 35.0% of the
Drawing, the several obligation of BNP Paribas hereunder shall equal 19.0% of the Drawing, the several obligation
of Dexia hereunder shall equal 19.0% of the Drawing, the several obligation of Fortis hereunder shall equal 15.0%
of the Drawing, the several obligation of BBVA hereunder shall equal 9.0% of the Drawing and the several
obligation of BSCH hereunder shall equal 3.0% of the Drawing.

2. This Letter of Credit shall expire at 5:00 p.m., New York City time, on the date (the “Termination
Date”) which is the earliest of: (i) August 1, 2007 (the “Stated Expiration Date”), (ii) the date of payment of the
Drawing by the Administrative Agent to the Paying Agent, (iii) the Administrative Agent’s, on behalf of the Banks,
receipt of a certificate signed by your duly authorized officer in the form of Annex B attached hereto appropriately
completed, or (iv) the date when you surrender the original of this Letter of Credit to the Administrative Agent on
behalf of the Banks, for cancellation. You agree to surrender the original of this Letter of Credit to the
Administrative Agent on behalf of the Banks, after the Termination Date.

3.  Funds under this Letter of Credit are available to you against your presentation of a drawing
certificate in the form of Annex A attached hereto (the “Drawing”) to the Administrative Agent, on behalf of the
Banks, at The Bank of Nova Scotia, New York Agency, One Liberty Plaza, 24" Floor, New York, New York 10006,
Attention: Letter of Credit, Telephone: (212) 225-5424, Telecopy: (212) 225-6464, or at such other address and/or
number which may be designated by the Administrative Agent by written notice delivered to the Paying Agent.
Without limiting the obligations of the Banks under this Letter of Credit, the Administrative Agent, on behalf of the
Banks, shall receive the Drawing, determine whether it complies with the terms and conditions hereof and promptly
notify each Bank of the Drawing. The Drawing so presented shall have all blanks appropriately filled in and shall be
signed by a person who purports to be an authorized officer of the Paying Agent and shall be in the form of a letter
on the letterhead of the Paying Agent delivered or telecopied to the Administrative Agent.

4.  The Administrative Agent, on behalf of the Banks, hereby agrees that demand for payment made
under and in strict compliance with the terms of this Letter of Credit will be duly honored upon receipt of the
Drawing request as specified in paragraph 3 hereof and if presented at the aforesaid office on or before the
Termination Date. If the Drawing is received by the Administrative Agent at or prior to 10:00 a.m., New York time,
on July 27, 2007, and provided that the documents presented in connection therewith strictly conform to the terms
and conditions hereof, payment shall be made of the amount specified in immediately available funds, on July 30,
2007 no later than 11:00 a.m. New York time. If the Drawing is received by the Administrative Agent at or prior to
10:00 a.m., New York time, on July 30, 2007 or July 31, 2007, and provided that the documents presented in
connection therewith strictly conform to the terms and conditions hereof, payment shall be made of the amount
specified in immediately available funds, no later than 11:00 a.m., New York time, on the immediately succeeding
Business Day. If the Drawing is received hereunder after 10:00 a.m., New York time, on July 27, 2007 or July 30,
2007, payment shall be made of the amount specified in immediately available funds, no later than 11:00 a.m., New
York time, on the second Business Day immediately succeeding the date of such Drawing. Payment under this
Letter of Credit shall be made by the Banks by wire transfer of immediately available funds of each Bank to the
Administrative Agent who shall remit such amounts to the Paying Agent in accordance with the instructions
specified by the Paying Agent in the drawing certificate relating to the Drawing hereunder. Such account may be
changed only by presentation to the Administrative Agent of a letter in form satisfactory to the Administrative Agent
specifying a different account with the Paying Agent and executed by the Paying Agent. As used in this Letter of
Credit, “Business Day” shall mean a day other than (i) a Saturday or Sunday, (ii) any other day on which banks
located in New York, New York or the cities in which the principal office of the Administrative Agent and the
Paying Agent are located are authorized by law to close or (iii) a day on which the New York Stock Exchange is
closed. The obligations of the Banks under this Letter of Credit shall be several and not joint, and each Bank shall
pay in respect of the Drawing presented in accordance with the terms hereof an amount equal to such Bank’s
percentage of the amount of the Drawing as specified above. The Administrative Agent will promptly remit such
amounts received from the Banks to the Paying Agent. Neither the Administrative Agent nor any Bank shall be
responsible or otherwise liable for any other Bank’s failure to perform its obligations under this Letter of Credit, nor
shall the failure of any Bank to perform its obligations under this Letter of Credit relieve any other Bank of its
obligations hereunder. The Administrative Agent shall not be liable for the failure of any Bank to perform its
obligations under this Letter of Credit.
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5. Only the Paying Agent may make the Drawing under this Letter of Credit. Upon payment as
provided in paragraph 4 of the amount specified in the Drawing drawn hereunder, the Banks shall be fully
discharged of their obligation under this Letter of Credit with respect to such Drawing.

