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COMMONWEALTH OF PUERTO RICO  

Financial Information and Operating Data Report 

December 6, 2011 

INTRODUCTION  

General 

The financial and operating information about the Commonwealth of Puerto Rico (the 

ñCommonwealthò or ñPuerto Ricoò) included in this Report has been updated as of June 30, 

2011, except as otherwise provided herein.  The Commonwealthôs fiscal year runs from July 1 

through June 30 of the following year.  References in this Report to a particular fiscal year are to 

the year in which such fiscal year ends. 

Forward-Looking Statements 

The information included in this Report contains certain ñforward-lookingò statements.  

These forward-looking statements may relate to the Commonwealthôs fiscal and economic 

condition, economic performance, plans, and objectives.  All statements contained herein that are 

not clearly historical in nature are forward-looking, and the words ñanticipates,ò ñbelieves,ò 

ñcontinues,ò ñexpects,ò ñestimates,ò ñintends,ò ñaims,ò ñprojects,ò and similar expressions, and 

future or conditional verbs such as  ñwill,ò ñwould,ò ñshould,ò ñcould,ò ñmight,ò ñcan,ò ñmay,ò 

or similar expressions, are generally intended to identify forward-looking statements. 

These statements are not guarantees of future performance and involve certain risks, 

uncertainties, estimates, and assumptions by the Commonwealth that are difficult to predict.  The 

economic and financial condition of the Commonwealth is affected by various financial, social, 

economic, environmental, and political factors.  These factors can be very complex, may vary 

from one fiscal year to the next, and are frequently the result of actions taken or not taken, not 

only by the Commonwealth and its agencies and instrumentalities, but also by entities such as the 

government of the United States of America or other nations that are not under the control of the 

Commonwealth.  Because of the uncertainty and unpredictability of these factors, their impact 

cannot, as a practical matter, be included in the assumptions underlying the Commonwealthôs 

projections. 

The projections set forth in this Report were not prepared with a view toward complying 

with the guidelines established by the American Institute of Certified Public Accountants with 

respect to prospective financial information, but, in the view of the Commonwealthôs responsible 

officers, were prepared on a reasonable basis, reflect the best currently available estimates and 

judgments, and present, to the best of such officersô knowledge and belief, the expected course of 

action and the expected future financial performance of the Commonwealth.  However, this 

information is not fact and should not be relied upon as being necessarily indicative of future 

results, and readers of this Report are cautioned not to place undue reliance on the prospective 

financial information.  Neither the Commonwealthôs independent auditors, nor any other 

independent auditors, have compiled, examined, or performed any procedures with respect to the 

prospective financial information contained herein, nor have they expressed any opinion or any 

other form of assurance on such information or its achievability and disclaim any association 
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with the prospective financial information.  Neither the Commonwealthôs independent auditors, 

nor any other independent auditors, have been consulted in connection with the preparation of 

the prospective financial information set forth in this Report, which is solely the product of the 

Commonwealth, and the independent auditors assume no responsibility for its content. 

Overview of Economic and Fiscal Condition 

Economic Condition 

Puerto Ricoôs economy is currently in a recession that began in the fourth quarter of 

fiscal year 2006.  Although Puerto Ricoôs economy is closely linked to the United States 

economy, in recent fiscal years the performance of the Puerto Rico economy has not been 

consistent with the performance of the United States economy.  For fiscal years 2007, 2008, 

2009 and 2010 Puerto Ricoôs real gross national product decreased by 1.2%, 2.9%, 4.0% and 

3.8%, respectively, while the United States real gross domestic product grew at a rate of 1.8% 

and 2.7% during fiscal years 2007 and 2008, respectively, contracted during fiscal year 2009 at a 

rate of 3.0%, and grew by 0.9% in fiscal year 2010.  According to the Puerto Rico Planning 

Boardôs (the ñPlanning Boardò) latest projections made in March 2011, which take into account 

the preliminary results for fiscal year 2010, the economic impact of the disbursement of funds 

from the American Recovery and Reinvestment Act of 2009 (ñARRAò), and other economic 

factors, it is projected that the real gross national product for fiscal year 2011 contracted by 

1.0%.  The real gross national product for fiscal year 2012, however, is forecasted to grow by 

0.7%. 

Fiscal Condition 

Fiscal Imbalance.  Since 2000, the Commonwealth has faced a number of fiscal 

challenges, including an imbalance between its General Fund total revenues and expenditures.  

The imbalance reached its highest level in fiscal year 2009, when the deficit was $3.306 billion, 

consisting of the difference between total revenues from non-financing sources of $7.583 billion 

and total expenditures of $10.890 billion.  The following table shows total revenues from non-

financing sources (which are revenues from taxes, licenses and other internal or external sources 

received by virtue of existing laws, but excluding proceeds from financings), total expenditures 

(including debt service payments) and the ensuing imbalance for the last three fiscal years.  Total 

revenues from non-financing sources, as shown in the table, includes revenues from temporary 

revenue raising measures taken by the Commonwealth to address this fiscal imbalance, some of 

which are described in ñFiscal Stabilization and Economic Reconstructionò under THE 

ECONOMY below.  Such temporary revenues should not be considered ñrecurringò revenues 

beyond the applicable period of such measures.  Similarly, total expenditures, as shown in the 

table, includes expenditures of a non-recurring nature as a result of the implementation of 

various expense-reduction measures also described in ñFiscal Stabilization and Economic 

Reconstructionò under THE ECONOMY below.  Accordingly, the amount of the 

Commonwealthôs so called ñstructural deficit,ò or the difference between recurring government 

revenues and recurring expenditures, may differ from the amount of the deficit shown below.  

Depending on the assumptions made as to what should be considered ñrecurringò for purposes of 

this computation, such difference may be significant. 
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Deficit 

Fiscal Years ended June 30, 

(in millions) 

  

Total 

Revenues
(1)

  

Total 

Expenditures  Deficit 

       

2009  7,583  10,890  (3,306) 

2010  7,593  10,369
(3)

  (2,775) 

2011
(2)

  8,063  9,792
(3)

  (1,729) 
____________________ 
(1) Excludes General Fund revenues attributable to the electronic and traditional lotteries in the 
amount of $126.7 million, $122.8 million and $101.9 million for fiscal years 2009, 2010 and 

2011, respectively. 
(2) Preliminary, unaudited numbers.  
(3) Includes debt service of $677.4 million and $638.7 million for fiscal years 2010 and 2011, 

respectively, on the Commonwealthôs general obligation bonds and guaranteed bonds of 

Public Buildings Authority that was refinanced through the issuance of refunding bonds. 
 

Source: 2009-2010: Commonwealth of Puerto Rico Comprehensive Annual Financial Report 

ð Statement of Revenues and Expenditures ð Budget and Actual ð Budget Basis ð 
General Fund.   

2011: Department of the Treasury. 

Prior to fiscal year 2009, the Commonwealth bridged such deficit through the use of non-

recurring measures, such as borrowing from Government Development Bank for Puerto Rico 

(ñGovernment Development Bankò or ñGDBò ò) or in the bond market, postponing the payment 

of various government expenses, such as payments to suppliers and utilities providers, and other 

one time measures such as the use of derivatives and borrowings collateralized with government 

owned real estate and uncollected General Fund revenues. 

In January 2009, the Government of Puerto Rico (the ñGovernmentò) began to implement 

a multi-year plan designed to achieve fiscal balance, restore sustainable economic growth and 

safeguard the investment-grade ratings of the Commonwealth bonds.  This plan included certain 

expense reduction measures that, together with various temporary and permanent revenue raising 

measures, have allowed the government to reduce the deficit.  These measures are briefly 

discussed below and are discussed in greater detail in ñFiscal Stabilization and Economic 

Reconstructionò under THE ECONOMY. 

As shown in the table above, during the last three fiscal years, the Commonwealth has 

been able to reduce the deficit by both increasing its revenues and reducing its expenditures.  The 

Commonwealthôs ability to continue reducing the deficit will depend in part on its ability to 

continue increasing revenues and reducing expenditures, which in turn depends on a number of 

factors, including improvements in general economic conditions. 

Fiscal Stabilization Plan.  The fiscal stabilization plan, which was generally contained in 

Act No. 7 of March 9, 2009, as amended (ñAct 7ò), sought to achieve budgetary balance, while 

addressing expected fiscal deficits in the intervening years through the implementation of a 

number of initiatives, including: (i) a gradual operating expense-reduction plan through reduction 

of operating expenses, including payroll, which is the main component of government 

expenditures, and the reorganization of the Executive Branch; (ii) a combination of temporary 
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and permanent revenue raising measures, coupled with additional tax enforcement measures; and 

(iii)  certain financial measures.   

The Government estimates that the fiscal stabilization planôs operating expense reduction 

measures have resulted in annual savings of approximately $837 million, and that the tax 

revenue enforcement measures, and the temporary and permanent revenue raising measures have 

resulted in additional revenues of $420 million during fiscal year 2011. 

The principal financial measure taken has been a bond issuance program through the 

Puerto Rico Sales Tax Financing Corporation (ñCOFINAò by its Spanish-language acronym), to 

which the Commonwealth allocated a portion of its sales and use tax.  The proceeds from the 

COFINA bond issuance program (such proceeds are deposited in an account (referred to herein 

as the ñStabilization Fundò) managed by GDB) have been used to repay existing government 

debt (including debts with GDB), finance government operating expenses for fiscal years 2008 

through 2011 (and will be used in fiscal year 2012 to cover government expenses included in the 

governmentôs annual budget for such fiscal year), including costs related to the implementation 

of a workforce reduction plan, and fund an economic stimulus plan, as described below.  During 

fiscal years 2009 and 2010, COFINA issued approximately $5.6 billion and $3.6 billion, 

respectively, of revenue bonds payable from sales and use tax collections transferred to 

COFINA.  During fiscal year 2012, COFINA expects to issue approximately $2 billion of 

revenue bonds payable from sales and use tax collections transferred to COFINA, the proceeds 

of which will be mainly used to finance a portion of the governmentôs operating expenses for 

fiscal year 2012, refund outstanding debt obligations payable from Commonwealth 

appropriations, and refund certain outstanding COFINA bonds. 

Another financial measure taken has been the restructuring of a portion of the debt 

service on the Commonwealthôs general obligation bonds and on bonds of the Public Buildings 

Authority (ñPBAò) that are guaranteed by the Commonwealth and are payable from 

Commonwealth budget appropriations.  During fiscal year 2010, the Commonwealth refinanced 

$512.9 million of interest accrued during such fiscal year on the Commonwealthôs general 

obligation bonds and $164.5 million of interest accrued during such fiscal year on PBA bonds.  

During fiscal year 2011, the Commonwealth refinanced $490.9 million of interest accrued during 

such fiscal year and principal due on July 1, 2011 on the Commonwealthôs general obligation 

bonds.  During fiscal year 2011, PBA also used a line of credit from GDB to make payments of 

approximately $147.8 million of interest accrued during such fiscal year on its Commonwealth 

guaranteed bonds, which line of credit was refinanced with the proceeds of a series of 

Commonwealth guaranteed bonds issued by PBA. 

During fiscal year 2012, the Government expects to refinance approximately $537.4 

million of principal due in and interest to accrue during such fiscal year on the Commonwealthôs 

general obligation bonds and approximately $153.8 million of interest to accrue during such 

fiscal year on Commonwealth guaranteed PBA bonds. 

The fiscal stabilization plan is discussed in more detail in ñFiscal Stabilization and 

Economic Reconstructionò under THE ECONOMY. 
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Results for Fiscal Year 2009.  General Fund total revenues for fiscal year 2009 were 

$7.583 billion (this amount excludes approximately $126.7 million of revenues attributable to the 

electronic and traditional lotteries, which for accounting purposes are included in the 

Commonwealthôs audited financial statements as a separate fund from the General Fund), 

representing a decrease of $775.5 million, or 9.3%, from fiscal year 2008.  Total expenditures for 

fiscal year 2009 were $10.890 billion (consisting of $9.927 billion of total expenditures and $962 

million of other uses) representing an increase of approximately $1.402 billion, or 14.8%, from 

original budgeted expenditures and exceeded General Fund total revenues (excluding other 

financing sources) by $3.306 billion, or 43.6%.  

During fiscal year 2009, the Government faced an aggregate cash shortfall of $1.153 

billion that, when added to the General Fund deficit, represented approximately $4.459 billion in 

excess expenditures and cash shortfall.  The difference between General Fund revenues and total 

expenditures for fiscal year 2009 was principally paid from proceeds of COFINA bond issues 

and the restructuring of the corpus account of the Puerto Rico Infrastructure Financing Authority 

(ñPRIFAò) pursuant to the fiscal stabilization plan.  See ñFiscal Stabilization and Economic 

Reconstruction ï Fiscal Stabilization Planò under THE ECONOMY. 

Results for Fiscal Year 2010.  General Fund total revenues for fiscal year 2010 were 

$7.593 billion (this amount excludes approximately $122.8 million of revenues attributable to the 

electronic and traditional lotteries, which for accounting purposes are included in the 

Commonwealthôs audited financial statements as a separate fund from the General Fund), 

representing an increase of $9.8 million from fiscal year 2009 revenues.  The principal changes 

in sources of revenues from fiscal year 2009 included a decrease in the sales and use tax received 

by the General Fund of $256.8 million due to the assignment to COFINA of an additional 1.75% 

of the 5.5% Commonwealth sales and use tax.  This decrease in the amount of sales and use 

taxes allocated to the General Fund was fully offset, however, by increases in property taxes and 

excise taxes on cigarettes and alcoholic beverages of approximately $227.8 million and $60.5 

million, respectively, as a result of the temporary and permanent revenue raising measures 

implemented as part of the Commonwealthôs fiscal stabilization plan.  Revenues from income 

taxes for fiscal year 2010 were approximately the same as in fiscal year 2009, reflecting the 

continuing impact of the ongoing economic recession. 

Total expenditures for fiscal year 2010 were $10.369 billion (which included $173 

million of expenditures related to a Government local stimulus program described below in 

ñFiscal Stabilization and Economic Reconstruction ï Economic Reconstruction Planò under THE 

ECONOMY), consisting of (i) $9.640 billion of total expenditures and (ii) $728 million of other 

financing uses.  Total expenditures of $10.369 billion exceeded General Fund total revenues 

(excluding other financing sources) by $2.775 billion, or 36.6%.  Excluding the debt service 

amounts that were refinanced, total expenditures for fiscal year 2010 were approximately $9.691 

billion and exceeded General Fund total revenues (excluding other financing sources) by $2.098 

billion, or 27.6%.  The difference between revenues and expenses for fiscal year 2010 was 

covered principally by proceeds from a COFINA bond issue. 

Preliminary Results for Fiscal Year 2011.  Preliminary General Fund total revenues for 

fiscal year 2011 (from July 1, 2010 to June 30, 2011) were $8.165 billion (this amount includes 

approximately $101.9 million of revenues attributable to the electronic and traditional lotteries), 
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an increase of $449.3 million, or 5.8%, from $7.716 billion of total revenues for the same period 

in the prior fiscal year (this amount includes approximately $122.8 million of revenues 

attributable to the electronic and traditional lotteries), and an increase of $31 million from the 

revised estimate of total revenues, which took into account the effect of the tax reform discussed 

below under ñTax Reform.ò 

The increase in General Fund total revenues is mainly due to an increase of $170.1 

million in tax withholdings from non-residents and the collection of $677.8 million as a result of 

the new temporary excise tax and the expansion of the taxation of certain foreign persons 

adopted as Act No. 154 of October 25, 2010, as amended (ñAct 154ò) as part of the tax reform 

(discussed below under ñTax Reformò).   This increase was partially offset by a decrease of $407 

million and $18.5 million in collections from income tax on individuals and entertainment 

machine licenses, respectively.  The decrease in individual income taxes is due to the tax relief 

provided to individual taxpayers as part of the tax reform and to current economic conditions.  

The Government had expected that the decrease in General Fund net revenues as a result of the 

tax relief provided to taxpayers as part of the tax reform would be offset by the temporary excise 

tax imposed on certain foreign persons by Act 154.  For fiscal year 2011, the first five monthly 

excise tax payments (from February through June 2011) amounted to $677.6 million, which was 

consistent with the Governmentôs projection of collections from the excise tax.  The 

Governmentôs expectations with respect to the impact of the tax reform on fiscal year 2011 

revenues were met. 

Preliminary General Fund total expenses for fiscal year 2011 amounted to $9.153 billion, 

which excludes $638.7 million of debt service amounts that were refinanced, and exceeded 

General Fund total revenues (excluding other financing sources) by $988 million, or 12.1%.  The 

difference between preliminary revenues and expenses for fiscal year 2011 was covered 

principally by proceeds from a COFINA bond issue and proceeds of bonds issued to refinance 

debt service payments. 

Budget for Fiscal Year 2012.  On July 1, 2011, the Governor signed the 

Commonwealthôs central government budget for fiscal year 2012.  The adopted budget provides 

for General Fund total revenues of $9.260 billion.  The budgeted General Fund revenue of 

$9.260 billion includes estimated revenues of $8.650 billion and $610.0 million in additional 

revenues from proceeds of COFINA bond issues. 

