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PUERTO RICO PUBLIC FINANCE CORPORATION
2011 Series A Bonds
(Commonwealth Appropriation Bonds)

Puerto Rico Public Finance Corporation (the “Corporation”) is issuing its 2011 Series A Bonds
(Commonwealth Appropriation Bonds) (the “2011 Series A Bonds”) for the purpose of providing for the
repurchase of a portion of its 2004 Series A Bonds (as further described herein), paying interest on the 2011
Series A Bonds through February 1, 2012 and paying costs of issuance of the 2011 Series A Bonds. The 2011
Series A Bonds will be issued under the Trust Agreement dated as of June 1, 2004 (the “Trust Agreement”)
by and between the Corporation and U.S. Bank Trust National Association, as trustee. The 2011 Series A
Bonds are limited obligations of the Corporation payable solely from payments of principal of and interest on
certain promissory notes (the “Notes”) issued by certain departments, agencies, instrumentalities and public
corporations of the Commonwealth of Puerto Rico (the “Authorized Debtors”). The Notes are payable solely
from budgetary appropriations to be made by the Legislature of Puerto Rico pursuant to legislation adopted
by the Legislature of Puerto Rico (the “Appropriation Acts”). The Appropriation Acts require the Office of
Management and Budget of the Commonwealth (the “OMB”) to include in the annual operating budget of the
Commonwealth of Puerto Rico (the “Commonwealth” or “Puerto Rico”) amounts required to pay debt service
on the Notes and certain other notes of the Authorized Debtors. If these budgetary appropriations are made
on a timely basis by the Legislature of Puerto Rico, payments required to be made under the Notes will at all
times be sufficient to pay the principal of and interest on the 2011 Series A Bonds as they become due. The
Legislature of Puerto Rico is not legally bound to appropriate funds for such payments. The 2011 Series A
Bonds will have the following characteristics:

. Interest on the 2011 Series A Bonds will accrue from their date of issuance and will be payable
semiannually on the first (1st) day of August and February, commencing on February 1, 2012, through
the Maturity Date (as defined below).

. The 2011 Series A Bonds consist of one term bond in the principal amount of $242,430,000 maturing on
August 1, 2028 (the “Maturity Date”) (price: 103.406, CUSIP 745291UU6), and will bear interest at the
rate of 6.50% per annum through its Maturity Date (5.70% yield to its par optional redemption date of
August 1, 2016).

o Intheopinion of Squire, Sanders & Dempsey (US) LLP, Bond Counsel, under existing law (i) assuming
continuing compliance with certain covenants and the accuracy of certain representations, interest
on the 2011 Series A Bonds is excluded from gross income for federal income tax purposes and
18 not an ttem of tax preference for purposes of the federal alternative minimum tax imposed on
ndividuals and corporations, and (11) the 2011 Series A Bonds and the interest thereon are exempt
Sfrom state, Commonwealth and local income taxation. Interest on the 2011 Series A Bonds 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.

. The Corporation expects to deliver the 2011 Series A Bonds on or about August 18, 2011.

The 2011 Series A Bonds will not constitute an obligation of the Commonwealth or any of its
political subdivisions or public instrumentalities (other than the Corporation), and neither the
Commonwealth nor any of its political subdivisions or public instrumentalities (other than the
Corporation) will be liable thereon. The Corporation has no taxing power.

Barclays Capital

July 13, 2011



No dealer, broker, sales representative or other person has been authorized by the Corporation or the
Underwriter 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
Corporation or the Underwriter. 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 2011 Series A Bonds by any person in any jurisdiction in which it is
unlawful for such person to make such an offer, solicitation or sale. The delivery of this Official Statement at any
time does not imply that the information contained herein is correct as of any time subsequent to its date. The
information set forth herein has been obtained from the Corporation, the Commonwealth and other official sources
that are believed to be reliable. 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
circumstances, create any implication that there has been no change in the affairs of the Corporation or the
Commonwealth since the date hereof. The Underwriter has provided the following three sentences for inclusion in
this Official Statement. The Underwriter has reviewed the information in this Official Statement in accordance
with, and as part of, its responsibilities to investors under the federal securities laws as applied to the facts and
circumstances of this transaction, but the Underwriter does not guarantee the accuracy or completeness of such
information.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY EFFECT TRANSACTIONS
WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE 2011 SERIES A BONDS
OFFERED HEREBY AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE
OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY
TIME.

il
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$242,430,000
Puerto Rico Public Finance Corporation
2011 Series A Bonds
(Commonwealth Appropriation Bonds)

INTRODUCTORY STATEMENT

This Official Statement of Puerto Rico Public Finance Corporation (the “Corporation”), a subsidiary
of Government Development Bank for Puerto Rico (“Government Development Bank™), provides certain
information in connection with the sale by the Corporation of its $242,430,000 aggregate principal amount of
2011 Series A Bonds (Commonwealth Appropriation Bonds) (the “2011 Series A Bonds”).

This Official Statement incorporates by reference (i) the Commonwealth’s Financial Information and
Operating Data Report, dated April 30, 2011 (the “Commonwealth Report”), (ii) the Comprehensive Annual
Financial Report of the Commonwealth for the fiscal year ended June 30, 2010, prepared by the Department of
the Treasury of the Commonwealth (the “Commonwealth’s Annual Financial Report”), and (iii) the Official
Statement dated June 29, 2011, as supplemented on July 11, 2011, issued by the Commonwealth in connection
with its aggregate $605,105,000 Commonwealth of Puerto Rico, $304,000,000 Series 2011 Public Improvement
Bonds, $52,190,000 Series 2011-D Public Improvement Refunding Bonds, and $245,915,000 Series 2011-E
Public Improvement Refunding Bonds (General Obligation Bonds) (collectively, the “GO OS”), all of which have
been filed by the Commonwealth with the Municipal Securities Rulemaking Board (“MSRB”) through the
Electronic Municipal Market Access System (“EMMA”) (http://emma.msrb.org).

The Commonwealth Report and the GO OS include updated important operating and financial
information about the Commonwealth, including information about its economy, historical revenues and
expenditures of its General Fund, the budget for fiscal year 2012, and the debt of the Commonwealth’s public
sector. Purchasers of the 2011 Series A Bonds should read the Commonwealth Report, and the GO OS in
their entirety.

The Commonwealth’s Annual Financial Report includes the basic financial statements of the
Commonwealth as of and for the fiscal year ended June 30, 2010, together with the independent auditors’ report
thereon (which report expresses an unqualified opinion and includes emphasis of matter paragraphs regarding
investments held by the Commonwealth Retirement Systems which fair values have been estimated in the absence
of readily determinable fair values and the Retirement Systems’ unfunded actuarial accrued liabilities and funded
ratios as of June 30, 2010), dated April 27, 2011, of Deloitte & Touche LLP, certified public accountants. Deloitte
& Touche LLP did not audit the financial statements of certain activities, funds, and component units separately
identified in its report. Those financial statements were audited by other auditors whose reports have been
furnished to Deloitte & Touche LLP, and its opinion as to 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.

Any appendix of an Official Statement or other disclosure document of the Commonwealth or of any
instrumentality of the Commonwealth containing any revision to the Commonwealth Report that is filed with the
MSRB through EMMA, or any new or revised Commonwealth Report or other document containing information
that modifies or supersedes the information contained in the Commonwealth Report that is filed with the MSRB
through EMMA, in each case after the date hereof 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 Report or elsewhere herein shall also be deemed to be modified or
superseded to the extent that a statement contained in any such subsequently filed document modifies or
supersedes such statement. Any such statement so modified or superseded shall not be deemed, except as so
modified or superseded, to constitute a part of this Official Statement. Any filing with the MSRB through EMMA
by the Commonwealth of a document generally containing the same information set forth in its continuing
disclosure reports or financial statements, after the date hereof and prior to the termination of any offering of the
2011 Series A Bonds, shall also 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.



The Commonwealth has entered into a number of continuing disclosure undertakings required under Rule
15¢2-12, as amended (the “Rule”), promulgated by the Securities and Exchange Commission (“SEC”) in
connection with previously issued bonds. Under its existing continuing disclosure undertakings, the
Commonwealth is obligated to file on or before May 1 of each year updates of its financial, operational and
macroeconomic information through the end of the prior fiscal year. The Commonwealth complies with this
continuing disclosure undertaking by filing updates of the Commonwealth Report and by filing the
Commonwealth’s Annual Financial Report for the preceding fiscal year. During the past five years, the
Commonwealth has not complied in all material respects with its obligations under such continuing disclosure
undertakings. In 2011, the Commonwealth complied with its continuing disclosure undertaking relating to fiscal
year 2010. For more information regarding the Commonwealth’s compliance with its continuing disclosure
obligation, see “Prior Continuing Disclosure Non-Compliance” under Continuing Disclosure Undertaking.

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 or the
Commonwealth’s Annual Financial Report. Requests should be directed to Executive Vice President, Government
Development Bank for Puerto Rico, 135 West 50th Street, 22nd Floor, New York, New York 10020, telephone
number (212) 333-0364, or to Vice President - 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 Commonwealth’s Annual Financial Report and the Commonwealth Report may also be
obtained through EMMA at http://emma.msrb.org or by visiting the Government Development Bank’s website at
www.gdbpr.com.

No additional information on the Government Development Bank’s website is deemed to be part of or
incorporated by reference in this Official Statement.

FORWARD-LOOKING STATEMENTS

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 that 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.
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PLAN OF FINANCING

The existing holder of the Refunded Bonds desires to tender them for purchase in exchange for the
2011 Series A Bonds prior to the Mandatory Tender Date described below. The 2011 Series A Bonds are being
issued under a Trust Agreement, dated as of June 1, 2004 (the “Trust Agreement”) by and between the
Corporation and U.S. Bank Trust National Association, as trustee (the “Trustee”), for the purpose of (1)
repurchasing a portion of the 2004 Series A Bonds (as defined below), which refunded bonds are listed below under
the caption Refunded Bonds (all such bonds being refunded with the 2011 Series A Bonds are collectively
referred to as the “Refunded Bonds™), plus accrued interest to the date of such repurchase, (2) paying interest on
the 2011 Series A Bonds through February 1, 2012, and (3) paying the costs of issuing the 2011 Series A Bonds.

The Plan of Financing assumes the issuance by the Corporation of the 2011 Series A Bonds for the purpose
of repurchasing the Refunded Bonds prior to their mandatory tender date of February 1, 2012 (the “Mandatory
Tender Date”) in order to better manage the overall debt service requirements on the outstanding 2004 Series A
Bonds, and to reduce the amount of the outstanding 2004 Series A Bonds subject to mandatory tender on the
Mandatory Tender Date. On the Mandatory Tender Date, the outstanding 2004 Series A Bonds must be tendered for
remarketing by the holders of such bonds. The purchase price of such 2004 Series A Bonds is equal to the principal
amount thereof, plus accrued interest, if any, to the Mandatory Tender Date, and is payable as to principal solely
from the proceeds of such remarketing. Any 2004 Series A Bonds not purchased on the Mandatory Tender Date will



be returned to the holders thereof, remain outstanding, and bear interest at the rate of 8% per annum until such 2004
Series A Bonds are successfully remarketed.

The Refunded Bonds will be repurchased by the Underwriter at a purchase price equal to the par amount
of such Refunded Bonds plus the payment of a premium to par in the amount of $4,149,556.40. Upon such
repurchase, the Refunded Bonds will be delivered to the Trustee for cancellation and will no longer be deemed to
be outstanding or entitled to the benefit of the pledge and lien established by the Trust Agreement or to payment from
the budgetary appropriations described below.

The Refunded Bonds are a portion of the 2004 Series A Bonds, which along with the 2004 Series A
Bonds not being repurchased through the exchange for the 2011 Series A Bonds and the Corporation’s 2004
Series B Bonds (collectively, the “Surviving 2004 Bonds”), were issued under the Trust Agreement for the
purpose of providing the Corporation with the funds to restructure and refund a portion of certain bonds of the
Corporation outstanding in 2004 (the “Pre-2004 Bonds”). The Pre-2004 Bonds were issued for the purpose of
providing the Corporation with the necessary funds to purchase from Government Development Bank several
promissory notes (the “Pre-2004 Notes”) issued in connection with the restructuring and refinancing of certain loans
made by Government Development Bank to the Authorized Debtors pursuant to the terms of the Appropriation
Acts. The Pre-2004 Bonds were issued under several different trust agreements relating to the respective
Appropriation Acts. The Pre-2004 Notes were amended in 2004 to permit the execution and delivery of new
notes (the “Notes”) to provide for the payment of principal and interest of the 2004 Series A Bonds and 2004
Series B Bonds. The 2011 Series A Bonds, along with the Surviving 2004 Bonds, are payable on a parity basis
solely from payments of principal and interest on the Notes. The Notes are payable solely from budgetary
appropriations made by the Legislature of Puerto Rico pursuant to the Appropriation Acts.

The Surviving 2004 Bonds, the 2011 Series A Bonds and any additional bonds issued from time to time
under the Trust Agreement are herein collectively referred to as the “Bonds.” Additional Bonds may be issued
under the Trust Agreement only to (i) refund any Bonds outstanding under the Trust Agreement or any other
bonds payable from budgetary appropriations made under the Appropriation Acts, (ii) fund a Reserve Account, if
applicable, (iii) pay capitalized interest with respect to any such additional Bonds, and (iv) pay the cost of issuance
of such additional Bonds. The Corporation may not issue additional Bonds under the Trust Agreement unless the
amount of principal and interest payable under the Notes, and any other promissory notes of Authorized Debtors
issued in connection with such additional Bonds, are sufficient to pay the principal of and interest on all Bonds
outstanding after the issuance of such additional Bonds. See “Source of Payment and Security for the 2011 Series
A Bonds - Limitation on Additional Bonds.”

The Series 2011 Bonds are limited obligations of the Corporation payable solely from Pledged Revenues
(as defined in the Trust Agreement), consisting of payments of principal of and interest on the Notes and other
amounts deposited to the credit of the “Puerto Rico Public Finance Corporation Restructuring Sinking Fund” (the
“Sinking Fund”) established under the Trust Agreement, including the investment earnings thereon. Payments of
principal and interest under the Notes will be made solely from budgetary appropriations made by the Legislature
of Puerto Rico pursuant to the Appropriation Acts (such budgetary appropriations which relate to the Notes are
referred to as the “Legislative Appropriations”). The Appropriation Acts require the OMB to include in the
Commonwealth’s operating budget submitted annually to the Legislature of Puerto Rico the amounts necessary,
up to certain specified maximums in some cases, to pay the principal of and interest on the Notes and certain other
notes of the Authorized Debtors as they become due. If the Legislative Appropriations are made on a timely basis
each year and in the required amounts, payments of principal and interest required to be made under the Notes will
at all times be sufficient to pay the principal of and interest on the 2011 Series A Bonds as they become due and
payable. The Legislature of Puerto Rico is not legally bound to appropriate funds for such payments. See
“Source of Payment and Security for the 2011 Series A Bonds.”

Descriptions of the Corporation, the Commonwealth, the 2011 Series A Bonds, the Trust Agreement, the
Notes, and certain other documents are included in this Official Statement. Such descriptions do not purport to be
comprehensive or definitive. All references herein to the Trust Agreement and other documents are qualified in
their entirety by reference to each such document. References herein to the 2011 Series A Bonds are qualified in
their entirety by reference to the form thereof. The resolution of the Corporation authorizing the issuance of the
2011 Series A Bonds (the "Resolution") and each of the aforesaid documents are available for inspection at the
offices of the Corporation, located at Roberto Sanchez Vilella Government Center, De Diego Avenue, San Juan,
Puerto Rico 00940.



Capitalized terms not otherwise defined herein are defined in the Trust Agreement.

REFUNDED BONDS

The 2011 Series A Bonds are being issued for the purpose of providing for the repurchase of the
following 2004 Series A Bonds:

Principal Principal

Bonds Refunded Amount Amount to be Interest Rate Mia)t:treity
Outstanding Refunded
2004 Series A $489,480,000 $97,860,000 5.75% 8/1/2027
2004 Series A 24,850,000 500,000 5.00 8/1/2027
2004 Series A 39,035,000 1,000,000 4.10 8/1/2029
2004 Series A 252,765,000 60,445,000 5.25 8/1/2029
2004 Series A 250,000,000 54,950,000 5.25 8/1/2030
2004 Series A 150,000,000 28,325,000 5.25 8/1/2031

Under the Trust Agreement, the Refunded Bonds are not subject to redemption or purchase by the
Corporation prior to the Mandatory Tender Date. By accepting the repurchase of the Refunded Bonds, the
holder of the Refunded Bonds will have consented to the Corporation's early purchase and cancellation

thereof.

The Corporation has contacted certain holders of the outstanding 2004 Series A Bonds to offer to
purchase them. However, the Corporation is not obligated to continue such discussions and negotiations
with holders of 2004 Series A Bonds. The Corporation intends to continue contacting and negotiating with

EARLY REPURCHASE OF REFUNDED BONDS

the holders of 2004 Series A Bonds for their purchase.

CUSIP #

745291RH
745291R]J
745291RK
745291RL
745291RN
745291RM

REPURCHASE OF REFUNDED BONDS AND APPLICATION OF PROCEEDS

The existing holder of the Refunded Bonds desires to tender them for purchase in exchange for the
2011 Series A Bonds prior to the Mandatory Tender Date. Accordingly, the 2011 Series A Bonds will be
issued to repurchase the Refunded Bonds, to pay interest on the 2011 Series A Bonds through February 1,

2012, and pay cost of issuance of the 2011 Series A Bonds.

SOURCES AND USES OF FUNDS

The sources and uses of bond proceeds of the 2011 Series A Bonds are set forth

below.
Sources:
Principal amount of the 2011 Series A Bonds .................. $242,430,000.00
Net original iSSUE PrEMIUM ....ovvvvrnieeeiiiiiiiiiirieeeeeeeeiiieeennn, $8,257,165.80
Funds available from trust accounts
relating to Refunded Bonds.............ocovvviviiiiiiiiiiiiiiiii, $625,139.58
Total SOUICES.....vvviieeeeiiiiiiiiiiceee e $251,312,305.38
Uses:
Repurchase of the Refunded Bonds .............coovvveeeeneenini. $247,854,695.98
Capitalized Interest on the 2011 Series A Bonds ................... $1,140,900.00
Underwriting discount, legal, printing and other costs
of issuance of the 2011 Series A Bonds .......ccooovvvivviiniiniinn.n. $2,316,709.40
Total USES ..oovvvviiiieeeeeeeiieeeeee e $251,312,305.38




PUERTO RICO PUBLIC FINANCE CORPORATION

The Corporation is a subsidiary corporation of Government Development Bank created pursuant to
Resolution No. 5044 of the Board of Directors of Government Development Bank, as amended (“Resolution
No. 5044”), adopted pursuant to the authority granted under Act No. 17 of the Legislature of Puerto Rico, approved
September 23, 1948, as amended. The Corporation is exempt from the payment of any Commonwealth taxes on its
revenues and properties and constitutes an independent governmental instrumentality of the Commonwealth
separate and apart from Government Development Bank. The obligations of the Corporation are not obligations of
Government Development Bank. For additional information regarding the Corporation and Government
Development Bank, see "Public Corporations - Government Development Bank for Puerto Rico" in the
Commonwealth Report.

The Board of Directors of the Corporation consists of the same members of the Board of Directors of the
Government Development Bank consisting of a seven member Board of Directors appointed by the Governor with
the approval of the Council of Secretaries. The Board of Directors consists of the following members serving terms
as indicated:

Member Commencement of Term Expiration Date
Marcos Rodriguez-Ema, Chairman January 15, 2009 September 23, 2011
Juan Carlos Batlle, Vice Chairman March 2, 2011 September 23, 2012
Manuel H. Duboén, Esq. February 2, 2009 September 23, 2012
Juan E. Rodriguez Diaz, Esq. February 20, 2009 September 23,2012
Eduardo Emanuelli-Belaval May 11, 2011 September 23, 2011
Eugenio Torres June 5, 2011 September 23, 2014

The following individuals are currently officers of the Corporation:

Juan Carlos Batlle, President of the Corporation, has been the President of Government Development Bank
since March 2, 2011. Before entering public service, Mr. Batlle served 14 years with distinction as a top executive
for Santander Group in Puerto Rico. He initially joined Santander in 1997 and soon began to move up the corporate
ranks. As part of the Investment Banking Group of Santander Securities Corporation, he served consecutively as
Assistant Vice President in 1999, Vice President in 2001, and Senior Vice President and Director in 2003. Then, in
2005, Mr. Batlle moved on to serve as First Senior Vice President of Banco Santander Puerto Rico and President
and Chief Executive Officer of Santander Asset Management Corporation. Most recently, he went on to serve as
Managing Director of Santander Securities Corporation in 2008. Prior to Santander, Mr. Batlle was with Popular
Securities. Mr. Batlle has also been a member of the Boards of Directors of Santander Securities Corporation,
Santander Asset Management Corporation and the First Puerto Rico Family of Funds. In addition, he has been a
member of the Boards of Directors of the Puerto Rico Tourism Company, the Convention Center District Authority
and the Hotel Development Corporation. He holds a degree in Economics from the College of Literature, Science
and the Arts of the University of Michigan.

José R. Otero-Freiria, Executive Vice President of the Corporation, has been Executive Vice President of
Government Development Bank and Director of Financing since March 2, 2011. Throughout his professional career,
Mr. Otero-Freiria has held various top positions in the financial field, including Manager of Procter & Gamble’s
Finance Department in San Juan, Finance Manager for Guidant Corporation (later Boston Scientific) in Santa Clara,
California, and Director of Institutional Investment Consulting Services at UBS Financial Services in San Juan,
Puerto Rico. Most recently, he served in the Office of the Governor as Advisor for Economic Development and
Finance, and as Deputy Chief of Staff for Public Policy. Mr. Otero-Freiria earned his bachelor’s degree in
Economics with a major in Finance and Accounting from the Wharton School of Business at the University of
Pennsylvania. He later earned his Masters in Business Administration from Stanford University. He is a Certified
Public Accountant.

Zulema E. Martinez-Alvarez, General Counsel of the Corporation, has been Senior Vice President, General
Counsel and Secretary of the Board of Directors since July 13, 2011. Before being named General Counsel of
Government Development Bank, Mrs. Martinez Alvarez was Legal Counsel of the Government Development
Bank. She has also served as Legal Counsel to the Energy Affairs Administration and the Solid Waste Management



Authority. She also served as an Assistant Solicitor General for the Solicitor General Office at the Department of
Justice and as a Law Clerk for the Puerto Rico Court of Appeals. Mrs. Martinez-Alvarez holds a Juris Doctor
degree from the University of Puerto Rico School of Law, a Master’s of Public Health for the University of Puerto
Rico Public Health Graduate School and a bachelor’s degree from the University of Puerto Rico.

Pursuant to Resolution No. 5044, the Corporation has the authority, among other things, to issue bonds and
other obligations for borrowed money payable out of all or any part of funds received in payment of the principal
of and interest on securities of governmental instrumentalities of Puerto Rico purchased by the Corporation or
any other funds or assets of the Corporation as provided by the resolution or trust agreement authorizing the
issuance of its bonds.

As of June 30, 2011, the Corporation had bonds or notes outstanding in the aggregate principal
amount of $1.6 billion. All such bonds and notes, other than the Bonds, are payable from revenues other than the
Pledged Revenues. Except for Bonds which may be issued in the future to refund the Bonds, to refund other bonds
payable from budgetary appropriations made under the Appropriation Acts, to fund a Reserve Account for one or
more series of Bonds, to pay capitalized interest with respect to any such additional Bonds or to fund the costs of
issuance of Bonds, the Corporation may not issue additional bonds payable from Pledged Revenues. The
Corporation may from time to time issue additional bonds and notes, which would be authorized and issued
pursuant to trust indentures or authorizing resolutions separate from and unrelated to the Resolution and the Trust
Agreement and would be secured by revenues other than the Pledged Revenues. See Appendix I — “Copy of the
Trust Agreement”.

THE 2011 SERIES A BONDS

General

The 2011 Series A Bonds are being issued as registered bonds without coupons and will be initially
registered only in the name of Cede & Co., as nominee of The Depository Trust Company ("DTC"), New
York, New York, which will act as securities depository for the 2011 Series A Bonds. The 2011 Series A Bonds
will be available to purchasers in denominations of $5,000 or any integral multiple thereof only under the
book-entry system maintained by DTC through brokers and dealers who are, or act through, DTC Participants
(as defined herein). Purchasers will not receive physical delivery of the 2011 Series A Bonds. So long as any
purchaser is the Beneficial Owner (as defined herein) of a 2011 Series A Bond, such purchaser must maintain
an account with a broker or dealer who is, or acts through, a DTC Participant to receive payment of principal of
and interest on such 2011 Series A Bonds. See "Book-Entry Only System" below.

The 2011 Series A Bonds are being issued pursuant to the Resolution and the Trust Agreement. The 2011
Series A Bonds will be issued in the aggregate principal amount of $242,430,000 and will mature on August 1,
2028 (the “Maturity Date™).

Interest

The 2011 Series A Bonds will bear interest at the rate of 6.50% until the Maturity Date. Interest will
accrue from the date of issuance of the 2011 Series A Bonds, and will be payable semiannually during that
period on the first (1%) day of August and February, commencing on February 1, 2012. Interest will be
calculated on the basis of a 360-day year consisting of twelve 30-day months.