6.  This Letter of Credit is intended to apply only to the payment of the principal amount of the Notes
and accrued interest thereon through and including July 30, 2007.

7. To the extent not inconsistent with the express terms hereof, this Letter of Credit shall be governed
by and construed in accordance with the Uniform Customs and Practices for Documentary Credits (1993 Revision),
International Chamber of Commerce Publication No. 500 (the “Uniform Customs”), except for Article 48(g)
thereof, and, as to matters not governed by the Uniform Customs, this Letter of Credit shall be governed by the
internal laws of the State of New York, including, without limitation, the Uniform Commercial Code as in effect in
the State of New York. Communications with respect to this Letter of Credit shall be in writing and shall be
addressed to the Administrative Agent at The Bank of Nova Scotia, New York Agency, One Liberty Plaza, 26"
Floor, New York, New York 10006, Attention: Public Finance (or to such other address as the Administrative
Agent, on behalf of the Banks, may specify to you in writing), specifically referring thereon to this Letter of Credit
by its number.

8. You may transfer your rights under this Letter of Credit in their entirety (but not in part) to any
transferee who has succeeded to you as Paying Agent under the Paying Agency Agreement (as defined in the
Reimbursement Agreement) and such transferred rights may be successively transferred. Transfer of your rights
under this Letter of Credit to any such transferee shall be effected upon the presentation to the Administrative Agent
of this Letter of Credit accompanied by a transfer letter in the form attached hereto as Annex C.

10.  This Letter of Credit sets forth in full our undertaking, and such undertaking shall not in any way be
modified, amended, amplified or limited by reference to any document, instrument or agreement referred to herein
(including, without limitation, the Notes), except only the certificates and letters referred to herein; and no such
reference shall be deemed to incorporate herein by reference any document, instrument or agreement.

Very truly yours,

THE BANK OF NOVA SCOTIA, acting through its New York
Agency, as Administrative Agent

THE BANK OF NOVA SCOTIA, acting through its Hato Rey
Branch, as a Letter of Credit Bank

BNP PARIBAS, acting through its San Francisco Branch,
as a Letter of Credit Bank

DEXIA CREDIT LOCAL, acting through its New York
Branch, as a Letter of Credit Bank

FORTIS BANK S.A./N.V., acting through its Connecticut
Branch, as a Letter of Credit Bank

BANCO BILBAO VIZCAYA ARGENTARIA S.A., acting
through its New York Branch, as a Letter of Credit
Bank

BANCO SANTANDER CENTRAL HISPANO, SA, acting
through its New York Branch, as a Letter of Credit
Bank
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APPENDIX IT

FORM OF OPINION OF BOND COUNSEL

Upon delivery of the Notes, Squire, Sanders & Dempsey L.L.P. is prepared to render its final opinion with
respect to the Notes in substantially the following form:

October  , 2006

Juan Carlos Méndez

Secretary of the Treasury of
Puerto Rico

San Juan, Puerto Rico

Re: $875,000,000 Tax and Revenue Anticipation Notes of the Commonwealth of Puerto Rico, Series 2007
Dear Sir:

We have served as bond counsel in connection with the issuance by the Commonwealth of Puerto Rico (the
“Commonwealth”) of its $875,000,000 aggregate principal amount of Tax and Revenue Anticipation Notes of the
Commonwealth of Puerto Rico, Series 2007 (the “Notes™). The Notes are dated their initial date of delivery, mature on
July 30, 2007 and bear interest at the rate of 4.50%, payable on July 30, 2007, all as set forth in the Note Resolution
referred to hereinbelow. The Notes are issuable as registered notes without coupons in denominations of $5,000 or any
multiple thereof, in the manner and in accordance with the terms and conditions of the Note Resolution. The Notes are
not subject to redemption prior to maturity.