The principal changes in General Fund revenues under the fiscal year 2012 budget 

compared to the fiscal year 2011 budget are accounted for mainly by the projected collections 

from the new temporary excise tax under Act 154 (up $969.0 million), sales and use taxes (up 

$125.0 million), non-resident withholding taxes (up $29 million), alcoholic beverage taxes (up 

$9.0 million), and projected decreases in excise taxes on motor vehicles and accessories (down 

$8.0 million), corporate income tax (down $51.0 million), federal excise taxes on offshore 

shipments (down $66.0 million), property taxes (down $162 million) and personal income taxes 

(down $239.0 million). 

The fiscal year 2012 budget provides for total expenditures of $9.260 billion, consisting 

of General Fund expenditures of $8.650 billion and additional expenditures of $610 million that 

are expected to be covered from proceeds of COFINA bond issues.  The fiscal year 2012 
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budgeted expenditures exclude certain debt service payments on the Commonwealthôs general 

obligation bonds and Commonwealth guaranteed PBA bonds which are expected to be 

refinanced during fiscal year 2012.  See ñFiscal Stabilization Planò above.  The budgeted total 

expenditures for fiscal year 2012 are $110 million, or 1.2%, higher than budgeted total 

expenditures of $9.150 billion for fiscal year 2011, and $1.109 billion, or 10.7%, lower than total 

expenditures of $10.369 billion for fiscal year 2010. 

The principal changes in General Fund expenditures by program in the fiscal year 2012 

budget compared to the fiscal year 2011 budget are mainly due to increases in public safety and 

protection (up $80.1 million), education (up $131.4 million), economic development (up $106.4 

million), transportation (up $10.2 million), special pension contributions (up $85.8 million), 

contribution to municipalities (up $28.5 million), and decreases in general obligation bonds debt 

service (down $21.5 million), welfare (down $22.0 million), health (down $209.2 million), and 

governmental management (down $51.2 million). 

Budgeted expenditures and capital improvements for the central government of all 

budgetary funds total $15.9 billion, a decrease of $142.9 million from fiscal year 2011 budgeted 

appropriations. 

Preliminary Results for the First Three Months of Fiscal Year 2012 and Projected Fiscal 

Year 2012 Deficit.  Preliminary General Fund revenues for the first three months of fiscal year 

2012 (from July 1, 2011 to September 30, 2011) were $1.696 billion, an increase of $129.3 

million, or 8.25%, from $1.567 billion of revenues for the same period in the prior fiscal year 

and a decrease of $33.3 million, or 1.9%, from the revised estimate of revenues of $1.729 billion 

made in September 2011.  The increase in General Fund revenues for the first three months of 

fiscal year 2012, compared to the same period in the prior fiscal year, is mainly due to the 

collections of $478 million from the new temporary excise tax under Act 154, which was not in 

effect during the first three months of fiscal year 2011.  This increase was partially offset by a 

decrease in collections from individual and corporate income taxes of $115 million and $75 

million, respectively. 

Preliminary General Fund total expenses (on a cash basis) for the first three months of 

fiscal year 2012 amounted to $1.858 billion, which is $13.5 million, or 1%, lower than $1.872 

billion of budgeted expenditures for the same period.  The lower expenditures are mainly due to 

timing differences in disbursements for general government expenditures of $29.4 million, safety 

and protection of $6.3 million and welfare of $4.5 million.  These lower expenditures were 

partially offset by increased expenditures in health of $26 million and transportation and 

communication of $2.4 million. The difference between preliminary revenues and expenditures 

for the first three months of fiscal year 2012 was covered principally by funds on deposit in the 

Stabilization Fund and the issuance of tax revenue anticipation notes by the Commonwealth. 

The deficit for fiscal year 2012 is projected to be approximately $610 million, which 

excludes approximately $691.2 million of debt service payments on Commonwealth general 

obligation bonds and Commonwealth guaranteed PBA bonds that will be refinanced. In addition, 

the Office of Management and Budget (ñOMBò) has indicated that the sectors of health and 

safety carry risk of budget overruns for fiscal year 2012 as they are undergoing operational 

changes that were not considered during the preparation of the budget for that fiscal year. 
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Unfunded Pension and Non-Pension Post-Employment Benefit Obligations and Funding 

Shortfalls of the Retirement Systems. 

One of the challenges every administration has faced during the past 20 years is how to 

address the growing unfunded pension benefit obligations and funding shortfalls of the three 

Government retirement systems (the Employees Retirement System, the Teachers Retirement 

System and the Judiciary Retirement System) that are funded principally with budget 

appropriations from the Commonwealthôs General Fund.  As of June 30, 2010, the date of the 

latest actuarial valuations of the retirement systems, the unfunded actuarial accrued liability 

(including basic and system administered benefits) for the Employees Retirement System, the 

Teachers Retirement System and the Judiciary Retirement System was $17.8 billion, $7.1 billion 

and $283 million, respectively, and the funded ratios were 8.5%, 23.9% and 16.4%, respectively. 

Based on current employer and member contributions to the retirement systems, the 

unfunded actuarial accrued liability will continue to increase significantly, with a corresponding 

decrease in the funded ratio, since the annual contributions are not sufficient to fund pension 

benefits, and thus, are also insufficient to amortize the unfunded actuarial accrued liability.  

Because annual benefit payments and administrative expenses of the retirement systems have 

been significantly larger than annual employer and member contributions, the retirement systems 

have been forced to use investment income, borrowings and sale of investment portfolio assets to 

cover funding shortfalls.  The funding shortfall (basic system benefits, administrative expenses 

and debt service in excess of contributions) for fiscal year 2011 for the Employees Retirement 

System, the Teachers Retirement System and the Judiciary Retirement System was 

approximately $693 million, $268 million and $6.5 million, respectively.  For fiscal year 2012, 

the funding shortfall is expected to be $741 million, $287 million and $8.5 million, respectively.  

As a result, the assets of the retirement systems are expected to continue to decline. 

Based on the assumptions used in the latest actuarial valuations, including the expected 

continued funding shortfalls: (i) the Employees Retirement System, the largest of the three 

retirement systems, would deplete its net assets (total assets less liabilities, including the 

principal amount of certain pension obligation bonds) by fiscal year 2014 and its gross assets by 

fiscal year 2019; (ii) the Teachers Retirement System would deplete its net and gross assets by 

fiscal year 2020; and (iii) the Judiciary Retirement System would deplete its net and gross assets 

by fiscal year 2018.  The estimated years for depletion of the assets could vary depending on 

how actual results differ from the assumptions used in the actuarial valuations, as well as based 

on any future changes to the contribution and benefits structures of the retirement systems.  As a 

result of the increases in employer contributions to the Employees Retirement System and the 

Teachers Retirement System adopted in July 2011, as described below, the Administrator of the 

Retirement Systems projects that the period before depletion of the assets of these two systems 

will be extended by three to four years. 

Since the Commonwealth and other participating employers are ultimately responsible 

for any funding deficiency in the three retirement systems, the depletion of the assets available to 

cover retirement benefits will require the Commonwealth and other participating employers to 

cover annual funding deficiencies.  It is estimated that the Commonwealth would be responsible 

for approximately 74% of the combined annual funding deficiency of the three retirement 
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systems, with the balance being the responsibility of the municipalities and participating public 

corporations. 

The Commonwealth also provides non-pension post-employment benefits that consist of 

a medical insurance plan contribution.  These benefits, which amounted to $114.2 million for 

fiscal year 2010 and $123.4 million for fiscal year 2011, are funded on a pay-as-you-go basis 

from the General Fund and are valued using actuarial principles similar to the way that pension 

benefits are calculated.  Based on the latest actuarial valuations, as of June 30, 2010, the 

aggregate unfunded actuarial accrued liability of these benefits for the three retirement systems 

was $2.3 billion. 

Because of its multi-year fiscal imbalances previously mentioned, the Commonwealth 

has been unable and is currently unable to make the actuarially recommended contributions to 

the retirement systems.  If the Commonwealth fails to take action in the short-term to address the 

retirement systemsô funding deficiency, the continued use of investment assets to pay benefits as 

a result of funding shortfalls and the resulting depletion of assets could adversely affect the 

ability of the retirement systems to meet the rates of return assumed in the actuarial valuations, 

which could in turn result in an earlier depletion of the retirement systemsô assets and a 

significant increase in the unfunded actuarial accrued liability.  Ultimately, since the 

Commonwealthôs General Fund is required to cover a significant amount of the funding 

deficiency, the Commonwealth would have difficulty funding the annual required contributions 

unless it implements significant reforms to the retirement systems, obtains additional revenues, 

or takes other budgetary measures.  For more information regarding the retirement systems, see 

RETIREMENT SYSTEMS. 

In order to address the growing unfunded pension and non-pension benefit obligations 

and funding shortfalls of the three Government retirement systems, in February 2010, the 

Governor established a special commission to make recommendations for improving the 

financial solvency of the retirement systems.  The special commission submitted a report to the 

Governor on October 21, 2010. 

As a result of the special commissionôs report and the Governmentôs analysis, the 

Governor submitted two bills to the Legislative Assembly to address in part the retirement 

systemsô financial condition.  One of such bills was enacted as Act No. 96 of June 16, 2011 

(ñAct 96ò).  On June 23, 2011, in accordance with Act 96, $162.5 million of funds on deposit in 

the Corpus Account of the Puerto Rico Infrastructure Development Fund (the ñCorpus 

Accountò)ò), which is under the custody and control of the Puerto Rico Infrastructure Financing 

Authority (ñPRIFAò)(see ñInfrastructure Financing Authorityò under PUBLIC 

CORPORATIONS for a description of the Corpus Account), were contributed to the Employees 

Retirement System and invested in capital appreciation bonds issued by COFINA maturing 

annually on August 1, 2043 through 2048 and accreting interest at a rate of 7%.  The principal 

amount of the COFINA bonds will grow to an aggregate amount of approximately $1.65 billion 

at their maturity dates. 

The second bill submitted by the Governor was enacted as Act No. 114 of July 5, 2011 

(ñAct 114ò) and Act No. 116 of July 6, 2011 (ñAct 116ò).  These Acts provide an increase in 

employer contributions to the Employee Retirement System and the Teachers Retirement System 
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of 1% of covered payroll in each of the next five fiscal years and by 1.25% of covered payroll in 

each of the following five fiscal years.  As a result of these increases, the Employee Retirement 

System and the Teachers Retirement System would receive approximately $36 million and $14 

million, respectively, in additional employer contributions during fiscal year 2012, and the 

additional employer contributions are projected to increase gradually each fiscal year (by an 

average aggregate increase of $71 million per fiscal year) to approximately $494 million and 

$195 million, respectively, by fiscal year 2021.  The additional employer contributions for fiscal 

year 2012 have been included in the approved budget for such fiscal year.  With respect to the 

increases in the employer contributions corresponding to the municipalities, Act 116 provides 

that the increases for fiscal years 2012, 2013 and 2014 will be paid for by the Commonwealth 

from the General Fund budget, representing approximately $6.3 million, $12.8 million and $19.7 

million in fiscal years 2012, 2013 and 2014, respectively. 

In addition to these measures, on August 8, 2011, the Board of Trustees of the Employees 

Retirement System adopted a new regulation regarding the rules relating to the concession of 

personal loans to its members, which, among other changes, lowers the maximum amount of 

those loans from $15,000 to $5,000.  This change is expected to improve gradually the 

Employees Retirement Systemôs liquidity. 

Economic Reconstruction Plan 

In fiscal year 2009, the Government began to implement a short-term economic 

reconstruction plan.  The cornerstone of this plan was the implementation of federal and local 

economic stimulus programs.  The Commonwealth was awarded approximately $6.8 billion in 

stimulus funds under the ARRA program, which was enacted by the U.S. government to 

stimulate the U.S. economy in the wake of the global economic downturn.  Approximately $3.3 

billion of the ARRA funds is allocated for consumer and taxpayer relief and the remainder will 

be used to expand unemployment and other social welfare benefits, and spending in education, 

healthcare and infrastructure, among others.  As of October 14, 2011, the Commonwealth had 

disbursed $5.5 billion in ARRA funds, or 78.8%, of awarded funds. 

The Government has complemented the federal stimulus package with additional short 

and medium-term supplemental stimulus measures that seek to address local economic 

challenges and provide investment in strategic areas.  These measures included a local $500 

million economic stimulus plan to supplement the federal plan. 

Economic Development Plan 

The Government has also developed the Strategic Model for a New Economy, which is a 

comprehensive long-term economic development plan aimed at improving Puerto Ricoôs overall 

competitiveness and business environment and increasing private-sector participation in the 

Puerto Rico economy.  As part of this plan, the Government enacted Act No. 161 of December 1, 

2009, which overhauled the permitting and licensing process in Puerto Rico in order to provide 

for a leaner and more efficient process that fosters economic development. The Government also 

enacted Acts No. 82 and 83 of July 19, 2010, which provided a new energy policy that seeks to 

lower energy costs and reduce energy-price volatility by reducing Puerto Ricoôs dependence on 

fuel oil and the promotion of diverse, renewable-energy technologies. Moreover, the 
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Government adopted a comprehensive tax reform (described below) that takes into account the 

Commonwealthôs current financial situation.  See ñTax Reformò below. 

In addition, to further stimulate economic development and cope with the fiscal crisis, on 

June 8, 2009, the Legislative Assembly approved Act No. 29 establishing a clear public policy 

and legal framework for the establishment of public-private partnerships (ñPPPò) to finance and 

develop infrastructure projects and operate and manage certain public assets.  During fiscal year 

2010, the Government engaged various financial advisors to assist it in the evaluation and 

procurement of various projects in the energy, transportation, water and public school 

infrastructure sectors.  During the fourth quarter of fiscal year 2010, the Government published 

desirability studies for four public-private partnership priority projects and commenced 

procurement for such projects.  As of September 30, 2011, the Government had completed the 

concession of toll roads PR-22 and PR-5 and had short-listed proponents for the procurement 

process leading to the award of an administrative concession of the Luis Muñoz Marín 

International Airport and school infrastructure projects. 

The Government has also identified strategic initiatives to promote economic growth in 

various sectors of the economy where the Commonwealth has competitive advantages and 

several strategic/regional projects aimed at fostering balanced economic development throughout 

the Island.  These projects, some of which are ongoing, include tourism and urban 

redevelopment projects. 

The fiscal stabilization plan, the economic reconstruction plan, and the long-term 

economic development plan are described in further detail below in ñFiscal Stabilization and 

Economic Reconstructionò under THE ECONOMY. 

Tax Reform 

In February 2010, the Governor established a committee to review the Commonwealthôs 

income tax system and propose a comprehensive tax reform directed at promoting economic 

growth and job creation within the framework of preserving the administrationôs path towards 

achieving fiscal stability.  The committee presented its findings to the Governor and, on October 

25, 2010, the Governor announced that he was submitting to the Legislative Assembly various 

bills in order to implement the tax reform. 

The tax reform was intended to be revenue positive.  It consisted of two phases focused 

on providing tax relief to individuals and corporations, promoting economic development and 

job creation, simplifying the tax system and reducing tax evasion through enhanced tax 

compliance measures.  The first phase, enacted as Act No. 171 of November 15, 2010, was 

expected to provide individual and corporate taxpayers with aggregate savings of $309 million 

for taxable year 2010.  The second phase, enacted as Act No. 1 of January 31, 2011 (ñAct 1 of 

2011ò), was projected to provide individual and corporate taxpayers aggregate annual average 

savings of $1.2 billion for the next six taxable years, commencing in taxable year 2011.  

Consistent with the objective of maintaining the path towards fiscal stability, the tax relief 

provisions applicable to individuals and corporations for taxable years 2014 through 2016 

become effective only if (i) OMB certifies that the administrationôs expense control target has 

been met, (ii) the Treasury Department certifies that the General Fund revenue target has been 
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met and (iii) the Planning Board certifies a year-over-year target increase in gross domestic 

product.  See ñMajor Sources of General Fund RevenuesðTax Reformò under PUERTO RICO 

TAXES, OTHER REVENUES AND EXPENDITURES for a summary of the principal 

provisions of the tax reform. 

As part of structuring the tax reform, the Government utilized a group of economic 

consultants to project its impact on tax revenues through the use of dynamic economic models 

adjusted to the Commonwealthôs specific economic conditions.  The Government also conducted 

its own internal analyses of such impact.  Based on these analyses, the Government expects that 

the reduction in income tax revenues resulting from the implementation of the tax reform should 

be fully offset by the additional revenues produced by (i) enhanced tax compliance measures, (ii) 

the elimination of certain incentives and tax credits, (iii) a new temporary excise tax imposed on 

a controlled group memberôs acquisition from another group member of certain personal 

property manufactured or produced in Puerto Rico and certain services performed in Puerto Rico 

(at a declining rate from 4% for 2011 to 1% for 2016), and (iv) an expansion of taxation rules 

that characterize certain income of non-resident corporations, partnerships and individuals as 

effectively connected with the conduct of a trade or business in Puerto Rico and therefore subject 

to Puerto Rico income tax.  The temporary excise tax and the expansion of the taxation of certain 

foreign persons were adopted by Act 154.  In circumstances in which the temporary excise tax 

applies, the expansion of the taxation of nonresident individuals, foreign corporations and 

foreign partnerships does not apply.  The other revenue enhancement measures, which are part of 

the second phase of the tax reform, are included in Act 1 of 2011.  On December 29, 2010, the 

Treasury Department adopted regulations that provide certain tax credits against the temporary 

excise tax that lessen its impact on affected taxpayers subject to the temporary excise tax.  These 

regulations became effective on January 1, 2011.  The regulations address implementation and 

interpretation issues and include provisions regarding certain applicable credits against the tax 

subject to maintaining a baseline employment and other conditions.  The Government estimates 

that this excise tax will affect foreign corporations or partnerships that are principally engaged in 

the manufacturing of pharmaceuticals and electronics.  The Government expects to raise 

approximately $1.4 billion from the excise tax during the first year of implementation of Act 154 

and $5.6 billion for the six-year period that the excise tax is in place. 