Mandatory Redemption

The 2011 Series A Bonds shall be redeemed in part in the principal amount equal to the Amortization
Requirements as set forth below from moneys in the Sinking Fund at par plus accrued interest, without
premium, in the following years:

Year Amortization

(August 1) Requirement
2027 $154,495,000
2028* $87,935,000

*Final Maturity



Optional Redemption

At the option of the Corporation, and upon at least 30 days’ notice, the 2011 Series A Bonds are subject to
redemption from any moneys available for that purpose (other than moneys set aside with respect to an Amortization
Requirement) prior to maturity, in whole or in part, on any date not earlier than August 1, 2016, as directed by the
Corporation, at a redemption price equal to the par amount to be redeemed, plus accrued interest to the redemption
date, without premium.

Notice and effect of Redemption; Partial Redemption

Any redemption of the 2011 Series A Bonds, either in whole or in part, shall be made upon at least 30 days’
notice by mail to DTC or, if the book-entry only system as described below has been discontinued, by first class
mail, postage prepaid, to all registered owners in the manner and under the terms and conditions provided in the
Trust Agreement. On the date designated for redemption, notice having been given as provided in the Trust
Agreement and moneys for payment of the principal of and redemption premium, if any, and the interest on the
2011 Series A Bonds or portions thereof so called for redemption being held by the Trustee, interest on the 2011
Series A Bonds or portions thereof so called for redemption shall cease to accrue. Subject to certain provisions of
the Trust Agreement, the 2011 Series A Bonds and portions thereof which have been duly called for redemption
under the provisions of the Trust Agreement, or with respect to which irrevocable instructions to call for
redemption or to pay at maturity have been given, and for which sufficient moneys or investments permitted by the
Trust Agreement are held in a separate account for the payment of the principal of and redemption premium, if
any, and the interest on the 2011 Series A Bonds or portions thereof to be paid or redeemed, such 2011 Series A
Bonds shall not be deemed to be Outstanding under the Trust Agreement, and the registered owners thereof shall
have no rights with respect thereto, except to receive payment of the principal thereof and redemption premium, if
any, and the interest thereon from such separate account.

Each notice of redemption shall contain, among other things, the CUSIP identification number of the 2011
Series A Bonds (or portions thereof) being called for redemption, the redemption date and price and the address at
which such 2011 Series A Bonds are to be surrendered for payment of the redemption price. Any defect in such
notice or the failure to mail any such notice to DTC will not affect the validity of the proceedings for the
redemption of any other 2011 Series A Bond.

If less than all the 2011 Series A Bonds of any maturity are called for redemption, the particular 2011
Series A Bonds so called for redemption shall be selected by the Trustee by such method as it deems fair and
appropriate, except that so long as the book-entry only system remains in effect, in the event of any such partial
redemption, DTC shall reduce the credit balances of the applicable DTC Participants with respect to the 2011
Series A Bonds and such DTC Participants shall in turn select those Beneficial Owners (as defined herein)
whose ownership interests are to be extinguished by such partial redemption, each by such method as DTC or such
DTC Participant, as the case may be, in its sole discretion, deems fair and appropriate.

Book-Entry Only System

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the 2011
Series A Bonds. The 2011 Series A Bonds will be issued as fully-registered securities 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. One fully-registered 2011 Series A Bond certificate will be issued for each stated maturity of the 2011
Series A Bonds, each in the aggregate principal amount of such maturity, and will be deposited with DTC. SO
LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE BONDS, AS NOMINEE FOR DTC,
REFERENCES HEREIN TO BONDHOLDERS OR OWNERS OF THE BONDS (OTHER THAN UNDER THE
CAPTION “TAX MATTERS”) SHALL MEAN CEDE & CO. AND SHALL NOT MEAN THE BENEFICIAL
OWNERS OF THE 2011 SERIES A BONDS. If, however, the aggregate principal amount of any issue exceeds
$500 million, one certificate will be issued with respect to each $500 million of principal amount, and an additional
certificate will be issued with respect to any remaining principal amount of such issue.

DTC, the world’s largest securities 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 (the “Exchange Act”). DTC holds and provides asset servicing for over 3.5 million issues of
U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments (from over



100 countries) that DTC’s 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 is the holding
company for DTC, National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which
are registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. 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 (“SEC”). More
information about DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of the 2011 Series A Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the 2011 Series A Bonds on DTC’s records. The ownership interest of
each actual purchaser of the 2011 Series A Bonds (“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 2011 Series A Bonds 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 the 2011 Series A
Bonds, except in the event that use of the book-entry system for the 2011 Series A Bonds is discontinued.

To facilitate subsequent transfers, the 2011 Series A Bonds 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 the 2011 Series A Bonds with DTC and their registration in
the name of Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership. DTC has no
knowledge of the actual Beneficial Owners of the 2011 Series A Bonds; DTC’s records reflect only the identity of
the Direct Participants to whose accounts such 2011 Series A Bonds 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. Beneficial Owners of 2011 Series A Bonds may wish to take certain steps to augment the transmission to
them of notices of significant events with respect to the 2011 Series A Bonds, such as redemptions, tenders,
defaults, and proposed amendments to the 2011 Series A Bonds documents. For example, Beneficial Owners of
2011 Series A Bonds may wish to ascertain that the nominee holding the 2011 Series A Bonds for their benefit
has agreed to obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to
provide their names and addresses to the registrar and request that copies of notices be provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the 2011 Series A Bonds within an issue are
being redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such
issue to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to Bonds
unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its usual procedures,
DTC mails an Omnibus Proxy to the Corporation 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 Bonds are
credited on the record date (identified in a listing attached to the Omnibus Proxy).

Principal, redemption premium, if any, and interest payments on the 2011 Series A Bonds 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 the
Corporation or the Registrar on payable dates 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, the Registrar, or the Corporation, subject
to any statutory or regulatory requirements as may be in effect from time to time. Payment of principal, redemption
premium, if any, and interest to Cede & Co. (or such other nominee as may be requested by an authorized
representative of DTC) is the responsibility of the Corporation or the Registrar, 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.

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

The Corporation cannot and does not give any assurances that DTC, DTC Direct or Indirect Participants
will distribute to the Beneficial Owners of the 2011 Series A Bonds: (i) payments of principal and interest
payments (including redemption payments) with respect to the 2011 Series A Bonds; (ii) confirmation of
ownership interest in the 2011 Series A Bonds; or (iii) notices sent to DTC or Cede & Co., its nominee, as the
registered owner of the 2011 Series A Bonds, or that they will do so on a timely basis, or that DTC or the DTC
Participants will serve and act in the manner described in this Official Statement.

The Corporation, the Trustee, and the Underwriter will have no responsibility or obligation to DTC
Participants, Beneficial Owners or other nominees of such Beneficial Owners for: (i) sending transaction
statements; (ii) maintaining, supervising or reviewing the accuracy of any records maintained by DTC or any
DTC Participant or other nominees of such Beneficial Owners; (Hi) payment or the timeliness of payment
by DTC to any DTC Participant, or by any DTC Participant or other nominees of Beneficial Owners to any
Beneficial Owner, of any amount due with respect to the principal of or interest on 2011 Series A Bonds;
(iv) delivery or timely delivery by DTC to any DTC Participant, or by any DTC Participant or other
nominees of Beneficial Owners to any Beneficial Owners, of any notice or other communication which is
required or permitted under the terms of the Trust Agreement to be given to the registered owners of 2011
Series A Bonds; or (v) any consent given or any action taken by DTC or its nominee as the registered
owner of the 2011 Series A Bonds.

Discontinuance of the Book-Entry Only System

DTC may discontinue providing its services as securities depository with respect to the 2011 Series A
Bonds at any time by giving reasonable notice to the Corporation or the Trustee. Under such circumstances, in the
event that a successor securities depository is not obtained, definitive 2011 Series A Bonds will be printed and
delivered.

The Corporation, in its sole discretion and without the consent of any other person, may terminate the
services of DTC as securities depository with respect to the 2011 Series A Bonds. In such event, definitive 2011
Series A Bonds will be printed and delivered.

In the event that such book-entry only system is discontinued or the Corporation terminates the services of
DTC as securities depository, the following provisions will apply: (i) payments of the principal of and the
interest on the 2011 Series A Bonds will be made in lawful money of the United States of America; (ii)
payments of principal will be made at the principal corporate trust office of the Trustee in New York, New York;
(iii) interest on the 2011 Series A Bonds will be paid by check mailed to the respective addresses of the
registered owners thereof as of the fifteenth day of the month immediately preceding the interest payment date as
shown on the registration books of the Corporation maintained by the Trustee; (iv) the 2011 Series A Bonds will
be issued only as registered bonds without coupons in denominations of $5,000 or any multiple thereof; and (v) the
transfer of the 2011 Series A Bonds will be registrable and the 2011 Series A Bonds may be exchanged at the
principal corporate trust office of the Trustee in New York, New York, upon the payment of any taxes or other
governmental charges required to be paid with respect to such transfer or exchange.



SOURCE OF PAYMENT AND SECURITY FOR THE 2011 SERIES A BONDS

General

Under the Trust Agreement, the Corporation has pledged the Notes (and any other notes that may in the
future be delivered to the Corporation to secure the Bonds) to the Trustee and created a first lien on the Pledged
Revenues for the benefit of the holders of the Bonds, including the 2011 Series A Bonds.

The Bonds are payable solely from and are secured by the Pledged Revenues, consisting of payments of
principal of and interest on the Notes required to be deposited to the credit of the Bond Service Account and
Redemption Account established under the Trust Agreement, any other moneys deposited to the credit of those
Accounts, including investment earnings thereon, and the moneys on deposit in the Surplus Account established
under the Trust Agreement, including investment earnings thereon. See Appendix I — “Copy of the Trust
Agreement.” Notwithstanding any internal allocation by the Corporation as to which Bond proceeds
restructured an Authorized Debtor’s debt, the 2011 Series A Bonds, along with the Surviving 2004 Bonds and
all other Bonds issued under the Trust Agreement, will be secured and payable on a pari passu basis from all
of the Notes as issued pursuant to the Appropriation Acts.

The Bonds do not constitute an obligation of the Commonwealth or any of its political subdivisions or
public instrumentalities (other than the Corporation), and neither the Commonwealth nor any of its political
subdivisions or public instrumentalities (other than the Corporation) shall be liable thereon. The Corporation
has no taxing power.

The Appropriation Acts and the Notes

Each of the Appropriation Acts provides that the Commonwealth, through budgetary appropriations
during a number of fiscal years specified in such Appropriation Act, will pay the principal of and interest on the
Notes. Some of the Appropriation Acts provide that such budgetary appropriations shall not exceed specified
dollar amounts per Commonwealth fiscal year. The aggregate principal and interest installments required to be
paid under the Notes is sufficient to cover the aggregate principal amount of and the aggregate annual amount of
interest payable on the 2011 Series A Bonds, the Surviving 2004 Bonds, and all other bonds issued from time to
time under the Trust Agreement, together with fees, expenses and other amounts payable by the Corporation or the
Trustee. The Notes are a combination of the Act 164 Notes, the Act 85 Notes, the Joint Resolution 523 Notes
and the Act 113 Notes described below. A brief summary of each of the Appropriation Acts follows.

Act 164 of December 17, 2001. Act 164 provides that the Commonwealth, through budgetary
appropriations during a 30 fiscal year period, commencing with fiscal year 2001-2002, will pay the principal of
and interest on all notes covered under Act 164 (the "Act 164 Notes"). Act 164 provides, however, that such
budgetary appropriations shall not exceed $225 million per fiscal year. The Act 164 Notes are payable solely from
budgetary appropriations to be made pursuant to Act 164. Act 164 provides that (i) the Commonwealth shall
honor, by means of budgetary appropriations, the payment of principal of and interest on the Act 164 Notes,
(i1) OMB shall include in the operating budget of the Commonwealth submitted annually to the Legislature of
Puerto Rico in each of the succeeding thirty fiscal years, commencing with fiscal year 2001-02, the amounts
necessary to pay the principal of and interest on the Act 164 Notes, up to a maximum annual amount of $225
million per fiscal year, and (iii) the budgetary appropriations made thereunder may be used only for the
payment of principal of and interest on the Act 164 Notes and related costs, and are not subject to third party
claims.

Act 85 of June 13, 1998. Act 85 provides that the Commonwealth, through budgetary appropriations
during a 28 fiscal year period, commencing with fiscal year 1998-1999, will pay the principal of and interest on
all notes covered under Act 85 (the "Act 85 Notes"). Act 85 provides that the Act 85 Notes may not exceed $425
million in principal amount, may not bear interest at an annual rate in excess of 8% and may not have a final
maturity later than August 1, 2026. The Act 85 Notes are payable solely from budgetary appropriations to be
made pursuant to Act 85. Act 85 provides that (i) the Commonwealth shall honor, by means of budgetary
appropriations, the payment of principal of and interest on the Act 85 Notes, (ii) OMB shall include in the
operating budget of the Commonwealth submitted annually to the Legislature of Puerto Rico in each of the 28
fiscal years commencing with fiscal year 1998-1999, the amounts necessary to pay the principal of and interest on
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the Act 85 Notes, and (iii) the budgetary appropriations made thereunder may be used only for the payment of
principal of and interest on the Act 85 Notes and related costs, and are not subject to third party claims.

Joint Resolution 523 of August 24, 2000. Joint Resolution 523 provides that the Commonwealth, through
budgetary appropriations in each fiscal year, commencing with fiscal year 2001-2002 and ending with fiscal year
2031-2032, will pay the principal of and interest on all notes covered under Joint Resolution 523 (the "Joint
Resolution 523 Notes"). Joint Resolution 523 provides, however, that such budgetary appropriations shall not
exceed $34,900,000 per fiscal year. Joint Resolution 523 also provides that the Joint Resolution 523 Notes may not
bear interest at an annual rate in excess of 8%. The Joint Resolution 523 Notes are payable solely from budgetary
appropriations to be made pursuant to Joint Resolution 523. Joint Resolution 523 provides that (i) the
Commonwealth shall include in the operating budget of the Commonwealth in each of the fiscal years
commencing with fiscal year 2001-2002 and ending with fiscal year 2031-2032, the amounts necessary to pay
the principal of and interest on the Joint Resolution 523 Notes, up to the maximum annual amount specified
above, and (i) the budgetary appropriations made thereunder may be used only for the payment of principal of and
interest on the Joint Resolution 523 Notes and related costs, and are not subject to third party claims.

Act 113 of September 27, 1994. Act 113 provides that the Commonwealth, through budgetary
appropriations made each fiscal year, commencing with fiscal year 1995-1996, will pay the principal of and
interest on all notes covered under Act 113 (the "Act 113 Notes"). Act 113 provides that the Act 113 Notes may
not exceed $310 million in principal amount. The Act 113 Notes are payable solely from budgetary appropriations
to be made pursuant to Act 113. Act 113 provides that (i) the Commonwealth shall honor, by means of
budgetary appropriations, the payment of principal of and interest on the Act 113 Notes, (ii) OMB shall include
in the operating budget of the Commonwealth submitted annually to the Legislature of Puerto Rico in each fiscal
year commencing with fiscal year 1995-1996, the amounts necessary to pay the principal of and interest on the Act
113 Notes, and (iii) the budgetary appropriations made thereunder may be used only for the payment of principal
of and interest on the Act 113 Notes and related costs, and are not subject to third party claims.

The funds to be provided by the Commonwealth to make the payments required under the Notes are
subject to and conditioned upon the appropriation of such funds by the Legislature of Puerto Rico in the annual
budget of the Commonwealth. If all annual budgetary appropriations provided by the Appropriation Acts are
made in full and all payments of principal and interest due under the Notes are timely paid, such payments will be
sufficient to pay the principal of and interest on the Bonds and all other bonds issued from time to time under the
Trust Agreement, as the same become due and payable, together with all amounts payable under the Trust
Agreement. The failure to make annual budgetary appropriations in the amounts required would cause a
shortfall in the moneys available under the Notes to pay principal and interest due on the Bonds.

In the event the budgetary appropriations made under the Appropriation Acts are insufficient in any
fiscal year to pay in full the amounts due and payable on the Notes in such fiscal year, to the extent any amounts
representing the budgetary appropriations are received by the Corporation, such amounts shall be applied

first: to the payment of interest ratably, according to the amount of interest then due and payable under
the Notes; and

second: to the payment of principal ratably, according to the amount of principal then due and payable
under the Notes.

Special Considerations - Bonds are Limited Obligations; Legislature Not Legally Bound to Appropriate;
Investment of Funds

The principal of and redemption premium, if any, and interest on the Bonds will be payable solely from the
Legislative Appropriations made pursuant to the Appropriation Acts and other sources described above. The
Legislature of Puerto Rico is not legally bound to appropriate sufficient amounts to timely pay the
principal of and redemption premium, if any, and interest due on the Bonds. There is no assurance that
sufficient funds will be appropriated or otherwise made available to make such payments on the
Bonds. For a discussion of Puerto Rico's budgetary process, see “Budgetary Process and Payment of
Commonwealth Obligations” below and the Commonwealth Report.
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Bondholders have no legal recourse to require the Legislature of Puerto Rico to appropriate the funds
necessary to timely pay the principal of and redemption premium, if any, and interest due on the Bonds.

Neither the Corporation nor the Commonwealth has ever defaulted on the payment of principal of or
interest on any of its debt.

Pending their application for the payment of principal of and interest on the Bonds on the dates required,
funds on deposit in the Sinking Fund (including funds representing the Legislative Appropriations) shall be
invested by the Trustee as required by the Trust Agreement. Pursuant to the Trust Agreement, such funds may be
invested, among other investments, in an investment agreement with a financial institution which has a long
term debt rating in one of the three highest rating categories by Moody's and Standard & Poor's (without regards
to any gradations within such categories). Losses incurred in connection with such investments may result in a
shortfall in the moneys available to pay principal and interest due on the Bonds. See Appendix I — “Copy of
the Trust Agreement - Investment of Moneys.”

Letter of Credit

Under the Commonwealth's Constitution, if the annual budget of capital expenditures and operating
expenses of the Commonwealth for a fiscal year has not been adopted by the last day of the preceding fiscal
year (June 30), the budget for such preceding fiscal year is automatically renewed for the ensuing fiscal year, until
a new budget for such succeeding fiscal year is approved by the Legislature of Puerto Rico and the Governor.
This means that if the debt service on the Notes for any fiscal year and, therefore, the annual budgetary
appropriation for such fiscal year is less than the debt service on the Notes in the immediately succeeding fiscal
year, then in the case of a delay in the approval of the budget for such succeeding fiscal year, pending approval
of the new budget, the budgetary appropriation that would carry over and be available to meet debt service
on the Notes for such succeeding fiscal year would be insufficient to meet the debt service on the Notes, and
consequently on the 2011 Series A Bonds. See “Budgetary Process and Payment of Commonwealth
Obligations” below.

To cover the risk that in any year until the Maturity Date the budget is not adopted prior to June 30
and the Legislative Appropriation that automatically carries over from the prior fiscal year may be insufficient
to cover fully the debt service payments on the 2011 Series A Bonds during the ensuing Bond Year, on the date
of delivery of the 2011 Series A Bonds, Government Development Bank will issue an irrevocable,
transferable standby letter of credit (the “Letter of Credit”) in favor of the Trustee solely for the benefit of the
owners of the 2011 Series A Bonds. The Letter of Credit will be in a stated amount at any time equal to the
estimated maximum increase from each fiscal year thereafter to the next fiscal year, until the Maturity Date, in
the aggregate debt service on the 2011 Series A Bonds. The Letter of Credit enables the Trustee to draw up to the
full stated amount thereof unless: (i) on or prior to the third Business Day immediately preceding August 1 of each
fiscal year until the Maturity Date it receives written notice from the Corporation to the effect that the operating
budget of the Commonwealth for such fiscal year has been adopted, or (ii) the Trustee has otherwise received
funds representing the full amount of the principal and interest due with respect to the 2011 Series A Bonds
for the Bond Year commencing within such fiscal year.

The Letter of Credit will expire on August 2, 2028.

The stated amount of the Letter of Credit will be reduced by the amount of any drawing thereunder. The
amount of any such drawing will be reinstated upon receipt by Government Development Bank of reimbursement
of the full amount due to it with respect to such drawing. Such reimbursement would occur if the Legislature of
Puerto Rico subsequently appropriates the full amount required to pay debt service on the Notes. If such
appropriation is not made, the Corporation would not have sufficient funds to reimburse Government Development
Bank, and the amount of the drawing under the Letter of Credit would not be reinstated. In such event, holders
of the 2011 Series A Bonds would no longer have the protection intended to be afforded by the Letter of Credit.
The Letter of Credit is not intended to and does not cover the risk that no appropriation is made by the
Legislature of Puerto Rico under any Appropriation Act for any particular fiscal year, or that an
appropriation is made in an amount lower than the amount of debt service on the Notes due with respect to any
fiscal year. If the budget for any fiscal year is adopted but no appropriation for the payment of the Notes is
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included in such budget, or an appropriation is made in an amount lower than the amount of debt service on the
Notes, the Trustee may not make a drawing under the Letter of Credit.

For information with respect to Government Development Bank, as issuer of the Letter of Credit, please
see the Official Statement dated May 12, 2011, for the $650,000,000 Government Development Bank for Puerto
Rico Senior Notes, 2011 Series B (Taxable), which was filed with the MSRB thru EMMA.

The Trust Agreement permits the Corporation to substitute the Letter of Credit or any successor letter of
credit for a letter of credit in the same stated amount, for a term at least as long as the remaining term of the
Letter of Credit or the successor letter of credit being replaced, containing administrative provisions substantially
similar to those of the Letter of Credit and reasonably acceptable to the Trustee and issued by a bank, banking
association or trust company whose long-term debt obligations are rated at the time of issuance of such letter of
credit in one of the three highest rating categories (without regard to any gradations within any such category) by
Standard & Poor’s and Moody’s.

Flow of Funds

Under the Trust Agreement the Corporation agrees to cause the Secretary of Treasury to transfer to the
Trustee, no later than July 15 of each fiscal year while the Bonds are Outstanding, funds representing the portion of
the budgetary appropriations needed for the payment of all amounts due in respect of the Notes (including
principal of and interest on the Bonds) for the immediately succeeding Bond Year (referred to herein as the
“Legislative Appropriation”) for deposit in the Sinking Fund as described below.

Any Legislative Appropriation (or funds received in substitution therefor or with respect to the Notes,
including any moneys received pursuant to a draw under the Letter of Credit) and other funds received by the Trustee,
including any Hedge Counterparty Swap Payments (other than moneys received from draws made under any
Credit Facility or Liquidity Facility, other than the Letter of Credit, which moneys will be deposited in special
subaccounts as provided in the Trust Agreement) for the payment of principal of and interest on the Bonds shall be
deposited in the Sinking Fund in the following order:

first, to the credit of the Bond Service Account, such amount as may be required to make the total amount
then to the credit of the Bond Service Account equal to the sum of (i) the amount of interest then or to become due
and payable on the Bonds of each Series then Outstanding during the Bond Year commencing within the fiscal
year with respect to which such Legislative Appropriation is made or such funds are received; and (ii) the amount
of principal then or to become due and payable not later than July 31 of such Bond Year on the Serial Bonds of
each Series then Outstanding;

second, to the credit of the Redemption Account, such amount as may be required to make the total
amount then to the credit of the Redemption Account in the Bond Year commencing within the fiscal year with
respect to which such Legislative Appropriation is made or such funds are received equal to the Amortization
Requirement for such Bond Year for the Term Bonds of each Series then Outstanding; and

third, to the credit of the Surplus Account, any remaining amount.

Under the Trust Agreement, the Trustee is required to make a draw under the Letter of Credit on the second
Business Day immediately preceding August 1 of any Bond Year unless it receives written notice from the
Corporation prior to such date to the effect that a budget for the fiscal year commencing on the preceding July 1 has
been adopted or it has otherwise received funds representing the full amount of principal and interest due with
respect to the Bonds for such Bond Year.

No Acceleration of the Bonds

The Bonds are not subject to acceleration upon the occurrence of an event of default or otherwise.
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Limitation on Additional Bonds

No additional Bonds may be issued under the Trust Agreement except (i) to refund any Bonds issued
under the Trust Agreement or any other bonds of the Corporation payable from the budgetary appropriations
made under the Appropriation Acts, (ii) to fund a Reserve Account, if applicable, (iii) to pay capitalized interest
with respect to such additional Bonds, or (iv) to pay the costs of issuance of such additional Bonds. All such
additional Bonds will be issued on a parity basis with the 2011 Series A Bonds and will be entitled to the same
benefit and security under the Trust Agreement.

No additional Bonds may be issued unless the amounts of principal and interest payable under the Notes
pledged to the Trustee (assuming timely payments under such Notes) after the issuance of such additional Bonds
are sufficient to pay the principal of and interest on all Bonds outstanding after the issuance of such additional
Bonds as the same become due, together with other amounts required to be paid by the Corporation with respect to
the Bonds, any outstanding Credit or Liquidity Facility, if applicable, or under the Trust Agreement.

Budgetary Process and Payment of Commonwealth Obligations

The fiscal year of the Commonwealth begins on July 1 and ends on June 30 (references herein to a
particular fiscal year are based on the year in which such fiscal year ends). The Governor is constitutionally
required to submit to the Legislature of Puerto Rico an annual budget of capital improvements and operating
expenses of the Commonwealth for the ensuing fiscal year. The annual budget is prepared by OMB, working
with the Planning Board, the Treasury Department, Government Development Bank and other government
offices and agencies. Section 7 of Article VI of the Commonwealth’s Constitution provides: “The
appropriations made for any fiscal year shall not exceed the total revenues, including available surplus,
estimated for said fiscal year unless the imposition of taxes sufficient to cover said appropriations is provided
by law.”

