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NEW YORK (Standard & Poor's) Aug. 3, 2015--Standard & Poor's Ratings Services
has lowered its rating on $1.0 billion of Puerto R co Public Finance
Corporation (PFC) series 2011A, 2011B, and 2012A bonds to 'D from'CC
followi ng a paynent default on the bonds as of the close of business Aug. 3,
2015, the first business day following the Aug. 1 stated due date, which fel
on a Saturday. Although a partial paynment of $628,000 in interest was nade
Aug. 3, the anpbunt was far short of the $58 million of principal and interest
due. W assign a rating of 'D to obligations in default of full and tinmely
debt service on their due date, unless we believe that such paynments will be
made within five business days.

This first default by Puerto Rico on tax-supported debt represents a
significant departure fromPuerto Rico's past practice of tinmely funding of
debt service. W believe the default signals severe liquidity distress,

wher eby Puerto Rico nust now choose anong which financial obligations it can
honor, and presages ot her possible defaults as liquidity becones further
constrained during the next few nmonths. The default follows the legislature's
deci sion not to appropriate debt service for these bonds in its fiscal 2016
budget .

In our view, Puerto Rico's decision to deliberately mss the PFC bonds
relatively snmall $58 mllion debt service paynent, conpared to annual revenues
of about $9 billion, indicates that short-termliquidity distress has taken
priority over preserving access to debt nmarkets. W believe the snall
short-terminprovenent in liquidity will cone at the cost of investors
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wor sened perception of Puerto Rico's willingness to pay debt, at a tinme when
Puerto Rico needs cash flow financing to avoid running out of cash in the next
few nonths. Last year Puerto Rico sold $1.2 billion of fiscal 2015 cash fl ow

notes; the $703 nmillion general fund operating deficit recently disclosed for
the fiscal year ended June 30, 2015, has likely placed additional liquidity
pressure on the conmonwealth. W believe the PFC default nay further inpede
Puerto Rico's ability to obtain financing for cash fl ow needs.

W bel i eve these bonds may have been selected due to their limted recourse
for PFC bondhol ders in the event of |egislative non-appropriation; the 2016
budget does appropriate debt service for other series of bonds. In addition
the Aug. 1 PFC paynent represented the start of principal repayment for the
PFC bonds, for $36.3 mllion, and thus an increase in debt service from
previous years' PFC interest-only paynents.
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Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and at ww. spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

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

col umm.
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