In our capacity as bond counsel, we have examined the transcript of the proceedings (the “Transcript”) of the
Commonwealth relating to the issuance of the Notes, including, without limitation, Act No. 1 of the Legislature of Puerto
Rico, approved June 26, 1987, as amended by Act No. 139 of the Legislature of Puerto Rico, approved on November 9,
2005 (collectively, the “Act”), and resolutions adopted on October 19, 2006 by the Secretary of the Treasury of Puerto
Rico and approved by the Governor of Puerto Rico (collectively, the “Note Resolution), and such other documents as
we have deemed necessary to render this opinion.

We have also examined a copy of a Note as executed and authenticated. We assume that all other Notes have
been similarly executed and authenticated.

From such examination, we are of the opinion that:
1. The Act is valid.
2. Said proceedings have been validly and legally taken.

3. The Notes have been duly authorized and issued to fund a portion of the projected cash flow
requirements of the Commonwealth’s General Fund in fiscal 2007, which requirements result from timing
differences between expected disbursements and receipts of taxes and revenues, and to repay amounts borrowed by
the Commonwealth under a revolving line of credit (the “Line of Credit”) obtained in advance of the issuance of the
Notes. The Notes are valid and binding obligations of the Commonwealth and are payable (i) first from amounts
drawn under an irrevocable direct-pay Letter of Credit of even date hereof (the “Letter of Credit”) issued by The
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Bank of Nova Scotia, acting through its Hato Rey Branch, BNP Paribas, acting through its San Francisco Branch,
Dexia Credit Local, acting through its New York Branch, Fortis Bank S.A./N.V., acting through its Connecticut
Branch, Banco Bilbao Vizcaya Argentaria S.A., acting through its New York Branch and Banco Santander Central
Hispano, S.A., acting through its New York Branch (collectively, the “Banks”) and (ii) in the event one or more
Banks fail to honor their obligations under the Letter of Credit, from the special fund created by the Act designated
“Special Fund for the Redemption of Tax and Revenue Anticipation Notes” (the “Note Fund”), to the credit of
which Note Fund the Secretary of the Treasury of Puerto Rico is required by and in the manner set forth in the Note
Resolution to deposit all taxes and revenues required to be deposited in the General Fund of the Commonwealth
received after March 31, 2007 and on or prior to June 30, 2007 plus any balance in the General Fund on April 1,
2007 in respect of taxes and revenues received by the General Fund after the date hereof (and if certain coverage
requirements are not met, taxes and revenues so deposited prior to April 1, 2007), subject to certain prior
applications as specified in the Act. Amounts in the Note Fund shall also be applied to pay the Letter of Credit Note
and the Revolving Credit Note (as such terms are defined in the Note Resolution) as provided in the Note
Resolution. The full faith, credit and taxing power of the Commonwealth are not pledged to the payment of the
Notes.

4. The interest on the Notes is excluded from gross income for federal income tax purposes under
Section 103 of the Internal Revenue Code of 1986, as amended (the “Code”), and is not an item of tax preference for
purposes of the federal alternative minimum tax imposed on individuals and corporations. The Notes and the
interest thereon are exempt from state, Commonwealth and local income taxation. We express no opinion as to any
other tax consequences regarding the Notes.

Under the Code, a portion of the interest on the Notes earned by certain corporations may be subject to a federal
corporate alternative minimum tax and interest on the Notes may be subject to a federal branch profits tax imposed on
certain foreign corporations doing business in the United States and to a federal tax imposed on excess net passive
income of certain S corporations.

In giving the opinion set forth in numbered paragraph 4. hereof, we have relied upon, and assumed continuing
compliance with, the Commonwealth’s covenants and the accuracy, which we have not independently verified, of the
representations and certifications of the Commonwealth contained in the Transcript. The accuracy of those
representations and certifications, and the Commonwealth’s continuing compliance with those covenants, may be
necessary for the interest on the Notes to be and to remain excluded from gross income for federal income tax purposes.
Failure to comply with certain of those covenants subsequent to issuance of the Notes may cause interest on the Notes to
be included in gross income for federal income tax purposes retroactively to the date of issuance of the Notes. The
Commonwealth has covenanted to comply with the requirements of the Code to the extent permitted by the Constitution
and laws of the Commonwealth. We are not aware of any provisions of the Constitution or laws of the Commonwealth
that would prevent the Commonwealth from complying with the requirements of the Code.