The first monthly excise tax payment was due in February 2011.  The collections for the 

first nine monthly excise tax payments (from February through October 2011) were $1.325 

billion.  These amounts are consistent with the Governmentôs projection of collections from the 

excise tax. 

Based on its analysis, the Government believes that the revenue projections from the 

taxes imposed by Act 154 are reasonable.  However, since such taxes only became effective on 

January 1, 2011, there can be no assurance that the revenues therefrom, together with the other 

revenue enhancement measures included in the tax reform, will be sufficient to fully offset the 

reduction in income tax revenues expected from other aspects of the tax reform. 

In connection with the expansion of the taxation of foreign persons by Act 154, the 

Government obtained a legal opinion regarding the creditability of the excise tax for U.S. federal 

income tax purposes.  The opinion concludes that this excise tax should be creditable against 

U.S. federal income tax.  That conclusion was based in part upon a determination that the 
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expansion of the taxation of foreign persons and the imposition of the excise tax more likely than 

not satisfy the constitutional requirements of due process and the Commerce Clause of the 

United States Constitution, for reasons discussed therein.  It is the position of the Government 

that the excise tax is a tax imposed in substitution of the generally imposed income tax and that, 

as such, under Section 903 of the United States Internal Revenue Code of 1986, as amended, 

U.S. taxpayers can claim a foreign tax credit for amounts paid. 

On March 30, 2011, the United States Internal Revenue Service (the ñIRSò) issued 

Notice 2011-29 addressing the creditability of the new excise tax imposed by Act 154.  Notice 

2011-29 provides that the provisions of the new Puerto Rico excise tax are novel and the 

determination of its creditability requires the resolution of a number of legal and factual issues.  

Pending the resolution of those issues, the IRS will not challenge a taxpayerôs position that the 

excise tax is a tax in lieu of an income tax under Section 903.  The IRS also provided that any 

change in the foregoing tax credit treatment of the excise tax after resolution of the pending 

issues will be prospective and will apply to excise tax paid or accrued after the date that further 

guidance is issued. 

Act 154 has not been challenged in court.  Consequently, no court has passed on the 

constitutionality of Act 154.  There can be no assurance that its constitutionality will not be 

challenged and that, if challenged, the courts will uphold Act 154.  To the extent a court 

determines that the imposition of the excise tax or the expansion of the income tax or both are 

unconstitutional, the Governmentôs revenues may be materially adversely affected. 

For a summary of the principal provisions of the tax reform, the expansion of the income 

tax source rules to certain nonresident alien individuals, foreign corporations and foreign 

partnerships, and the new temporary excise tax, see ñMajor Sources of General Fund Revenues 

ð Tax Reformò and ñMajor Sources of General Fund Revenues ð Income Taxes,ò respectively, 

under PUERTO RICO TAXES, OTHER REVENUES AND EXPENDITURES. 

Ratings of Commonwealth General Obligation Bonds 

On August 8, 2011, Moodyôs Investors Service (ñMoodyôsò) lowered its rating on the 

Commonwealth unenhanced general obligation bonds to ñBaa1ò with a negative outlook from 

ñA3ò.  This rating action was a result of Moodyôs review of the Commonwealthôs rating, which 

had been placed on watchlist on May 3, 2011.  In taking this rating action, Moodyôs stated the 

downgrade reflects the continued financial deterioration of the severely underfunded retirement 

systems, continued weak economic trend, and weak finances, with a historical trend of funding 

budget gaps with borrowings.  Moodyôs negative outlook reflects the stress the Commonwealth 

will face in the next few years as it continues to  address the underfunding of the retirement 

systems from an already weak financial and economic position.  On April 19, 2010, Moodyôs 

had rated the Commonwealthôs unenhanced general obligation debt ñA3,ò which was three 

gradations above the previous ñBaa3ò rating, as a result of its recalibration of certain U.S. 

municipal bond issues and issuers. 

On August 8, 2011, Standard & Poorôs Ratings Services, a division of The McGraw-Hill 

Companies, Inc. (ñS&Pò), reaffirmed its ñBBBò rating of the Commonwealthôs unenhanced 

general obligation bonds.  On March 7, 2011, S&P had raised its rating on the Commonwealthôs 
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unenhanced general obligation bonds to ñBBBò with a stable outlook from ñBBBïò with a 

positive outlook.  In taking this rating action, S&P stated the upgrade reflects the 

Commonwealthôs recent revenue performance and continued efforts to achieve fiscal and 

budgetary balance.  S&P noted, however, that other medium-term budget pressures, such as the 

Commonwealthôs retirement benefit obligations, remain a limiting credit factor.  S&Pôs stable 

outlook is based on the Commonwealthôs recent implementation of significant expenditure 

controls and revenue enhancement measures that could help restore balance within the next two 

years.  S&P also stated that it would raise the rating if over the upcoming two years, in 

conjunction with an improvement in the Commonwealthôs economic performance, budget 

controls remain in place and there is continued progress toward achieving balance between 

ongoing revenues and expenditures as well as in addressing the Commonwealthôs unfunded 

retirement benefit obligations. 

On January 19, 2011, Fitch, Inc. (ñFitchò) assigned a ñBBB+ò rating to the 

Commonwealthôs general obligation and appropriation debt with a stable outlook.  In assigning 

the rating, Fitch stated that, while it recognized the Commonwealthôs historic budget deficits, 

overestimation of revenues, reliance on borrowings to meet budgetary gaps, and the low level of 

pension funding, the successful implementation of the dramatic steps taken by the government to 

restructure fiscal operations and stimulate the economy was a positive credit factor. 

Geographic Location and Demographic Trends 

Puerto Rico, the fourth largest of the Caribbean islands, is located approximately 1,600 

miles southeast of New York City.  It is approximately 100 miles long and 35 miles wide. 

According to the United States Census Bureau, the population of Puerto Rico was 

3,725,789 in 2010, compared to 3,808,610 in 2000.  The population of San Juan, the islandôs 

capital and largest city, was 381,931 in 2010 compared to 434,374 in 2000. 

Relationship with the United States 

Puerto Ricoôs constitutional status is that of a territory of the United States, and, pursuant 

to the territorial clause of the U.S. Constitution, the ultimate source of power over Puerto Rico is 

the U.S. Congress.  

Puerto Rico came under United States sovereignty pursuant to the Treaty of Paris, signed 

on December 10, 1898, which ended the Spanish-American War.  Puerto Ricans have been 

citizens of the United States since 1917.  In 1950, after a long evolution toward greater self-

government, Congress enacted Public Law 600, which provided that the existing political, 

economic and fiscal relationship between Puerto Rico and the United States would remain the 

same, but Puerto Rico would be authorized to draft and approve its own Constitution, 

guaranteeing a republican form of government.  The Constitution was drafted by a popularly 

elected constitutional convention, approved in a special referendum by the people of Puerto 

Rico, amended and ratified by the U.S. Congress, and subsequently approved by the President of 

the United States. 

The Commonwealth exercises virtually the same control over its internal affairs as do the 

50 states.  It differs from the states, however, in its relationship with the federal government.  
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The people of Puerto Rico are citizens of the United States but do not vote in national elections.  

They are represented in Congress by a Resident Commissioner that has a voice in the House of 

Representatives but no vote (except in House committees and sub-committees to which he 

belongs).  Most federal taxes, except those such as Social Security taxes, are not levied in Puerto 

Rico.  No federal income tax is collected from Puerto Rico residents on income earned in Puerto 

Rico, except for certain federal employees who are subject to taxes on their salaries.  Income 

earned by Puerto Rico residents from sources outside of Puerto Rico, however, is subject to 

federal income tax. 

The official languages of Puerto Rico are Spanish and English. 

Governmental Structure 

The Constitution of Puerto Rico provides for the separation of powers of the executive, 

legislative, and judicial branches of government.  The Governor is elected every four years.  The 

Legislative Assembly consists of a Senate and a House of Representatives, the members of 

which are elected for four-year terms.  The highest court within the local jurisdiction is the 

Supreme Court of Puerto Rico.  Decisions of the Supreme Court of Puerto Rico may be appealed 

to the Supreme Court of the United States under the same conditions as decisions from state 

courts.  Puerto Rico constitutes a District in the federal judiciary and has its own United States 

District Court.  Decisions of this court may be appealed to the United States Court of Appeals for 

the First Circuit and from there to the Supreme Court of the United States. 

Governmental responsibilities assumed by the central government of the Commonwealth 

are similar in nature to those of the various state governments.  In addition, the central 

government assumes responsibility for local police and fire protection, education, public health 

and welfare programs, and economic development. 

Principal Officers Responsible for Fiscal Matters 

Luis G. Fortuño was sworn in as Governor of Puerto Rico on January 2, 2009.  From 

2005 until becoming Governor, Mr. Fortu¶o was Puerto Ricoôs elected Resident Commissioner 

in the U.S. House of Representatives.  Mr. Fortuño was an attorney in private practice from 1985 

to 1993, and again from 1997 to 2003.  Mr. Fortuño was the Executive Director of the Tourism 

Company from 1993 to 1996.  From 1994 to 1996, Mr. Fortuño served as the first Secretary of 

the Department of Economic Development and Commerce.  Mr. Fortu¶o holds a Bachelorôs 

Degree from the Edmund A. Walsh School of Foreign Service at Georgetown University and a 

Juris Doctor from the University of Virginia School of Law. 

Jesús F. Méndez was designated Secretary of the Department of the Treasury (the 

ñTreasury Departmentò) on January 7, 2011 and confirmed by the Senate of Puerto Rico on 

January 24, 2011.  Prior to his appointment, Mr. Méndez served as Executive Vice President and 

Director of Administration, Operation and Controllership of GDB and as Executive Director of 

PBA.  From 2005 to 2008, Mr. Méndez held the position of President and Chief Executive 

Officer of Tresamici Management, Inc., a closely held corporation dedicated to the 

administration of assisted living facilities.  From 1996 to 2004, he held several senior 

management positions within Banco Santander S.A. operating entities in Puerto Rico, including 
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President of Santander Asset Management and First Senior Vice President and Trust Officer of 

Banco Santander Puerto Rico and Managing Director of Santander Securities Corporation.  Prior 

to joining Santander Securities, Mr. Méndez served as Chief Financial Officer and Managing 

Director of BP Capital Markets.  He also worked for Credit Suisse First Boston (Puerto Rico, 

Inc.) as Vice President and Deloitte & Touche as Senior Auditor.  In addition, Mr. Méndez also 

held the position of Assistant Bank Examiner at the Federal Deposit Insurance Corporation in 

New York City.  Mr. M®ndez has a Bachelorôs Degree in Business Administration from the 

University of Puerto Rico and is a Certified Public Accountant. 

Juan Carlos Pavía was appointed Director of OMB on February 16, 2011.  Prior to his 

appointment as Director of OMB, Mr. Pavía was Executive Vice President and Fiscal Agent of 

GDB as well as Executive Director of the Fiscal Stabilization and Reconstruction Board, where 

he was responsible for the compliance, oversight and economic studies areas of GDB. Before 

being named Executive Vice President and Fiscal Agent of GDB, he was a senior advisor to the 

President of GDB and Deputy Advisor to the Governor. Prior to entering public service, Mr. 

Pav²a was employed in the commercial banking field. Mr. Pav²a earned a bachelorôs degree in 

Business Administration from The George Washington University in Washington D.C. 

Juan Carlos Batlle was appointed President of GDB effective March 2, 2011.  Prior to 

his appointment, Mr. Batlle served 14 years as a top executive for Santander Group in Puerto 

Rico.  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.  In 2005, Mr. Batlle was named First Senior Vice President of 

Banco Santander Puerto Rico and President and Chief Executive Officer of Santander Asset 

Management Corporation.  In 2008, Mr. Batlle was named Managing Director of Santander 

Securities Corporation.  Prior to joining Santander in 1997, Mr. Batlle was employed by Popular 

Securities, Inc.  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. 

Political Trends 

For many years there have been two major views in Puerto Rico with respect to Puerto 

Ricoôs relationship with the United States: one favoring statehood, represented by the New 

Progressive Party, and the other favoring the existing commonwealth status, represented by the 

Popular Democratic Party.  The following table shows the percentages of the total votes received 

by the gubernatorial candidates of the various parties in the last five elections.  While the 

electoral choices of Puerto Ricoôs voters are not based solely on party preferences regarding 

Puerto Ricoôs relationship with the United States, candidates who support a continuing 

relationship between Puerto Rico and the United States have prevailed in elections for many 

years. 
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 1992 1996 2000 2004 2008 

New Progressive Party 49.9% 51.1% 45.7% 48.2% 52.8% 

Popular Democratic Party 45.9% 44.5% 48.6% 48.4% 41.3% 

Puerto Rico Independence Party 4.2% 3.8% 5.2% 2.7% 2.0% 

Others, Blank or Void - 0.5% 0.5% 0.6% 3.9% 

 

With the results of the 2008 election, the New Progressive Party gained control of the 

Executive Branch and retained control of the Legislative Branch.  The current membership of the 

Senate and House of Representatives by political party is as follows: 

 Senate House 

New Progressive Party 21 37 

Popular Democratic Party   8 17 

   Total 29 54 

 

The next general election (gubernatorial, municipal, and legislative) in Puerto Rico will 

be held in November 2012. 

THE ECONOMY  

General 

The Commonwealth in the past has established policies and programs directed principally 

at developing the manufacturing and service sectors and expanding and modernizing the 

Commonwealthôs infrastructure.  Domestic and foreign investments have historically been 

stimulated by selective tax exemptions, development loans, and other financial and tax 

incentives.  Infrastructure expansion and modernization have been to a large extent financed by 

bonds and notes issued by the Commonwealth, its public corporations, and municipalities.  

Economic progress has been aided by significant increases in the levels of education and 

occupational skills of the population. 

Puerto Ricoôs economy experienced a considerable transformation during the second half 

of the twentieth century, from an agriculture economy to an industrial one.  Factors contributing 

to this transformation included government-sponsored economic development programs, 

increases in the level of federal transfer payments, and the relatively low cost of borrowing.  In 

some years, these factors were aided by a significant rise in construction investment driven by 

infrastructure projects, private investment, primarily in housing, and relatively low oil prices.  

Nevertheless, the significant oil price increases experienced from January 2002 to June 2008, the 

continuous contraction of the manufacturing sector, and the budgetary pressures on government 

finances triggered a general contraction in the economy.   

Puerto Ricoôs economy is currently in a recession that began in the fourth quarter of 

fiscal year 2006, a fiscal year in which the real gross national product grew by only 0.5% and the 

government was shut-down during the first two weeks of May.  For fiscal years 2008 and 2009, 

the real gross national product contracted by 2.9% and 4.0%, respectively.  For fiscal year 2010, 

preliminary reports indicate that the real gross national product contracted by 3.8%.  The 
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Planning Board projects a decrease in real gross national product of 1.0% for fiscal year 2011 

and an increase of 0.7% for fiscal year 2012. 

Nominal personal income, both aggregate and per capita, has shown a positive average 

growth rate from 1947 to 2010.  In fiscal year 2010, aggregate personal income was $60.4 billion 

($50.0 billion at 2005 prices) and personal income per capita was $15,203 ($12,592 in 2005 

prices).  Personal income includes transfer payments to individuals in Puerto Rico under various 

social programs.  Total U.S. federal transfer payments to individuals amounted to $16.0 billion in 

fiscal year 2010 ($14.0 billion in fiscal year 2009).  Entitlements for previously performed 

services or resulting from contributions to programs such as Social Security, Veteransô Benefits, 

Medicare, and U.S. Civil Service retirement pensions were $10.4 billion, or 65% of the transfer 

payments to individuals in fiscal year 2010 ($9.8 billion, or 70.1%, in fiscal year 2009).  The 

remainder of the federal transfers to individuals is represented by grants, mostly concentrated in 

the Nutritional Assistance Program (Food Stamps) and Pell Grant scholarships (higher 

education). 

Total average annual employment (as measured by the Puerto Rico Department of Labor 

and Human Resources Household Employment Survey, known as the ñHousehold Surveyò) 

decreased during the last decade.  From fiscal year 2000 to fiscal year 2010, total employment 

decreased at an average annual rate of 0.4%, from 1,150,291 to 1,102,680.  A reduction in total 

employment began in the fourth quarter of fiscal year 2006 and has continued consistently 

through fiscal year 2011 due to the current recession and the fiscal adjustment measures.  

The dominant sectors of the Puerto Rico economy in terms of production and income are 

manufacturing and services.  The manufacturing sector has undergone fundamental changes over 

the years as a result of increased emphasis on higher-wage, high-technology industries, such as 

pharmaceuticals, biotechnology, computers, microprocessors, professional and scientific 

instruments, and certain high technology machinery and equipment.  The service sector, which 

includes finance, insurance, real estate, wholesale and retail trade, transportation, 

communications and public utilities, and other services, plays a major role in the economy.  It 

ranks second to manufacturing in contribution to gross domestic product and leads all sectors in 

providing employment. 
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The following table shows the gross national product for the five fiscal years ended June 

30, 2010. 