The annual budget, which is developed utilizing elements of program budgeting and zero-base budgeting,
includes an estimate of revenues and other resources for the ensuing fiscal year under (i) laws existing at the
time the budget is submitted and (ii) legislative measures proposed by the Governor and submitted with the
proposed budget, as well as the Governor’s recommendations as to appropriations that in his or her judgment are
necessary, convenient, and in conformity with the four-year investment plan prepared by the Planning Board.

The Legislature of Puerto Rico may amend the budget submitted by the Governor, but may not increase
any items so as to cause a deficit without imposing taxes to cover such deficit. Upon passage by the Legislature
of Puerto Rico, the budget is referred to the Governor, who may decrease or eliminate any item, but may not
increase or insert any new item in the budget. The Governor may also veto the budget in its entirety and return it
to the Legislature of Puerto Rico with objections. The Legislature of Puerto Rico, by a two-thirds majority in each
house, may override the Governor's veto. If a budget is not adopted prior to the end of the fiscal year, the annual
budget for the preceding fiscal year as originally approved by the Legislature of Puerto Rico and the Governor
is automatically renewed for the ensuing fiscal year until a new budget is approved by the Legislature of Puerto
Rico and the Governor. This permits the Commonwealth to continue to make payments of its operating and
other expenses until a new budget is approved.

During any fiscal year in which the resources available to the Commonwealth are insufficient to cover the
appropriations approved for such year, the Governor may take administrative measures necessary to balance the
budget, or make recommendations to the Legislature of Puerto Rico for new taxes, or take any other necessary
action to meet the estimated deficiency, or authorize borrowings under provisions of existing legislation, or take
action which involves a combination of such steps. Any such proposed adjustments shall give effect to the “priority
norms” established by law for the disbursement of public funds in the following order of priority: first, the
payment of the interest on, and amortization requirements for, public debt (Commonwealth general obligation and
guaranteed debt); second, the fulfillment of obligations arising out of legally binding contracts, court
decisions on eminent domain and certain commitments to protect the name, credit and good faith of the
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Commonwealth government; third, current expenditures in the areas of health, protection of persons and
property, education, welfare and retirement systems; and fourth, all other purposes.

The Commonwealth’s Constitution provides that the public debt of the Commonwealth will constitute a
first claim on available Commonwealth revenues. Public debt of the Commonwealth includes general obligation
bonds and notes of the Commonwealth to which the full faith, credit and taxing power of the Commonwealth are
pledged and, according to opinions rendered by the Attorney General of the Commonwealth, also any payments
required to be made by the Commonwealth under its guarantees of bonds and notes issued by its public
instrumentalities. The Bonds do not constitute public debt of the Commonwealth for purposes of the
constitutional provision described above.

For a description of the public debt of the Commonwealth and a more detailed discussion of the
Commonwealth budget, see the Commonwealth Report and the GO OS.

TAX MATTERS

In the opinion of Squire, Sanders & Dempsey (US) LLP, Bond Counsel, under existing law: (i) interest
on the 2011 Series A Bonds 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 2011
Series A Bonds and the interest thereon are exempt from state, Commonwealth of Puerto Rico and local income
taxation. Bond Counsel expresses no opinion as to any other tax consequences regarding the 2011 Series A
Bonds.

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, including those of the Corporation, contained
in the transcript of proceedings and that are intended to evidence and assure the foregoing, including that the
2011 Series A Bonds 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 these representations
and certifications, including those of the Corporation.

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
2011 Series A Bonds 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 may cause loss of such status and result in the interest on the 2011 Series A Bonds being included
in gross income for federal income tax purposes retroactively to the date of issuance of the 2011 Series A
Bonds. The Corporation, among others, has covenanted to take the actions required of it for the interest on the
2011 Series A Bonds 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 2011 Series A
Bonds, 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 2011
Series A Bonds or the market value of the 2011 Series A Bonds.

A portion of the interest on the 2011 Series A Bonds earned by certain corporations may be subject to a
federal corporate alternative minimum tax. In addition, interest on the 2011 Series A Bonds 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
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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 2011 Series A Bonds. Bond Counsel
will express no opinion regarding those consequences.

Payments of interest on tax-exempt obligations, including the 2011 Series A Bonds, are generally
subject to IRS Form 1099-INT information reporting requirements. If a 2011 Series A Bond owner is subject to
backup withholding under those requirements, then payments of interest will also be subject to backup
withholding. Those requirements do not affect the exclusion of such interest from gross income for federal
income tax purposes.

Legislation affecting tax-exempt obligations is regularly considered by the United States Congress and
may also be considered by the state legislatures. Court proceedings may also be filed the outcome of which
could modify the tax treatment of obligations such as the 2011 Series A Bonds. There can be no assurance that
legislation enacted or proposed, or actions by a court, after the date of issuance of the 2011 Series A Bonds will
not have an adverse effect on the tax status of interest on the 2011 Series A Bonds or the market value of the
2011 Series A Bonds.

Prospective purchasers of the 2011 Series A Bonds should consult their own tax advisors regarding
pending or proposed federal and state tax legislation and court proceedings, and prospective purchasers of the
2011 Series A Bonds at other than their original issuance at the respective prices indicated on the inside cover of
this Official Statement should also consult their own tax advisors 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 2011 Series A Bonds ends with the issuance of the
2011 Series A Bonds, and, unless separately engaged, Bond Counsel is not obligated to defend the Corporation
or the owners of the 2011 Series A Bonds regarding the tax status of interest thereon 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 2011
Series A Bonds, under current IRS procedures, the IRS will treat the Corporation as the taxpayer and the
beneficial owners of the 2011 Series A Bonds 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 2011 Series A
Bonds for audit, or the course or result of such audit, or an audit of other obligations presenting similar tax
issues, may affect the market value of the 2011 Series A Bonds.

Original Issue Discount and Original Issue Premium

The determination of whether the 2011 Series A Bonds will be treated as issued with a discount or a
premium for federal income tax purposes is not clear and will depend, in part, on whether the 2011 Series A
Bonds are treated as issued for cash or whether the 2011 Series A Bonds are treated as issued in exchange for
the 2004 Series A Bonds. If the 2011 Series A Bonds are treated as issued in exchange for the 2004 Series A
Bonds, the exchange may be treated as a “recapitalization” within the meaning of Section 368(a)(1)(E) of the
Code (“Recapitalization”). Owners of the 2011 Series A Bonds should consult their own tax advisors with
respect to this issue.

16



Treatment if the Issuance of the 2011 Series A Bonds Constitutes a Recapitalization

If the issuance of the 2011 Series A Bonds constitutes a Recapitalization, an owner’s basis in the 2011
Series A Bonds will generally equal the owner’s basis in the 2004 Series A Bonds (plus any cash paid by such
owner). (In the event the principal amount of the 2011 Series A Bonds received is different than the principal
amount of the 2004 Series A Bonds, these consequences may differ and an owner should consult its own tax
advisor.) If the basis of the 2011 Series A Bonds exceeds the principal amount of the 2011 Series A Bonds,
such excess constitutes amortizable bond premium, the tax consequences of which are set forth below under
“Original Issue Premium.”

If the issuance of the 2011 Series A Bonds constitutes a Recapitalization, the “issue price” of the 2011
Series A Bonds (for purposes of determining whether the 2011 Series A Bonds will be treated as issued with
original issue discount (“OID”)) will be governed by Section 1273 of the Code and will depend, in part, on
whether either the 2004 Series A Bonds or the 2011 Series A Bonds are treated as “part of an issue a portion of
which is traded on an established securities market” within the meaning of Section 1273 of the Code. Owners
of the 2011 Series A Bonds should consult their own tax advisors on this issue. In the event that the stated
redemption price of the 2011 Series A Bonds exceeds the issue price of the 2011 Series A Bonds (or, in certain
cases, an owner’s tax basis in the 2011 Series A Bonds), such excess will constitute OID and will be treated in
the manner set forth below under “Original Issue Discount.”

Treatment if the Issuance of the 2011 Series A Bonds Constitutes an Exchange of the 2004 Series A
Bonds for the 2011 Series A Bonds But Does Not Constitute a Recapitalization

If the issuance of the 2011 Series A Bonds constitutes an exchange of the 2004 Series A Bonds for the
2011 Series A Bonds but does not constitute a Recapitalization, it appears that an owner’s basis will be
determined as described under the caption Tax Matters — Receipt of 2011 Series A Bonds below. If the basis of
the 2011 Series A Bonds exceeds the principal amount of the 2011 Series A Bonds, such excess constitutes bond
premium and will be taxed in the manner set forth below under “Original Issue Premium.”

If the issuance of the 2011 Series A Bonds constitutes an exchange of the 2004 Series A Bonds for the
Series 2011 Series A Bonds but does not constitute a Recapitalization, the “issue price” of the 2011 Series A
Bonds (for purposes of determining whether the 2011 Series A Bonds will be treated as issued with OID) will be
governed by Section 1273 of the Code and will depend, in part, on whether either the 2004 Series A Bonds or
the 2011 Series A Bonds are treated as “part of an issue a portion of which is traded on an established securities
market” within the meaning of Section 1273 of the Code. Owners of the 2011 Series A Bonds should consult
their own tax advisors on this issue. In the event that the stated redemption price of the 2011 Series A Bonds
exceeds the issue price of the 2011 Series A Bonds (or, in certain cases, an owner’s tax basis in the 2011 Series
A Bonds), such excess will constitute OID and will be treated in the manner set forth below under “Original
Issue Discount.”

Treatment if the Issuance of the 2011 Series A Bonds Does Not Constitute an Exchange of the 2004
Series A Bonds for the 2011 Series A Bonds

If the issuance of the 2011 Series A Bonds does not constitute an exchange of the 2004 Series A Bonds
for the 2011 Series A Bonds, it appears that an owner’s basis will be determined as described below under
“Receipt of 2011 Series A Bonds.” If the basis of the 2011 Series A Bonds exceeds the principal amount of the
2011 Series A Bonds, such excess constitutes bond premium and will be taxed in the manner set forth below
under “Original Issue Premium.”

If the issuance of the 2011 Series A Bonds does not constitute an exchange of the 2004 Series A Bonds
for the 2011 Series A Bonds, the “issue price” of the 2011 Series A Bonds (for purposes of determining whether
the 2011 Series A Bonds will be treated as issued with OID) will be governed by Section 1273 of the Code and
will equal the deemed purchase price paid for the 2011 Series A Bonds. In the event that the stated redemption
price of the 2011 Series A Bonds exceeds the issue price of the 2011 Series A Bonds, such excess will constitute
OID and will be treated in the manner set forth below under “Original Issue Discount.”
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Original Issue Discount

As noted above, it is possible that the 2011 Series A Bonds will be treated as issued with OID. Such
Bonds are referred to herein as “Discount Bonds.” For federal income tax purposes, OID accrues to the owner
of a Discount Bond over the period to maturity based on the constant yield method, compounded semiannually
(or over a shorter permitted compounding interval selected by the owner). The portion of OID that accrues
during the period of ownership of a Discount Bond (i) is interest excluded from the owner’s gross income for
federal income tax purposes to the same extent, and subject to the same considerations discussed above, as other
interest on the 2011 Series A Bonds, and (ii) is added to the owner’s tax basis for purposes of determining gain
or loss on the maturity, redemption, prior sale or other disposition of that Discount Bond.

Original Issue Premium

As noted above, it is possible that the 2011 Series A Bonds will be treated as issued with bond
premium. Such Bonds are referred to herein as “Premium Bonds.” For federal income tax purposes, bond
premium is amortized over the period to maturity of a Premium Bond, based on the yield to maturity of that
Premium Bond (or, in the case of a Premium Bond callable prior to its stated maturity, the amortization period
and yield may be required to be determined on the basis of an earlier call date that results in the lowest yield on
that Premium Bond), compounded semiannually. No portion of that bond premium is deductible by the owner of
a Premium Bond. For purposes of determining the owner’s gain or loss on the sale, redemption (including
redemption at maturity) or other disposition of a Premium Bond, the owner’s tax basis in the Premium Bond is
reduced by the amount of bond premium that is amortized 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 Premium Bond
for an amount equal to or less than the amount paid by the owner for that Premium Bond.

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

Receipt of 2011 Series A Bonds

The federal income tax consequences of the receipt of the 2011 Series A Bonds are unclear and will
depend in part on whether the 2011 Series A Bonds are treated as issued for cash or whether the 2011 Series A
Bonds are treated as issued in exchange for the 2004 Series A Bonds. If the 2011 Series A Bonds are treated as
issued in exchange for the 2004 Series A Bonds, the exchange may be treated as a Recapitalization, in which
case an owner that transfers 2004 Series A Bonds in exchange for the 2011 Series A Bonds will generally not
recognize any gain or loss on the exchange to the extent provided in Section 354 of the Code. In such case, an
owner’s basis in the 2011 Series A Bonds will generally equal the owner’s basis in the 2004 Series A Bonds
(plus any cash paid by such owner) and the holding period for the 2011 Series A Bonds will generally include
the holding period for the 2004 Series A Bonds. (In the event the principal amount of the 2011 Series A Bonds
received is different than the principal amount of the 2004 Series A Bonds, these consequences may differ and
an owner should consult its own tax advisor.)

If the issuance of the 2011 Series A Bonds is not treated as a Recapitalization, it appears that an owner
of 2011 Series A Bonds will be treated as (i) selling the 2004 Series A Bonds in a taxable transaction, upon
which gain or loss will be recognized and (ii) purchasing the 2011 Series A Bonds with the proceeds of such
deemed sale, plus any additional cash paid by such owner. The amount of sale proceeds realized on the deemed
sale would be equal to the value of the 2011 Series A Bonds received by such owner (less the amount of any
additional cash paid by such owner). An owner of 2011 Series A Bonds should consult its own tax advisor with
respect to the determination of such value. The basis of the 2011 Series A Bonds would equal the deemed
purchase price of such 2011 Series A Bonds.

Because of the uncertainty of the tax consequences of surrendering the 2004 Series A Bonds and
receiving the 2011 Series A Bonds, owners of the 2011 Series A Bonds are strongly advised to consult their
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own tax advisors with respect to the federal income tax consequences upon their receipt of the 2011 Series

A Bonds.

CONTINUING DISCLOSURE UNDERTAKING

In accordance with the requirements of Rule 15¢2-12, as amended (the “Rule”), promulgated by the
Securities and Exchange Commission (“SEC”), the Corporation and the Commonwealth have agreed for the
benefit of the Beneficial Owners to provide or cause to provide as follows:

1. to file, within 305 days after the end of each fiscal year commencing with the fiscal year ending
June 30, 2010, with the MSRB through EMMA, core financial information and operating data for
the prior fiscal year, including (i) the Commonwealth’s audited financial statements, prepared in
accordance with generally accepted accounting principles in effect from time to time, and (ii)
material historical quantitative data (including financial information and operating data) on the
Commonwealth and its revenues, expenditures, financial operations and indebtedness, in each
case generally found in this Official Statement; and

2. to file in a timely manner, not in excess of ten business days after the occurrence of the event, with
the MSRB through EMMA, notice of the occurrence of any of the following events with respect to
the 2011 Series A Bonds:

a.

b.

principal and interest payment delinquencies;

non-payment related defaults, if material;

unscheduled draws on debt service reserves reflecting financial difficulties;

unscheduled draws on credit enhancements reflecting financial difficulties;

substitution of credit or liquidity facility providers, or their failure to perform;

adverse tax opinions, the issuance by the IRS of proposed or final determinations of taxability,
Notices of Proposed Issue (IRS Form 5701-TEB) or other material notices or determinations
with respect to the tax status of the 2011 Series A Bonds, or other material events affecting the
tax status of the 2011 Series A Bonds;

modifications to rights of the holders (including Beneficial Owners) of the 2011 Series A
Bonds, if material;

bond calls, if material;
defeasances;

release, substitution, or sale of property securing repayment of the 2011 Series A Bonds, if
material;

rating changes;

tender offers;

bankruptcy, insolvency, receivership, or similar proceeding of the Commonwealth;

the consummation of a merger, consolidation or acquisition involving the Commonwealth or
the sale of substantially all of the assets of the Commonwealth, other than in the ordinary
course of business, the entry into a definitive agreement to undertake such action or the
termination of a definitive agreement relating to any such actions, other than pursuant to its
terms, if material; and

the appointment of a successor or additional trustee, or the change of name of a trustee, if
material.

The Corporation will also file, in a timely manner, with the MSRB through EMMA, notice of a failure
by the Commonwealth to provide the required financial and operating information in required under paragraph 1
on or before the specified period.
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The Corporation and the Commonwealth do not undertake to provide any notice with respect to credit
enhancement added after the primary offering of the 2011 Series A Bonds, unless the Commonwealth applies for
or participates in obtaining the enhancement.

Event (c) is included pursuant to a letter from the SEC staff to the National Association of Bond
Lawyers, dated September 19, 1995. However, event (c) may not be applicable since the terms of the 2011 Series
A Bonds do not provide for "debt service reserves." In addition, with respect to the following events:

Events (d) and (e). The Corporation does not undertake to provide any notice with respect to credit
enhancement added after the primary offering of the 2011 Series A Bonds, unless the Corporation applies for or
participates in obtaining the enhancement.

Event (f). For information on the tax status of the 2011 Series A Bonds, see "Tax Matters."

Event (h). The Corporation does not undertake to provide the above-described event notice of a
mandatory scheduled redemption, not otherwise contingent upon the occurrence of an event, if (i) the terms, dates
and amounts of redemption are set forth in detail in this Official Statement, (ii) the only open issue is which 2011
Series A Bonds will be redeemed in the case of a partial redemption, (iii) notice of redemption is given to the
Bondholders as required under the terms of the 2011 Series A Bonds, and (iv) public notice of the redemption is
given pursuant to Securities Exchange Act of 1934 Release No. 34-23856 of the SEC, even if the originally
scheduled amounts are reduced by prior optional redemptions or 2011 Series A Bond purchases.

The Commonwealth expects to provide the information described in paragraph 1(ii) above by filing its
first bond official statement that includes such information for the preceding fiscal year or, if no such official
statement is issued by the 305-day deadline, by filing its Financial Information and Operating Data Report
containing the information described in paragraph 1(ii) above by such deadline.

Event (m). According to the Rule, the event is considered to occur when any of the following occur:
the appointment of a receiver, fiscal agent or similar officer for an obligated person in a proceeding under the
U.S. Bankruptcy Code or in any other proceeding under state or federal law in which a court or governmental
authority has assumed jurisdiction over substantially all of the assets or business of the obligated person, or if
such jurisdiction has been assumed by leaving the existing governing body and officials or officers in possession
but subject to the supervision and orders of a court or governmental authority, or the entry of an order confirming
a plan of reorganization, arrangement or liquidation by a court or governmental authority having supervision or
jurisdiction over substantially all of the assets or business of the obligated person.

The Commonwealth expects to provide the information described in paragraph 1 above by filing its first
bond official statement that includes such information for the preceding fiscal year or, if no such official
statement is issued by the 305-day deadline, by filing a separate document containing such information.

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 Bonds, but the Commonwealth does not undertake to provide any such notice of the
occurrence of any material event except those events listed above.

The Commonwealth and the Corporation acknowledge that their undertaking pursuant to the Rule
described under this heading is intended to be for the benefit of the holders of the 2011 Series A Bonds, including
Beneficial Owners, and shall be enforceable by any such holders or Beneficial Owners; provided that the right to
enforce the provisions of this undertaking shall be limited to a right to obtain specific enforcement of the
Corporation's or the Commonwealth's obligations hereunder, and any failure by the Corporation or the
Commonwealth to comply with the provisions of this undertaking shall not be an event of default with respect to
the 2011 Series A Bonds under the Trust Agreement.

No bondholder or 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
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thereof, unless such bondholder or Beneficial Owner shall have filed with the Corporation and the
Commonwealth written notice of any request to cure such breach, and the Corporation or the Commonwealth, as
applicable, 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 bondholders or
Beneficial Owners of the Outstanding 2011 Series A Bonds benefited by the Covenants, and no remedy shall be
sought or granted other than specific performance of any of the Covenants at issue. Notwithstanding the
foregoing, no challenge to the adequacy of the information provided in accordance with the filings mentioned
above may be prosecuted by any bondholder or Beneficial Owner except in compliance with the remedial and
enforcement provisions contained in the Trust Agreement. Moreover, Proceedings filed by bondholders or
Beneficial Owners against the Commonwealth may be subject to the sovereign immunity provisions of
Article 2 of Law No. 104 of June 29, 1955, as amended (32 L.P.R.A. Section 3077), which governs the scope
of legal actions against the Commonwealth and substantially limits the amount of monetary damages that may
be granted against the Commonwealth.

The Covenants may only be amended if:

a) 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 Corporation
or 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 2011 Series A Bonds, after
taking into account any amendments or change in circumstances; and the amendment does not
materially impair the interests of bondholders or Beneficial Owners, as determined by parties
unaffiliated with the Corporation or the Commonwealth; or

b) all or any part of the Rule, as interpreted by the staff of the Securities and Exchange
Commission at the date of the adoption of such Rule, ceases to be in effect for any reason, and
the Corporation or the Commonwealth, as applicable, elects that the Covenants shall be
deemed amended accordingly.

The Commonwealth has further agreed that the annual financial information containing any amended
operating data or financial information will explain, in narrative form, the reasons for the amendment and the
impact of the change in the type of operating data or financial information being provided.

Any assertion of beneficial ownership must be filed, with full documentary support, as part of the written
request described above.

These Covenants have been made in order to assist the Underwriter in complying with the Rule.
Prior Continuing Disclosure Non-Compliance

The Corporation and the Commonwealth have made similar continuing disclosure undertakings in
connection with prior bond issuances, and have complied with all such covenants, except as hereinafter noted.

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 GASB 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 implementation of GASB 34. The Commonwealth’s
audited financial statements for the fiscal years ended June 30, 2004, 2006, 2007 and 2008 were also filed
after the Commonwealth’s respective filing deadlines of May 1, 2005, 2007, 2008 and 2009, because various
governmental agencies did not submit their audited financial statements to the central government’s external
auditors on time, thereby delaying submission of the Commonwealth’s audited financial statements. The
Commonwealth’s audited financial statements for the fiscal year ended June 30, 2009 were also filed after the
Commonwealth’s filing deadline of May 1, 2010, due to delays in the engagement and transition of new
external auditors, the implementation of new government accounting pronouncements, and the restatement of
the financial statements of certain discretely presented component units. The Commonwealth’s audited
financial statements for fiscal years ended June 30, 2004, 2006, 2007 and 2008 were filed by the end of the
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first quarter of the following fiscal year, while the Commonwealth’s audited financial statements for the
fiscal year ended June 30, 2009 was filed on October 25, 2010.

The Commonwealth Report for the fiscal year ended June 30, 2008 containing the information
described in paragraph 1(ii) above, was filed after the Commonwealth’s filing deadline of May 1, 2009. Such
Commonwealth Report was filed on June 1, 2009. Except for that Commonwealth Report, the Commonwealth
has timely filed the Commonwealth Report for all other fiscal years.

In 2011, the Commonwealth complied with its continuing disclosure undertaking relating to fiscal
year 2010. As of the date of this Official Statement, the Commonwealth is in compliance with its continuing
disclosure filing requirements related to its outstanding general obligation bonds.

The Commonwealth has established new policies and procedures that it believes will ensure full and
timely compliance with all continuing disclosure obligations in the future. Such new policies and procedures
include: (i) the assignment of additional resources from local and international audit firms to those
component units whose financial statements have not been timely provided to the Commonwealth; (ii) the
assignment of dedicated external and internal resources to (a) assist the Central Accounting Division at the
Treasury Department in the preparation of complex financial information that has historically delayed the
audit and (b) provide periodic and consistent follow up on component unit financial statement deliverables
and deadlines; (iii) the execution of a memorandum of understanding between the Treasury Department,
OMB and Government Development Bank for the coordination of all financial statement related tasks and the
designation of Government Development Bank, in its role as fiscal agent, to review and monitor the progress
of certain component units; and (iv) the establishment of an Audit Oversight Committee comprised of the
Treasury Department and Government Development Bank personnel in order to continuously monitor the
status of the audit and the Commonwealth’s financial statements.

UNDERWRITING

The 2011 Series A Bonds are being purchased from the Corporation by the underwriter set forth on the
cover page hereof (the “Underwriter”) at an aggregate discount of $611,883.63 from the initial offering price of
the 2011 Series A Bonds stated in the cover page hereof. Pursuant to a Contract of Purchase and Repurchase by
and between the Corporation and the Underwriter (the “Contract of Purchase and Repurchase”), the
Underwriter agrees to accept delivery of and pay for all of the 2011 Series A Bonds if any are delivered. The
obligation to make such purchase is subject to certain terms and conditions set forth in the Contract of Purchase
and Repurchase, the approval of certain legal matters by counsel and certain other conditions.

LEGAL MATTERS

The proposed form of opinion of Squire, Sanders & Dempsey (US) LLP, Bond Counsel, is attached as
Appendix II to this Official Statement. Certain legal matters will be passed upon for the Underwriter by McConnell
Valdés, LLC, San Juan, Puerto Rico.