In rendering the opinions set forth herein, we have assumed the accuracy and truthfulness of all public records
and of all certifications, documents and other proceedings examined by us that have been executed or certified by public
officials acting within the scope of their official capacities and have not verified the accuracy or truthfulness thereof. We
have also assumed the genuineness of the signatures appearing upon such public records, certifications, documents and
proceedings. As to questions of fact material to our opinion, we have relied on representations of the Commonwealth
furnished to us, without undertaking to verify such representations by independent investigation.

It is to be understood that the rights of the holders of the Notes and the enforceability of the Note Resolution
and the Notes may be subject to judicial discretion and valid bankruptcy, insolvency, reorganization, moratorium and
other laws affecting creditors’ rights generally, and subject to general principles of equity (regardless of whether
considered in a proceeding in equity or at law).

Respectfully submitted,

[To be signed “Squire, Sanders & Dempsey L.L.P.”]
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APPENDIX III

DESCRIPTION OF LETTER OF CREDIT BANKS

BANK OF NOVA SCOTIA

The Bank of Nova Scotia (“Scotiabank™ or the “Bank™), founded in 1832, is a Canadian chartered bank
with its principal office located in Toronto, Ontario. Scotiabank is one of North America’s premier financial
institutions and Canada’s most international bank. With 48,000 employees, Scotiabank and its affiliates serve over
10 million customers throughout the world.

Scotiabank provides a full range of personal, commercial, corporate and investment banking services
through its network of branches located in all Canadian provinces and territories. Outside Canada, Scotiabank has
branches and offices in over 50 countries and provides a wide range of banking and related financial services, both
directly and through subsidiary and associated banks, trust companies and other financial firms.

For the fiscal year ended October 31, 2005, Scotiabank recorded total assets of CDN$314.0 billion
(US$265.8 billion) and total deposits of CDN$217.4 billion (US$184.1 billion). Net income for the fiscal year ended
October 31, 2005 equaled CDN$3.209 billion (US$2.717 billion), compared to CDN$2.931 billion (US$2.481
billion) for the prior fiscal year. Amounts above are shown in Canadian dollars and also reflect the United States
dollar equivalent as of October 31, 2005 (1.0000 United States dollar equals 1.1812 Canadian dollars).

For the quarter ended July 31, 2006, Scotiabank recorded total assets of CDN$365.0 billion (US$322.5
billion) and total deposits of CDN$255.2 billion (US$225.5 billion). Net income for the quarter ended July 31, 2006
equaled CDN$936 million (US$827 million), compared to CDN$784 million (US$693 million) for the same period
the prior year. Amounts above are shown in Canadian dollars and also reflect the United States dollar equivalent as
of Monday, July 31, 2006 (1.0000 United States dollar equals 1.1316 Canadian dollars).

Scotiabank will provide to anyone, upon written request, a copy of its most recent annual report, as well as
a copy of its most recent quarterly financial report. Requests should be directed to: The Bank of Nova Scotia, New
York Agency, One Liberty Plaza, 26th Floor, New York, NY, 10006. Attention: Public Finance Department.

The information concerning the Bank contained herein is furnished solely to provide limited introductory
information regarding the Bank and does not purport to be comprehensive. Such information is qualified in its
entirety by the detailed information appearing in the documents and financial statements referenced above.

The delivery of this disclosure information by the Bank shall not create any implication that there has been

no change in the affairs of the Bank since the date hereof, or that the information contained or referred to in this
disclosure information is correct as of any time subsequent to its date.
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BNP PARIBAS

BNP Paribas, together with its consolidated subsidiaries (the “BNP Paribas Group”) is a global financial
services provider, conducting retail, corporate and investment banking, private banking, asset management,
insurance and specialized and other financial activities throughout the world. The BNP Paribas Group is a leading
European provider of corporate and investment banking products and services and a leading provider of private
banking and asset management products and services throughout the world. It provides retail banking and financial
services to over 20 million individual customers worldwide, in particular in Europe and the western United States,
and has offices in more than 85 countries. According to rankings published in July 2005 by The Banker (based on
2004 figures):

* based on total assets, the BNP Paribas Group was the second largest banking group in France, the fourth
largest in Europe and the sixth largest in the world; and

* based on Tier | capital, the BNP Paribas Group was the second, fifth and tenth largest banking group in
France, Europe and the world, respectively.