Commonwealth of Puerto Rico 

Gross National Product 

Fiscal Years Ended June 30,  

 
 2006 2007 2008 2009  2010 (1) 

      
Gross national product ï $ millions

(2)
 $56,732 $59,521 $61,665 $62,678 $63,292 

Real gross national product ï $ millions 

(2005 prices) $54,027 $53,400 $51,832 $49,775 $47,898 

Annual percentage increase (decrease) in 

real gross national product (2005 prices) 0.5% (1.2)% (2.9)% (4.0)% (3.8)% 

U.S. annual percentage increase in real 

gross national product (2005 prices) 2.9% 1.7% 2.5% (3.5)% 0.4% 

____________________      
(1) Preliminary. 
(2) In current dollars. 

Sources:  Puerto Rico Planning Board and IHS-Global Insight. 

 

The economy of Puerto Rico is closely linked to the United States economy, as most of 

the external factors that affect the Puerto Rico economy (other than oil prices) are determined by 

the policies and performance of the mainland economy.  These external factors include exports, 

direct investment, the amount of federal transfer payments, the level of interest rates, the rate of 

inflation, and tourist expenditures.  During fiscal year 2010, approximately 68.1% of Puerto 

Ricoôs exports went to the United States mainland, which was also the source of approximately 

53.3% of Puerto Ricoôs imports.  In fiscal year 2010, Puerto Rico experienced a positive 

merchandise trade balance of $22.4 billion. 

The following graph compares the growth rate of real gross national product for the 

Puerto Rico and U.S. economies since fiscal year 1990, and the forecast of the growth rate for 

fiscal years 2011 and 2012. 
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Sources: Puerto Rico Planning Board & IHS-Global Insight.  

 

*  Estimate for Puerto Rico from the Puerto Rico Planning Board (Mar-2011).  

** Estimate for U.S. from IHS-Global Insight (Oct-2011).  

Since the 1950s, the Planning Board has prepared a complete set of macroeconomic 

measures like those prepared for the United States by the Bureau of Economic Analysis (ñBEAò) 

of the Department of Commerce, as part of the National Income and Product Accounts 

(ñNIPAò).  In contrast with the BEA, which computes the economic accounts on a quarterly 

basis, the Planning Board computes Puerto Ricoôs NIPA on an annual basis.  Like the BEA, the 

Planning Board revises its statistics on a regular basis.  The Planning Board classifies its 

statistics as preliminary until they are revised and made final in conjunction with the release of 

new data each year.  Thus, all macroeconomic accounts for fiscal year 2010 shown in this Report 

are preliminary until the revised figures for fiscal year 2010 and the preliminary figures of fiscal 

year 2011 are released and the forecast for fiscal year 2012 is revised. 

Certain information regarding current economic activity, however, is available in the 

form of the Government Development Bank ï Economic Activity Index (the ñEAIò), a 

coincident indicator of ongoing economic activity.  This index, shown in the following table and 

published by GDB since October 2009, is composed of several variables (total payroll 

employment based on the Establishment Survey, total electric power consumption, cement sales 

and consumption of gasoline) that highly correlate to Puerto Ricoôs real gross national product.  

The average contraction rate of the index for fiscal year 2011 was 2.9%, after a reduction of 
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5.6% for fiscal year 2010.  For the first quarter of fiscal year 2012, this index decreased by 1.2%.  

The month of September 2011, however, reflected the smallest year-over-year reduction in the 

EAI since October 2006. 

 

Economic Forecast for Fiscal Years 2011 and 2012  

On March 2011, the Planning Board released its revised gross national product forecast for 

fiscal year 2011 and its gross national product forecast for fiscal year 2012.  The Planning Board 

revised its gross national product forecast for fiscal year 2011 from a projected growth of 0.4% 

to a contraction of 1.0%, both in constant dollars.  The Planning Boardôs revised forecast for 

fiscal year 2011 took into account the estimated effects on the Puerto Rico economy of the 

Governmentôs fiscal stabilization plan, the impact of the initial phase of the tax reform, the 

disbursement of funds from ARRA, the continuation of the fiscal stabilization plan, and the 

activity expected to be generated from the Governmentôs local stimulus package.  The revised 

forecast also considered the effect on the Puerto Rico economy of general and global economic 

conditions, the U.S. economy, the volatility of oil prices, interest rates and the behavior of local 

exports, including expenditures by visitors.  The Planning Boardôs forecast for fiscal year 2012 

projects an increase in gross national product of 0.7% in constant dollars.  The Planning Boardôs 

forecast for fiscal year 2012 took into account the estimated effect of the projected growth of the 

U.S. economy, tourism activity, personal consumption expenditures, federal transfers to 

individuals and the acceleration of investment in construction due to the Governmentôs local 
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stimulus package and the establishment of public-private partnerships.  It also took into account 

the disbursement of the remaining ARRA funds, and the continuation of the implementation of 

the tax reform.  

Fiscal Year 2010  

The Planning Boardôs preliminary reports on the performance of the Puerto Rico 

economy for fiscal year 2010 indicate that real gross national product decreased 3.8% (an 

increase of 1.0% in current dollars) over fiscal year 2009.  Nominal gross national product was 

$63.3 billion in fiscal year 2010 ($47.9 billion in 2005 prices), compared to $62.7 billion in fiscal 

year 2009 ($49.8 billion in 2005 prices).  Aggregate personal income increased from $58.6 

billion in fiscal year 2009 ($49.8 billion in 2005 prices) to $60.4 billion in fiscal year 2010 

($50.0 billion in 2005 prices), and personal income per capita increased from $14,786 in fiscal 

year 2009 ($12,558 in 2005 prices) to $15,203 in fiscal year 2010 ($12,592 in 2005 prices). 

According to the Household Survey, total employment for fiscal year 2010 averaged 

1,102,700, a decrease of 65,500, or 5.6%, from the previous fiscal year.  The unemployment rate 

for fiscal year 2010 was 16.0%, an increase from 13.4% for fiscal year 2009.  

 

Among the variables contributing to the decrease in gross national product was the 

continuous contraction of the manufacturing and construction sectors.  Due to the 

Commonwealthôs dependence on oil for power generation and gasoline (in spite of its recent 

improvements in power-production diversification), the high level of oil prices accounted for an 

increased outflow of local income in fiscal year 2008, when the average price of the West Texas 

Intermediate oil barrel (WTI) increased by 53.1% to reach an average of $97.0/bbl.  Although the 

situation improved significantly during fiscal year 2009, with a decline of 28.1% in the price of 

the WTI, oil prices remained at relatively high levels, at an average of $69.7/bbl, and the impact 

of the increases of previous years were still felt in fiscal year 2009.  Nevertheless, during fiscal 

year 2010, the average price of the WTI increased by 7.9% to $75.2/bbl, which put more 

pressure on internal demand.  On the other hand, the continuation of the difficulties associated 

with the financial crisis kept short-term interest rates at historically low levels, but this did not 

translate into a significant improvement in the construction sector due to the high level of 

inventory of residential housing units.   

Fiscal Year 2009 

The Planning Boardôs reports on the performance of the Puerto Rico economy for fiscal 

year 2009 indicate that real gross national product decreased 4.0% (an increase of 1.6% in 

current dollars) over fiscal year 2008.  Nominal gross national product was $62.7 billion in fiscal 

year 2009 ($49.8 billion in 2005 prices), compared to $61.7 billion in fiscal year 2008 ($51.8 

billion in 2005 prices).  Aggregate personal income increased from $56.1 billion in fiscal year 

2008 ($49.6 billion in 2005 prices) to $58.6 billion in fiscal year 2009 ($49.7 billion in 2005 

prices), and personal income per capita increased from $14,217 in fiscal year 2008 ($12,557 in 

2005 prices) to $14,786 in fiscal year 2009 ($12,558 in 2005 prices).   
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According to the Household Survey, total employment for fiscal year 2009 averaged 

1,168,200, a decrease of 4.1% compared to 1,217,500 for fiscal year 2008.  At the same time, the 

unemployment rate for fiscal year 2009 was 13.4%, an increase from 11% for fiscal year 2008. 

Among the variables contributing to the decrease in gross national product were the 

continuous contraction of the manufacturing and construction sectors, as well as the 

corresponding contraction of U.S. economic activity.  Furthermore, the decline in Puerto Ricoôs 

gross national product was not offset by the federal tax rebates due to the high levels of oil prices 

during fiscal year 2008.  The dramatic increase to record levels in the price of oil and its 

derivatives (such as gasoline) during that period served to reduce the income available for other 

purchases and, thereby, negatively affected domestic demand.  Due to the Commonwealthôs 

dependence on oil for power generation and gasoline (in spite of its recent improvements in 

power-production diversification), the high level of oil prices accounted for an increased outflow 

of local income in fiscal year 2008.  The global financial crisis promoted lower interest rates that 

were reflected in the local market, but those rates did not improve the conditions in the 

construction sector.   

Fiscal Stabilization and Economic Reconstruction 

In January 2009, the Government began to implement a multi-year Fiscal Stabilization 

Plan (the ñFiscal Planò) and Economic Reconstruction Plan (the ñEconomic Planò) that sought to 

achieve fiscal balance and restore economic growth. The Fiscal Plan was central to safeguarding 

the Commonwealthôs investment-grade credit rating and restoring Puerto Ricoôs economic 

growth and development.   

In addition, the administration designed and began to implement the Strategic Model for 

a New Economy, a series of economic development initiatives which aim to enhance Puerto 

Ricoôs competitiveness and strengthen specific industry sectors.  These economic development 

initiatives were intended to support the prospects of long-term and sustainable growth.   

Fiscal Stabilization Plan 

The Fiscal Plan had three main objectives: (i) stabilize the short-term fiscal situation, 

(ii)  safeguard and strengthen the Commonwealthôs investment-grade credit rating, and 

(iii)  achieve budgetary balance.  The Fiscal Plan, which was generally contained in Act 7, 

included operating expense-reduction measures, tax revenue enforcement measures, temporary 

and permanent revenue raising measures, and financial measures, as discussed below. 

Expense Reduction Measures.  A significant portion of Puerto Ricoôs budget deficit is 

attributable to the accumulated effect of high operating expenses in the government.  The Fiscal 

Plan sought to reduce the governmentôs recurring expense base to make it consistent with the 

level of government revenues.  The Fiscal Plan established a government-wide operating 

expense-reduction program aimed at reducing operating expenses, including payroll.  

Payroll expense is the most significant component of the governmentôs recurring expense 

base.  The reduction in payroll expenses contemplated by the Fiscal Plan was implemented in 

three phases and included certain benefits conferred to participating employees, as follows:  
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ǒ Phase I: Incentivized Voluntary Resignation and Voluntary Permanent Workday 

Reduction Programs: The Incentivized Voluntary Resignation Program offered 

public employees a compensation incentive based on the time of service in the 

government.  The Voluntary Permanent Workday Reduction Program was 

available to public employees with 20 or more years of service.  The Workday 

Reduction Program consisted of a voluntary reduction of one regular workday 

every fifteen calendar days, which is equivalent to approximately a 10% reduction 

in annual workdays.  Phase I commenced in March 2009 and public employees 

had until April 27, 2009 to submit the required information to participate in the 

voluntary programs available under Phase I and be eligible for the Public 

Employees Alternatives Program.  Under Phase I, 2,553 employees resigned 

under the Incentivized Voluntary Resignation Program and 27 employees took 

advantage of the Voluntary Permanent Workday Reduction Program. Based on 

the number of employees who agreed to participate in these programs, the 

administration estimates that expenses for fiscal year 2010 were reduced by 

$90.9 million. 

ǒ Phase II: Involuntary Layoff Plan: As provided in Act 7, Phase II went into effect 

because the objective of reducing $2 billion in expenses was not achieved after 

implementation of Phase I and Phase III (see below).  Under Phase II, subject to 

certain exceptions, employees with transitory or non-permanent positions were 

terminated.  As a result, 1,986 positions were eliminated, representing an 

estimated savings of $44.6 million annually.  In addition, Phase II provided for 

one or more rounds of involuntary layoffs and applied to most central government 

public employees unless excluded pursuant to Act 7, strictly according to 

seniority in public service, starting with employees with the least seniority.  The 

plan excluded certain employees providing ñessentialò services, certain 

employees paid by federal funds, those on military leave, and political appointees 

and their trust employees (political appointees and their trust employees, who do 

not hold a permanent or career position in the government, are referred to herein 

as ñnon-career employeesò).  Employees in Phase II received a severance package 

that included health coverage payment for up to a maximum of six months or until 

the former public employee became eligible for health insurance coverage at 

another job. As of September 30, 2010, total government employees dismissed 

under Phase II (excluding the 1,986 transitory or non-permanent positions 

eliminated) was approximately 12,505, representing an estimated savings of 

$322.8 million annually.  This amount excludes approximately 1,784 employees 

rehired by the Department of Education as a result of an agreement with the union 

providing for certain salary and workday reductions and the inclusion of 

additional service requirements, among other things. The negotiation of this 

agreement by the administration resulted in annual savings of $51 million, an 

increase of $25 million over the estimated savings achievable through the 

termination of such employees.  

ǒ Phase III: Temporary Suspension of Certain Provisions of Laws, Collective 

Bargaining Agreements, and Other Agreements: Phase III  went into effect on 

March 9, 2009 and imposed a temporary freeze on salary increases and other 
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economic benefits included in laws, collective bargaining agreements, and any 

other agreements. Phase III remained in effect for a period of two years. The 

administration estimates that savings from the implementation of these measures 

was approximately $186.9 million for fiscal year 2010. 

ǒ Public Employees Alternatives Program:  The employees that elected to 

participate in the Incentivized Voluntary Resignation Program under Phase I or 

that were subject to involuntary layoffs under Phase II, were eligible to participate 

in the Public Employees Alternatives Program.  This program assists public 

employees in their transition to other productive alternatives, and offers vouchers 

for college education, technical education, and professional training, as well as for 

establishing a business and for relocation.   

Act 7 extended the term of collective bargaining agreements with public employees that 

had expired at the time of its enactment or that expire while it is in effect for a period of two 

years (until March 9, 2011) and provided that during this period such collective bargaining 

agreements may not be renegotiated or renewed.  Act No. 73 of May 17, 2011 (ñAct 73ò) 

extended the term of the non-economic clauses of such collective bargaining agreements for an 

additional period of two years (until March 9, 2013) and provided that the economic clauses may 

be negotiated considering primarily the fiscal condition of the applicable agency and the 

Government and the safeguarding of services to the people.  Act 73 further provides that for the 

negotiation of any economic clauses, OMB must evaluate the current and projected fiscal 

condition of the applicable agency and the Government and issue a certification as to the 

available resources, if any, for such negotiations. 

The following table summarizes the amount of employees affected by the workforce and 

labor related expense reduction measures included in Act 7 and the expected annual savings in 

operational expenses from the implementation of Phases I through III of the Fiscal Plan.  The 

implementation of the workforce and labor related expense reduction measures included in Act 7 

concluded on June 30, 2010. 

Phase  

Affected 

Employees  

Savings 

(in millions) 

Phase I: Voluntary Resignation  2,553  $90.9 

Phase II: Involuntary Layoffs     

 Termination of transitory and non-permanent employees  1,986  44.6 

 Layoffs (as of April 30, 2010)  12,505  322.8 

Phase III: Suspension of Certain Benefits  -  186.9 

Total  17,044  $645.2 

The second element of the expense-reduction measures, which pertains to other operating 

expenses, was conducted through an austerity program in combination with other expense 

reduction measures.  The austerity program mandated a 10% reduction in other operational 

expenses, including cellular phone use, credit cards, and official vehicles. 

In July 2010, the Governor renewed an executive order issued in September 2009 

requiring all agencies and public corporations to reduce, modify or cancel service contracts to 

achieve a cost reduction of at least 15%.  The executive order covers advertising, consulting, 
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information technology, accounting, legal and other services (except for direct services to the 

public), and grants the Fiscal Restructuring and Stabilization Board created under Act 7 (the 

ñFiscal Boardò) the power to monitor agencies and public corporations in order to ensure the 

required 15% minimum cost reduction.  Each agency or public corporation had 30 days to report 

the following to the Fiscal Board: (i) all service contracts currently in effect, (ii) all canceled 

and/or modified contracts and the corresponding savings, (iii) justification for any remaining 

contracts in light of the mission of the agency or public corporation, and (iv) the reasonableness 

of the fees or compensation terms for each remaining contract. 

In July 2010, the Governor also renewed another executive order issued in September 

2009 requiring all agencies and public corporations to report the following to the Fiscal Board 

within 30 days: (i) all lease contracts currently in effect, (ii) the uses of leased premises, (iii) the 

needs for such premises, (iv) the terms and conditions of each lease, and (v) budgeted amounts 

for rent and other related expenses.  During fiscal year 2010, the administration achieved savings 

by, among other things, consolidating operations of one or more agencies or public corporations 

and renegotiating leases to obtain more favorable terms. The administration estimates annual 

savings as a result of the revision of all leases of at least 15% of rent and related expenses, or 

approximately $22 million annually. 