LEGAL INVESTMENT
The 2011 Series A Bonds will be eligible for deposit by banks in Puerto Rico to secure public funds and
will be approved investments for domestic insurance companies.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

Samuel Klein & Company, Certified Public Accountants (the “Verification Agent”), will perform and
verify, from the information provided to them, the mathematical accuracy as of the date of the closing of the 2011
Series A Bonds of certain yield calculations as required by Bond Counsel. The Verification Agent will express
no opinion on the assumptions provided to them.
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GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO

As required by Act No, 272 of the Legislature of Puerto Rico, approved May 15, 1945, as amended,
Government Development Bank has acted as financial advisor to the Corporation in connection with the 2011
Series A Bonds offered hereby. As financial advisor, Government Development Bank participated in the selection
of the Underwriter of the 2011 Series A Bonds. The Underwriter has been selected by Government
Development Bank to serve from time to time as underwriter of its obligations and the obligations of the
Commonwealth, its instrumentalities and public corporations. The Underwriter or its affiliates participate in
other financial transactions with Government Development Bank.

RATINGS

Moody’s and Standard & Poor’s have assigned the 2011 Series A Bonds ratings of “Baal” and “BBB-,”
respectively. These 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. 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 either of such ratings may have an adverse effect on the
market prices of the 2011 Series A Bonds.

Such rating agencies were provided with materials relating to the Commonwealth and the 2011 Series A
Bonds and other relevant information, and no application has been made to any other rating agency for the
purpose of obtaining a rating on the 2011 Series A Bonds.

MISCELLANEOUS

The foregoing summaries of or references to the various acts, the 2011 Series A Bonds, the Trust
Agreement, the Resolution, the Notes, the Letter of Credit, the Appropriation Acts and the summaries of or
references to the various acts contained in the Commonwealth Report 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.

Appended to and constituting a part of this Official Statement are (i) a Copy of the Trust Agreement
(Appendix 1), and (ii) the proposed form of opinion of Bond Counsel (Appendix II).

This Official Statement incorporates by reference the Commonwealth Report and the Commonwealth's
Annual Financial Report.

The information set forth in this Official Statement and incorporated herein by reference, except for
information appearing in Book-Entry Only System and in Underwriting herein, was supplied by certain officials
of Government Development Bank, the Corporation and the Commonwealth, in their respective official
capacities, or was obtained from publications of Government Development Bank 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 official documents. The information pertaining to DTC and the
underwriter was supplied by DTC and the underwriter, respectively.

This Official Statement will be filed with the MSRB through EMMA.

PUERTO RICO PUBLIC FINANCE CORPORATION

By: /s/ Juan Carlos Batlle
President
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TRUST AGREEMENT

THIS TRUST AGREEMENT, dated as of June 1, 2004, is by and between the
PUERTO RICO PUBLIC FINANCE CORPORATION (the “Corporation™), a governmental
instrumentality of the Commonwealth of Puerto Rico (the “Commonwealth” or “Puerto Rico™)
and a wholly-owned subsidiary of Govemment Development Bank for Puerto Rico
(“Government Development Bank™) and U.S. BANK TRUST NATIONAL ASSOCIATION,
as trustee, a national banking association organized and existing under the laws of the United
States of America (said bank and any bank, trust company or national banking association
becoming successor trustee under this Agreement being hereinafter called the “Trustee™).

PREAMBLE

FIRST: By Act Number Seventeen (17) of the Legislature of Puerto Rico, approved
September twenty-third (23rd), nineteen hundred forty-eight {(1948), as amended, Government
Development Bank was created as a corporation and a governmental instrumentality of the
Commonwealth, with powers, among others, to create subsidiary or affiliate corporations by
resolution of its Board of Directors, whenever in the opinion of said Board such creation is
advisable or desirable or necessary to carry out the functions or the purposes of Government
Development Bank or the exercise of its powers.

SECOND: By Resolution Number Five Thousand Forty-Four (5044), adopted
December twelfth (12th), nineteen hundred eighty-tour (1984), as amended, of the Board of
Directors of Government Development Bank, the Corporation was created as a subsidiary
corporation of Government Development Bank, constituting an independent governmental
instrumentality of Puerto Rico separate and apart from Government Development Bank.

THIRD: By virtue of said Resolution Number Five Thousand Forty-Four (5044), as
amended, the Corporation is authorized and empowered, among other things, to

(a) purchase, hold, sell, exchange or otherwise dispose of bonds and other obligations
of governmental instrumentalities for such price and on such terms as it shall determine;

(b) borrow money and contract debts for its corporate purposes upon such terms and
conditions as it may from time to time determine, with or without security, dispose of its
obligations evidencing such borrowing, make, execute and deliver trust indentures and other
agreements with respect to any such borrowing, contracting of debt, issvance of bonds, notes,
debentures or other obligations, and by the authority of the Government of Puerto Rico, issue its
bonds, notes, debentures or other obligations in such form, secured in such manner, and subject
to such terms of redemption with or without premium, and sell the same at public or private sale
for such price or prices, all as may be determined by its Board of Directors; and

(9] make and execute agreements, contracts and other instruments necessary or
desirable in the exercise of its powers and functions under said Resolution Number Five
Thousand Forty-Four (5044), as amended, with any person, firm, corporation, Federal agency
and with the Commonwealth and any of its political subdivisions, public agencies and other
public instrumentalities.



FOURTH: By the Acts (as hereinafter defined) the Authorized Debtors (as hereinafter
defined) were required to execute with Government Development Bank the agreements,
promissory notes or financial contracts necessary to recognize, formalize, restructure and/or
refinance (more than once if necessary) the advances, repayment commitments, obligations
and/or loans of such Authorized Debtors with Government Development Bank.

FIFTH: Each of the Acts provides that the Commonwealth’s Office of Management and
Budget shall include in the annual budget of the Commonwealth, the amount necessary to pay
principal, interest and any Additional Payments of the debt obligations of the Authorized Debtors
arising from the restructuring and/or refinancing of the loans, subject to limitations contained in
the respective Acts.

SIXTH: Government Development Bank has previously entered into Debt Restructuring
and Assignment Agreements (the “Assignment Agreements”) with the Authorized Debtors and
the Corporation providing for, among other things, the restructuring and refunding of the loans
by the execution of certain promissory notes (the “Existing Notes™) and providing in the
aggregate for the payment of, among other things, the principal of and interest on the bonds (the
“Prior Bonds™) issued by the Corporation to finance the purchase of the Existing Notes. |

SEVENTH: The Corporation has determined initially to issue Bonds hercunder in the
aggregate initial principal amount of ONE BILLION THREE HUNDRED FIFTY-THREE
MILLION TWENTY-FIVE THOUSAND DOLLARS for the purposes of (a} restructuring and
refunding a portion of the Prior Bonds, (b) refunding interest (but not principal) accrued during
the Fiscal Year ending June 30, 2005, on certain of the Parity Bonds (as hereinafter defined} and
(c) paying certain costs incurred by the Corporation in connection with the issuance of such
Bonds.

EIGHTH: Upon execution and delivery of the Bonds hereunder, the Corporation, the
Government Development Bank and the Authorized Debtors shali enter into Supplemental Debt
Restructuring and Assignment Agreements (the “Supplemental Assignment Agreements™),
providing for (A) the restructuring and refunding of a portion of the Existing Notes by the
execution of certain amendments to the Existing Notes (each such note as amended shall
represent the unrefunded portion of the Prior Bonds and, together with all other notes securing
bonds of the Corporation payable under the Acts, shall be referred to herein as a “Parity Note”
and collectively, as the “Parity Notes™) and, in each case, the execution and delivery of a new
note representing the portion of the Prior Bonds refunded with a portion of the proceeds of the
Bonds (such new note shall be referred to herein as a *“Note” and collectively as the “Notes™) and
(B) in the aggregate the payment of annual installments of principal, interest and Additional
Payments sufficient to pay in each Fiscal Year (without duplication): (i) the interest, principal,
redemption premium, if any, and Accreted Value or Appreciated Value of the Bonds which is
due and payable in the Bond Year commencing within such Fiscal Year (whether at maturity, in
connection with an Amortization Requirement, upon redemption or otherwise) (with interest
payable on Variable Rate Bonds calculated at the maximum rate specified in such Bonds) less
any amounts available in the Sinking Fund for the payment of such amounts in such Bond Year;
(i1} any fees, expenses or other amounts becoming due and payable in such Bond Year to the
provider, if applicable, of a Credit Facility or a Liquidity Facility (each a “Facility’’} under the
agreement relating to such Facility or any amounts required to reimburse a Facility provider for
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payments made under any such Facility in respect of the Bonds and not theretofore reimbursed;
(i1i) all Corporation Swap Payments (if applicable) expected to be due and payable for such
Bond Year (to the extent not already included in the portion corresponding to interest on the
Bonds); (iv) the amounts required to be deposited to the credit of the Reserve Account (if
applicable) established under the Trust Agreement in such Bond Year, including any amounts
required to cure any deficiency therein; (v) any fees or reimbursement for expenses payable to
the Trustee under this Trust Agreement; (vi) any amount then due by Corporation to the Hedge
Counterparty (if applicable) for breakage cost or other termination payment under the terms of
any Swap Agreement (if applicable); and (vii) any other amount becoming due and payable in
such Bond Year in respect of the Bonds or becoming due and payable under the provisions of
this Trust Agreement.

NINTH: The Corporation has determined to provide for the issuance of additional
refunding Bonds on a parity with the Bonds initially issued under the provisions hereof for the
purpose of (A) providing funds, together with any other available funds, for refunding any Bonds
outstanding hereunder, any Prior Bonds and any other bonds payable from Budgetary
Appropriations, either in whole or in part, including the payment of any redemption premium
thereon and the interest to accrue to the date fixed for redemption, (B) paying the cost of
issuance of such additional refunding Bonds, (C) making a deposit to the Reserve Account (if
applicable), and (D) paying capitalized interest on such additional refunding Bonds.

TENTH: The Notes securing the Bonds to be issued hereunder are payable, on a parity
with the Parity Notes, from annual appropriations to be made by the Legislature of Puerto Rico
pursuant to the Acts.

ELEVENTH: The Corporation has determined that the Bonds to be issued hereunder,
the certificate of authentication by the Trustee to be endorsed on all such Bonds and the form of
assignment shall be, respectively, in substantially the forms set forth in the resolution of the
Board authorizing the issuance of such Bonds.

WHEREAS, the execution and delivery of this Agreement have been duly authonized by
resolution of the Corporation; and

WHEREAS, all acts, conditions and things required by the Puerto Rican Federal
Relations Act, the Constitution and laws of the Commonwealth, and the rules and regulations of
the Corporation to happen, exist and be performed precedent to and in the execution and delivery
of this Agreement have happened, exist and have been performed as so required in order to make
this Agreement a legal, valid and binding trust agreement for the secunty of the Bonds to be
issued hereunder enforceable in accordance with its terms; and

WHEREAS, the Trustee has accepted the trusts created by this Agreement and in
evidence thereof has joined in the execution hereof;

NOW, THEREFORE, THIS AGREEMENT WITNESSETH, that in consideration of
the premises, of the acceptance by the Trustee of the trusts hereby created, and of the purchase
and acceptance of the Bonds issued hereunder by the holders thereof, and for the purpose of
fixing and declaring the terms and conditions upon which the Bonds are to be issued, executed,



authenticated, delivered, secured and accepted by all persons who shall from time to time be or
become Holders thereof, and in order to secure: (i) the payment of the Bonds issued and at any
time Qutstanding hereunder and the interest and premium, if any, thereon according to their
tenor, purport and effect; (it) all Reimbursement Obligations of the Corporation to a provider of a
Credit Facility or Liquidity Facility pursuant to its Reimbursement Agreement (if applicable);
(ii1) all obligations of the Corporation to any Hedge Counterparty under any Swap Agreement (if
applicable) (the Holders of the Bonds, any provider of a Credit Facility or Liquidity Facility and
the Hedge Counterparty are referred to coliectively as the “Secured Parties™); and (iv) the
performance and observance of all the covenants, agreements and conditions therein and herein
contained, the Corporation has executed and delivered this Agreement and does hereby assign
and pledge to the Trustee all of its right, title and interest in and to the Pledged Revenues (as
hereinafter defined) for the benefit of the Secured Parties, and does hereby constitute: (1) a first
lien on all of the Corporation’s right, title and interest in and to (A) such portion of the amounts
paid and to be paid in respect of the Notes that are required under the terms of this Agreement to
be deposited to the credit of the Bond Service Account and the Redemption Account, (B) the
Hedge Counterparty Swap Payments, if any, (C) all moneys and investments on deposit to the
credit of the Bond Service Account and the Redemption Account, and (D) all investment
carnings on the foregoing, for the equal and ratable benefit of (1) the Holders from time to time
of the Bonds, as security for the payment of the Bonds and the interest and premium, if any,
thereon and any other amount payable hereunder and in respect of the Bonds and as security for
the satisfaction of any other obligation assumed by it in connection with such Bonds (for the
equal and proportionate benefit and security of all and singular the present and future Holders of
the Bonds, without preference, priority or distinction as to lien or otherwise, except as otherwise
hereinafier provided, of any one Bond over any other Bond by reason of priority in the issue, sale
or negotiation thereof or otherwise), (11) the provider of a Credit Facility or Liquidity Facility as
security for all obligations of the Corporation under any Reimbursement Agreement (if
applicable), including without limitation, for the payment of any Reimbursement Obligations
thereunder, and (I11) any Hedge Counterparty (if applicable), as security for the obligations of the
Corporation under any Swap Agreement; (2) a first lien on all of the Corporation’s right, title and
interest in and to (A) such portion of the amounts paid and to be paid in respect of the Notes that
are required under the terms of this Agreement to be deposited to the credit of the Surplus
Account and any sub-account in the Reserve Account (if applicable), (B) all moneys and
investments on deposit to the credit of the Surplus Account, and any sub-account in the Reserve
Account (if applicable), and (C) all investment earnings on the foregoing, for the equal and
ratable benefit of (1) the Holders from time to time of Bonds (or the particular Series of Bonds
for which each such sub-account in the Reserve Account is applicable), as security for the
payment of such Bonds and the interest and premium, if any, thereon and any other amount
payable hereunder and in respect of such Bonds and as security for the satisfaction of any other
obligation assumed by it in connection with such Bonds (for the equal and proportionate benefit
and security of all and singular the present and future Holders of such Bonds, without preference,
priority or distinction as to lien or otherwise, except as otherwise hereinafter provided, of any
one such Bond over any other such Bond by reason of priornty in the issue, sale or negotiation
thereof or otherwise) and (II) the provider of a Credit Facility or Liquidity Facility, as security
for all obligations of the Corporation under any Reimbursement Agreement (if applicable),
including without limitation for the payment of any Reimbursement Obligations thereunder (but,
with respect to (x) amounts paid and to be paid in respect of the Notes, which amounts are



required to be deposited in any sub-account in the Reserve Account, and (y) all moneys,
nvestments and investment earnings to the credit of such sub-account, such lien shall be only for
the benefit of the provider of a Credit Facility or Liquidity Facility which is issued for the benefit
of the Holders of Bonds for which such sub-account in the Reserve Account is established); and
(3) a second lien (subject and subordinated to the first lien established under clause (2) above) on
all of the Corporation’s right, title and interest in and to (A) such portion of the amounts paid and
to be paid in respect of the Notes that are required under the terms of this Agreement to be
deposited to the credit of the Surplus Account and any sub-account in the Reserve Account (if
applicable), (B) all moneys and investments on deposit to the credit of the Surplus Account and
any sub-account in the Reserve Account {if applicable), and (C) all investment earnings on the
foregoing, for the benefit of any Hedge Counterparty as security for the obligations of the
Corporation under any Swap Agreement {if applicable) (but, with respect to {x) amounts paid
and to be paid in respect of the Notes, which amounts are required to be deposited in any sub-
account in the Reserve Account, and (y) all moneys, investments and investment earnings to the
credit of such sub-account, such lien shall apply only to the extent that such Swap Agreement is
for the benefit of the Holders of Bonds for which such sub-account in the Reserve Account is
applicable); all as provided herein, and it is mutually agreed and covenanted by and between the
parties hereto, as follows:

ARTICLE L.

DEFINITIONS

SECTION 101. Definitions As used in this Agreement, except as otherwise defined
below, words and terms shall have the meanings ascribed to them in the recitals to this
Agreement. In addition, the following words and terms shall have the following meanings,
unless some other meaning is plainly intended:

“Accreted Value” shall mean with respect to any Capital Appreciation Bond or Capital
Appreciation and Income Bond (i) as of any Valuation Date, the amount set forth for such date in
the resolution authonzing such Capital Appreciation Bond or Capital Appreciation and Income
Bond and (ii) as of any date other than a Valuation Date, the sum of (a) the Accreted Value on
the preceding Valuation Date (or, if there is no preceding Valuation Date, the initial principal
amount) and (b) the product of (1) a fraction, the numerator of which is the number of days
having elapsed from the preceding Valuation Date (or from the original issue date if there is no
preceding Valuation Date) and the denominator of which is the number of days from such
preceding Valuation Date {or from the original issue date if there is no preceding Valuation
Date) to the next succeeding Valuation Date and (2) the difference between the Accreted Values
for such Valuation Dates (or between the initial principal amount and the Accreted Value on the
first Valuation Date).

“Acts” shall mean (i) Act Number One Hundred Sixty-Four (164) of the Legislature of
Puerto Rico, approved December seventeenth (17™), two thousand one (2001) (“Act 164™); (ii)
Act Number Eighty-Five (85) of the Legislature of Puerto Rico, approved June thirteenth (1 3™,
nineteen hundred ninety-cight (1998) (*Act 85”); (i11) Joint Resolution Five Hundred Twenty-
Three (523) of the Legislature of Puerto Rico, approved August twenty-fourth (24™), two
thousand (2000) (“Joint Resolution 523™); (iv) Act Number One Hundred Thirteen (113) of the
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Legislature of Puerto Rico, approved September twenty-seventh (27™), nineteen hundred ninety-
four (1994) (“Act 113”); and (v) any other Act or Joint Resolution of the Legislature of Puerto
Rico which authorizes the issuance of bonds which are refunded in whole or in part with the
proceeds of Bonds issued hereunder.

“Additional Payments™ shall mean (A) any payments required to be made under any
interest rate swap agreement; (B) termination payments under interest rate swap agreements or
investment agreements; (C) required deposits to a debt service reserve fund; (D) redemption
premiums; {E) trustee fees; (F) letter of credit fees; and (G) any other payment required to be
made under a bond of the Corporation or this Agreement.

“Agreement” shall mean this Trust Agreement, together with all agreements
supplemental hereto as herein permitted.

“Allocable Share”™ shall mean that percentage (determined from time to time by the
Corporation in its absolute discretion and certified to the Trustee by the President or any Vice
President of the Corporation at the time Bonds are issued hereunder) which represents the
proportion that the principal amount of Bonds issued hereunder to refund a particular series of
Prior Bonds bears to the aggregate principal amount of Bonds Qutstanding hereunder.

“Amortization Requirement” shall mean, for the Term Bonds of any Series for any
Bond Year, the principal amount fixed or computed for the retirement by purchase or redemption
of Term Bonds in such Bond Year.

The Amortization Requirement for the Term Bonds of each Series shall be initially in the
respective principal amounts for each Bond Year as fixed in a resolution of the Corporation
adopted prior to the issuance of the Bonds of such Series, and the aggregate amount of such
Amortization Requirements for the Term Bonds of such Series shall be equal to the aggregate
principal amount of the Term Bonds of such Series.

If at the close of any Bond Year the total principal amount of Term Bonds of any Series
retired by purchase or redemption, or called for redemption under the provisions of Section 403
of this Agreement during such Bond Year, shall be in excess of the amount of the Amortization
Requirement for the Term Bonds of such Series for such Bond Year, then the amount of the
Amortization Requirement for the Term Bonds of such Series shall be reduced for such
subsequent Bond Years in such amounts aggregating the amount of such excess as shall be
determined by the President in an order filed with the Trustee on or before the fifteenth (15th)
day of the August following the close of such Bond Year.

It shall be the duty of the Trustee, on or before the 15th day of each Bond Year, to
compute the Amortization Requirement for the then current Bond Year for the Term Bonds of
each Series then Qutstanding. The Amortization Requirement for the then current Bond Year
shall continue to be applicable during the balance of such current Bond Year and no adjustment
shall be made therein by reason of Term Bonds purchased or redeemed or called for redemption
during such current Bond Year.

“Appreciated Value” shall mean, with respect to any Capital Appreciation and Income
Bond (i) up to the Interest Commencement Date set forth in the resolution of the Board providing
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for the issuance of such Bond, an amount equal to the Accreted Value of such Bond and (ii) as of
any date of computation on and after the Interest Commencement Date, an amount equal to the
Accreted Value of such Bond on the Interest Commencement Date.

“Assignment Agreements” shall have the meaning provided in the recitals hereof.

“Authorized Debtors” shall mean (i) the Department of Health of the Commonwealth of
Puerto Rico, (ii) the Department of the Treasury of the Commonwealth of Puerto Rico, (ii1) the
Puerto Rico Infrastructure Finance Authority, (iv) the Puerto Rico Solid Waste Authority, (v) the
Puerto Rico Aqueduct and Sewer Authority, (vi) the Puerto Rico Land Authority, (vii) the Puerto
Rico Sugar Corporation, (viii) the Office for the Improvement of Public Schools, (ix) the Puerto
Rico Maritime Shipping Authority, (x) the Housing Bank and Finance Agency of Puerto Rico
and its successor in interest, the Puerto Rico Housing Finance Authority, (xi) the Hotel
Development Corporation and (xii) any other debtor of the Corporation or the Government
Development Bank for which the Corporation has issued Prior Bonds.

“Beneficial Owner” shall mean, whenever used with respect to a Bond, the person in
whose name such Bond is recorded as the beneficial owner of such Bond by a Participant on the
records of such Participant or such person’s subrogee.

“Board” shall mean the Board of Directors of the Corporation as constituted from time
to time and which shall be the Board of Directors of Government Development Bank as provided
by Resolution Number Five Thousand Forty-Four (5044), adopted December twelfth (12th),
nineteen hundred eighty-four (1984) by the Board of Directors of Government Development
Bank, as amended, or, if said Board shall be abolished, the board or body succeeding to the
principal functions thereof or to whom the powers of the Corporation shall be given by law.

“Bond Service Account” shall mean the account of that name established in the Sinking
Fund under Section 401 hereof.

“Bond Year” shall mean the period commencing on the first day of August of any year
and ending on the last day of July of the following year.

“Bondholder,” “Holder,” “holder,” “Holder of Bonds,” or “Owner” or any similar
term, shall mean any person who shall be the registered owner of any Outstanding Bond or
Bonds.

“Bonds” or “bonds” shall mean the bonds of the Corporation issued under the
provisions of Sections 207 and 208 hereof.

“Budgetary Appropriation” shall mean the funds appropriated by the Legislature of
Puerto Rico in the annual budget of capital improvements and operating expenses of the
Commonwealth for any Fiscal Year for the payment of the Notes and the Parity Notes pursuant
to the provisions of the Acts or, in the case such budget of the Commonwealth for any Fiscal
Year has not been approved by the commencement of such Fiscal Year, untif such budget is
approved, the funds representing the amounts which had been appropriated in the budget of the
Commonwealth for the previous Fiscal Year for the payment of the Notes and the Parity Notes



pursuant to the provisions of the Acts in accordance with Article VI, Section 6 of the
Constitution of the Commonwealth.

“Business Day” shall mean a day other than a Saturday, Sunday or a day on which
commercial banks in the City of New York, New York, or San Juan, Puerto Rico, are closed to
the public.

“Capital Appreciation Bonds” shall mean any Bonds the accruing interest on which is
compounded periodically on each of the dates designated for compounding in the resolution
authorizing said Bonds and payable in an amount equal to the then current Accreted Value only
at the maturity, earlier redemption or other payment date therefor, all as so provided by such
resolution, and which may be either Serial Bonds or Term Bonds.

“Capital Appreciation and Income Bonds” shall mean any Bonds the accruing interest
on which is not paid prior to the Interest Commencement Date specified in the resolution
authorizing such Bonds and the Appreciated Value for such Bonds is compounded periodically
on the dates designated in such resolution prior to the Interest Commencement Date for such
Capital Appreciation and Income Bonds, and which may be either Serial Bonds or Term Bonds.

“Capitalized Interest Sub-account™ shall mean the sub-account of that name
established in the Bond Service Account under Section 401 hereof.

“Corporation Swap Payments™ shall mean the net payments required to be made by the
Corporation to the Hedge Counterparty under a Rate Swap (if applicable).

“Credit Facility” shall mean an irrevocable letter of credit, policy of municipal bond
insurance, guaranty, purchase agreement, credit agreement or similar facility in which the person
providing such facility irrevocably agrees to provide funds to make payment of the principal of,
premium, if any, and interest on Bonds to which such Credit Facility relates.

“DTC” shall mean The Depository Trust Company, a limited purpose trust company
organized under the laws of the State of New York, and its successors and assigns.

“Existing Notes™ shall have the meaning provided in the recitals hereof.
“Facility” shall have the meaning provided in the recitals hereof.

“Fiscal Year” shall mean the period commencing on the first day of July of any year and
ending on the Tast day of June of the following year.

“GDB Letter of Credit” shall mean each of the irrevocable, transferable standby letters
of credit issued by Government Development Bank in favor of the Trustee solely for the benefit
of the holders of the Bonds of one or more Series.

“GDB Reimbursement Agreement” shall mean each of the Letter of Credit and
Reimbursement Agreements between the Corporation and Government Development Bank dated
June Twenty-Eighth (28™), two thousand four (2004) relating to a GDB Letter of Credit and any



additional Letter of Credit Agreement between the Corporation and Government Development
Bank relating to a GDB Letter of Credit.