At December 31, 2005, the BNP Paribas Group had consolidated assets of €1,258.1 billion (compared to
€1,002.5 billion at January 1, 2005), consolidated loans and receivables due from customers of €301.2 billion
(compared to €244.2 billion at January 1, 2005), consolidated items due to customers of €247.5 billion (compared to
€211.5 billion at January 1, 2005) and shareholders’ equity (BNP Paribas Group share including income for 2005) of
€40.7 billion (compared to €32.3 billion at January 1, 2005). Pre-tax net income for the year ended December 31,
2005 was €8.4 billion (compared to €7.1 billion for the year ended December 31, 2004, calculated under 2004
IFRS). Net income, BNP Paribas Group share, for the year ended December 31, 2005 was €5.9 billion (compared to
€4.9 billion for the year ended December 31, 2004, calculated under 2004 IFRS).

The BNP Paribas Group currently has long-term senior debt ratings of “Aa2” with stable outlook from
Moody’s, “AA” with stable outlook from Standard & Poor’s and “AA” with stable outlook from Fitch Ratings.
Moody’s has also assigned the Bank a Bank Financial Strength rating of “B+” and Fitch Ratings has assigned the
Bank an individual rating of “A/B”.

The BNP Paribas Group has three divisions: Retail Banking, Asset Management and Services and
Corporate and Investment Banking, the latter two of which also constitute “core businesses”. Operationally, the
Retail Banking division is itself comprised of two core businesses: French Retail Banking and International Retail
Banking and Financial Services.
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DEXIA CREDIT LOCAL

Dexia Credit Local (“Dexia”) is a subsidiary of the Dexia Group, which was created in 1996. The Dexia
Group is a major European banking organization that is the product of several cross-border mergers. Dexia is an
authentically European bank in terms of both its management organization and the scope of its different lines of
business. The Dexia Group is listed on the Brussels, Paris and Luxembourg stock exchanges. With a stock market
capitalization of over 21 billion euros as of December 31, 2005, the Dexia Group ranks in the top third of the
Euronext 100 companies.

Dexia specializes in the Dexia Group’s first line of business — public and project finance and financial
services for the public sector. Dexia has recognized expertise in local public sector financing and project finance. It
is backed by a network of specialized banks, which employ over 3,000 professionals. Through this network of
subsidiaries, affiliates and branches, Dexia is present in almost all of the countries of the European Union as well as
Central Europe, the United States of America and Canada. Dexia also has operations in Latin America, the Asian-
Pacific Region including Australia, and the countries around the Mediterranean.

Dexia is a bank with its principal office located in Paris, France. In issuing the facility, Dexia will act
through its New York Branch, which is licensed by the Banking Department of the State of New York as an
unincorporated branch of Dexia Credit Local, Paris. Dexia is the leading local authority lender in Europe, funding
its lending activities in 2005 primarily through the issuance of euro and U.S. dollar-denominated bonds. In 2005,
total funding raised by Dexia and Dexia Municipal Agency was 13.2 billion euros.

The Dexia Group is the owner of Financial Security Assurance Holdings Ltd. (“FSA Holdings”), the
holding company for Financial Security Assurance Inc., a leading financial guaranty insurer.

As of December 31, 2005, Dexia had total consolidated assets of 272 billion euros, outstanding medium
and long-term loans to customers of 215.60 billion euros and shareholders’ equity of over 7.48 billion euros (Tier I
plus Tier II), and for the year then ended had consolidated net income of 861 million euros. These figures were
determined in accordance with generally accepted accounting principles in France. Dexia maintains its records and
prepares its financial statements in euros. At December 31, 2005, the exchange rate was 1.0000 euro equals
1.173895 United States dollar. Such exchange rate fluctuates from time to time.

Dexia is rated Aa2 long-term and P-1 short-term by Moody’s, AA long-term and A-1+ short-term by S&P,
and AA+ long-term and F1+ short-term by Fitch.

Dexia will provide without charge a copy of its most recent publicly available annual report. Written
requests should be directed to: Dexia Credit Local, New York Branch, 445 Park Avenue, 7th Floor, New York,
New York 10022, Attention: General Manager. The delivery of this information shall not create any implication
that the information contained or referred to herein is correct as of any time subsequent to its date.
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FORTIS BANK S.A./N.V.