Tax Revenue Enforcement Measures.  The Fiscal Plan also sought to increase tax 

revenues by implementing a more rigorous and ongoing tax enforcement and compliance 

strategy.  Specific tax enforcement initiatives included: (i) enhancements to the administration of 

federal grants and fund receipts, (ii) stronger collections and auditing efforts on Puerto Ricoôs 

sales and use tax, and (iii) a voluntary tax compliance program. 

Revenue Raising Measures.  The goal of achieving fiscal and budgetary balance required 

a combination of measures that included the introduction of permanent and temporary tax 

increases.  The Fiscal Plan included six temporary and four permanent revenue increasing 

measures.  The temporary revenue increasing measures consisted of: (i) a 5% surtax on income 

of certain individuals, (ii) a 5% surtax on income of certain corporations, (iii) a 5% income tax 

on credit unions (commonly known as ñcooperativasò in Puerto Rico), (iv) a 5% income tax on 

Puerto Rico international banking entities, (v) a special property tax on residential and 

commercial real estate, and (vi) a moratorium on certain tax credits.  The temporary measures 

were initially set to be in effect for up to three fiscal years beginning in fiscal year 2010.  Act 1 

of 2011, however, limited the duration of the 5% surtax on income derived by certain individuals 

and corporations and the special property tax to two years. The permanent measures include 

(i) modifications to the alternative minimum tax for individuals and corporations, (ii) an increase 

in the excise tax on cigarettes, (iii) a new excise tax on motorcycles, and (iv) an increase in the 

excise tax on alcoholic beverages.  The total revenues from these temporary and permanent 

measures for fiscal year 2010 were $428 million.  The total preliminary revenues from these 

temporary and permanent measures for fiscal year 2011 were $450 million. 

Financial Measures.  The administration has also carried out several financial measures 

designed to achieve fiscal stability throughout the Fiscal Plan implementation period.  These 

measures included, among others, (i) a financing or bond issuance program, the proceeds of 

which were used to bridge the budgetary imbalance during the Fiscal Plan implementation period 

and fund some of the Economic Plan initiatives, (ii) the restructuring of the securities held in the 
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Corpus Account of the Infrastructure Development Fund and (iii) the restructuring of a portion of 

the Commonwealthôs debt service. 

These financial measures were anchored on the bond-issuance program of COFINA.  

Act 7, in conjunction with Act No. 91 of May 13, 2006, as amended (ñAct 91 of 2006ò), and Act 

No. 1 of January 14, 2009 (ñAct 1 of 2009ò), allocated to COFINA, commencing on July 1, 

2009, 2.75% (one-half of the tax rate of 5.5%) of the sales and use tax imposed by the central 

government, thus increasing COFINAôs financing capacity and allowing the Commonwealth to 

achieve fiscal stability throughout the implementation period of the Fiscal Plan. 

During fiscal years 2009 and 2010, COFINA issued approximately $5.6 billion and $3.6 

billion, respectively, of revenue bonds payable from sales and use tax collections transferred to 

COFINA.  The proceeds from these bond issues were used for, among other uses, paying 

approximately $1.9 billion of Commonwealth obligations that did not have a designated source 

of repayment, paying or financing approximately $4.8 billion of operational expenses 

constituting a portion of the Commonwealthôs deficit, and funding the Local Stimulus Fund 

(described below) and the Stabilization Fund for fiscal year 2011 with approximately 

$500 million and $1.0 billion, respectively.  During fiscal year 2012, COFINA expects to issue 

approximately $2 billion of revenue bonds payable from sales and use tax collections transferred 

to COFINA, the proceeds of which will be mainly used to finance a portion of the governmentôs 

operating expenses for fiscal year 2012 and refund outstanding bonds payable from 

Commonwealth appropriations. 

Act No. 3, approved by the Legislative Assembly of the Commonwealth on January 14, 

2009 (ñAct 3ò), authorized the sale of the securities held in the Corpus Account.  PRIFA sold the 

securities in January 2009 and used the proceeds to, among other things, make a deposit to the 

General Fund of approximately $319 million, which was applied to cover a portion of the 

Commonwealthôs budget deficit and make a transfer to GDB of approximately $159 million as a 

capital contribution.  The gross proceeds resulting from the sale were approximately $884 

million. 

Another financial measure taken has been the restructuring of a portion of the 

Commonwealthôs debt service on the Commonwealthôs general obligation bonds and bonds of 

PBA that are guaranteed by the Commonwealth and are payable from Commonwealth budget 

appropriations.  During fiscal year 2010, the Commonwealth refinanced $512.9 million of 

interest accrued during such fiscal year on the Commonwealthôs general obligation bonds and 

$164.5 million of interest accrued during such fiscal year on PBA bonds.  During fiscal year 

2011, the Commonwealth refinanced $490.9 million of interest accrued during such fiscal year 

and principal due on July 1, 2011 on the Commonwealthôs general obligation bonds.  During 

fiscal year 2011, PBA also used a line of credit from GDB to make payments of approximately 

$147.8 million of interest accrued during such fiscal year on its Commonwealth guaranteed 

bonds, which line of credit was refinanced with the proceeds of a series of Commonwealth 

guaranteed bonds issued by PBA. 

During fiscal year 2012, the Government expects to refinance approximately $537.4 

million of principal due in and interest to accrue during such fiscal year on the Commonwealthôs 
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general obligation bonds and approximately $153.8 million of interest to accrue during such 

fiscal year on Commonwealth guaranteed PBA bonds. 

The Fiscal Plan has provided more fiscal stability, thereby safeguarding and 

strengthening Puerto Ricoôs credit.  The fiscal structure resulting from the full implementation of 

the plan will be sustainable and conducive to economic growth and development. 

Economic Reconstruction Plan 

To balance the impact of the Fiscal Plan, the administration developed and is 

implementing an economic reconstruction program designed to stimulate growth in the short 

term and lay the foundation for long-term economic development.  The Economic Plan consists 

of two main components: (i) two economic stimulus programs, and (ii) a supplemental stimulus 

plan. 

Economic Stimulus Programs.  The cornerstone of Puerto Ricoôs short-term economic 

reconstruction plan was the implementation of two economic stimulus programs aimed at 

reigniting growth and counterbalancing any adverse effects associated with the Fiscal Plan.  The 

economic stimulus programs consisted of Puerto Ricoôs participation in ARRA (also referred to 

herein as the ñFederal Stimulusò) and a local plan (the ñLocal Stimulusò) designed to 

complement the Federal Stimulus.  

ǒ Federal Stimulus Program:  Puerto Rico was awarded $6.8 billion in stimulus 

funds from ARRA.  The funds are distributed in four main categories: relief to 

individuals, budgetary and fiscal relief, taxpayersô relief, and capital 

improvements.  In terms of government programs, the Federal Stimulus allocates 

funds to education, agriculture and food assistance, health, housing and urban 

development, labor, and transportation, among others.  As of October 14, 2011, 

PRIFA, which is responsible for the administration of ARRA in Puerto Rico, 

reported that approximately $5.5 billion in ARRA funds had been disbursed, 

representing 78.8%, of awarded funds. 

ǒ Local Stimulus Program: The administration formulated the Local Stimulus to 

supplement the Federal Stimulus and address specific local challenges associated 

with the local mortgage market, the availability of credit, and the infrastructure 

and construction sectors.  Despite the fact that the Local Stimulus amounted to a 

$500 million investment by the government, it is estimated that its effect would be 

greater due to certain lending programs, which are being coordinated in 

collaboration with commercial banks in Puerto Rico.  The administration has been 

disbursing funds under the $500 million local stimulus program.  Most 

municipalities have received disbursements earmarked to pay outstanding debts 

and fund local projects.  The administration has also disbursed funds allocated 

towards job training programs, a strategic water distribution project in a southern 

municipality and the revamping of the Puerto Rico permits system.  It is estimated 

that approximately $400 million of Local Stimulus funds will be used for 

infrastructure projects.  As of September 30, 2011, approximately $360 million of 

Local Stimulus funds had been disbursed. 
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Supplemental Stimulus Plan.  The Supplemental Stimulus Plan was designed to provide 

investment in strategic areas with the objective of laying the foundations for long-term growth in 

Puerto Rico. The coordinated implementation of the Supplemental Stimulus Plan is expected to 

reinforce continuity in reigniting economic growth while making key investments for long-term 

development.  

The Supplemental Stimulus Plan is being conducted through a combination of direct 

investments and guaranteed lending. Specifically, the Supplemental Stimulus Plan targets critical 

areas such as key infrastructure projects, public capital improvement programs, private-sector 

lending to specific industries, and the export and research-and-development knowledge 

industries.  The Supplemental Stimulus Plan takes into account the strategic needs that Puerto 

Rico must fulfill in order to become a more competitive player in its region and in the global 

economy. 

On September 1, 2010 the Governor signed Act No. 132, also known as the Real Estate 

Market Stimulus Act of 2010 (ñAct 132ò), which provides certain incentives to help reduce the 

existing housing inventory.  The incentives provided by Act 132 were effective from September 

1, 2010 through June 30, 2011, and were subsequently extended until October 31, 2011 by Act 

No. 115 of July 5, 2011.  On November 1, 2011, the Government approved Act 216, which 

provides incentives similar to the ones available under Act 132 and establishes an orderly 

transition to gradually reduce those incentives without disrupting the functioning of the housing 

market in Puerto Rico. The incentives provided by Act 216 are limited to residential real 

property and are effective from November 1, 2011 to December 31, 2012, with certain 

reductions after December 31, 2011 and June 30, 2012  See ñEconomic Performance by Sectorð

Constructionò below. 

Economic Development Program 

The Department of Economic Development and Commerce (ñDEDCò), in coordination 

with other government agencies, is in the process of implementing the Strategic Model for a New 

Economy, which consists of a comprehensive, long-term, economic development program aimed 

at improving Puerto Ricoôs overall global relevance, competitiveness, and business environment, 

and increasing private-sector capital formation and participation in the economy.  These 

initiatives are centered on the dual mission of fostering multi-sector growth while reducing costs 

and barriers to business and investment, and are a medium-to-long-term counterpart to the 

Economic Plan and the Supplemental Stimulus Plan described above. 

The administration is emphasizing the following initiatives to enhance Puerto Ricoôs 

competitive position: (i) overhauling the permitting process, (ii) reducing energy costs, (iii) 

reforming the tax system, (iv) promoting the development of various projects through public-

private partnerships, (v) implementing strategic initiatives targeted at specific economic sectors, 

and (vi) promoting the development of certain strategic/regional projects. 

Permitting Process.  The first initiative, the reengineering of Puerto Ricoôs permitting 

and licensing process, has already been achieved.  On December 1, 2009, the Governor signed 

into law Act No. 161, known as the Law for the Restructuring & Unification of the Permit 

Evaluation & Authorization Process, which overhauls the existing permitting and licensing 



 

 I-30 

process in Puerto Rico in order to provide for a leaner and more efficient process that fosters 

economic development.  In the short term, this restructuring is focused on eliminating the 

significant backlog of unprocessed permits that are currently in the pipeline of various 

government agencies.  In the long term, this law seeks to significantly reduce the number of 

inter-agency processes and transactions currently required by creating a centralized, client-

focused system that simplifies and shortens the permitting process for applicants.  The Integrated 

Permits System (SIP by its Spanish acronym), as the new Puerto Rico permits process is called, 

became operational on December 1, 2010. Through September, 2011 38,500 permits requests 

have been filed and 88% of these have already been resolved. 

The Permit Management Office (OGPe, by its Spanish acronym), the government body 

responsible for evaluating permit applications and issuing final determinations concerning 

construction and land use, currently offers 80% of its services online, representing 90% of the 

total volume of transactions.  

Energy Policy.  On July 19, 2010, the Governor signed Acts No. 82 and 83, providing 

for, among other things, the adoption of a new energy policy, which is critical for Puerto Ricoôs 

competitiveness.  Presently, fluctuations in oil prices have a significant effect on Puerto Ricoôs 

overall economic performance.  Act No. 82 of 2010, known as the ñPublic Policy on Energy 

Diversification through Renewable and Alternative Sources,ò focuses on reducing Puerto Ricoôs 

dependence on fossil fuels, particularly oil, through the promotion of diverse, renewable-energy 

technologies.  This new energy policy seeks to lower energy costs, reduce energy-price volatility, 

and establish environmentally sustainable energy production through a reduction in ecologically 

harmful emissions. Act 82 of 2010 creates a Renewable Portfolio Standard, recognizing many 

sources of renewable energy utilizing various technologies, setting a hard target of 12% 

renewable energy production by 2015 and 15% by 2020, and a requirement for retail energy 

providers to establish a plan to reach 20% renewable energy production by 2035.   

Moreover, Act No. 83 of 2010, also known as the ñGreen Energy Incentives Act, 

assembles under one law the incentives for the construction and use of renewable energy 

sources.  Act 83 offers new benefits to stimulate the development of green energy projects, 

creates Renewable Energy Certificates (RECs) and creates the Green Energy Fund (the ñGEFò).  

Through the GEF the Government will co-invest $290 million in renewable energy projects over 

the next 10-years.  Initial funding of $20 million began on July 1, 2011 and steps up to $40 

million per year by fiscal year 2016.  Through the GEF, the Puerto Rico Energy Affairs 

Administration will offer cash rebates of up to 60% on the cost of installing Tier 1 projects (0 ï 

100 kW) for residences and small businesses and up to 50% on the cost of Tier 2 projects (100 

kW ï 1 MW) for commercial or industrial use.  In its first round of funding, the GEF backed 25 

solar energy projects with $6.6 million, including grants to 13 businesses and a government 

agency. These initiatives are expected to address energy prices in Puerto Rico and provide a 

means of attracting investment in the energy sector.  

Tax Reform.  Legislation to implement the first and second phases of the tax reform was 

enacted as Act No. 171 of 2010 and Act 1 of 2011, respectively.  See ñMajor Sources of General 

Fund RevenuesðTax Reformò under PUERTO RICO TAXES, OTHER REVENUES AND 

EXPENDITURES for a summary of the principal provisions of the tax reform. 
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Public-Private Partnerships.  The Government believes that PPPs represent an important 

tool for economic development, particularly in times of fiscal difficulties.  PPPs are long-term 

contracts between government and non-governmental entitiesðsuch as private companies, credit 

unions, and municipal corporationsðto develop, operate, manage or maximize infrastructure 

projects and/or government services.  PPP contracts are centered on the concept of risk transfer. 

The non-governmental partner takes on certain responsibilities and risks related to the 

development and/or operation of the project in exchange for certain benefits. PPPs can play a 

pivotal role in restoring investment in infrastructure and bringing about economic growth.   

PPPs provide the opportunity for the government to lower project development costs, 

accelerate project development, reduce financial risk, create additional revenue sources, establish 

service quality metrics, re-direct government resources to focus on the implementation of public 

policy, create jobs and attract new investment.  Puerto Rico has opportunities for the 

establishment of PPPs in the areas of toll roads, airports and maritime ports, public schools, 

water provision, correctional facilities, and energy, among others.  

On June 8, 2009, the Legislative Assembly approved Act No. 29 (ñAct 29ò), which 

established a clear public policy and legal framework for the establishment of PPPs in Puerto 

Rico to further the development and maintenance of infrastructure facilities, improve the services 

rendered by the Government and foster the creation of jobs.  Act 29 created the Public-Private 

Partnerships Authority (the ñPPP Authorityò), the entity tasked with implementing the 

Commonwealthôs public policy regarding PPPs.  On December 19, 2009, the PPP Authority 

approved regulations establishing the administrative framework for the procurement, evaluation, 

selection, negotiation and award process for PPPs in Puerto Rico.   

During fiscal year 2010, the PPP Authority engaged various financial advisors to assist it 

in the evaluation and procurement of various projects in the energy, transportation, water and 

public school infrastructure sectors.  During the fourth quarter of fiscal year 2010, the PPP 

Authority published desirability studies for four public-private partnership priority projects and 

commenced procurement for such projects.   

As part of the Governmentôs PPPs initiative, the PPP Authority and the Highways and 

Transportation Authority (collectively, the ñSponsorsò) recently completed the procurement for a 

concession of toll roads PR-22 and PR-5 (the ñToll Roadsò).  On June 10, 2011, the Sponsors 

selected Autopistas Metropolitanas de Puerto Rico, LLC (ñMetropistasò), a consortium 

comprised of Goldman Sachs Infrastructure Partners and Abertis Infraestructuras, as the winning 

proponent based on a bid of $1.080 billion.  On June 27, 2011, Metropistas and the Highways 

and Transportation Authority executed the concession agreement for the Toll Roads (the 

ñConcession Agreementò) and, on September 22, 2011, the parties successfully completed the 

financial closing.  As a result of this transaction, the Highways and Transportation Authority 

received a lump-sup payment of $1.136 billion and a commitment to invest $56 million in 

immediate improvements and comply with world-class operating standards. 

To modernize public school facilities throughout the island and improve academic 

performance, the PPP Authority launched the ñSchools for the 21st Centuryò program, which 

will modernize and build a selected number of public schools throughout Puerto Rico. At least 

one school in each municipality will benefit from the ñSchools for the 21
st
 Centuryò program. 
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The Government expects this project will impact nearly 50,000 students, 2,000 teachers and 

various communities and create 14,000 jobs throughout Puerto Ricoôs 78 municipalities. The 

Government will fund this project with the proceeds of Qualified School Construction Bonds 

(QSCB) issued by PBA in the aggregate principal amount of $756 million. As of June 2011, the 

PPP Authority had awarded approximately $464 million in contracts and construction had begun 

in approximately 57 schools.  