“Government Obligations™ shall mean (i) direct obligations of, or obligations the timely
payment of principal of and the interest on which are unconditionally guaranteed by, the United
States Government, (ii} direct obligations of, or obligations the principal of and interest on which
are unconditionally guaranteed by, any of the following: Banks for Cooperatives, Federal Farm
Credit Banks, Federal Home Loan Banks, Export-Import Bank of the United States, Federal
Financing Bank, Government National Mortgage Association, Farmer’s Home Administration,
Federal Home Loan Mortgage Corporation, Federal National Mortgage Association or Federal
Housing Administration, and which obligations are rated at the time of purchase in the highest
rating category by both Moody’s and S&P, (iii) all other obligations issued or unconditionally
guaranteed as to principal and interest by an agency or instrumentality controlled or supervised
by and acting as an instrumentality of the United States Government pursuant to authority
granted by the Congress, which obligations are rated at the time of purchase in the highest rating
category by both Moody’s and S&P and (1v) receipts evidencing the ownership of payments of
principal of or interest on any of such obligations, which receipts are rated in the highest rating
category by both Moody’s and S&P.

“Hedge Counterparty” shall mean the provider of any Rate Swap with respect to the
Bonds as counterparty under a Swap Agreement which provider must have a rating with respect
to its long-term unsecured debt which is rated in one of the three highest rating categories
(without regard to any gradation within such category) by S&P or Moody’s.

“Hedge Counterparty Swap Payments” shall mean the net payments required to be
made by a Hedge Counterparty to the Corporation under a Rate Swap.

“Interest Commencement Date” shall mean, with respect to any Capital Appreciation
and Income Bond, the date specified in the resolution providing for the issuance of such Bond
after which interest accruing on such Bond shall be payable on a periodic basis, with the first
such payment date being the applicable Interest Payment Date immediately succeeding such
Interest Cammencement Date.

“Interest Payment Dates” shall mean the dates on which interest on a Series of Bonds
or portion thereof 1s scheduled to be due and payable, as is provided by a resolution of the Board
adopted prior to the issuance of such Senes of Bonds.

“Interim Bonds” shall mean any Bonds issued on an interim basis that are expected to
be repaid from the proceeds of Bonds or other indebtedness.

“Investment Agreement” shall mean any agreement for the investment of moneys
entered into by the Trustee with a Qualified Financial Institution or collateralized at all times by
Government Obligations having a market value at least equal to the principal amount of such
agreement, as to which collateral the Trustee has a perfected first priority security interest, which
collateral is held by the Trustee or its agent free and clear of claims by third parties and which
collateral will result in the agreement being rated in the highest rating category by both Moody’s
and S&P.



“Investment Obligations™ shall mean (i) Government Obligations, (ii) time deposits,
certificates of deposit or similar arrangements with, or banker’s acceptances issued by, any bank,
banking association or trust company, including the Trustee, the deposits of which are insured by
the Federal Deposit Insurance Corporation having a combined capital and surplus aggregating
not less than ONE HUNDRED FIFTY MILLION DOLLARS ($150,000,000) and reported
deposits of not less than TWO HUNDRED FIFTY MILLION DOLLARS ($250,000,000), (iii)
repurchase agreements with banks mentioned in (ii) above, including the Trustee, or with
primary government dealers having a capital and surplus in excess of ONE HUNDRED FIFTY
MILLION DOLLARS ($150,000,000), with respect to any of the securitics mentioned in (i)
above, provided such securities are on deposit with the Trustee (or any duly appointed agent of
the Trustee) and such agreements are structured as sale purchase agreements rather than secured
loans, (iv) obligations issued by the Commonwealth or any state or territory of the United States,
which are rated in one of the three highest rating categories (without regard to any gradations
within such category) by both Moody’s and S&P, (v) municipal obligations, the payment of the
principal of and the interest on which is insured, which are rated in one of the three highest rating
categories (without regard to any gradations within such category) by both Moody’s and S&P,
{(vi) commercial paper rated, or backed by a letter of credit or line of credit the provider of which
is rated, in the highest rating category (without regard to any gradations within such category) by
both Moody’s and S&P, (vii) an Investment Agreement, (viii) money market accounts of any
state, Commonwealth or federally chartered bank, banking association, trust company or
subsidiary trust company, including the Trustee, that is rated or whose parent bank is rated in the
highest short-term rating category or in the highest long-term rating category by Moody’s or
S&P (without regard to any gradations within such category) or money market funds registered
under the Investment Company Act of 1940, as amended, whose shares are registered under the
Securities Act of 1933, as amended, and having a rating by S&P of “AAAmMG” or “AAAmM”, (ix)
units of beneficial interest in any non-arbitrage investment program pools created by
Government Development Bank or any of its subsidiaries or affiliates, (x) any obligation
permitted under the laws of the Commonwealth which are rated in one of the three highest rating
categories {without regard to any gradations within such category) by both Moody’s and S&P,
and (xi) any securities otherwise permitted as eligible collateral under Act Number Sixty-Nine
(69) of the Legislature of Puerto Rico, approved August fourteen (14), nineteen hundred ninety-
one {1991), as amended.

“Legislative Appropriation” shall mean the Budgetary Appropriations appropriated by
the Legislature of Puerto Rico for the payment of the Notes pursuant to the provisions of the
Acts or, in the case such budget of the Commonwealth for any Fiscal Year has not been
approved by the commencement of such Fiscal Year, until such budget is approved, the funds
representing the Budgetary Appropriations appropriated in the budget of the Commonwealth for
the previous Fiscal Year for the payment of the Notes pursuant to the provisions of the Acts in
accordance with Article V1, Section 6 of the Constitution of the Commonwealth.

“Liquidity Facility” shall mean a letter of credit, policy of municipal bond insurance,
guaranty, purchase agreement or similar facility in which the person providing such facility
agrees to provide funds to pay the purchase price of Put Bonds upon their tender by the Holders
of Put Bonds.
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“Maximum Difference” shall mean, with respect to any Series of Bonds, the maximum
mcrease from one Fiscal Year to the next (through the date specified in the resolution authorizing
such Series of Bonds) in the aggregate debt service on such Bonds.

“Moody’s” shall mean Moody’s Investors Service, Inc., a corporation organized and
existing under the laws of the State of Delaware, its successors and their assigns, and, if such
corporation shall be dissolved or liquidated or shall no longer perform the functions of a
securities rating agency, “Moody’s” shall be deemed to refer to any other nationally recognized
securities rating agency designated by the Corporation.

“Notes” shall mean the promissory notes of the Authorized Debtors executed in
connection with the refunding of all or a portion of the outstanding Prior Bonds pursuant to the
Supplemental Assignment Agreements, and pledged to the Trustee pursuant to this Agreement.

“Qutstanding” when used with reference to the Bonds shall mean, as of any date of
determination, all Bonds theretofore authenticated and delivered except:

(i) Bonds theretofore cancelled by the Trustee or delivered to the Trustee for
cancellation;

(i1) Bonds paid or Bonds that are deemed paid and no longer outstanding, as provided
herein,

(i11) Bonds in lieu of which other Bonds have been issued pursuant to the provisions
hereof relating to Bonds destroyed, mutilated, stolen or lost, unless evidence satisfactory to the
Trustee has been received that any such Bond is held by a bona fide purchaser;

(iv)  Bonds tendered or deemed tendered, as provided in the resolution of the Board for
any Series of Bonds; and

(v) for purposes of any consent or other action to be taken hereunder by the Holders
of a specified percentage principal amount of Bonds, Bonds actually known by the Trustee to be
held by or for the account of the Corporation.

“Parity Bonds” shall mean bonds of the Corporation issued pursuant to the Acts and
secured by one or more Panity Notes.

“Parity Notes™ shall have the meaning provided in the recitals hereof.

“Participant” shall mean cach broker-dealer, bank or other financial institution for
which DTC or any other Securities Depository holds securities as a Securities Depository.

“Pledged Revenues” shall mean all of the Corporation’s right, title and interest in and to
(i) all amounts paid and to be paid in respect of the Notes, (i1) all moneys and Investment
Obligations on deposit to the credit of the Sinking Fund, (i11) the Hedge Counterparty Swap
Payments, if any, and (iv) all investment earnings on the foregoing.

“Prior Bonds™ shall have the meaning provided in the recitals hereof.
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“Predecessor Bonds” of any particular bond means every previous bond evidencing all
or a portion of the same debt as that evidenced by such particular bond; and, for purposes of this
definition, any bond authenticated and delivered under Section 211 of this Agreement in lieu of a
mutilated, destroyed or lost bond shall be deemed to evidence the same debt as the mutilated,
destroyed or lost bond.

“President” shall mean the President of the Corporation, or if there is no President, then
the person designated by the Board or by the bylaws of the Corporation to perform the functions
of the President.

“Principal Corporate Trust Office™ or “principal corporate trust office” of the Trustee
shall mean the principal corporate trust office of the Trustee, at which, at any particular time, its
corporate trust business shall be administered, except that with respect to presentation of Bonds
for payment or for registration of transfer or exchange and the location of the bond registration
books, such term shall mean the office or agency of the Trustee, if different, at which, at any
particular time, its corporate agency business shall be conducted.

“Put Bonds” shall mean Bonds that by their terms may be tendered by and at the option
of the Holder thereof for payment prior to the stated maturity thereof.

“Qualified Financial Institution® shall mean the Federal National Mortgage
Association, or any bank, trust company or national banking association, or a corporation subject
to registration with the Board of Governors of the Federal Reserve Systern under the Bank
Holding Company Act of 1956, as amended, or any govemment secunties dealer, insurance
company or other financial institution, in each case whose unsecured obligations or
uncollateralized long term debt obligations (or obligations guaranteed by its parent entity) shall
at all times during the term of the Investment Agreement issued by such Qualified Financial
Institution have been assigned a rating by S&P and Moody’s in one of the three highest rating
categories (without regard to any gradations within any such category), or which has issued a
letter of credit, contract or agreement in support of debt obligations which at all times shall have
been so rated.

“Rate Swap” shall mean any interest rate swap arrangement between the Corporation
and a Hedge Counterparty pursuant to any Swap Agreement and related documentation,

“Rating Agencies” shall mean S&P and Moody’s.

“Redemption Account” shall mean the account of that name established in the Sinking
Fund under Section 401 hereof.

“Reimbursement Agreement” shall mean any letter of credit and reimbursement
agreement or other similar agreement to pay the amounts due to the provider of a Credit Facility
or a Liquidity Facility between the Corporation and any provider of a Credit Facility or a
Liquidity Facility.

“Reimbursement Obligation™ shall mean all amounts payable by the Corporation to a
provider of a Credit Facility or Liquidity Facility pursuant to its agreement with such provider,
including any fees payable and expenses reimbursable to such provider.
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“Reserve Account” shall mean the account of that name which may be established in the
Sinking Fund under Section 405 hereof.

“Reserve Account Insurance Policy” shall mean the insurance policy, surety bond or
other evidence of insurance deposited to the credit of the Reserve Account in lieu of or in partial
substitution for cash or securities on deposit therein, which policy, bond or other evidence of
insurance constitutes an unconditional senior obligation of the issuer thereof. The issuer thereof
shall be a municipal bond insurer whose senior debt obligations, ranking pari passu with its
obligations under such policy, bond or other evidence of insurance, are rated, at the time of
deposit for the credit of the Reserve Account, in any of the three highest rating categories
(without regard to any gradations within any such category) by Moody’s and S&P.

“Reserve Account Letter of Credit” shall mean the irrevocable, transferable letter of
credit deposited to the credit of the Reserve Account in lieu of or in partial substitution for cash
or securities on deposit therein, which letter of credit constitutes an unconditional senior
obligation of the issuer thereof. The issuer of such letter of credit shall be Government
Development Bank or a banking association, bank or trust company or branch thereof whose
senior debt obligations, ranking pari passu with its obligations under such letters of credit are
rated at the time of deposit to the credit of the Reserve Account, in any of the three highest rating
categories (without regard to any gradations within any such category) by Moody’s and S&P.

“S&P” means Standard & Poor’s Ratings Services, a division of The McGraw-Hill
Companies, Inc., a corporation organized and existing under the laws of the State of New York,
its successors, its assigns, and, if such corporation shall be dissolved or liquidated or shall no
longer perform the functions of a securities rating agency, “S&P” shall be deemed to refer to any
other nationally recognized securities rating agency designated by the Corporation.

“Secretary” shall mean the Secretary or Assistant Secretary of the Corporation from
time to time, or if there is no secretary or assistant secretary, then any person designated by the
Board or by the bylaws of the Corporation to perform the functions of the Secretary.

“Securities Depository” means DTC, or any other depository trust company {or any of
its designees) appointed for the Bonds.

“Serial Bends” shall mean the Bonds designated as serial bonds in the resolutions
authorizing such Bonds.

“Series” shall mean all of the Bonds authenticated and delivered at one time on original
issuance and pursuant to any resolution authorizing such Bonds as a separate Series of Bonds, or
any Bonds thereatter authenticated and delivered in lieu of or in substitution for such Bonds
pursuant to Article II hereof, regardless of variations in maturity, interest rate or other provisions.

“Series 2004 Bonds” shall mean the Puerto Rico Public Finance Corporation 2004 Series
A Bonds and 2004 Series B Bonds.

“Sinking Fund” shall mean the “Puerto Rico Public Finance Corporation Restructuring
Sinking Fund,” a special fund created and designated by Section 401 hereof.

13-



“Successor Letter of Credit” shall have the meaning provided in Section 1306 hereof.

“Supplemental Assignment Agreements” shall have the meaning provided in the
recitals hereof.

“Surplus Account” shall mean the account of that name established in the Sinking Fund
under Section 401 hereof.

“Swap Agreement” shall mean any Interest Rate Swap Agreement between the
Corporation and a Hedge Counterparty relating to the Bonds.

“Term Bonds” shall mean the Bonds designated as term bonds in the resolutions
authorizing such Bonds.

“Trustee” shall mean the person named as the “Trustee” in the first paragraph of this
Agreement until a successor Trustee shall have become such, and thereafter “Trustee” shall mean
or include each person who is then a Trustee hereunder.

“Valuation Date” shall mean, with respect to any Capital Appreciation Bond or Capital
Appreciation and Income Bond, the date or dates set forth in the resolution authorizing such
bonds on which Accreted Values are assigned to the Capital Appreciation Bonds or Capital
Appreciation and Income Bonds.

“Variable Rate Bonds™ shall mean Bonds issued with a variable, adjustable, convertible
or similar interest rate that is not fixed in percentage at the date of issue for the term thereof.

SECTION 102. Miscellaneous. Words of the masculine gender shall be deemed and
construed to include correlative words of the feminine and neuter genders. Words defined in
Section 101 hercof that appear in this Agreement in lower case shall have the meanings ascribed
to them in the definitions in Section 101 unless the context shall otherwise indicate. The words
“Bond,” “bond,” “Owner,” “Holder,” “holder” and “person” shall include the plural as well as
the singular number unless the context shall otherwise indicate. The word “person” shall include
corporations, firms and associations, including public bodies, as well as natural persons, unless
the context shall otherwise indicate. The word “Bond” or “Bonds” shall mean any Bond or
Bonds or all of the Bonds, as the case may be, issued under the provisions of this Agreement,

ARTICLE IL

FORM, EXECUTION, AUTHENTICATION, DELIVERY,
EXCHANGE AND REGISTRATION OF BONDS

SECTION 201. Limitation on Issuance of Bonds. No Bonds may be issued under the
provisions of this Agreement except in accordance with the provisions of this Article.

SECTION 202. Form of Bonds. The Bonds issued under the provisions of this
Agreement shall be in the forms set forth in the resolution of the Board providing for the
issuance of such Bonds, and may reflect, without limitation, provisions for Capital Appreciation
Bonds, Capital Appreciation and Income Bonds, Interim Bonds, Variable Rate Bonds, and Put

-14 -



Bonds. All such Bonds may have endorsed thereon such legends or text as may be necessary or
appropriate to conform to any applicable rules and regulations of any governmental authority or
of any securities exchange on which the Bonds may be listed or traded or any usage or
requirement of law with respect thereto or as may be authorized by the Corporation and
approved by the Trustee.

SECTION 203. Details of Bonds. The Bonds shall be issued in fully registered form.

The Bonds of a Series shall be payable, with respect to interest, principal and premium, if
any, in any coin or currency of the United States of America which at the time of payment is
legal tender for public and private debts (or other coin or currency provided for in the resolution
authorizing the issuance of the particular Series). The principal of Bonds shall be payable only
to the Holder or his legal representative at the principal corporate trust office of the Trustee and
at such other office or agency of any paying agent as the Board may designate from time to time
upon the presentation and surrender of the Bonds (except as otherwise contemplated in Section
212 hereof).

The Bonds of each Sertes shall be dated as provided in the resolution of the Board
authorizing such Series; shall bear interest, which may be fixed or variable at the rates provided
in the resolution of the Board authorizing such Series, from the Interest Payment Date next
preceding the date on which they are authenticated, unless avthenticated on an Interest Payment
Date, in which event they shall bear interest from such Interest Payment Date, or unless
authenticated before the first Interest Payment Date in which event they shall bear interest from
their date; provided, however, that if at the time of authentication of any Bond interest is in
default, such Bond shall bear interest from the date to which interest has been paid. Unless
otherwise provided in the resolution of the Board approving any series of bonds, interest on the
bonds shall be computed on the basis of a three hundred sixty (360) day year of twelve (12)
thirty (30) day months.

Capital Appreciation Bonds shall bear interest as described under the defined term
Accreted Value, payable only upon redemption or maturity thereof, and Capital Appreciation and
Income Bonds shall bear interest as described under the defined term Appreciated Value, payable
from and after the Interest Commencement Date or upon the prior redemption thereof.

Prior to the issuance of Variable Rate Bonds, the Board shall adopt a resolution
specifying, without limitation, the interest rate calculation methods and any conversion features,
and any Credit Facility or any Liquidity Facility which may be drawn upon to make principal
and interest payments on the Variable Rate Bonds. The Variable Rate Bonds may provide that
the Holder of any such Bond may demand payment of principal and interest within a stated
peniod after delivering notice to a designated agent for the Corporation and providing a copy of
the notice with the tender of the Variable Rate Bond to such agent. The designated agent for the
Corporation, in accordance with the terms of a remarketing agreement, may provide for the
resale or redelivery of the Variable Rate Bonds on behalf of the Corporation at a price provided
for in such agreement. If the Variable Rate Bonds shall not be resold or redelivered within a
stated period, the agent for the Corporation may be authorized to draw upon a previously
executed Credit Facility or Liquidity Facility for payment of interest and principal for a
particular series of Variable Rate Bonds to which such Credit Facility or Liquidity Facility shall
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pertain. The particular form or forms of such demand provisions, the period or periods for
payment of principal and interest afier delivery of notice, the appointment of the agent for the
Corporation, the terms and provisions for the remarketing agreement, and the terms and
provisions of the Credit Facility or Liquidity Facility shall be as designated by a resolution of the
Board pertaining to the Variable Rate Bonds to which such terms and provisions are applicable
prior to the issuance thereof. Prior to the issuance of Put Bonds, the Board shall adopt a
resolution which may provide for some of the above terms and provisions.

The interest rate of any Bonds shall not exceed the applicable maximum legal rate per
annum. Subject to the provisions of Section 212 hereof, interest on the Bonds shall be payable
by check mailed to the registered Holder thereof by the Trustee or any other paying agents
appointed by the Corporation at the address shown on the registration books of the Corporation
held by the Trustee at the close of business on the fifteenth (15th) day (whether or not a business
day) of the calendar month preceding an Interest Payment Date or such other date as may be
established by the resolution authorizing the issuance of such Bonds; provided that to the extent
provided in the resolution authorizing the issuance of such Bonds interest shall be payable by
wire transfer.

The Bonds shall be lettered and numbered in such manner and shall be in the
denominations provided in the resolutions of the Board authorizing their issuance. In the event
that interest is not punctually paid or duly provided for, such interest shall forthwith cease to be
payable to the Holder shown on the registration books held by the Trustee at the close of
business on the fifteenth (15th) day of the calendar month preceding such Interest Payment Date
and may be paid to the person in whose name Bonds are registered at the close of business on a
special record date to be fixed by the Trustee, on a special payment date designated by the
Trustee, notice having been given by the Trustee to the Holders not less than ten (10} days prior
to such special record date or may be paid at any time in any other lawful manner not
inconsistent with the requirements of any securities exchange on which Bonds may be listed and
upon such notice as may be required by such exchange, or as more fully provided for in the
resolution of the Board authorizing the issuance of the Bonds. The above procedure for the
payment of defaulted interest overdue may be varied in resolutions of the Board authorizing the
issuance of particular Series of Bonds.

The Bonds shall be signed in the name of the Corporation by the President or with his
facsimile signature or by the Executive Vice President or with his facsimile signature and the
corporate seal of the Corporation shall be impressed or a facsimile of such seal shall be imprinted
on the Bonds and attested by the Secretary or his facsimile signature. In case any officer whose
signature or a facsimile of whose signature shall appear on any Bonds shall cease to be such
officer before the delivery of such Bonds, such signature or such facsimile shall nevertheless be
valid and sufficient for all purposes as if he had remained in office until such delivery, and also
any Bonds may bear the facsimile signature of or may be signed by such persons as at the actual
time of the execution of such Bonds shall be the proper officers to sign such Bonds although on
the date of such Bonds such persons may not have been such officers.

SECTION 204. Authentication of Bonds. Only such of the Bonds as shall have
endorsed thereon a certificate of authentication substantially in the form set forth in the
resolution of the Board authorizing the issuance thereof, duly executed by the Trustee, shall be
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entitled to any benefit or security under this Agreement. No Bond shall be valid or become
obligatory for any purpose or be entitled to any benefit or security under this Agreement unless
and until such certificate of authentication shall have been duly executed by the Trustee, and
such certificate of the Trustee upon any such Bond shall be conclusive evidence that such Bond
has been duly authenticated and delivered under this Agreement. The Trustee’s certificate of
authentication on any Bond shall be deemed to have been duly executed if signed by an
authorized signatory of the Trustee, but it shall not be necessary that the same signatory sign the
certificate of authentication on all of the Bonds that may be issued hereunder at any one time.

SECTION 205. Exchange and Registration of Transfer. Bonds, upon surrender
thereof at the principal corporate trust office of the Trustee, together with an assignment duly
executed by the Holder or his attorney or legal representative in the form set forth on the Bonds
or such other form as may be satisfactory to the Trustee, may, at the option of the Holder thereof,
be exchanged for an equal aggregate principal amount (maturity amount in the case of Capital
Appreciation Bonds or Capital Appreciation and Income Bonds) of Bonds of the same Series and
maturity, of any denomination or denominations authorized by this Agreement, and bearing
interest at the same rate, in the same form as the Bonds surrendered for exchange.

The Trustee shall keep books at its principal corporate trust office for the registration of
and for the registration of transfers of the Bonds as provided in this Agreement. The transfer of
any Bond may be registered only upon the books kept for the registration of and registration of
transfers of Bonds upon surrender thereof to the Trustee together with an assignment duly
executed by the Holder or his attorney or legal representative in the form of the assignment set
forth on the Bonds or such other form as may be satisfactory to the Trustee. Upon any such
registration of transfer, the Corporation shall execute and the Trustee shall authenticate and
deliver in exchange for such Bond a new Bond or Bonds registered in the name of the transferee,
of any denomination or denominations authorized by this Agreement, in an aggregate principal
amount equal to the principal amount (maturity amount in the case of Capital Appreciation
Bonds or Capital Appreciation and Income Bonds) of such Bond, of the same Series and
maturity and bearing interest at the same rate.

In all cases in which Bonds shall be exchanged or transferred hereunder, the Corporation
shall execute and the Trustee shall authenticate and deliver at the earliest practicable time Bonds
in accordance with the provisions of this Agreement. The Corporation or the Trustee may make
a charge for every such exchange or registration of transfer of Bonds sufficient to reimburse it
for any tax or other governmental charge required to be paid with respect to such exchange or
registration of transfer, but no other charge shall be made to any Holder for exchanging or
registering the transfer of Bonds. Any Bond surrendered in any such exchange or transfer shall
be cancelled by the Trustee as provided in Section 304 hereof. Neither the Corporation nor the
Trustee shall be required to make any such exchange or registration of transfer of any Bond
during the fifieen (15) days immediately preceding the date of mailing of notice of any
redemption of such Bond, or afier a Bond or any portion thereof has been selected for
redemption.

If any Bonds are 1ssued for sale in any taxable market outside of the Commonwealth, the
Trustee shall register such Bonds or any transfer or exchange thereof only in accordance with
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any restrictions on transferability that may be set forth in the resolution of the Board providing
for the issuance of such Bonds.

SECTION 206. Ownership of Bonds. As to any Bond, the person in whose name the
same shall be registered shall be deemed and regarded as the absolute owner thereof for ali
purposes, and payment of or on account of the principal of and premium, if any, and interest on
any such Bond shall be made only to the Holder thereof or his legal representative. All such
payments shall be valid and effectual to satisfy and discharge the liability upon such Bond,
including the premium, if any, and interest thereon, to the extent of the sum or sums so paid.

Any Holder of any Bond is hereby granted power to transfer absolute title thereto by
assignment thereof to a bona fide purchaser for value (present or antecedent) without notice of
prior defenses or equities or claims of ownership enforceable against his assignor or any person
in the chain of title and before the maturity of such Bond. Every prior Holder of any Bond shall
be deemed to have waived and renounced all of his equities or rights therein in favor of every
such bona fide purchaser, and every such bona fide purchaser shall acquire absolute title thereto
and to all rights represented thereby.