Fortis Bank S.A./N.V. (“Fortis Bank™) conducts the banking activities of Fortis, an international financial
services provider active in the fields of banking, insurance and investment.

Fortis Bank is a wholly-owned indirect subsidiary of Fortis SA/NV and Fortis N.V., whose principal
offices are located in Brussels (Belgium) and Utrecht (the Netherlands) respectively.

Fortis Bank is a commercial bank offering a full range of banking and insurance products and services to a
wide range of customers. In its home market, the Benelux countries, Fortis Bank occupies a leading position. Fortis
is the largest bank in Belgium, the second-largest in Luxembourg, and the fourth-largest in the Netherlands. The
bank had full-time staff of over 41,000 in 2005. Outside its home market, Fortis Bank concentrates on selected
market segments. Its business is subject to examination and regulation by the Belgian Banking and Finance
Commission.

As of December 31, 2005 Fortis Bank had total assets of EUR 639.2 billion.

Fortis Bank's Connecticut branch (the “Connecticut Branch”) has been licensed by the Connecticut
Department of Banking (the “Banking Department”) to conduct a wholesale banking business since October 9,
2002. The Connecticut Branch is subject to examination by the Banking Department and the Federal Reserve Bank
of New York. In addition, the Connecticut Branch is required to file periodic and other reports containing financial
information with the Banking Department and the Federal Reserve Bank of New York.

Additional information, including the Fortis Annual Report for 2005, may be obtained without charge by
each person to whom this Official Statement is delivered upon the written request of any such person to Fortis Bank,
301 Tresser Boulevard, Stamford, Connecticut, 06301. This information is also available at www.Fortis.com.

The financial statements appearing in the Fortis Annual Report for 2005 were prepared in accordance with
International Financial Reporting Standards as adopted by the European Union, which differ from generally
accepted accounting principles in use in the United States.

The information in this page has been obtained from Fortis Bank, which is solely responsible for its
content. The delivery of the Official Statement shall not create any implication that there has been no change in the
affairs of Fortis Bank since the date hereof, or that the information contained or referred to in this page is correct as
of any time subsequent to its date.
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BANCO BILBAO VIZCAYA ARGENTARIA

Banco Bilbao Vizcaya Argentaria (BBVA) is a multinational financial services group based on people. Its
7,456 branches and 95,000 employees provide banking and financial services solutions to a global customer base of
35 million customers in 32 countries, including corporate and consumer lending, credit card services, ATMs,
telephone and Internet banking. Internationally, BBVA provides investment banking and brokerage services,
venture capital, and investment management.

At year-end 2005, BBV A posted a net attributed profit of 3,806 billion euros and total assets were 392,389
billion euros.

The Group’s four business areas include:

Retail Banking in Spain and Portugal: this includes the financial services unit, ie, individual customers,
small companies and businesses in the domestic market, plus consumer finance provided by Finanzia and Uno-e,
mutual and pension fund managers, private banking, the insurance business and BBVA Portugal.

Wholesale Businesses: this area consists of the corporate banking unit, including SMEs, large companies
and institutions in the domestic market. Global Businesses covers the global customer unit, investment banking,

treasury management and distribution. The area also takes care of business and real estate projects.

Business in Mexico and the United States: this area includes the banking, insurance and pension businesses
in Mexico and the United States (including Puerto Rico).

Businesses in South America: this consists of banking, insurance and pension businesses in Argentina,
Bolivia, Chile, Colombia, Ecuardor, Panama, Paraguay, Peru, Dominican Republic, Uruguay and Venezuela.

For further information log on to www.bbva.com
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BANCO SANTANDER CENTRAL HISPANO, S.A.

Banco Santander Central Hispano, S.A. (“BSCH”) was established on March 21, 1857 and incorporated in
its present form by a public deed executed in Santander, Spain, on January 14, 1875, recorded in the Mercantile
Registry (Finance Section) of the Government of the Province of Santander.

BSCH activities comprise a full range of retail, commercial and corporate banking services, including
investment banking, treasury and capital markets and insurance.

As of June 30, 2006 BSCH on a consolidated basis had:

Assets of 818,096 million Euros.

Total managed funds of 976,511 million Euros.
Market capitalization of 71,424 million Euros.
Shareholders’ equity of 38,411 million Euros.

For further details, please access BSCH’s website at www.gruposantander.com. For the website in the
English language, click on the “English” link and access “Information for Shareholders and Investors”.
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