On August 8, 2011, the PPP Authority and the Puerto Rico Ports Authority (ñPRPAò) 

received statements of qualifications from twelve (12) world-class consortia in response to the 

Request for Qualifications (RFQ) to acquire a concession to finance, operate, maintain and 

improve the Luis Muñoz Marín International Airport (ñAirportò), the busiest airport in the 

Caribbean. The PPP Authority and the PRPA are seeking to achieve their primary objectives of: 

(i) maximizing the upfront value for the Airport, (ii)  improving the Airportôs safety standards, 

service levels and quality, (iii ) maintaining and improving the quality of service to travelers as 

well as achieving a higher level of customer satisfaction, and (iv) creating a world-class gateway 

to Puerto Rico while increasing the Islandôs profile as a destination in the Caribbean, in order to 

positively impact the development of the tourism industry and overall economic prospects in 

Puerto Rico. The PPP Authority published the Request for Proposals for the Airport in October 

2011 and expects to select a winning bidder in the first quarter of calendar 2012. 

Sector Initiatives.  The administration will complement the previously mentioned 

initiatives with specific strategic initiatives with the objective of creating jobs and increasing 

economic activity across various sectors of the Puerto Rico economy.  The Commonwealth has 

natural or structural competitive advantages in several areas, such as pharmaceutical and 

biotechnology manufacturing.  These advantages provide opportunities for the development of 

regional clusters in high-tech manufacturing, research and development, tourism, renewable 

energy, international trade and professional services.  The specific initiatives will be designed to 

promote sustainable economic growth while accelerating to a knowledge-based and innovation 

driven economy, focused mainly in the development of human capital and intellectual property, 

thus diversifying Puerto Ricoôs economic base. 

Strategic/Regional Projects.  The administration has also targeted strategic/regional 

projects that will generate investments in various regions of the Island in order to foster balanced 

economic development. 

One of the strategic projects for the northern region is called the Urban Bay (formerly 

known as the Golden Triangle), an urban redevelopment project that incorporates the areas of 

Old San Juan, Puerta de Tierra, Isla Grande, including the Puerto Rico Convention Center 

District (the ñDistrictò), and Condado, as well as other communities in the vicinity of historic 

San Juan Bay.  The aim of the Urban Bay project is to develop San Juan Bay into a major 

tourism, recreation, commercial and residential sector which serves the local community and 

becomes a major attraction for leisure and business travelers, both local and external.  

Construction of the immediate improvements on the project footprint is already underway. 

Also in the northern region, Science City also represents a critical effort to move Puerto 

Rico to the forefront of science, technology and research and development. It seeks to leverage 

the significant competitive advantages in the knowledge-based sectors that put Puerto Rico in an 
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ideal position to undertake this type of development. Through the recently enacted Law No. 208 

of October 20, 2011, the benefits of investing in and performing science and technology research 

and development activities in the newly denominated ñScience Districtò were expanded through 

the inclusion of such activities as eligible for tax exemption under the Economic Incentives Act.  

See ñTax Incentives ï Industrial Incentives Programò under THE ECONOMY.  The benefits of 

the Science District under Law 208 may also be expanded to satellite districts throughout the 

island.  The Science City approved site consultation will be amended to modify its land use. 

Demolition related activities and earth movement is expected to commence before the end of 

fiscal year 2012. 

 

In the eastern region, the Caribbean Riviera entails the redevelopment of the old Roosevelt 

Roads navy facility in Ceiba and is a key element in the administrationôs strategy to create jobs 

and reignite the economy of Puerto Ricoôs eastern region, including Ceiba, Naguabo, Vieques, 

and Culebra.  This tourist complex will include hotels, casinos, eco-tourist attractions, 

international airport, retail, yacht marina, and cruise ship ports.  Negotiations with the Navy 

regarding the transfer of the property to the Local Redevelopment Authority are in advanced 

stages and should be completed by the end of 2011. 

In the western region, the administration is focused on the redevelopment of the Aguadilla 

airport to serve as the second international airport of Puerto Rico and as a regional logistics hub.  

The Government is in the process of submitting a formal application to obtain a Foreign Trade 

Zone designation for the Aguadilla airport. 
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Employment and Unemployment 

According to the Household Survey, the number of persons employed in Puerto Rico 

during fiscal year 2011 averaged 1,077,000, a decrease of 2.3% compared to previous fiscal year; 

and the unemployment rate averaged 15.9%.  During the first four months of fiscal year 2012, 

total employment averaged 1,067,500, a decline of 1.2% with respect to the same period of the 

prior year; and the unemployment rate decreased to 16.1%. 

The following table presents annual statistics of employment and unemployment for 

fiscal year 2007 through fiscal year 2011, and the average figures for the first two months of 

fiscal year 2012.  These employment figures are based on the Household Survey, which includes 

self-employed individuals and agriculture employment, instead of the non-farm, payroll 

employment survey (the ñPayroll Surveyò), which does not.  The number of self-employed 

individuals represents around 15% of civilian employment in Puerto Rico, more than double the 

level in the United States.  On the other hand, agriculture employment in Puerto Rico represented 

1.6% of total employment in fiscal year 2011. 

Commonwealth of Puerto Rico 

Employment and Unemployment
(1) 

(persons age 16 and over, in thousands) 

 

Fiscal Years Ended June 30, Labor Force Employed Unemployed 

Unemployment 

Rate
(2)

 

 (Annual Average) 

2007 1,410 1,263 147 10.4 

2008 1,368 1,218 151 11.0 

2009 1,349 1,168 181 13.4 

2010 1,313 1,103 210 16.0 

2011 1,287 1,077 204 15.9 

2012
(3)

 1,272 1,068 205 16.1 

___________________     
(1)

 Totals may not add due to rounding. 
(2) 

Unemployed as percentage of labor force. 
(3) 

  Average figures for the first four months of fiscal year 2012 (July 2011 through October 2011). 

Source:  Department of Labor and Human Resources ï Household Survey 
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Economic Performance by Sector 

From fiscal year 2007 to fiscal year 2010, the manufacturing and service sectors 

generated the largest portion of gross domestic product.  The manufacturing, service, and 

government sectors were the three sectors of the economy that provided the most employment in 

Puerto Rico. 

The following table presents annual statistics of gross domestic product by sector and 

gross national product for fiscal years 2007 to 2010. 

Commonwealth of Puerto Rico 

Gross Domestic Product by Sector and Gross National Product
(1)

  

(in millions at current prices) 

 Fiscal Years Ended June 30, 

 2007  2008  2009  2010
(1)

 

        Manufacturing $37,637  $40,234  $44,019  $44,641 

Service
(2)

 40,190  41,372  40,333  41,472 

Government
(3)

 8,585  8,762  9,047  8,276 

Agriculture 430  519  506  553 

Construction
(4)

 2,027  2,032  1,818  1,658 

Statistical discrepancy (464)  (312)  (512)  (340) 

   Total gross domestic product
(5)

 $88,405  $92,606  $95,211  $96,261 

   Less:  net payment abroad  (28,884)   (30,941)   (32,534)   (32,969) 

        Total gross national 

product
(5)

 

$59,521  $61,665  $62,678  $63,292 

____________________________ 
(1) Preliminary. 
(2) Includes wholesale and retail trade, utilities, transportation and warehousing, information, finance and insurance, real estate 

and rental, and certain services such as professional, scientific, technical, management, administrative, support, educational, 

health care, social, recreational, accommodation, food and other services. 
(3) Includes the Commonwealth, its municipalities and certain public corporations, and the federal government.  Excludes 

certain public corporations, such as the Electric Power Authority and the Aqueduct and Sewer Authority, whose activities are 

included under ñServiceò in the table. 
(4) Includes mining. 
(5) Totals may not add due to rounding. 

 
Source:  Planning Board 

 

 

Traditionally, the Government has presented the industrial distribution of production in 

Puerto Rico using gross domestic product because the Planning Board had not published such a 

distribution using real gross national product as a base measurement.  Recently, the Planning 

Board presented an industrial distribution of production based on real gross national product, 

which shows significant differences in the importance of the manufacturing sector to the Puerto 

Rico economy: 
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Commonwealth of Puerto Rico 

Gross National Product by Sector
 

(at current prices, in millions) 

 Fiscal Years Ended June 30, 

 2007  2008  2009  2010
(1)

 

                

Service
(2)

 $35,443  $36,127  $35,429  $36,252 

Manufacturing 12,570  13,556  15,282  15,769 

Government
(3)

 9,529  9,757  10,167  9,411 

Construction
(4)

 2,013  2,018  1,805  1,646 

Agriculture 430  520  507  553 

Statistical discrepancy (464)  (312)  (12)  (340) 

Total gross national product
(5)

 $59,520  $61,665  $62,678  $63,292 

____________________________ 
(1)

 Preliminary. 
(2)

 Includes wholesale and retail trade, utilities, transportation and warehousing, information, finance and 

insurance, real estate and rental, and certain services such as professional, scientific, technical, 

management, administrative, support, educational, health care, social, recreational, accommodation, food 

and other services. 
(3)

 Includes the Commonwealth, its municipalities and certain public corporations, and the federal 

government.  Excludes certain public corporations, such as the Electric Power Authority and the Aqueduct 

and Sewer Authority, whose activities are included under ñServiceò in the table. 
(4)

 Includes mining. 
(5)

 Totals may not add due to rounding. 

 

Source:  Planning Board 

 

The service sectorôs (which includes wholesale and retail trade, utilities, transportation 

and warehousing, information, finance and insurance, real estate and rental, and certain services 

such as professional, scientific, technical, management, administrative, support, educational, 

health care, social, recreational, accommodation, food and other services) share appears 

significantly higher than manufacturing when compared to the industrial distribution of 

production in Puerto Rico based on gross domestic product.  This variance occurs because 

manufacturing activity is principally carried out by non-resident entities whose income is not 

accounted for in Puerto Ricoôs real gross national product. 

The data for employment by sector or industries presented here, like in the United States, 

are based on the Payroll Survey, which is designed to measure number of payrolls by sector.  

The Payroll Survey excludes agricultural employment and self-employed persons. 
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The following table presents annual statistics of average employment based on NAICS 

for fiscal years 2007 to 2011. 

Commonwealth of Puerto Rico 

Non-Farm, Payroll Employment by Economic Sector
(1) 

(persons age 16 and over) 

 
 Fiscal Years Ended June 30, 

 
2007 2008 2009 2010

(2)
 2011

(2)
 

      
Natural resources and construction 64,700 59,675 49,067 35,917 28,683 

Manufacturing      

Durable goods 45,417 43,100 39,242 34,792 33,650 

Non-durable goods 62,442 60,950 57,483 53,483 50,967 

Sub-total 107,858 104,050 96,725 88,275 84,617 

      

Trade, transportation, warehouse, and 

Utilities      

Wholesale trade 33,267 33,717 33,267 32,533 31,508 

Retail trade 133,750 130,883 127,492 126,242 125,217 

Transportation, warehouse, and 

utilities 

 

16,992 

 

16,742 

 

15,692 

 

14,550 

 

14,208 

Sub-total 184,008 181,342 176,450 173,325 170,933 

      

Information 22,642 21,442 20,217 18,767 19,067 

Finance 49,108 48,483 48,492 45,883 44,717 

Professional and business 108,800 108,150 103,333 102,492 107,567 

Educational and health 105,225 108,550 109,992 111,108 113,192 

Leisure and hospitality 73,567 73,408 70,933 70,850 70,300 

Other services 18,242 17,367 16,667 15,750 15,583 

Government
(3)

 298,125 297,742 300,708 277,333 263,717 

Total non-farm 1,032,275 1,020,208 992,583 939,700 918,375 

_______________      
(1) 

The figures presented in this table are based on the Payroll Survey prepared by the Bureau of Labor Statistics 

of the Puerto Rico Department of Labor and Human Resources.  There are numerous conceptual and 

methodological differences between the Household Survey and the Payroll Survey.  The Payroll Survey 

reflects information collected from payroll records of a sample of business establishments, while the 

Household Survey is based on responses to a series of questions by persons in a sample of households.  The 

Payroll Survey excludes the self-employed and agricultural employment.  Totals may not add due to 

rounding. 
(2)

 Preliminary. 
(3)

 Includes state, local, and federal government employees. 

 

Source:  Department of Labor and Human Resources, Current Employment Statistics Survey (Establishment 

Survey ï NAICS Codes) 
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Manufacturing 

Manufacturing is the largest sector of the Puerto Rico economy in terms of gross 

domestic product and the second largest in terms of real gross national product.  The Planning 

Board figures show that in fiscal year 2010 manufacturing generated $44.6 billion, or 46.4%, of 

gross domestic product.  Manufacturing, however, only generated $15.8 billion, or 24.9%, of real 

gross national product in fiscal year 2010.  During fiscal year 2011, payroll employment for the 

manufacturing sector was 84,617, a decrease of 4.1% compared with fiscal year 2010.  Most of 

Puerto Ricoôs manufacturing output is shipped to the U.S. mainland, which is also the principal 

source of semi-finished manufactured articles on which further manufacturing operations are 

performed in Puerto Rico.  Federal minimum wage laws are applicable in Puerto Rico.  For fiscal 

year 2011, the average hourly manufacturing wage rate in Puerto Rico was approximately 66.6% 

of the average mainland U.S. rate. 

Although the manufacturing sector is less prone to business cycles than the agricultural 

sector, that does not guarantee the avoidance of the effects of a general downturn of 

manufacturing on the rest of the economy.  In the last three decades, industrial development has 

tended to be more capital intensive and more dependent on skilled labor.  This gradual shift in 

emphasis is best exemplified by large investments over the last two decades in the 

pharmaceutical and medical-equipment industries in Puerto Rico.  Historically, one of the factors 

that encouraged the development of the manufacturing sector was the tax incentives offered by 

the federal and Puerto Rico governments.  Federal legislation enacted in 1996, however, which 

amended Section 936 of the U.S. Internal Revenue Code of 1986, as amended (the ñU.S. Codeò), 

phased out these federal tax incentives during a ten-year period that ended in 2006.  Moreover, 

Act 154 expanded the income tax rules as they relate to certain nonresident alien individuals, 

foreign corporations and foreign partnerships and imposed a new temporary excise tax on 

persons that purchase products manufactured in Puerto Rico by other persons that are members 

of the same controlled group.  The elimination of the benefits provided by Section 936 of the 

U.S. Code has had, and Act 154 may have, a long-term impact on local manufacturing activity.  

See ñTax IncentivesðIncentives under the U.S. Codeò under THE ECONOMY and ñMajor 

Sources of General Fund RevenuesðTax Reformò and ñMajor Sources of General Fund 

RevenuesðIncome Taxes,ò respectively, under PUERTO RICO TAXES, OTHER REVENUES 

AND EXPENDITURES. 
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The following table sets forth gross domestic product by manufacturing sector for fiscal 

years 2007 to 2010. 

Commonwealth of Puerto Rico 

Gross Domestic Product by Manufacturing Sector 

(at current prices, in thousands) 

 
 Fiscal Years Ended June 30, 

 2007  2008  2009  2010
(1)

 

        
Food  $1,083,300  $822,008  $   1,018,486  $   1,040,339 

Beverage and Tobacco 

Products 924,900 

 

1,243,200  1,197,325  1,203,142 

Textile Mills 2,200  1,295  975  791 

Textile Product Mills 13,200  13,438  12,072  12,418 

Apparel 200,700  252,062  270,251  296,192 

Leather and Allied Products 17,000  19,982  22,052  21,997 

Wood Products 23,600  22,011  18,809  20,228 

Paper 70,600  66,066  66,233  69,664 

Printing and Related Support 

Activities 124,400 

 

118,525  111,416  109,457 

Petroleum and Coal Products 370,900  94,986  355,598  353,757 

Chemical 27,016,500  29,338,802  31,013,076  31,384,322 

Plastics and Rubber Products 121,700  117,556  111,835  119,614 

Nonmetallic Mineral Products 284,900  218,469  198,717  197,925 

Primary Metals 101,900  150,693  138,708  139,063 

Fabricated Metal Products 239,200  247,860  227,572  209,446 

Machinery 217,500  234,410  196,456  213,689 

Computer and Electronic 

Products 4,217,200 

 

4,462,560  6,308,916  6,384,137 

Magnetic and Optical -  -  -  - 

Electrical Equipment, 

Appliances and 

Components 510,900 

 

657,298  639,313  593,777 

Transportation Equipment 78,000  77,560  66,111  61,243 

Furniture and Related Products 65,500  56,439  47,045  47,761 

Miscellaneous 1,955,500  2,018,693  1,998,060  2,162,405 

Total gross domestic 

product of manufacturing 

sector
(2)

 $37,636,600 

 

$40,233,913  $44,019,025  $44,641,368 

________________        
(1)

 Preliminary. 
(2)

 Totals may not add due to rounding. 

 

Source:  Planning Board
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The following table presents annual statistics of average manufacturing employment by 

industry based on NAICS for fiscal years 2007 to 2011. 