SECTION 207. Authorization of Initial Series of Bonds. There shall be initially
issued under and secured by this Agreement two Series of Bonds of the Corporation. One Series
shall be designated “Puerto Rico Public Finance Corporation 2004 Series A Bonds™ (the “2004
Series A Bonds”) and shall be issued in the aggregate initial principal amount of ONE BILLION
TWO HUNDRED SIX MILLION ONE HUNDRED THIRTY THOUSAND DOLLARS
($1,206,130,000). The second Series shall be designated “Puerto Rico Public Finance
Corporation 2004 Series B Bonds” (the “2004 Series B Bonds”) and shall be issued in the
aggregate principal amount of ONE HUNDRED FORTY-SIX MILLION EIGHT HUNDRED
NINETY-FIVE THOUSAND DOLLARS ($146,895,000). The Series 2004 Bonds shall be
issued for the purposes set forth in the resolutions of the Board authorizing the Series 2004
Bonds. The terms of such Bonds including, but not limited to, interest rates, Amortization
Requirements, redemption provisions and maturity dates and the disposition of the proceeds of
the Series 2004 Bonds shall be as provided in the resolutions of the Board authorizing the Series
2004 Bonds.

Each of the Sertes 2004 Bonds shall be executed in the form and manner set forth in the
resolutions of the Board providing for the issuance thereof and shall be deposited with the
Trustee for authentication, but before the Series 2004 Bonds shall be authenticated and delivered
by the Trustee, there shall be filed with the Trustee the following;

(i) a copy, certified by the Secretary, of the resolutions mentioned above;

(ii) a copy, certified by the Secretary, of the resolutions directing the
authentication and delivery of the Senies 2004 Bonds to or upon the order of the
purchasers therein named upon payment of the purchase price for each Series therein set
forth;

(iii) an opinion of counsel, who may be counsel for the Corporation, addressed
to the Trustee, to the effect that (A) the Corporation has the legal right and power to enter
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into this Agreement, the Supplemental Assignment Agreements, the Swap Agreement (if
applicable) and the GDB Reimbursement Agreement and any other Reimbursement
Agreement {if applicable) and has duly authonzed and validly executed and delivered this
Agreement, the Supplemental Assignment Agreements, the Swap Agreement (if
applicable) and the GDB Reimbursement Agreement and any other Reimbursement
Agreement (if applicable), and this Agreement, the Supplemental Assignment
Agreements, the Swap Agreement (if applicable) and the GDB Reimbursement
Agreement and any other Reimbursement Agreement (if applicable) are each legally
valid and binding upon the Corporation and enforceable in accordance with their terms,
(B) this Agreement creates a legally valid and effective pledge of the moneys, securities
and funds (including the Notes and the payments thereunder) held or set aside under this
Agreement as security for such Bonds, for the obligations of the Corporation under the
GDB Reimbursement Agreement and any other Reimbursement Agreement (f
applicable), the Swap Agreement (if applicable) and for the payment of any
Reimbursement Obligation owed to the provider of any Credit Facility or Liquidity
Facility (if applicable), subject to the application thereof as required and on the
conditions permitted by this Agreement, and the Notes are not subject to any lien, charge
or encumbrance whatsoever except the pledge of this Agreement, and no filing or
recording of any document is necessary in order to make such pledge effective or to
continue it in effect (or specifying the place or places, if any, where such filing or
recording is necessary and furnishing any officially authenticated certificates, or other
documents, by which such filing or recording s evidenced), (C) the issuance of such
Bonds and the execution and delivery of this Agreement, the Supplemental Assignment
Agreements, the Swap Agreement (if applicable) and the GDB Reimbursement
Agreement and any other Reimbursement Agreement (if applicable) will not violate any
provision of law or of the bylaws of the Corporation or result in the breach of, or
constitute a default under, any agreement, indenture or other instrument known to such
counsel to which the Corporation is a party or by which it may be bound, (D) no
authorization, consent or approval or withholding of objection of any governmental body
or regulatory authority is requisite to the legal issuance of such Bond or the execution or
delivery of this Agreement, the Supplemental Assignment Agrecments, the Swap
Agreement (if applicable) and the GDB Reimbursement Agreement and any other
Reimbursement Agreement (if applicable) (unless such opinion shall show that no
authorization, consent or approval or withholding of objection is requisite to the legal
issue of such Bonds or the execution or delivery of this Agreement, the Supplemental
Assignment Agreements, the Swap Agreement {if applicable) and the GDB
Reimbursement Agreement and any other Reimbursement Agreement (if applicable), it
shall specify and fumish any officially authenticated certificates, or other documents, by
which such authorization, consent or approval or withholding of objection is evidenced),
(E) the form and terms of such Bonds have been established by or pursuant to one or
more Board resolutions, in conformity with the provisions of this Agreement, (F) upon
authentication by the Trustee, such Bonds will be legally valid and binding direct
obligations of the Corporation enforceable in accordance with their terms and the terms
of this Agreement and have been duly and validly authorized and issued in accordance
with applicable law and this Agreement, and (G) all conditions precedent to the
authentication and delivery of such Bonds have been fulfilled;

-19-



iv) an opinion of counsel for Government Development Bank, addressed to
the Trustee, to the effect that (A) Govenment Development Bank has the legal right and
power to enter into the Supplemental Assignment Agreements and has duly authorized
and validly executed and delivered the Supplemental Assignment Agreements, and the
Supplemental Assignment Agreements are legally valid and binding upon Government
Development Bank and enforceable in accordance with their terms, (B) the execution and
delivery of the Supplemental Assignment Agreements will not violate any provision of
law or of the bylaws of Government Development Bank or result in the breach of, or
constitute a default under, any agreement, indenture or other instrument known to such
counsel to which Government Development Bank is a party or by which it may be bound,
(C) no authorization, consent or approval or withholding of objection of any
governmental body or regulatory authority is requisite to the execution and delivery of
the Supplemental Assignment Agreements (unless such opinion shall show that no
authorization, consent or approval or withholding of objection i1s requisite to the
execution and deiivery of the Supplemental Assignment Agreements, it shall specify and
furnish any officially authenticated certificates, or other documents, by which such
authorization, consent or approval or withholding of objection 1s evidenced), and (D) the
Existing Notes were acquired by Government Development Bank in good faith and for
value, and immediately prior to the delivery thereof to the trustees under the trust
agreements for the Prior Bonds, were not subject to any lien or encumbrances of any
nature whatsoever and were not in default as to the payment of principal or interest;

{v) an opinion of counsel to each of the Authorized Debtors stating that (A)
the Note of such Authorized Debtor is its valid obligation, (B) such Authorized Debtor
has the legal right and power to enter into the Supplemental Assignment Agreement
among such Authorized Debtor, Government Development Bank and the Corporation
and has duly authomized and validly executed and delivered such Supplemental
Assignment Agreement, and such Note and such Supplemental Assignment Agreement
are legally valid and binding upon such Authorized Debtor and the Supplemental
Assignment Agreement is enforceable in accordance with its terms, (C) the execution and
delivery of such Note and such Supplemental Assignment Agreement will not violate any
provision of law or of the bylaws of such Authorized Debtor or result in the breach of, or
constitute a default under, any agreement, indenture or other instrument to which such
Authorized Debtor is a party or by which it may be bound, (D) no authorization, consent
or approval or withholding of objection of any governmental body or regulatory authority
is requisite to the execution and delivery of such Note and such Supplemental
Assignment Agreement (unless such opinion shall show that no authorization, consent or
approval or withholding of objection is requisite to the execution and delivery of such
Note and such Supplemental Assignment Agreement, it shall specify and furnish any
officially authenticated certificates, or other documents, by which such authorization,
consent or approval or withholding of objection is evidenced);

(vi) an opinion of counsel to Government Development Bank and the provider
of any other Credit Facility or Liquidity Facility (if applicable), addressed to the Trustee,
to the effect that each of the GDB Letters of Credit or any other Credit Facility or
Liquidity Facility (if applicable), is a legal, valid and binding obligation of Government
Development Bank or the provider of any other Credit Facility or Liquidity Facility (if
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applicable} enforceable in accordance with its terms except to the extent that the
enforceability of each of the GDB Letters of Credit or any other Credit Facility or
Liquidity Facility {(if applicable) may be limited by bankruptcy, insolvency or other laws
affecting creditors’ rights generally and subject to general principles of equity (regardless
of whether said enforceability is considered in a proceeding in equity or at law).

(vii) the Series 2004 Notes;

(viii) the GDB Letters of Credit or any other Credit Facility or Liquidity Facility
(if applicable), duly executed; and

(ix) such additional legal opinions, certificates, proceedings, instruments and
other documents as may be necessary to evidence due execution and issuance of the
Series 2004 Bonds.

When the documents mentioned above in this Section shall have been filed with the
Trustee and when said Series 2004 Bonds shall have been executed and authenticated as required
by this Agreement, the Trustee shall deliver said Series 2004 Bonds to or upon the order of the
purchasers named in the resolutions mentioned in clause (i1} of this Section, but only upon
pavment to the Trustee of the purchase price of said Series 2004 Bonds.

The opinions required by items (iii), (iv) and (v} relating to the enforceability of the
Bonds, this Trust Agreement, the Supplemental Assignment Agreements, the GDB
Reimbursement Agreements or any other Reimbursement Agreement (if applicable) and the
Swap Agreement (if applicable) may be qualified by customary exceptions relating to
bankruptcy and similar laws affecting creditors’ rights generally and, as to enforceability, to
general principles of equity (regardiess of whether such enforcement i1s sought in a proceeding in
equity or at law).

SECTION 208. Refunding Bonds. Bonds may be issued under and secured by this
Agreement, subject to the conditions hereinafter provided in this Section, at any time or times
solely for the purpose of (i) providing funds for refunding all or any part of the Outstanding
Bonds of any one or more Series by payment at maturity or redemption at a selected redemption
date or dates or combination of such payment at maturity and redemption, including the payment
of any redemption premium thereon, (ii) making a deposit to the Reserve Account (if applicable),
(iii) paying capitalized interest on such refunding Bonds, and (iv) paying the costs of issuance of
such refunding Bonds. No refunding Bonds may be issued unless the amounts of principal and
interest payable under the Notes (assuming timely payments under the Notes) after the issuance
of such refunding Bonds are sufficient to pay the principal of and interest on all Bonds
Outstanding afier the issuance of such refunding Bonds, together with other amounts required to
be paid by the Corporation with respect to the Bonds, any Credit Facility or Liquidity Facility
relating thereto, any Corporation Swap Payments, and this Agreement. In addition, no refunding
Bonds may be tssued unless the aggregate of the stated amounts of each of the GDB Letters of
Credit and Successor Letters of Credit is not less than the estimated Maximum Difference after
the issuance of such refunding Bonds as certified by the President or any Executive Vice
President of the Corporation.
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Before any Bonds shall be issued under the provisions of this Section, the Board shall
adopt a resolution authorizing the issuance of such Bonds, fixing the amount and the details of
the Bonds, and describing the Bonds to be refunded. Such Bonds shall be designated separate
from the Series 2004 Bonds and shall be dated, shall be in such denominations, shall be
numbered, shall be issued in such form, shall bear interest until their payment at any rate or rates
not exceeding the maximum rate permitted by applicable law, shall be stated to mature at such
time or times, shall have such Amortization Requirements and shall be made subject to
redemption, in whole or in part, at such times and prices (subject to the provisions of Article III
of this Agreement), as may be determined by resolution of the Board adopted prior to the
issuance of such Bonds. By said resolution, the Board may appoint one or more paying agents
for such Bonds in addition to the Trustee. Except as to any differences in the maturities thereof
or in the rate or rates of interest (or yield or yields) or the provisions for redemption, such
refunding Bonds shall be on a parity with and shall be entitied to the same benefit and security of
this Agreement as all other Bonds issued under this Agreement.

All refunding Bonds issued under the provisions of this Section shall be executed in the
form and manner set forth in the resolution of the Board authorizing the issuance of such Bonds
and deposited with the Trustee for authentication, but before such Bonds shall be authenticated
and delivered by the Trustee, there shall be filed with the Trustee the following:

(a) a copy, certified by the Secretary, of the resolution mentioned above;

() a copy, certified by the Secretary, of the resolution directing the authentication of
such Bonds, specifying the interest rate of each such Bond and directing the delivery of such
Bonds to or upon the order of the purchasers therein named upon payment of the purchase price
therein set forth;

(©) an opinion of counsel for the Corporation dated the date of original issuance of
such Bonds to the effect that:

(1) the issuance of such Bonds has been duly authorized and that all
conditions precedent to the authentication and delivery of such Bonds have been fulfilled;

(i) - the form and terms of such Bonds have been established by or pursuant to
one or more Board resolutions, in conformity with the provisions of this Agreement;

(iii) such Bonds, when issued by the Corporation and authenticated and
delivered by the Trustee in the manner and subject to any conditions specified in such
opinion of counsel, will constitute valid and legally binding obligations of the
Corporation, enforceable in accordance with their terms, and will be entitled to the
benefits of this Agreement;

@iv) the Corporation has the corporate power to issue such Bonds, and has duly
taken all necessary corporate action with respect to such issuance; and

(v) all requirements of this Agreement applicable to the Corporation in respect
of the execution and delivery by the Corporation of such Bonds have been complied with
and assuming due authentication and delivery of such Bonds by the Trustee, no
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authorization, approval or consent by any regulatory or statutory or other public authority
which has not been obtained is required for the creation, issuance, authentication and
delivery of such Bonds pursuant to this Agreement;

(d) such documents as shall be required by counsel of recognized standing in the field
of law relating to municipal bonds to show that provision has been made in accordance with the
provisions of this Agreement for the payment or redemption or combination of such payment and
redemption of all the Bonds to be refunded; :

{e) a certificate dated the date of original issuance of such Bonds, signed by the
President, that (i) the sum of the net proceeds (excluding accrued interest but including any
premium) of such Bonds, together with investment earnings on said proceeds, other moneys to
be deposited and investment earnings on said moneys, shall not be less than an amount sufficient
to pay the principal of, the redemption premium, if any, and interest accrued to the payment
dates on the Bonds to be refunded, and the expenses incident to such financing, and (ii} the
amounts of principal, interest and Additional Payments payable under the Notes (assuming
timely payments under the Notes) after the issuance of such refunding Bonds are sufficient to
pay the principal of and interest on all Bonds Outstanding after the issuance of such refunding
Bonds, together with other amounts required to be paid by the Corporation with respect to the
Bonds, any Credit Facility or Liquidity Facility relating thereto, any Corporation Swap
Payments, and this Agreement;

H the applicable GDB Letters of Credit or Successor Letters of Credit, if necessary,
duly executed, together with the reimbursement agreement relating thereto between the
Corporation and Government Development Bank or the issuer of any such Successor Letter of
Credit;

(g)  any Swap Agreement (if applicable), duly executed;

(h) an opinion of counsel to Government Development Bank (if a new GDB Letter of
Credit is issued or an existing GDB Letter of Credit is amended) and the provider of any other
Credit Facility or Liquidity Facility (if applicable), addressed to the Trustee, to the effect that the
applicable GDB Letter(s) of Credit or any other Credit Facility or Liquidity Facility (if
applicable), is a legal, valid and binding obligation of Government Development Bank or the
provider of any other Credit Facility or Liquidity Facility (if applicable) enforceable in
accordance with its terms;

(1) an opinion of counsel to the Hedge Counterparty (if applicable), addressed to the
Trustee, to the effect that the Swap Agreement is a legal, valid and binding agreement of the
Hedge Counterparty, enforceable in accordance with its terms; and

1) such documents as are required by Section 1306 of this Agreement in connection
with the delivery of a Successor Letter of Credit (if a Successor Letter of Credit is delivered).

The opinions required by items (c), (h) and (i} relating to the enforceability of the Bonds,

the GDB Letters of Credit, any Credit Facility or Liquidity Facility and the Swap Agreement (if
applicable) may be qualified by customary exceptions relating to bankruptcy and similar laws
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affecting creditors' rights generally and, as to enforceability, to general principles of equity
(regardless of whether such enforcement is sought in a proceeding in equity or at law).

The proceeds of the Bonds issued under the provisions of this Section shall be applied by
the Trustee as provided in a resolution of the Board adopted prior to the issuance of the Bonds,
which may be supplemented or changed by a certificate of the President executed on the date of
issuance of the Bonds and delivered to the Trustee, if provided for in said resolution.
Simultaneously with the delivery of the Bonds, the Trustee may withdraw from the Sinking Fund
amounts which are allocable to the Bonds to be refunded and shall transfer said amounts in
accordance with the resolution of the Board authorizing the issuance of such Bonds.

The issuance of the Bonds to accomplish a crossover refunding, economic defeasance or
other similar refunding shall be within the purview of this Section 208.

SECTION 209. Additional Bonds. Bonds may be issned under and secured by this
Agreement, subject to the conditions hereinafter provided in this Section, at any time or times
solely for the purpose of (i) refunding Parity Bonds of the Corporation, (ii) making a deposit to
the Reserve Account (if applicable), (iii} paying capitalized interest on such additional Bonds,
and (iv) paying the costs of issuance of such additional Bonds. No additional Bonds may be
issued unless the amounts of principal, interest and Additional Payments payable under the Notes
and the Parity Notes (assuming timely payments under the Notes and the Parity Notes) after the
issuance of such additional Bonds are sufficient to pay the principal of and interest on all Bonds
and Parity Bonds Outstanding after the issuance of such additional Bonds, together with other
amounts required to be paid by the Corporation with respect to the Bonds, the Parity Bonds, any
Credit Facility or Liquidity Facility relating thereto, any Corporation Swap Payments, and this
Agreement. In addition, no additional Bonds may be issued unless the aggregate stated amounts
of each of the GDB Letters of Credit and Successors Letter of Credit is not less than the
estimated Maximum Difference after the issuance of such additional Bonds as certified by the
President or any Executive Vice President of the Corporation.

Before any Bonds shall be issued under the provisions of this Section, the Board shall
adopt a resolution authorizing the issuance of such Bonds, and fixing the amount and the details
of the Bonds. Such Bonds shall be designated separate from the Series 2004 Bonds and shall be
dated, shall be in such denominations, shall be numbered, shali be issued in such form, shall bear
interest until their payment at any rate or rates not exceeding the maximum rate permitted by
applicable law, shall be stated to mature at such time or times, shall have such Amortization
Requirements and shall be made subject to redemption, in whole or in part, at such times and
prices (subject to the provisions of Article 111 of this Agreement), as may be determined by
resolution of the Board adopted prior to the issuance of such Bonds. By said resolution, the
Board may appoint one or more paying agents for such Bonds in addition to the Trustee. Except
as to any differences in the maturities thereof or in the rate or rates of interest (or yield or yields)
or the provisions for redemption, such additional Bonds shall be on a parity with and shall be
entitied to the same benefit and security of this Agreement as all other Bonds issued under this
Agreement.

All additional Bonds issued under the provisions of this Section 209 shall be executed in
the form and manner set forth in the resolution of the Board authorizing the issuance of such
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Bonds and deposited with the Trustee for authentication, but before such Bonds shall be
authenticated and delivered by the Trustee, there shall be filed with the Trustee the following:

(a) a copy, certified by the Secretary, of the resolution mentioned above;

(b) a copy, certified by the Secretary, of the resolution directing the authentication of
such Bonds, specifying the interest rate of each such Bond and directing the delivery of such
Bonds to or upon the order of the purchasers therein named upon payment of the purchase price
therein set forth;

(c) an opinion of counsel for the Corporation dated the date of original issuance of such
Bonds, addresscd to the Trustee, 1o the effect that:

(1) the issuance of such Bonds has been duly authorized and that all
conditions precedent to the authentication and delivery of such Bonds have been
fulfilled

(i1)) the form and terms of such Bonds have been established by or
pursuant to one or more Board resolutions, in conformity with the provisions of
this Agreement;

(111) such Bonds, when issued by the Corporation and authenticated and
delivered by the Trustee in the manner and subject 1o any conditions specified in
such opinion of counsel, will constitute valid and legally binding obligations of
the Corporation, enforceable in accordance with their terms, and will be entitied
to the benefits of this Agreement;

(iv) the Corporation has the corporate power to issue such Bonds, and
has duly taken all necessary corporate action with respect to such issuance;

(v) all requirements of this Agreement applicable to the Corporation in
respect of the execution and delivery by the Corporation of such Bonds have
been complied with and, assuming due authentication and delivery of such Bonds
by the Trustee, no authorization, approval or consent by any regulatory or
statutory or other public authority which has not been obtained is required for the
creation, issuance, authentication and delivery of such Bonds pursuant to this
Agreement;

(vi) the Corporation has the legal right and power to enter into or amend
the supplemental assignment agreement(s) to be entered into or amended by the
Corporation with respect to any Notes to be amended, and has duly authorized
and validly executed and delivered such new or amended supplemental
assignment agreement(s), and such new or amended supplemental assignment
agreement(s) is(are) legally valid and binding upon the Corporation and
enforceable in accordance with its(their) terms;

(vii) the execution and delivery of such new or amended supplemental
assighment agreement(s) will not violate any provision of law or of the bylaws of
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the Corporation or result in the breach of, or constitute a default under, any
agreement, indenture or other instrument to which the Corporation is a party or
by which it may be bound; and

{viil) no authorization, consent or approval or withholding of objection of
any govermmental body or regulatory authority is requisite to the execution or
delivery of any new or amended supplemental assignment agreement(s) (unless
such opimon shall show that no authorization, consent or approval or withholding
of objection is requisite to the execution or delivery of such new or amended
supplemental assignment agreement(s), it shall specify and furnish any officially
authenticated certificates, or other documents, by which such authorization,
consent or approval or withholding of objection is evidenced);

(d) if any supplemental assignment agreement is entered into or amended by
Government Development Bank, an opinion of counsel for Government Development Bank
dated the date of original issuance of such Bonds, addressed to the Trustee, to the effect that (i)
Government Development Bank has the legal right and power to enter into or amend such
supplemental assignment agreement(s) and has duly authorized and validly executed and
delivered such new or amended supplemental assignment agreement(s), and such new or
amended supplemental assignment agreement(s) is(are) legally valid and binding upon
Government Development Bank and enforceable in accordance with its(their) terms, (ii) the
execution and delivery of such new or amended supplemental assignment agreement(s) will not
violate any provision of law or of the bylaws of Government Development Bank or result in the
breach of, or constitute a default under, any agreement, indenture or other instrument to which
Government Development Bank is a party or by which it may be bound and (iii) no
authorization, consent or approval or withholding of objection of any governmental body or
regulatory authority is requisite to the execution and delivery of such new or amended
supplemental assignment agreement(s) (unless such opinion shall show that no authorization,
consent or approval or withholding of objection is requisite to the execution and delivery of such
new or amended supplemental assignment agreement(s), it shall specity and fumish any
officially authenticated certificates, or other documents, by which such authorization, consent or
approval or withholding of objection is evidenced};

(e) an opinion of counsel to each of the Authorized Debtors of such additional Notes
stating that (i) the Note of such Authorized Debtor is its valid obligation, (ii) such Authonized
Debtor has the legal right and power to enter into or amend the supplemental assignment
agreement among such Authorized Debtor, Government Development Bank and the Corporation
and has duly authorized and validly executed and delivered such new or amended supplemental
assignment agreement, and such Note and such new or amended supplemental assignment
agreement are legally valid and binding upon such Authorized Debtor and the new or amended
supplemental assignment agreement is enforceable in accordance with its terms, (iii) the
execution and delivery of sueh Note and such new or amended supplemental assignment
agreement will not violate any provision of law or of the bylaws of such Authorized Debtor or
result in the breach of, or constitute a default under, any agreement, indenture or other instrument
to which such Authorized Debtor is a party or by which it may be bound, (iv) no authorization,
consent or approval or withholding of objection of any povernmental body or regulatory
authority is requisite to the execution and delivery of such Note and such new or amended
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supplemental assignment agreement (unless such opinion shall show that no authorization,
consent or approval or withholding of objection is requisite to the execution and delivery of such
Note and such new or amended supplemental assignment agreement, it shall specity and furnish
any officially authenticated certificates, or other documents, by which such authorization,
consent or approval or withholding of objection is evidenced};

(f) the additional Notes and the new or amended Parity Notes;

(g) a certificate dated the date of original issuance of such Bonds, signed by the
President, that the amounts of principal, interest and Additional Payments payable under the
Notes and the Parity Notes (assuming timely payments under the Notes and the Parity Notes)
after the issuance of such additional Bonds are sutficient to pay the principal of and interest on
(i) all Bonds and Parity Bonds Qutstanding after the issuance of such additional Bonds, (i1) all
other amounts required to be paid by the Corporation with respect to the Bonds, any Credit
Facility or Liquidity Facility relating thereto, any Corporation Swap Payments, and this
Agreement, (iii) all Parity Bonds of the Corporation Outstanding after the issuance of such
additional Bonds which Parity Bonds are secured by the Parity Notes and (iv) all other amounts
required to be paid by the Corporation with respect to such Parity Bonds, any credit facility or
liquidity facility relating thereto, any Corporation swap payments and the trust agreement
pursuant to which such Parity Bonds were issued;

(h) the GDB Letters of Credit or Successor Letters of Credit, if necessary, duly executed,
together with the reimbursement agreement relating thereto between the Corporation and
Government Development Bank or the issuer of such Successor Letters of Credit;

(i} any Swap Agreement (if applicable), duly executed;

(7} an opinion of counsel to Government Development Bank (if a new GDRB Letter of
Credit is issued or an existing GDB Letter of Credit is amended) and the provider of any other
Credit Facility or Liquidity Facility (if applicable), addressed to the Trustee, to the effect that the
applicable GDB Letter of Credit, as amended, or any other Credit Facility or Liquidity Facility
(if applicable), is a legal, valid and binding obligation of Government Development Bank or the
provider of any other Credit Facility or Liquidity Facility (if applicable) enforceable in
accordance with its terms;

(k) an opinion of counsel to the Hedge Counterparty (if applicable), addressed to the
Trustee, to the effect that the Swap Agreement is a legal, valid and binding agreement of the
Hedge Counterparty, enforceable in accordance with its terms;

(1) such documents as are required by Section 1306 of this Agreement in connection with
the delivery of a Successor Letter of Credit (if a Successor Letter of Credit is delivered); and

(m) such additional legal opinions, certificates, proceedings, instruments and other
documents as may be necessary to evidence due execution and issuance of such Bonds.

The opinions required by items (¢), (d), (e}, (7} and (k) relating to the enforceability of the
Bonds, the supplemental assignment agreement(s), the Notes, the Parity Notes, the GDB Letters
of Credit, any Credit Facility or Liquidity Facility and the Swap Agreement (if applicable} may
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be qualified by customary exceptions relating to bankruptcy and similar Jaws affecting creditors'
rights generally and, as to enforceability, to general principles of equity (regardless of whether
such enforcement is sought in a proceeding in equity or at law).

The proceeds of the Bonds issued under the provisions of this Section 209 shall be
applied by the Trustee as provided in a resolution of the Board adopted prior to the issuance of
the Bonds, which may be supplemented or changed by a certificate of the President executed on
the date of 1ssuance of the Bonds and delivered to the Trustee, if provided for in said resolution.

SECTION 210. Temporary Bonds. Until definitive Bonds are ready for delivery,
there may be executed, and upon request of the President of the Corporation the Trustee shall
authenticate and deliver, in lieu of definitive Bonds and subject to the same limitations and
conditions except as to identifying numbers, temporary printed, engraved, lithographed or
typewritten Bonds in authorized denominations substantially of the tenor hereinabove recited,
and with appropriate omissions, insertions and variations as may be required.

1f temporary Bonds shall be issued, the Corporation shall cause the definitive Bonds to be
prepared and to be executed and delivered to the Trustee, and the Trustee, upon presentation to it
of any temporary Bond, shall cancel the same in the manner set forth in Section 304 hereof and
authenticate and deliver in exchange thercfor, at the place designated by the Holder, without
expense to the Holder, a definitive Bond or Bonds of the same aggregate principal amount
(maturity amount in the case of a Capital Appreciation Bond and a Capital Appreciation and
Income Bond) and Series and having the same maturity and interest rate as the temporary Bond
surrendered. Until so exchanged, the temporary Bonds shall in all respects be entitled to the
same benefit and security of this Agrcement as the definitive Bonds to be issued and
authenticated hereunder.

SECTION 211. Mutilated, Destroyed, Stolen or Lost Bonds. In case any Bond
secured hereby shall become mutilated or be destroyed, stolen or lost, the Corporation may
execute, and thereupon the Trustee shall authenticate and deliver, a new Bond of like date,
maturity and tenor in exchange and substitution for such Bond destroyed, stolen, mutilated or
lost, upon the Holder’s paying the reasonable expenses and charges of the Corporation and the
Trustee in connection therewith. In the case of any mutilated Bond, such mutilated Bond shall
first be surrendered to the Trustee and, in the case of a Bond destroyed, stolen or lost, there shall
first be furnished to the Trustee evidence satisfactory to the Trustee and to the Corporation that
such Bond was destroyed, stolen or lost, and there shall be furnished to the Corporation and the
Trustee indemnity satisfactory to them.

In the event any such Bond shall be about to mature or have matured or have been called
for redemption, instead of issuing a duplicate Bond, the Corporation may direct the Trustee to
pay the same without surrender thercof. Any Bond surrendered for replacement shall be
cancelled in the same manner as provided in Section 304 hereof.

Any such new Bonds issued pursuant to this Section shall constitute additional
contractual obligations on the part of the Corporation, whether or not the mutilated, lost, stolen
or destroyed Bonds be at any time enforceable by anyone, and shall be entitled to equal and
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proportionate benefits and rights as to lien on and source and security for payment from the
Pledged Revenues with all other Bonds.

SECTION 212. Book-Entry Bonds. (i) Except as provided in subparagraph (ii1) of
this Section 212, the registered owner of all Series 2004 Bonds shall be the Securities Depository
and, as long as the Securities Depository shall be DTC, the Series 2004 Bonds shall be registered
in the name of Cede & Co., as nominee for DTC or any other nominee for DTC. The Trustee is
hereby authorized to enter into agreements with DTC and other depository trust companies,
including but not limited to, agreements necessary for wire transfers of interest and principal
payments with respect to the Bonds, utilization of electronic book entry data received from DTC
and other depository trust companies in place of actual delivery of Bonds and provision of
notices with respect to Bonds registered by DTC and other depository trust companies (or any of
their designees identified to the Trustee) by overnight delivery, courier service, tclegram,
telecopy or other similar means of communication. Payment of interest for any Bond registered
in the name of Cede & Co. shall be made to the account of Cede & Co. at the address indicated
for Cede & Co. in the registration books kept by the Trustee. The “Bonds™ referred to in this
Section 212 shall refer to all Book-Entry Bonds.

(1i) The Bonds shall be initially issued in the form of separate, single,
authenticated fully-registered Bonds in the amount of each separately stated maturity. As
long as certificates for the Bonds are not issued pursuant to this Section 212, the Trustee
and the Corporation may treat the Securities Depository (or its nominee) as the sole and
exclusive owner of the Bonds registered in its name for the purposes of payment of the
principal or redemption premium, if any, or interest on the Bonds, selecting the Bonds or
portions thereof to be redeemed, giving any notice permitted or required to be given to
the owners of such Bonds hereunder, registering the transfer of Bonds, obtaining any
consent or other action to be taken by Bondholders and for all other purposes whatsoever;
and neither the Trustee nor the Corporation shall have any responsibility or obligation to
any Participant, any Beneficial Owner or any other person claiming a beneficial
ownership interest in the Bonds under or through the Securities Depository or any
Participant, or any other person which is not shown on the registration books of the
Trustee as being an owner of Bonds, with respect to the accuracy of any records
maintained by the Securities Depository or any Participant; the payment to the Securities
Depository or any Participant of any amount in respect of the principal or redemption
premium, if any, or interest on the Bonds; any notice which is permitted or required to be
given to Bondholder; the selection by the Securities Depository or any Participant of any
person to receive payment in the event of a partial redemption of the Bonds; or any
consent given or other action taken by the Securities Depository as owner of Bonds. The
Trustee shall pay all principal and redemption premium, if any, and interest on the Bonds
only to or “upon the order of” the Securities Depository (as that term is used in the
Uniforrn Commercial Code as adopted in the State of New York), and all such payments
shall be valid and effective to fully satisfy and discharge the Corporation’s obligations
with respect to the principal or redemption premium, if any, and interest on the Bonds to
the extent of the sum or sums so paid. Except as provided in (iit) below, no person other
than the Securities Depository shall receive an authenticated Bond for each separate
stated maturity evidencing the obligation of the Corporation to make payments of the
applicable redemption price. Upon delivery by the Securities Depository to the Trustee
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of written notice to the effect that the Securities Depository has determined to substitute a
new nontinee in place of Cede & Co., the Bonds will be transferabie to such new
nominee in accordance with subparagraph (vi) below.

(ii1) In the event the Corporation determines that it 1s in the best interest of the
Corporation not to continue the Book-Entry system of transfer for the Bonds or that the
interest of the owners of the Bonds might be adversely affected if thc Book-Entry system
of transfer is continued, the Corporation may notify the Securities Depository and the
Trustee, whereupon the Securities Depository will notify the Participants, of the
availability through the Securities Depository of certificates for the Bonds. In such event,
the Trustee shall issue, transfer and exchange certificates for the Bonds as requested by
the Securities Depository and any Participant or Beneficial Owner in appropriate amounts
in accordance with subparagraph (vi} below. The Securities Depository may determine
to discontinue providing its services with respect to the Bonds at any time by giving
notice to the Corporation and the Trustee and discharging its responsibilities with respect
thereto under applicable law, or the Corporation may determine that the Securities
Depository is incapable of discharging its responsibilities and may so advise the
Securities Depository. 1In either such event, the Corporation shall either establish its own
Book-Entry system or use reasonable efforts to locate another Securities Depository.
Under such circumstances (if there is no successor securities depository), the Corporation
and the Trustee shall be obligated to deliver certificates for the Bonds as described in
subparagraph (vi} below. In the event certificates for the Bonds are issued, the provisions
of this Agreement shall apply to, among other things, the printing of certificates, the
transfer and exchange of such certificates and the method of payment of principal or
redemption premium, if any, and interest on such certificates. Whenever the Securities
Depository requests the Corporation and the Trustee to do so, the Trustee and the
Corporation will cooperate with the Securities Depository in taking appropriate action
after reasonable notice (A) to make available one or more separate certificates evidencing
the Bonds to any Participant having Bonds credited to its account with the Securities
Depository, or (B} to arrange for another Securities Depository to maintain custody of
certificates evidencing the Bonds.

{iv) Notwithstanding any other provision of this Agreement to the contrary, so
long as any Bond is registered in the name of Cede & Co., as nominee of DTC, all
payments with respect to the principal or redemption premium, if any, and interest on
such Bond and all notices with respect to such Bond shall be made and given,
respectively, to DTC as provided in the blanket representation letter of the Corporation
with DTC.

(v) In connection with any notice or other communication to be provided to
owners of Bonds pursuant to this Agreement by the Corporation or the Trustee or with
respect to any consent or other action to be taken by owners of Bonds, the Corporation or
the Trustee, as the case may be, shall establish a record date for such consent or other
action and give the Securities Depository notice of such record date not less than is
fifieen (13) calendar days in advance of such record date to the extent possible. Such
notice to the Securities Depository shall be given only when the Securities Depository is
the sole Bondholder.
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(vi) In the event that any transfer or exchange of Bonds is permitted under
subparagraph (ii) or (iii) hereof, such transfer or exchange shall be accomplished upon
receipt, by the Trustee from the registered owner thereof of the Bonds to be transferred or
exchanged, of appropriate instruments of transfer to the permitted transferee, ail in
accordance with the applicable provisions of this Agreement. Each Senies 2004 Bond
shall bear a legend substantially to the following effect: “Unless this certificate is
presented by an authorized representative of The Depository Trust Company, a New
York corporation ("DTC"), to the Corporation or its agent for registration of transfer,
exchange, or payment, and any certificate issued is registered in the name of Cede & Co.
or in such other name as is requested by an authorized representative of DTC (and any
payment is made to Cede & Co. or to such other entity as 1s requested by an authorized
representative of DTC), any transfer, pledge, or other use hereof for value or otherwise
by or to any person is wrongful inasmuch as the registered owner hereof, Cede & Co.,
has an interest herein.”

SECTION 213. Capital Appreciation Bonds; Capital Appreciation_and Income
Bonds. For purposes of determining the principal amount of a Capital Appreciation Bond or a
Capital Appreciation and Income Bond for redemption, applying an Amortization Requirement
or computation of the amount of Bonds held by the Holder thereof in giving to the Corporation
any notice, covenant, request or demand pursuant to this Agreement for any purpose whatsoever,
the principal amount of a Capital Appreciation Bond shall be deemed to be its Accreted Value
and the principal amount of a Capital Appreciation and Income Bond shall be deemed to be its
Appreciated Value. For purposes of determining the amount required to be deposited to the
credit of any sub-account within the Reserve Account, reference herein to the principal amount
shall mean in the case of Capital Appreciation Bonds, Capital Appreciation and Income Bonds
and other Bonds which are sold to the public at a discount, the value of such Bonds at maturity.
For purposes of the order of payments under Section 702 hereof, the principal amount of a
Capital Appreciation Bond and a Capital Appreciation and Income Bond shall be the initial
public offering price thereof.

SECTION 214. CUSIP Numbers. The Corporation in issuing the Bonds may use
“CUSIP” numbers (if then generally in use), and, if so, the Trustee shall use “CUSIP” numbers
in notices of redemption as a convenience to Holders; provided that any such notice may state
that no representation is made as to the correctness of such numbers either as printed on the
Bonds or as contained in any notice of a redemption and that reliance may be placed only on the
other identification numbers printed on the Bonds, and any such redemption shall not be affected
by any defect in or omission of such numbers. The Corporation will promptly notify the Trustee
of any change in the “CUSIP” numbers.

ARTICLE 111,

REDEMPTION OF BONDS

SECTION 301. Redemption of Bonds. The Bonds of each Series issued under the
provisions of this Agreement may be made subject to redemption, both in whole and in part and
at such times and prices, as may be provided in the resolution authorizing the issuance of such
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Bonds. Tenm Bonds shall be made subject to redemption to the extent of any Amortization
Requirements therefor.

If less than all of the Bonds of any one maturity of a Series shall be called for
redemption, the particular Bonds or portions of Bonds to be redeemed shall be selected by the
Trustee in such manner as it shall deem fair and appropriate; provided, however, that the portion
of any Bond of any Series to be redeemed shall be in the principal amount equal to the lowest
denomination authorized for such Series or some multiple thereof, and that, in selecting Bonds
for redemption, the Trustee shall treat each Bond as representing that number of Bonds which is
obtained by dividing the principal amount of such Bond by the amount of such lowest authorized
denomination.

Anything in this Agreement to the contrary notwithstanding, if less than all of the Bonds
are called for redemption and the Book-Entry system under Section 212 remains in effect, the
Securities Depository shall reduce the credit balances of the applicable Participants in respect of
the Bonds, and such Participants shall in tum select the Beneficial Owners whose ownership
interests are to be extinguished by such partial redemption, each by such method as the Securities
Depository or such Participants, as the case may be, in their sole discretion deem fair and
appropriate.

SECTION 302. Redemption Notice. At least thirty (30) days {or such lesser number
of days as may be provided in the resolution authonizing the issuance of the particular Bonds)
before the redemption date of any Bonds, the Trustee shall cause a notice of any such
redemption, either in whole or in part, on behalf of the Corporation to be mailed, by first class
mail, postage prepaid, to any other paying agents for the Bonds to be redeemed and to all
Holders of Bonds to be redeemed at their addresses as they appear upon the books of registration
hercinabove provided for; but failure so to mail any such notice to any Holder or any defect in
any notice so mailed shall not affect the validity of the proceedings for the redemption of other
Bonds. Each such notice shall set forth (1) the date fixed for redemption, {2) the redemption
price to be paid, (3) that on the date fixed for redemption the redemption price will become due
and payable upon each Bond called for redemption, (4) if moneys for the payment of the
redemption price shall be on deposit on such date, that interest thereon shall cease to accrue on
and after said redemption date, (5) the place where such Bonds are to be surrendered for payment
of such redemption price, (6) if less than all of the Bonds of a Series then Outstanding shall be
catled for redemption, the numbers of such Bonds and (7) the complete designation of the Series,
including the CUSIP numbers. Each notice of redemption shall also contain (a) the date of issue
of the Bond as onginally issued; (b) the rate of interest borne by each Bond being redeemed; (c)
the maturity date of each Bond being redeemed; and (d) the name, address and telephone number
of a contact person, if any, representing the Trustee. In case any Bond 1s to be redeemed in part
only, the notice of redemption which relates to such Bond shall state also the amount of such
Bond to be redeemed and that on or after the redemption date, upon surrender of such Bond, a
new Bond or Bonds of the same Series and maturity, bearing interest at the same rate and in
principal amount equal to the unredeemed portion of such Bond will be issued. In the case of
any redemption other than a redemption pursuant to any Amortization Requirements for Term
Bonds, the Corporation shall, at least forty-five (45) days prior to the redemption date, notify the
Trustee of such redemption date and the principal amount of Bonds to be redeemed.

-32-



In addition to the foregoing notice, further notice shall be given by the Trustee as set out
below, but no defect in said further notice nor any failure to give all or any portion of such
further notice shall be the basis for any liability of the Trustee or in any manner defeat the
effectiveness of a call for redernption if notice thereof is given as above prescribed:

() Each further notice of redemption shall be sent by first class mail, postage
prepaid, at least thirty (30) days (or such lesser number of days as applies to the notice given to
the Holders of Bonds being redeemed) before the redemption date to the Rating Agencies and to
registered securities depositories and national information services whose names and addresses
are included in the most recent list thereof furnished to the Trustee by the Corporation; and

(b) The Trustee shall cause a second notice of redemption to be mailed in the manner
and in the form required above for the initial notice of redemption to Holders of Bonds or
portions thereof to be redeemed who have not surrendered their Bonds within sixty (60) days
after the redemption date.

SECTION 303. Effect of Calling for Redemption. On the date so designated for
redemption, notice having been given in the manner and under the conditions hereinabove
provided, the Bonds or portions of Bonds so called for redemption shall become and be due and
payable at the redemption price provided for the redemption of such Bonds or portions of Bonds
on such date, and, if sufficient moneys for payment of the redemption price and accrued interest
or Sufficient Government Obligations as defined in Section 305 hereof are held by the Trustee in
trust for the Holders of Bonds to be redeemed, as provided in this Agreement, interest on the
Bonds or portions of Bonds so called for redemption shall cease to accrue, such Bonds or
portions of Bonds shall cease to be entitled to any benefit or security hereunder and shall no
longer be Outstanding hereunder and the Holders of such Bonds or portions of Bonds shall have
no rights in respect thereof except to receive payment of the redemption price thereof and
accrued interest, and, to the extent provided in Section 306 hereof, to receive Bonds for any
unredeemed portions of Bonds.

SECTION 304. Cancellation of Bonds. All Bonds paid, redeemed or purchased by
the Corporation, either at or before maturity, shall be delivered to the Trustee when such
payment, redemption or purchase is made and such Bonds shall thereupon be cancelled. The
Trustee shall provide to the Corporation the details of all Bonds so cancelled. All Bonds
cancelled under any of the provisions of this Agreement either shall be delivered to the
Corporation or disposed of by the Trustee in accordance with its customary procedures, at the
option of the Corporation.

SECTION 305. Bonds To Be Paid Not Outstanding. 1f (a) Bonds shall have been
duly called for redemption under the provisions of this Article IIl or irrevocable instructions have
been given by the Corporation to the Trustee to (i) call Bonds for redemption under the
provisions of this Article III or (i1) pay Bonds at their maturity or maturities (the Bonds described
in clause {a) are herein collectively called the “Bonds to be Paid”), and (b) sufficient moneys to
provide for the payment of such Bonds or Sufficient Government Obligations (as defined below)
are held in separate accounts by the Trustee or other appropriate fiduciary institution acting as
escrow agent solely for the Holders of the Bonds to be Paid, then, notwithstanding any other
provisions herein to the contrary, the Bonds to be Paid shall not be deemed to be Outstanding
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under the provisions of this Agreement and shall cease to be entitled to any benefit or security
under this Agreement.

For purposes of this Agreement “Sufficient Govemnment Obligations™ shall mean
Government Obligations which are in such principal amounts, bear interest at such rate or rates
and mature (without option of prior redemption) on such date or dates so that the proceeds to be
received upon payment of such Government Obligations at their maturity and the interest to be
received thereon, without any reinvestment thereof, will provide sufficient moneys on the dates
required to pay the principal of and redemption premium, if any, and the interest on the Bonds to
be Paid to the dates of their redemption or maturity.

SECTION 306. Partial Redemption. In case part but not all of an Outstanding Bond
shall be selected for redemption, the Holder thereof or his attorney or legal representative shall
present and surrender such Bond to the Trustee for payment of the principal amount thereof so
called for redemption, and the Corporation shall execute and the Trustee shall authenticate and
deliver to or upon the order of such Holder or his attorney or legal representative, without charge
to the Holder therefor, for the unredeemed portion of the principal amount of the Bond so
surrendered, a new Bond or Bonds of the same Series and maturity, bearing interest at the same
rate and of any denomination or denominations authorized by this Agreement.

ARTICLE IV.

FUNDS AND ACCOUNTS

SECTION 401. Sinking Fund and Accounts. A special fund is hereby created and
designated ‘“Puerto Rico Public Finance Corporation Restructuring Sinking Fund” (herein
sometimes called the “Sinking Fund™) to be held by the Trustee. There are hereby created three
separate accounts in the Sinking Fund which are designated “Bond Service Account,”
“Redemption Account,” and “Surpius Account,” and a separate and segregated sub-account
within the Bond Service Account designated “Capitalized Interest Sub-account.” Subject to the
terms and conditions set forth in this Agreement, moneys held to the credit of the Sinking Fund
shall be held in trust and applied by the Trustee solely for the purposes set forth below and
pending such application shall be subject to the hen and charge created pursuant to this
Agreement until paid out or transferred as provided herein.

The Corporation shall deposit in the Capitalized Interest Sub-account such amounts as
may be necessary to pay interest on the Bonds of any Series through such date as may be set
forth in a resolution of the Board authorizing such Series of Bonds.

The Corporation shall cause the Secretary of the Treasury of the Commonwealth to
transfer to the Trustee, no later than July fifteen (15) of each Fiscal Year while the Bonds are
QOutstanding, funds representing the entire Legislative Appropriation for such Fiscal Year.

All funds received by the Trustee representing the Legislative Appropriation in respect of
the Notes (or funds received in substitution therefor or in respect of the Notes, including any
moneys received pursuant to a draw under the GDB Letters of Credit) and other funds received
by the Trustee, including any Hedge Counterparty Swap Payments (other than moneys received
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from draws made under any Credit Facility or Liquidity Facility, other than the GDB Letters of
Credit, which moneys will be deposited in special sub-accounts as provided below), shall be
deposited in the Sinking Fund in the following order:

first: to the credit of the Bond Service Account, such amount as may be required to make
the total amount then to the credit of the Bond Service Account equal to the sum of (i) the
amount of interest then or to become due and payable on the Bonds of each Series then
Outstanding during the Bond Year commencing within the Fiscal Year with respect to which
such Legislative Appropriation is made or such funds are received and (ii) the amount of
principal then or to become due and payable not later than July thirty-first (31) of such Bond
Y ear on the Serial Bonds of each Series then QOutstanding;

second: to the credit of the Redemption Account, such amount as may be required to
make the total amount then to the credit of the Redemption Account in the Bond Year
commencing within the Fiscal Year with respect to which such Legislative Appropriation is
made or such funds are received equal to the Amortization Requirement for such Bond Year for
the Term Bonds of each Series then Qutstanding; and

third: to the credit of the Surplus Account, any remaining amount.

If the Corporation issues Variable Rate Bonds pursuant to the provisions of Section 207,
208 or 209 of this Agreement, the assumptions for calculating interest for the current Bond Year
to ensure a sufficient deposit for the payment of said interest shall be made on the basis
established in the resolution authorizing the issuance of such Variable Rate Bonds.

If there is a Credit Facility or a Liquidity Facility issued by a provider in connection with
the issuance of a Series of Bonds, any moneys received from draws under such Credit Facility or
Liquidity Facility shall be deposited in separate sub-accounts in the Bond Service Account or the
Redemption Account, as appropriate, and used to pay the principal of and interest on the Bonds
secured thereby.

To the extent required by a resolution of the Board in connection with the issuance of any
Series of Bonds, the Trustee shall establish one or more sub-accounts within the Bond Service
Account and the Redemption Account to segregate amounts paid under any of the Notes and
make withdrawals from such sub-accounts to make payments under any Series of Bonds
designated in such resolution of the Board. Nothing in the foregoing sentence shall be deemed to
affect the party status of the Bonds.

SECTION 402. Withdrawals from Bond Service Account. (a) Subject to the
provisions of paragraph (b) of this Section, on each Interest Payment Date or as otherwise
provided in the resolution of the Board authonzing the issuance of a Series of Bonds, the Trustee
shall withdraw from the Bond Service Account and (1) remit by mail {or by wire transfer, in the
case of the Series 2004 Bonds or if so provided by resolution of the Board) to each Bondholder
the amounts required for paying interest upon such Bonds as such interest becomes due and (2)
set aside sufficient moneys for paying the principal of Serial Bonds as such principal becomes
due. If paying agents other than the Trustee have been designated by the Corporation, the
Trustee shall deposit in trust with such paying agents the amounts required to pay such principal
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and interest. Notwithstanding any provision herein to the contrary, if principal of and premium,
if any, and interest on the Bonds that would have been paid from the Bond Service Account or
Redemption Account is paid instead by amounts drawn under a Credit Facility or a Liquidity
Facility, amounts held to the credit of the Bond Service Account and the Redemption Account
for such purposes shall be paid, to the extent required under any agreement with the issuer of
such Credit Facility or Liquidity Facility, to such issuer. The Trustee shall establish one or more
sub-accounts within the Bond Service Account and the Redemption Account, to the extent
required by a resolution of the Board, to segregate amounts to be paid to the issuer of a Credit
Facility or a Liquidity Facility or amounts received from a Credit Facility or a Liquidity Facility.

(b) Moneys in the Capitalized Interest Sub-account shall be applied exclusively by
the Trustee to the payment of interest accruing on any Series of Bonds from which proceeds
were deposited in the Capitalized Interest Sub-account pursuant to the resolution of the Board
authonzing such Series of Bonds.