Commonwealth of Puerto Rico 

Non-Farm Payroll Manufacturing Employment by  Industry Group*  

(persons age 16 years and over) 

 
 Fiscal Years Ended June 30, 

Industry group  2007 2008 2009 2010
(1)

 2011
(1)

 

      Durable goods      

Nonmetallic mineral products 

 manufacturing 3,825 3,758 3,058 2,500 2,133 

Fabricated metal products 5,675 5,375 4,908 4,042 3,583 

Computer and electronic 10,092 8,600 7,042 5,708 5,867 

Electrical equipment 6,617 6,658 5,867 5,058 5,033 

Miscellaneous manufacturing 12,292 11,967 11,975 11,675 11,400 

Other durable goods 

 manufacturing 6,917 6,742 6,392 5,808 5,633 

Total ï durable goods 45,417 43,100 39,242 34,792 33,650 

      

Non-durable goods      

Food manufacturing 12,183 11,725 11,383 11,592 11,600 

Beverage and tobacco products 

 manufacturing 3,258 3,267 3,133 3,275 2,983 

Apparel manufacturing 7,708 9,633 9,825 8,808 8,108 

Chemical manufacturing 30,467 27,900 25,042 22,392 21,425 

Plastics and rubber products 2,200 1,983 1,967 1,867 1,567 

Other non-durable goods 

 manufacturing 6,625 6,442 6,133 5,550 5,283 

Total ï non-durable goods 62,442 60,950 57,483 53,483 50,967 

      

Total manufacturing 

employment 107,858 104,050 96,725 88,275 84,617 

________________      
*
 Totals may not add due to rounding.   

(1)
 Preliminary.  

 

Source:  Department of Labor and Human Resources, Current Employment Statistic Survey (Establishment Survey 

ï NAICS Codes) 

 

Total employment in the manufacturing sector decreased by 32,700 from fiscal year 2005 

to fiscal year 2011.  Manufacturing employment had been declining during the past decade, but 

the decline accelerated during fiscal years 2002 and 2003, falling 10.6% and 4.8%, respectively.  

Thereafter, manufacturing employment stabilized around 118,000 jobs, but the acceleration in 

job losses reappeared in fiscal year 2006 with the sector experiencing another drop of 4.0%.  For 

fiscal years 2007, 2008, 2009, 2010 and 2011, manufacturing employment decreased by 4.2%, 

3.5%, 7.0%, 8.7% and 4.1%, respectively.  For the first four months of fiscal year 2012, the 

sector lost an average of 4,800 jobs, or 5.5%, compared to the same period of the previous year.  

Given that this sector pays, on average, the highest wages in Puerto Rico, its general downturn 
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has represented a major difficulty for restoring growth for the whole economy.  There are several 

reasons that explain this sectorôs job shrinkage: the end of the phase-out of the tax benefits 

afforded by Section 936 of the U.S. Code, the net loss of patents on certain pharmaceutical 

products, the escalation of manufacturing production costs (particularly electricity), the increased 

use of job outsourcing, and, currently, the effects of the global economic decline. Puerto Ricoôs 

manufacturing sector continues to face increased international competition.  As patents on 

pharmaceutical products manufactured in Puerto Rico expire and the production of such patented 

products is not replaced by new products, there may be additional job losses in this sector and a 

loss of tax revenues for the Commonwealth. 

Service Sector 

Puerto Rico has experienced mixed results in the service sector, which, for purposes of 

the data set forth below, includes wholesale and retail trade, utilities, transportation and 

warehousing, information, finance and insurance, real estate and rental, and certain services such 

as professional, scientific, technical, management, administrative, support, educational, health 

care, social, recreational, accommodation, food and other services.  This sector has expanded in 

terms of income over the past decade, following the general trend of other industrialized 

economies, but with differences on the magnitudes of those changes.  During the period between 

fiscal years 2007 and 2010, the gross domestic product in this sector, in nominal terms, increased 

at an average annual rate of 1.1%, while payroll employment in this sector decreased at an 

average annual rate of 0.9% between fiscal years 2007 and 2011.  In the Puerto Rico labor 

market, self-employment, which is not accounted for in the Payroll Survey, represents 

approximately 15% of total employment according to the Household Survey.  Most of the self-

employment is concentrated in the service and construction sectors.  The development of the 

service sector has been positively affected by demand generated by other sectors of the economy, 

such as manufacturing and construction. 

The high degree of knowledge, skills, and expertise in professional and technical services 

available in Puerto Rico places the island in a favorable competitive position with respect to 

Latin America and other trading countries throughout the world. 

The service sector ranks second to manufacturing in its contribution to gross domestic 

product, but first in its contribution to real gross national product.  The service sector is also the 

sector with the greatest amount of employment.  In fiscal year 2010, the service sector generated 

$41.5 billion, or 43.1%, of gross domestic product, while it generated $36.3 billion, or 57.3%, of 

real gross national product.  Trade, information services, education and health services, finance, 

insurance and real estate and rentals experienced growth in fiscal year 2010, as measured by 

gross domestic product and by gross national product at current prices.  Transportation, 

professional and technical, and management services experienced a contraction in fiscal year 

2010, as measured by gross domestic product and gross national product at current prices.  

Service-sector employment decreased from 561,592 in fiscal year 2007 to 541,358 in fiscal year 

2011 (representing 58.9% of total, non-farm, payroll employment).  The average service-sector 

employment for fiscal year 2011 represents a decrease of 0.6% compared to the prior fiscal year.  

For the first four months of fiscal year 2012, average service-sector employment was 533,900, a 

decrease of 0.1% with respect to the same period for the prior fiscal year. 
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Puerto Rico has a developed banking and financial system.  As of June 30, 2011, there 

were eleven commercial banks operating in Puerto Rico.  Commercial banks in Puerto Rico are 

generally regulated by the Federal Deposit Insurance Corporation (the ñFDICò) or the Board of 

Governors of the Federal Reserve System and by the Office of the Commissioner of Financial 

Institutions of Puerto Rico (the ñOCFIò).  The OCFI reports that total assets of commercial banks 

(including assets of units operating as international banking entities) as of June 30, 2011 were 

$73.7 billion, as compared to $75.5 billion as of December 31, 2010.  On April 30, 2010, the 

OCFI closed three commercial banks and the FDIC was named receiver.  On the same date, the 

FDIC entered into loss share purchase and assumption agreements with three of the other 

commercial banks with operations in Puerto Rico, providing for the acquisition of most of the 

assets and liabilities of the closed banks including the assumption of all of the deposits.  To date, 

the amount of jobs lost as a result of these consolidations has not been significant.  The 

administration expects that this consolidation will strengthen the Puerto Rico banking sector. 

Broker-dealers in Puerto Rico are regulated by the Financial Industry Regulatory 

Authority (ñFINRAò) and the OCFI, and are mainly dedicated to serve investors that are 

residents of Puerto Rico.  According to the OCFI, assets under management by broker-dealers in 

Puerto Rico totaled $5.5 billion as of June 30, 2011, as compared to $6.0 billion on December 

31, 2010.  Another relevant component of the financial sector in Puerto Rico is the mutual-fund 

industry.  Local mutual funds are organized as investment companies and recorded assets under 

management of $14.3 billion as of June 30, 2011, as compared to $14.2 billion as of December 

31, 2010 according to the OCFI.   

Other components of the financial sector in Puerto Rico include international banking 

entities (ñIBEsò) and credit unions (locally known as cooperativas).  IBEs are licensed financial 

businesses that conduct offshore banking transactions.  As of June 30, 2011, there were 31 

international banking entities (including units of commercial banks) operating in Puerto Rico 

licensed to conduct offshore banking transactions, with total assets of $43.6 billion, an increase 

from $40.6 billion in total assets as of December 31, 2010.  Meanwhile, credit unions, which 

tend to provide basic consumer financial services, reached $7.6 billion in assets as of June 30, 

2011, a slight increase from $7.5 billion as of December 31, 2010. 

In addition, there are specialized players in the local financial industry that include 

mortgage-origination companies and auto and personal finance companies. 

The following table sets forth gross domestic product for the service sector for fiscal 

years 2007 to 2010. 



 

 I-43 

Commonwealth of Puerto Rico 

Gross Domestic Product by Service Sector 

(in millions at current prices) 

 
 Fiscal Years ended June 30 

 2007  2008  2009  2010
(1)

 

        Wholesale trade $  2,751.6  $  2,950.9  $  2,934.8  $  2,984.0 

Retail trade 4,471.4  4,569.4  4,614.5  4,723.7 

Transportation and warehousing 968.3  978.5  908.6  891.0 

Utilities 2,214.4  2,118.0  1,971.9  1,943.8 

Information 2,466.5  2,363.1  2,306.4  2,359.2 

Finance and insurance 6,694.3  7,120.4  5,174.7  5,543.2 

Real Estate and rental 11,685.7  12,064.2  13,030.8  13,318.3 

Professional and business 3,112.5  3,183.6  3,132.0  3,246.5 

Education and health 3,592.5  3,786.2  4,125.7  4,278.5 

Leisure and hospitality 1,861.5  1,874.7  1,783.3  1,828.1 

Other services 371.6  119.3  112.3  115.9 

 Total $40,190.3  $41,371.9  $40,333.2  $41,471.8 

Source: Puerto Rico Planning Board 

The following table sets forth employment for the service sector for fiscal years 2007 to 

2011. 

 

Commonwealth of Puerto Rico 

Non-Farm Payroll Employment by Service Sector* 

(thousands of persons age 16 and over) 

 Fiscal Years Ended June 30, 

 2007 2008 2009 2010
(1)

 2011
(1)

 

      
Wholesale trade 33,267 33,717 33,267 32,533 31,508 

Retail trade 133,750 130,883 127,492 126,242 125,217 

Transportation, warehouse and utilities 16,992 16,742 15,692 14,550 14,208 

Information 22,642 21,442 20,217 18,767 19,067 

Finance 49,108 48,483 48,492 45,883 44,717 

Professional and business 108,800 108,150 103,333 102,492 107,567 

Educational and health 105,225 108,550 109,992 111,108 113,192 

Leisure and hospitality 73,567 73,408 70,933 70,850 70,300 

Other services 18,242 17,367 16,667 15,750 15,583 

 Total 561,592 558,742 546,083 538,175 541,358 

____________________________ 
*
 Totals may not add due to rounding. 

(1)
 Preliminary. 

Source:  Department of Labor and Human Resources, Benchmark on Employment, Hours and Earnings 
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Hotels and Related ServicesðTourism 

For fiscal year 2011, the number of persons registered in tourist hotels, including 

residents of Puerto Rico and tourists, was 1,906,900, an increase of 5.7% over the number of 

persons registered during the same period of fiscal year 2010. The average occupancy rate in 

tourist hotels during fiscal year 2011 was 68.9%, a decrease of 0.3% from the prior fiscal year. 

Also, during fiscal year 2011, the average number of rooms available in tourist hotels increased 

by 5.8% to 11,509 rooms compared to the same period of fiscal year 2010. 

During the first month of fiscal year 2012, the number of persons registered in tourist 

hotels, including residents of Puerto Rico and tourists, was 234,200, an increase of 18.4% over 

the number of persons registered during the same period of fiscal year 2011. The average 

occupancy rate in tourist hotels during the first month of fiscal year 2012 was 80.2%, a decrease 

of 0.7% from the prior fiscal year.  Also, during the first month of fiscal year 2012, the average 

number of rooms available in tourist hotels increased by 4.1% to 12,056 rooms compared to the 

same period of fiscal year 2011. 

In terms of employment figures, this sector has shown a behavior consistent with the 

local business cycle, accentuated by the contraction of U.S. economic activity.  For fiscal year 

2011, employment in hotels and other lodging facilities increased by 2.3% to 12,700 jobs.  

Nevertheless, for the first four months of fiscal year 2012, the average decrease in employment 

in hotels and other lodging facilities was 3.3% as compared to the same period for the prior fiscal 

year. According to the Payroll Survey, employment in the leisure and hospitality sector was 

70,300 for fiscal year 2011, a decrease of 0.8% over employment for fiscal year 2010.  For the 

first four months of fiscal year 2012, employment decreased by 3.2% to 68,800 compared to the 

same period of the prior fiscal year. 

San Juan is the largest homeport for cruise ships in the Caribbean and one of the largest 

homeports for cruise ships in the world. 
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Commonwealth of Puerto Rico 

Tourism Data
(1) 

 

Number of Visitors 

 
Fiscal Years Ended June 30, Tourist Hotels

(2)
 Excursionists

(3)
 Other

(4)
 Total 

     2006 .........................................  1,424,166 1,300,115 2,297,839 5,022,120 

2007 .........................................  1,353,376 1,375,433 2,333,597 5,062,406 

2008 .........................................  1,342,810 1,496,853 2,373,436 5,213,099 

2009 .........................................  1,277,749 1,232,010 2,272,778 4,782,537 

2010
(5)

....................................... 
 
 1,347,487 1,193,549 2,331,393 4,872,429 

 

Total Visitorsô Expenditures 

(in millions) 

 
Fiscal Years Ended June 30, Tourist Hotels

(2)
  Excursionists

(3)
  Other

(4)
 Total 

2006 .........................................  1,537.7      160.9 1,670.7 3,369.3 

2007 .........................................  1,501.6 172.2 1,740.1 3,413.9 

2008 .........................................  1,526.3 194.3 1,814.3 3,535.0 

2009 .........................................  1,464.4 173.7 1,834.8 3,472.8 

2010
(5)

.......................................  1,546.1 168.6 1,883.5 3,598.2 

____________________________ 
(1) 

Only includes information about non-resident tourists registering in tourist hotels.  They are counted once even if 

registered in more than one hotel. 
(2)

 Includes visitors in guesthouses. 
(3)

 Includes cruise ship visitors and transient military personnel. 
(4) 

Includes visitors in homes of relatives, friends, and in hotel apartments. 
(5)

 Preliminary. 

Sources:  Puerto Rico Tourism Company and the Planning Board 

 

The Commonwealth, through the Puerto Rico Convention Center District Authority 

(ñPRCDAò), has developed the Dr. Pedro Rosselló González Convention Center, the largest 

convention center in the Caribbean, and the centerpiece of a 100-acre, private development, that 

includes hotels, restaurants, office space, and housing.  The convention center district is being 

developed at a total cost of $1.3 billion in a public/private partnership effort to improve Puerto 

Ricoôs competitive position in the convention and group-travel segments.  The convention center 

opened on November 17, 2005 and, since its inauguration, the facility has hosted more than 

1,000 events accounting for more than 1,000,000 attendees.  A 500 room hotel located next to 

the convention center commenced operations at the end of November 2009. 

The PRCDA also owns an 18,500-person capacity multipurpose arena, known as the José 

Miguel Agrelot Coliseum, located in San Juan, Puerto Rico.  The coliseum was inaugurated in 

2004 and has hosted more than 2.5 million people attending over 400 world-caliber events.  The 

venue has received numerous awards including ñBest International Large Venue of the Yearò 

from Pollstar magazine in 2005. 
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Government 

The government sector of Puerto Rico plays an important role in the economy.  It 

promoted the transformation of Puerto Rico from an agricultural economy to an industrial one 

during the second half of the previous century, providing the basic infrastructure and services 

necessary for the modernization of the Island. 

In fiscal year 2010, the government (state and local) accounted for $8.3 billion, or 8.6%, 

of Puerto Ricoôs gross domestic product.  The government is also a significant employer, 

employing 248,800 workers (state, including public corporations, and local), or 27.1% of total, 

non-farm, payroll employment in fiscal year 2011.  From fiscal year 2007 to fiscal year 2011, 

state and municipal government employment averaged approximately 272,300.  During fiscal 

year 2010, state and municipal government employment decreased by 24,800 jobs, or 8.7%.  

According to the payroll survey, the distribution of the job reductions during fiscal year 2010 

was 20,600 jobs in the state government and approximately 4,200 jobs in municipal government.  

During fiscal year 2011, state and municipal government employment decreased by 11,900 jobs, 

or 4.6%, compared to fiscal year 2010.  According to the payroll survey, the decrease was 

attributable to a reduction of 12,000 jobs in the state government and an increase of 

approximately 100 jobs in municipal government.  Nevertheless, during the first four months of 

fiscal year 2012, government employment increased by 2.2% from the previous fiscal year, or by 

an average of 5,800 jobs.  This increase in government employment for the first four months of 

fiscal year 2012 consists of an average increase of 7,500 jobs, or 4.1%, in state government 

offset by an average reduction of 1,400 jobs, or 9.0%, and 300 jobs, or 0.5%, in federal and local 

government, respectively. 

As discussed previously, Act 7 established, among other things, a temporary freeze of 

salary increases and other economic benefits included in laws, collective bargaining agreements, 

and any other agreements.  In addition, Act 7 provided that, for a period of two years after its 

enactment (until March 9, 2011), collective bargaining agreements that had already expired or 

that would expire while the law is in effect and that relate to public employees could not be 

renegotiated or renewed.  Act 73 extended the term of the non-economic clauses of such 

collective bargaining agreements for an additional period of two years (until March 9, 2013) and 

provided that the economic clauses may be negotiated considering primarily the fiscal condition 

of the applicable agency and the Government and the safeguarding of services to the people. 

Transportation 

Thirty-four shipping lines offer regular ocean freight service to eighty United States and 

foreign ports.  San Juan is the islandôs leading seaport, but there are also seaport facilities at 

other locations in Puerto Rico including Arecibo, Culebra, Fajardo, Guayama, Guayanilla, 

Mayagüez, Ponce, Vieques, and Yabucoa. 

Puerto Ricoôs airport facilities are located in Carolina, San Juan, Ponce, Mayaguez, 

Aguadilla, Arecibo, Ceiba, Vieques, Culebra, and Humacao. 