SECTION 403. Withdrawals from Redemption Account. Moneys held to the credit
of the Redemption Account shall be applied to the retirement of Bonds as follows:

{(a) Subject to the provisions of paragraph {c) of this Section, the Trustee shal}
endeavor to purchase Bonds or portions of Bonds, whether or not such Bonds or portions shall
then be subject to redemption, at the most advantageous price obtainable by it with reasonable
diligence, such price not to exceed the principal of such Bonds plus the amount of the premium,
if any, that would be payable on the next redemption date to the holders of such Bonds under the
provisions of Article 11I of this Agreement if such Bonds or portions of Bonds should be called
for redemption on such date from the moneys in the Sinking Fund. The Trustee shall pay the
interest accrued on such Bonds or portions of Bonds to the date of delivery thereof from the
Bond Service Account and the principal portion of such purchase price from the Redemption
Account. No such purchase shall be made by the Trustee within the period of forty-five (45)
days immediately preceding the date on which such Bonds are subject to call for redemption
under the provisions of this Agreement except from moneys in excess of the amounts set aside or
deposited for such redemption of Bonds.

(b) Subject to the provisions of paragraph (c) of this Section, the Trustee shall call for
redemption on each date on which Bonds are subject to redemption from moneys in the Sinking
Fund such amount of Bonds or portions of Bonds then subject to redemption as, with the
redemption premium, if any, will exhaust the moneys then held for the credit of the Redemption
Account as nearly as may be; provided, however, that not less than ONE HUNDRED
THOUSAND DOLLARS ($100,000) principal amount of Bonds shall be called for redemption
at any one time. Such redemption shall be made pursuant to the provisions of Article 111 of this
Agreement. Prior to calling Bonds or portions of Bonds for redemption, the Trustee shall
withdraw from the Bond Service Account and from the Redemption Account (including moneys
transferred from the Reserve Account (if applicable) to the credit of the Redemption Account)
and set aside in separate accounts or deposit with the paying agents the respective amounts
required for paying the interest on, and the principal and redemption premium, if any, of the
Bonds or portions of Bonds so called for redemption.
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9] Moneys in the Redemption Account shali be applied by the Trustee in each Bond
Y ear to the retirement of Bonds of each Series then Outstanding in the following order:

first, the Term Bonds to the extent of the Amortization Requirement, if any, for such
Bond Year for such Term Bonds of each such Series then Outstanding, plus the applicable
premium, if any, and, if the amount available in such Bond Year shall not be sufficient therefor,
then in proportion to the Amortization Requirement, if any, for such Bond Year for such Term
Bonds of each such Series then Outstanding, plus the applicable premium, it any;

second, any balance then remaining shall be applied to the purchase of any Bonds then
Outstanding whether or not such Bonds shall then be subject to redemption, in accordance with
the provisions of paragraph (a) of this Section; and

third, any balance then remaining shall be applied to the retirement of Bonds of each
Series as directed by the Corporation.

SECTION 404. Withdrawals from Surplus Account. (a) Moneys held to the credit
of the Surplus Account shail be applied by the Trustee to make payments in the following order:
(i) to make up any deficiency in the Bond Service Account and the Redemption Account; (ii) to
pay the compensation of the Trustee and other amounts payable to the Trustee under Section 804
hereof upon the written request of the Corporation; (i) to make Corporation Swap Payments (if
applicable), if any; (iv) to pay any fees and expenses payable to the providers of any Credit
Facility, Liquidity Facility, Reserve Account Insurance Policy or Reserve Account Letter of
Credit (if applicable) upon the written request of the Corporation; and (v) to reimburse or pay
any provider of such facilities (if applicable) for any other amounts due under the agreement
with such provider.

(b) Any moneys held to the credit of the Surplus Account after all amounts described
in paragraph (a) above required to be paid in respect of a Bond Year have been paid shall, upon
the written request of the Corporation, be transferred to the credit of the Bond Service Account
or the Redemption Account.

SECTION 405. Reserve Account. If the resolution of the Board providing for the
issuance of Bonds under this Agreement requires that a Reserve Account be established, a
separate account in the Sinking Fund designated ‘“Reserve Account” is hereby authorized to be
created in accordance with such resolution, in which Reserve Account there shall be established
separate sub-accounts as provided in such resolution. In such event, the Trustee shall, from the
funds received by the Trustee in accordance with Section 401, prior to depositing any amounts to
the credit of the Surplus Account, deposit to the credit of each sub-account within the Reserve
Account such amount as may be required to make the amount then on deposit to the credit of
each such sub-account equal to the amount established in such resolution of the Board. Any
Reserve Account created under the Trust Agreement will be applicable to one or more Series of
Bonds issued under the Trust Agreement as provided in the resolution of the Board authorizing
any such Senes.

In lieu of any required deposit or in substitution of moneys on deposit to the credit of any
sub-account within the Reserve Account (if applicable), the Corporation may cause to be
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deposited to the credit of such sub-account within the Reserve Account a Reserve Account
Insurance Policy or a Reserve Account Letter of Credit in an amount equal to such required
deposit, which Reserve Account Insurance Policy or Reserve Account Letter of Credit shall be
satisfactory in form and substance to the Trustee and shall (1) be payable or available to be drawn
upon, as the case may be (upon the giving of notice as required thercunder), on any payment date
for the Bonds on which a withdrawal from such sub-account within the Reserve Account would
be required under Section 404 hereof, and (11} give the Trustee the right to draw on any Reserve
Account Insurance Policy or Reserve Account Letter of Credit prior to the expiration thereof
unless the Corporation has fumished a replacement Reserve Account Insurance Policy or
Reserve Account Letter of Credit or has provided sufficient moneys to make the amounts then on
deposit to the credit of such sub-account within the Reserve Account equal to the amount
required therefor. If a disbursement is made under a Reserve Account Insurance Policy or a
Reserve Account Letter of Credit, the funds thereafter becoming available for deposit to the
credit of the related sub-account within the Reserve Account shall be used by the Trustee to
reinstate the amounts availablc to be drawn under such Reserve Account Insurance Policy or
Reserve Account Letter of Credit in an amount at least equal to the amount being reimbursed to
the provider of such Reserve Account Insurance Policy or Reserve Account Letter of Credit or, if
such reinstatement is not available, to deposit to the credit of such sub-account within the
Reserve Account moneys in the amount of the disbursement made under such Reserve Account
Insurance Policy or Reserve Account Letter of Credit or a combination of such alternatives,

Moneys held to the credit of any sub-account within the Reserve Account (if applicable)
shall be used by the Trustee for the purpose of paying interest on the Series of Bonds secured
thereby and maturing principal of such Bonds when moneys held to the credit of the Bond
Service Account shall be insufficient for such purpose and thereafter for the purpose of making
deposits to the credit of the Redemption Account pursuant to the requirements of clause second
of Section 401 of this Agreement whenever and to the extent that the Legislative Appropriation
or the moneys received in respect of the Notes are insufficient therefor.

Any moneys held to the credit of any sub-account within the Reserve Account in excess
of the amount required to be on deposit therein pursuant to the resolution of the Board shall,
upon the written request of the Corporation, be transferred to the credit of the Bond Service
Account or the Redemption Account.

SECTION 406. Moneys Set Aside Held in Trust. All moneys which the Trustee
shall have withdrawn from the accounts of the Sinking Fund, or shall have received from any
other source and set aside or deposited with any paying agent for the purpose of paying the
principal of or the interest on any of the Bonds hereby secured, either at the maturity thereof or
upon call for redemption, or for the purpose of paying any other obligation of the Corporation
secured hereunder, shall be held in trust for the respective Holders of such Bonds, the provider of
the Credit Facility or Liquidity Facility (if applicable) or the Hedge Counterparty (if applicable).
Any moneys which shall be set aside or deposited by the Trustee or any paying agent and which
shall remain unclaimed by the Holders of such Bonds or such other person entitled to receive a
payment hereunder for the period of two (2) years after the date on which such Bonds or the
interest thereon or such other obligation shall have become payable shall, upon request in
writing, be paid to the Corporation or to such officer, board or body as may then be entitled by
Jaw to receive the same, and thereafter the Holders of such Bonds or such other person entitled to
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receive a payment hereunder, shall look only to the Corporation or to such officer, board or
body, as the case may be, for payment and then only to the extent of the amounts so received
without any interest thereon, and the Trustee and any other paying agents shall have no
responsibility for such moneys.

SECTION 407. Establishment of Sub-accounts in the Redemption Account. The
Trustec shall establish one or more sub-accounts in the Redemption Account for deposits of

funds to be used for extraordinary mandatory redemptions of one or more Senes of Bonds and
shall deposit and withdraw moneys from such sub-accounts, if and as required by resolutions of
the Board adopted prior to the issuance of such Series of Bonds.

ARTICLE V,

DEPOSITORIES OF MONEYS, SECURITY FOR DEPOSITS
AND INVESTMENTS OF FUNDS

SECTION 501. Security for Deposits. All moneys deposited under the provisions of
this Agreement with the Trustee shall be held in trust under the terms hereof, and shall not be
subject to lien or attachment by any creditor of the Corporation.

All moneys deposited with the Trustee hereunder in excess of the amount insured by the
Federal Deposit Insurance Corporation, or other Federal agency shall be continuously secured
for the benefit of the Trustee, the Holders of the Bonds, the provider of any Credit Facility or
Liguidity Facility and the Hedge Counterparty, if any, either (a) by depositing with a bank or
trust company approved by the Corporation and by the Trustee, as custodian, or, if then
permitted by law, by setting aside under control of the trust department of the bank holding such
deposit, as collateral security, securities described in clause (1) of the definition of Government
Obligations, or, with the approval of the Trustee, other marketable securities eligible as security
for the deposit of trust funds under applicable regulations of the Comptroller of the Currency of
the United States of America and applicable Commonwealth laws or regulations, having a
market value (exclusive of accrued interest) not less than the amount of such deposit, or, (b) if
the furnishing of security as provided in clause (a) of this Section is not permitted by applicable
law, in such other manner as may then be required or permitted by applicable Commonwealth
and Federal laws or regulations regarding the security for, or granting a preference in the case of,
the deposit of trust funds; provided, however, that it shall not be necessary for the Trustee to give
security for the deposits of any moneys set aside for the payment of the principal of or the
redemption premium or the interest on any Bonds issued hereunder, or for the Trustee to give
security for any moneys which shall be represented by obligations purchased under the
provisions of this Article as an investment of such moneys.

All moneys deposited with the Trustee shall be credited to the particular fund or account
to which such moneys belong.

SECTION 502. Investment of Moneys. Moneys held to the credit of the Bond
Service Account and the Redemption Account (except the Capitalized Interest Sub-account and
any sub-accounts established by one or more resolutions of the Board to segregate amounts
received from a Credit Facility or a Liquidity Facility, which resolution or resolutions may
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provide for the investment of moneys deposited to the credit of any such sub-account) shall, as
nearly as may be practicable, be continuously invested and reinvested, at the written direction of
the Corporation specifying the particular investment to be made, in (1) Government Obligations,
that shall mature, or that shall be subject to redemption by the holder thereof at the option of
such holder, not later than the respective dates when moneys held for the credit of said accounts
will be required for the purposes intended or (it) Investment Agreements pursuant to which funds
would be available not later than the respective dates when moneys held for the credit of said
accounts would be required for the purposes intended. Anything in this Agreement to the
contrary notwithstanding, moneys held to the credit of the Capitalized Interest Sub-account may
be invested, in addition to any other permitted investments of moneys in the Bond Service
Account, in investment agreements with Government Development Bank pursuant to which
funds would be availabie not later than the respective dates when moneys held to the credit of the
Capitalized Interest Sub-account would be required for the purposes intended. Moneys held to
the credit of the Surplus Account shall be continuocusly invested and reinvested at the written
direction of the Corporation in any Investment Cbligations selected by it. Moneys held to the
credit of the Reserve Account (if applicable) shall, as nearly as may be practicable, be
continuously invested and reinvested at the written direction of the Corporation specifying the
patticular investment to be made, in Investment Obligations that shall mature no later than the
final maturity of the Bonds.

Obligations so purchased as an investment of moneys in any such funds or accounts shali
be deemed at all times to be a part of such funds or accounts, and any investment earnings and
profit or loss realized on the sale or maturity thereof, shall be credited or debited to such funds or
accounts; provided, however, that if the deposits to any account required by Section 401 hereof
have been made for the current Bond Year, the investment eamings on moneys held to the credit
of such account shall be deposited in the order set forth in said Section 401 to the credit of any
other account of the Sinking Fund for which such required deposit has not been made, and if all
such required deposits have been made, such camings shall be deposited to the credit of such
account in the Sinking Fund as shall be directed by the Corporation. The Trustee, at the written
direction of the Corporation, shall sell any obligations so purchased as an investment whenever it
shall be necessary to do so in order to provide moneys to meet any payments or transfers from
such funds or accounts. Neither the Trustee nor the Corporation shall be liable or responsible for
any loss, fee, tax or other charge resulting from any such investment, reinvestment or liquidation
of an investment.

In the case of investments in the obligations described in clauses (iii) of the definition of
Investment Obligations in Section 101 hereof, the Corporation shall deliver to the Trustee, if the
Trustee so requests, an opinion of counsel acceptable to the Trustee as to the perfection and
priority of the security interests in the collateral desenibed therein.

SECTION 503. Valuation of Investments. In computing the amount in any fund or
account created pursuant to the provisions of this Agreement, obligations purchased as an
investment of moneys therein shall be valued at par if purchased at par or at amortized value if
purchased at other than par, plus, in each case, accrued interest. Amortized value, when used
with respect to an obligation purchased at a premium above or a discount below par, means the
value as of any given time obtained by dividing the total premium or discount at which such
obligation was purchased by the number of days remaining to maturity on such obligation at the
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date of such purchase and by multiplying the amount thus calculated by the number of days
having passed since such purchase; and (1) in the case of an obligation purchased at a premium
by deducting the product thus obtained from the purchase price, and (2) in the case of an
obligation purchased at a discount by adding the product thus obtained to the purchase price.
Valuation on any particular date shall inciude the amount of interest then eamned or accrued to
such date on any moneys or investments in such fund or account. The computation of the
amount on deposit in or credited to any fund and account created under this Agreement and the
valuation of the investments of such amount shall be performed by the Trustee for such fund and
account held by the Trustee on the last day of each Bond Year, and such computation and
valuation shall not be required to be performed at other times, except upon the written request of
the Corporation.

ARTICLE VL
PARTICULAR COVENANTS

SECTION 601. Payment of Principal. Interest and Premium; Limited Obligation;
Pledge of Notes and Pledged Revenues. The Corporation covenants that it will promptly pay
the principal of and the interest on every Bond issued hereunder and secured hereby at the
places, on the dates and in the manner specified herein and in said Bonds and any premium
required for the retirement of said Bonds by purchase or redemption, according to the true intent
and meaning thereof. Such principal, interest and premium, if any, are payable solely fromn the
payments received in respect of the Notes and the Pledged Revenues, which Notes and Pledged
Revenues are hereby pledged to the payment thereof in the manner and to the extent hereinabove
particularly specified.

Nothing in the Bonds or in this Agreement shall be deemed to constitute the Bonds a debt
or obligation of the Commonwealth or any of its instrumentalities (other than the Corporation) or
political subdivisions, and neither the Commonweaith nor any of its instrumentalities (other than
the Corporation) or political subdivisions shall be liable for the payment of the principal of or the
interest on the Bonds.

Nothing in the Bonds or in this Agreement shall be deemed to establish or grant any
rights to a holder of any bond, note or other obligation of the Corporation which was not issued
under or secured by the lien of this Agreement.

SECTION 602. No Impairment. The Corporation covenants and agrees that, so long
as any of the Bonds shail be Qutstanding and so long as any of its other obligations under any
Reimbursement Agreement (if applicable) or the Swap Agreement (if applicable) secured
hereunder shall remain unpaid, none of the Pledged Revenues will be used for any purpose other
than as provided in this Agreement, and that no contract or contracts will be entered into or any
action taken by which the rights of the Trustee, the Holders or such other parties secured by this
Agreement to such Pledged Revenues might be impaired or diminished. Any resolution adopted
by the Board authorizing the issvance of a Series of Bonds shall, for all purposes, be deemed part
of this Agreement and shall constitute a contract for the benefit of the Holders of said Series.
This Agreement and any such resolution may be supplemented and amended only in accordance
with Article X hereof, except for supplements and amendments to any such resolution adopted or
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entered into prior to the issuance of the applicable Series of Bonds, which may be adopted or
entered into without restriction.

SECTION 603. Inclusion of Principal and Interest Requirement in Budget. Each
year while any Bonds are Outstanding, the Corporation shall file a timely request with the
Director of the Office of Management and Budget of Puerto Rico to include in the annual budget
of capital improvements and operating expenses of Puerto Rico for the next Fiscal Year the
necessary Legislative Appropriation so that payments in respect of the Notes shall be sufficient
to cover the principal and interest payable with respect to the Bonds and all other amounts
payable in respect of the Bonds or payable under this Agreement dunng the next Bond Year
commencing within such Fiscal Year.

SECTION 604. Covenant to Enforce Payment of Note. The Corporation agrees to
take any and all action available to it under the laws of the Commonwealth to assure that all
amounts due and payable under the Notes will be timely paid, and that if any such payment shall
not be made when the same shall become due and payable, the Corporation agrees to take any
and all action available to it under the laws of the Commonwealth to enforce such payment.

SECTION 605. Faithful Performance; Due Authority. The Corporation covenants
that it will faithfully perform at all times any and all covenants, undertakings, stipulations and
provisions contained in this Agreement and in any and every Bond executed and delivered
hereunder. The Corporation represents and warrants that it is duly authonized to issue the Bonds
authorized hereby, to execute and deliver this Agreement, and that all action on its part for the
issuance of the Bonds issued hereunder and the execution and delivery of this Agreement have
been duly and effectively taken.

SECTION 606. Tax Covenant. The Corporation hereby eovenants and agrees that, to
the extent permitted by the Constitution and laws of the Commonwealth, it shall comply with the
requirements of the Intemal Revenue Code of 1986, as amended, and the regulations
promulgated thereunder so that interest on the Corporation’s 2004 Series A Bonds and any
refunding Bonds or additional Bonds the interest on which is intended to be excluded from gross
income of the recipients thereof for Federal income tax purposes will remain excluded from
gross income for Federal income tax purposes and, in furtherance thereof, the Corporation wiil
comply with the requirements of the Tax Certificate as to Arbitrage and Provisions of Sections
one hundred forty-one (141) through one hundred fifty (150) of the Internal Revenue Code of
1986.

ARTICLE VIL

REMEDIES

SECTION 701. Enforcement of Remedies. At the request of the Holders of not less
than twenty percent {(20%) of the aggregate principal amount of Bonds then Outstanding, the
Trustee shall proceed, subject to the provisions of Sections 802 hereof, to protect and enforce its
rights and the rights of the Holders under the laws of Puerto Rico or under this Agreement,
including ail rights with respect to the Notes and the Pledged Revenues, by such suits, actions or
special proceedings in equity or at iaw, or by proceedings in the office of any board or officer
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having jurisdiction, either for the specific performance of any covenant or agreement contained
herein or in aid or execution of any power herein granted or for the enforcement of any proper
legal or equitable remedy, as the Trustee, being advised by counsel, shall deem most effectual to
protect and enforce such rights.

In the enforcement of any remedy under this Agreement the Trustee shall be entitled to
sue for, enforce payment of and recover judgment for, in its own name and as trustee of an
express trust, any and all amounts then or after any default becoming, and at any time remaining,
due from the Corporation for principal, premium, if any, interest or otherwise under any of the
provisions of this Agreement or of the Bonds and unpaid, together with any and all costs and
expenses of collection and of all proceedings hereunder and under the Bonds, and to exercise all
rights and remedies under the Notes, all without prejudice to any other right or remedy of the
Trustee or of the Holders, and to recover and enforce any judgment or decree against the
Corporation, but solely as provided herein and in the Bonds for any portion of such amounts
remaining unpaid and interest, costs and cxpenses as above provided, and to collect, in any
manner provided by law, the moneys adjudged or decreed to be payable. Anything in this
Agreement to the contrary notwithstanding, the Trustee may not sell or otherwise dispose of the
Notes.

SECTION 702. Pro Rata Application of Funds. Anything in this Agreement to the
contrary notwithstanding, if at any time the moneys in the Sinking Fund shall not be sufficient to
pay the interest on or the principal of the Bonds as the same shall become due and payable, such
moneys (except for any moneys obtained from a drawing on a Credit Facility, other than the
GDB Letters of Credit, or Liquidity Facility (if applicable) and deposited in a separate sub-
account which shall secure only one or more specified Series of Bonds or moneys deposited in
any sub-account within the Reserve Account that secures only one or more specified Series of
Bonds), together with any moneys then available or thereafter becoming available for such
purpose, whether through the exercise of the remedies provided for in this Article or otherwise,
shall be applied as follows: '

first: to the payment to the persons entitled thereto of all installments of interest then due
and payable in the order in which such installments became due and payable and, if the amount
available shall not be sufficient to pay in full any particular installment, then to the payment,
ratably, according to the amounts due on such instaliment, to the persons entitied thereto, without
any discrimination or preference except as to any difference in the respective rates of interest
specified in such Bonds;

second: to the payment to the persons entitled thereto of the unpaid principal of any of
the Bonds which shall have become due and payable (other than the Bonds called for redemption
for the payment of which moneys are held pursuant to the provisions of this Agreement) in the
order of their due dates, with interest on such Bonds at the respective rates specified therein from
the respective dates upon which such Bonds became due and payable, and, if the amount
available shall not be sufficient to pay in full the principal of such Bonds due and payable on any
particular date, together with such interest, then to the payment first of such interest, ratably,
according to the amount of such interest due on such date, and then to the payment of such
principal, ratably, according to the amount of such principal due on such date, to the persons
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entitled thereto without any discrimination or preference except as to any difference in the
respeciive rates of interest specified in the Bonds;

third: to the payment of the interest on and the principal of the Bonds, to the purchase
and retirement of Bonds and to the redemption of Bonds, all in accordance with the provisions of
Articie IV of this Agreement;

fourth: to the payment of any amounts then due and owing to a provider of a Credit
Facility or a Liquidity Facility {if applicable); and

fifth: to the payment of any amounts then due and payable owing to a Hedge
Counterparty under a Swap Agreement (if applicable).

Whenever moneys are to be applied pursuant to the provisions of this Section, such
moneys shall be applied by the Trustee at such times, and from time to time, as the Trustee in its
sole discretion shall determine, having due regard to the amount of such moneys available for
application and the likelihood of additional moneys becoming available for such application in
the future; the setting aside of such moneys in trust for the proper purpose shall constitute proper
application by the Trustee; and the Trustee shall incur no liability whatsoever to the Corporation,
to any Holder, the provider of a Credit Facility or a Liquidity Facility (if applicable), a Hedge
Counterparty (if applicable) or to any other person for any delay in applying any such moneys,
so long as the Trustee acts with reasonable diligence, having due regard to the circumstances,
and ultimately applies the same in accordance with such provisions of this Agreement as may be
applicable at the time of application by the Trustee. Whenever the Trustee shall exercise such
discretion in applying such moneys, it shall fix the date (which shall be an Interest Payment Date
uniess the Trustee shall deem another date more suitable) upon which such application is to be
made and upon such date interest on the amounts of principal to be paid on such date shall cease
to accrue. The Trustee shall give notice as it may deem appropriate of the fixing of any such
date, and shall not be required to make payment to the holder of any Bond until such Bond shall
be surrendered to it for appropriate endorsement, or for canceilation if fully paid.

SECTION 703. Effect of Discontinuance of Proceeding. In case any proceeding
taken by the Trustee shall have been discontinued or abandoned for any reason, then and in every
such case the Corporation, the Trustee and the Holders shall be restored to their former positions
and rights hereunder, respectively, and all rights, remedies, powers and duties of the Trustee
shall continue as though no such proceeding had been taken.

SECTION 704. Majority of Bondholders May Control Proceeding. Anything in
this Agreement to the contrary notwithstanding, Holders of a majority in principal amount of the
Bonds Outstanding shall have the right, subject to the provisions of Section 802 hereof, by an
instrument in writing executed and delivered to the Trustee, to direct the time, method and place
of conducting all remedial proceedings to be taken by the Trustee hereunder or exercising any
trust or power conferred upon the Trustee, provided that (i) such direction shall not be otherwise
than in accordance with law and the provisions of this Agreement, and (ii) subject to the
provisions of Section 801 hercof, that the Trustee may take any other action deemed proper by
the Trustee which is not inconsistent with such direction. In the event that particular Bonds are
secured by a Credit Facility or Liquidity Facility and the provider of the Credit Facility or
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Liquidity Facility has not defaulted in its obligations under such Credit Facility or Liquidity
Facility, the provider of such Credit Facility or Liquidity Facility shall have the right, in lieu of
the Holders of the Bonds secured thereby, to direct the method and place of conducting such
remedial proceedings and to give any consents or waivers to such remedial proceedings under
Article VII

SECTION 705. Restrictions Upon Actions by Individual Bondholders. No Holder
of any of the Bonds shall have any right to institute, appear in or defend any suit, action or
proceeding in equity or at law on any Bond or for the execution of any trust hercunder or for any
other remedy hereunder. It is understood and intended that no one or more Holders of the Bonds
hereby secured shall have any right in any manner whatever by his or their action to affect,
disturb, or prejudice the security of this Agreement, or to enforce any right hereunder, that ali
suits, actions and proceedings at law or in equity shall be instituted, had and maintained in the
manner herein provided and for the benefit of all Holders of such outstanding Bonds, and that
any individual right of action or other right given to one or more of such Holders by law is
restricted by this Agreement to the rights and remedies herein provided.

SECTION 706. No Remedy Exclusive. No remedy herein conferred upon or reserved
to the Holders of the Bonds is intended to be exclusive of any other remedy or remedies herein
provided, and each and every such remedy shall be cumulative and shall be in addition to every
other remedy given hereunder.

SECTION 707. No Delay or Omission Construed to be