Luis Muñoz Marín International Airport in the San Juan metropolitan area is currently 

served by 24 domestic and international airlines.  The airport receives over 10 million passengers 
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per year, making it the busiest airport in the Caribbean.  At present, there is daily direct service 

between San Juan and Atlanta, Baltimore, Boston, Chicago, Dallas, Miami, New York, Orlando, 

Philadelphia, and numerous other destinations within the U.S. mainland.  San Juan has also 

become a hub for intra-Caribbean service for a major airline.  While the main hubs in the U.S. 

mainland serve as the gateway from San Juan to most international destinations, Latin American 

destinations are also served through Panama City, Panama, with connections to Central and 

South America, while European cities are also served through Madrid, Spain.  On December 22, 

2009, the Federal Aviation Administration (ñFAAò) approved the Ports Authorityôs preliminary 

application to participate in the FAAôs airport public-private partnership pilot program.  During 

fiscal year 2010, the PPP Authority engaged a team of advisors and in June 2010 published the 

related desirability and convenience study, which is required for the establishment of a public-

private partnership. On July 5, 2011 the PPP Authority published its ñRequest for Qualifications 

to Acquire a Concession to Finance, Operate, Maintain and Improve the Luis Muñoz Marin 

International Airportò.  On August 8, 2011, the PPP Authority and the Puerto Rico Ports 

Authority received statements of qualifications from twelve (12) world-class consortia and, on 

September 23, 2011, they published a short-list of six consortia.  The PPP Authority issued its 

Request for Proposals for the Airport in October 2011 and expects to select a winning bidder in 

the first quarter of calendar 2012. 

Regarding other airports, Rafael Hernandez Airport in Aguadilla has regularly scheduled 

service to and from Fort Lauderdale, New York, Newark and Orlando; and Ponceôs Mercedita 

Airport has regularly scheduled service to and from New York and Orlando.  Both of these 

airports also have scheduled service to other Caribbean islands.  Smaller regional airports serve 

intra-island traffic.  Cargo operations are served by both Federal Express and United Parcel 

Service (UPS) at the airports in San Juan and Aguadilla.   

The islandôs major cities are connected by a modern highway system, which, as of 

December 31, 2009, totaled approximately 4,636 miles and 12,045 miles of local streets and 

adjacent roads.  The highway system comprises 389 miles of primary system highways, which 

are the more important interregional traffic routes and include PR-52, PR-22, PR-53, PR-66 and 

PR-20 toll highways, 230 miles of primary urban system highways, 959 miles of secondary 

system highways serving the needs of intra-regional traffic, and 3,058 miles of tertiary highways 

and roads serving local, intra-regional traffic.  On September 22, 2011, the PPP Authority and 

the Highways and Transportation Authority completed the procurement for a concession of toll 

roads PR-22 and PR-5. 

The Port of the Americas is a deep draft container terminal under development on the 

south coast of Puerto Rico in the City of Ponce, the Commonwealthôs fourth largest municipality 

by population. Managed by the Port of the Americas Authority, the terminal can handle 

containerized import/export and transshipment cargo.  The first phase of the port development 

was completed in 2004 while the second phase, which resulted in container yard with capacity of 

up to 250,000 Twenty-Foot Equivalent Units per year, was completed during the first quarter of 

calendar year 2009.  A third development phase, which entails a public investment of $84.4 

million, is ongoing through September 2011.  The completion of phase three will result in an 

annual terminal processing capacity of up to 500,000 Twenty-Foot Equivalent Units as well as 

the installation of basic infrastructure required to develop an industrial value-added zone on land 

adjacent to the Port. 
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Construction 

Although the construction industry represents a relatively small segment of the economy 

compared to other sectors, it has made significant contributions to the growth of economic 

activity due to its multiplier effect on the whole economy.  Since its peak in fiscal year 2000, real 

construction investment has declined at an average annual growth rate of 8.7%. Such rates of 

interest started to decrease significantly in fiscal year 2005, as a consequence of the current 

contraction of the local economic activity.  During the last four fiscal years (from fiscal year 

2007 to 2010) real construction investment decreased at an average annual rate of 17.0%.  

During the same time period, the total value of construction permits, in current dollars, decreased 

at an average annual rate of 16.8%.  The Planning Board expects a decrease in construction 

investment of 7.8% in real terms for fiscal year 2011. 

Public investment has been an important component of construction investment.  During 

fiscal year 2010, approximately 49.3% of the total investment in construction was related to 

public projects, which represents an increase in its share of total construction investment 

compared to 37.9% in fiscal year 2000.  Public investment in construction has been negatively 

affected by the Commonwealthôs fiscal difficulties, while private investment in construction is 

still suffering from the credit conditions that prevailed during the last decade.  Public investment 

was primarily in housing, schools (and school reconstruction programs), water projects, and 

other public infrastructure projects. 

During fiscal year 2010, the number of construction permits decreased 15.2%, while the 

total value of construction permits dropped by 29.2% compared to fiscal year 2009.  During the 

first six months of fiscal year 2011, the total value of construction permits decreased by 22.6%.  

These figures are consistent with cement sales, which declined by 26.3% in fiscal year 2010 and 

by 5.0% in 2011, respectively, reaching levels not seen in almost three decades. During the first 

three months of fiscal year 2012, cement sales decreased by 3.7% from the previous fiscal year. 

Average payroll employment in the construction sector during fiscal year 2011 was 

28,700, a reduction of 20.1% from fiscal year 2010.  During the first four months of fiscal year 

2012, payroll employment in the construction sector averaged 29,100, a further reduction of 

5.4% for the same period in fiscal year 2011. 

On September 2, 2010, the Governor signed Act 132.  Act 132 was designed primarily to 

stimulate the Puerto Rico real estate market, which in recent years has been suffering from lower 

sales, rising inventories, falling median prices and increased foreclosure rates.  Pursuant to the 

provisions of Act 132, the Government has provided tax and transaction fee incentives to both 

purchasers and sellers of new and existing residential properties, as well as commercial 

properties with sale prices that do not exceed $3 million.  The incentives provided by Act 132 

were effective from September 1, 2010 through June 30, 2011, and were subsequently extended 

until October 31, 2011 by Act No. 115 of July 5, 2011.  Certain permanent incentives are also 

available for rental housing. On November 1, 2011, the Government approved Act 216, which 

provides incentives similar to the ones available under Act 132 and establishes an orderly 

transition to gradually reduce those incentives without disrupting the functioning of the housing 

market in Puerto Rico. The incentives provided by Act 216 are limited to residential real 

property and are effective from November 1, 2011 to December 31, 2012, with certain 



 

 I-49 

reductions after December 31, 2011 and June 30, 2012. New incentives are also available for 

property that constitutes the sellerôs principal residence, as defined in Act 216. 

Agriculture 

The Department of Agriculture and related agencies have directed their efforts at 

increasing and improving local agricultural production, increasing efficiency and the quality of 

produce, and stimulating the consumption of locally produced agricultural products.  It should be 

noted, however, that agriculture production represents less than 1% of Puerto Ricoôs gross 

domestic product.  During fiscal year 2010, gross income from agriculture was $822 million, an 

increase of 3.8% compared with fiscal year 2009. 

 

The administration supports agricultural activities through incentives, subsidies, and 

technical and support services, in addition to income tax exemptions for qualified income 

derived by bona fide farmers.  Act No. 225 of 1995 provides a 90% income tax exemption for 

income derived from agricultural operations, grants for investments in qualified agricultural 

projects, and a 100% exemption from excise taxes, real and personal property taxes, municipal 

license taxes and tariff payments.  It also provides full income tax exemption for interest income 

from bonds, notes and other debt instruments issued by financial institutions to provide financing 

to agricultural businesses.   

Policy changes have been implemented to promote employment and income generated by 

the agricultural sector.  The policy initiatives include a restructuring of the Department of 

Agriculture, an increase in government purchases of local agricultural products, new programs 

geared towards increasing the production and sales of agricultural products, and a new system of 

agricultural credits and subsidies for new projects. 

Higher Education 

During the six decades from 1950 to 2010, Puerto Rico made significant advances in the 

field of education, particularly at the college and graduate-school level.  The transformation of 

Puerto Rico during the 1950s and 1960s from an agricultural economy to an industrial economy 

brought about an increased demand for educational services at all levels.  During the 1970s and 

1980s, certain higher-wage, higher-technology industries became more prominent in Puerto 

Rico.  More recently, employment in the service sector has increased significantly.  This has 

resulted in an increased demand for workers having a higher level of education and greater 

expertise in various technical fields.  During the same time period, enrollments in institutions of 

higher learning rose very rapidly due to growth in the college-age population, and the increasing 

percentage of college attendance by such population.  During the 1990s and into the current 

decade, college attendance and college attendance as a percentage of the college-age population 

continued to increase, although the college-age population has declined since 2000. 

The following table presents comparative trend data for Puerto Rico and the United 

States mainland with respect to college-age population and the percentage of such population 

attending institutions of higher learning. 
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Commonwealth of Puerto Rico 
Trend in College Enrollment  

 Commonwealth of Puerto Rico United States Mainland 

Academic 

Year 

Population 

18-24 Years 

of Age 

Higher 

Education 

Enrollment  Percent
(1)

 

Population 

18-24 Years 

of Age 

Higher 

Education 

Enrollment  Percent
(1)

 

1970 341,448
(2)

 57,340 16.8% 23,714,000
(2)

   8,580,887 36.2% 

1980 397,839
(2)

 130,105 32.7% 30,022,000
(2)

 12,096,895 40.3% 

1990 417,636
(2)

 156,147 37.4% 26,961,000
(2)

 13,818,637 51.3% 

2000 428,894
(2)

 176,015 41.0% 27,141,150
(2)

 14,791,224 54.5% 

2001 430,880
(3)

 184,126 42.7%  27,992,652
(3)

 15,312,289 54.7% 

2002 428,065
(3)

 190,776 44.6%  28,480,708
(3)

 15,927,987 55.9% 

2003 423,338
(3)

 199,842 47.2%  28,916,746
(3)

 16,611,711 57.4% 

2004 417,141
(3)

 206,791 49.6%  29,302,179
(3)

 16,911,481 57.7% 

2005 408,044
(3)

 208,032 51.0% 29,441,546
(3)

 17,272,044 58.7% 

2006 398,586
(3)

 209,547 52.6% 29,602,839
(3)

 17,487,475 59.1% 

2007 389,640
(3)

 225,402 57.8% 29,808,025
(3)

 17,758,870 59.6% 

2008 384,751
(3)

 227,546 59.1% 30,194,274
(3)

 18,248,128 60.4% 

2009 379,500
(3)

 235,618 62.1% 30,530,346
(3)

 19,102,814 62.6% 

2010 375,145
(2)

 249,372 66.5% 30,672,088
(2)

 20,427,711 66.6% 
_______________________ 
(1) Number of persons of all ages enrolled in institutions of higher education as percent of population 18-24 years of age. 
(2) Based on census population as of April 1 of the stated year. 
(3) Estimated population (reference date July 1 of the stated year). 

 
Sources:  U.S. Census Bureau (U.S. Mainland Population), U.S. National Center for Education Statistics (NCES), Planning Board (Puerto Rico 
Population) and Council on Higher Education of Puerto Rico 

The University of Puerto Rico, the only public university in Puerto Rico, has eleven 

campuses located throughout the island.  The Universityôs total enrollment for academic year 

2010-2011 was approximately 61,630 students.  The Commonwealth appropriates annually for 

the University of Puerto Rico an amount equal to 9.60% of the average annual revenue from 

internal sources (subject to certain exceptions) for each of the two fiscal years immediately 

preceding the current fiscal year.  

In addition to the University of Puerto Rico, there are 40 public and private institutions of 

higher education located in Puerto Rico.  Such institutions had an enrollment during academic 

year 2009-2010 of approximately 183,673 students and provide programs of study in liberal arts, 

education, business, natural sciences, technology, secretarial and computer sciences, nursing, 

medicine, and law.  Degrees are offered by these institutions at the associate, bachelor, master, 

and doctoral levels.  

Institutions providing education in Puerto Rico must satisfy state licensing requirements 

to operate.  Also, the vast majority of educational institutions are accredited by U.S. Department 

of Education-recognized accrediting entities. 

Tax Incentives 

One factor that has promoted and continues to promote the development of the 

manufacturing and service sector in Puerto Rico is the various local and federal tax incentives 

available, particularly those under Puerto Ricoôs Industrial Incentives Program and, until 2006, 
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Sections 30A and 936 of the U.S. Code.  Tax and other incentives have also been established to 

promote the development of the tourism industry.  These incentives are summarized below. 

Industrial Incentives Program 

Since 1948, Puerto Rico has had various incentives laws designed to promote investment 

and job creation.  Under these laws, companies engaged in manufacturing and certain other 

designated activities were eligible to receive full or partial exemption from income, property, and 

other local taxes.  The most recent of these incentives laws is the Economic Incentives Act, 

enacted in May 2008.  

The benefits provided by the Economic Incentives Act are available to new companies as 

well as companies currently conducting tax-exempt operations in Puerto Rico that choose to 

renegotiate their existing tax exemption grants, expand current operations or commence 

operating a new eligible business.  The activities eligible for tax exemption under the Economic 

Incentives Act include manufacturing, certain designated services performed for markets outside 

Puerto Rico (including the United States), the production of energy from local renewable sources 

for consumption in Puerto Rico and laboratories for research and development.  The Economic 

Incentives Act expands the definition of eligible business from that included in Act No. 135 of 

December 2, 1997, as amended (the ñ1998 Tax Incentives Actò), to include clusters and supply 

chains. 

Companies qualifying under the Economic Incentives Act can benefit from a simplified 

income tax system: in most cases, an income tax rate of 4% and a withholding tax rate of 12% on 

royalty payments.  Alternatively, the income tax rate can be 8% and a withholding rate of 2% on 

royalty payments.  Special rates apply to projects located in low and mid-development zones (an 

income tax reduction of 0.5%), certain local projects (an income tax rate as low as 3%), certain 

small- and medium-sized businesses (an income tax rate as low as 1%) and pioneering activities 

(an income tax rate of 1%, but for those using intangible property created or developed in Puerto 

Rico the income tax rate may be 0%).  In addition, as with the 1998 Tax Incentives Act, the 

Economic Incentives Act grants 90% exemption from property taxes, 100% exemption from 

municipal license taxes during the first three semesters of operations and at least 60% thereafter, 

and 100% exemption from excise taxes, and sales and use taxes with respect to the acquisition of 

raw materials and certain machinery and equipment used in the exempt activities. 

The Economic Incentives Act is designed to stimulate employment and productivity, 

research and development, capital investment, reduction in the cost of energy and increased 

purchase of local products.   

Under the Economic Incentives Act, as with the 1998 Tax Incentives Act, companies can 

repatriate or distribute their profits free of Puerto Rico dividend taxes.  In addition, passive 

income derived by exempted businesses from the investment of eligible funds in Puerto Rico 

financial institutions, obligations of the Commonwealth, and other designated investments is 

fully exempt from income and municipal license taxes.  Gain from the sale or exchange of shares 

or substantially all the assets of an exempted business during the exemption period that is 

otherwise subject to Puerto Rico income tax would be subject to a special Puerto Rico income 

tax rate of 4%. 
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The Economic Incentives Act, like the 1998 Tax Incentives Act, also provides investors 

that acquire an exempted business that is in the process of closing its operations in Puerto Rico a 

50% credit in connection with the cash purchase of such corporationôs stocks or operational 

assets. 

Green Energy Incentives Program 

On July 19, 2010 the Legislative Assembly enacted Act No. 83 of July 19, 2010, also 

known as the ñGreen Energy Incentives Actò, to encourage the production of renewable energy 

on a commercial scale.  The activities eligible for tax exemption under the Green Energy 

Incentives Act include businesses engaged in the production and sale of green energy on a 

commercial scale for consumption in Puerto Rico, a producer of green energy, the installation of 

machinery and equipment for the production of green energy, and property used for the 

production of green energy.  

Companies qualifying under the Green Energy Incentives Act can benefit from a 

simplified income tax system: an income tax rate of 4% and a withholding tax rate of 12% on 

royalty payments, license fees and rental payments to non-Puerto Rico resident companies.  In 

addition, Green Energy Incentives Act grants 90% exemption from property taxes, 100% 

exemption from municipal license taxes during the first three semesters of operations and at least 

60% thereafter, and 100% exemption from excise taxes, and sale and use taxes with respect to 

the acquisition of raw materials and certain machinery and equipment used in the exempt 

activities. 

Under the Green Energy Incentives Act, companies can repatriate or distribute their 

profits free of Puerto Rico dividend taxes.  Gain from the sale or exchange of shares or 

substantially all the assets of an exempted business during the exemption period that is otherwise 

subject to Puerto Rico income tax would be subject to a special Puerto Rico income tax rate of 

4%.  Moreover, the Green Energy Incentives Act creates a rebate program of up to 6% of the 

acquisition, installation, and related costs of the physical plant and the machinery and equipment 

of small and medium green energy projects located in Puerto Rico. In the case of large scale 

green energy projects developed in Puerto Rico, the Green Energy Incentives Act creates a 

renewal green energy certificates program. 

Tourism Incentives Program 

For many years, Puerto Rico has enacted incentives laws designed to stimulate 

investment in hotel operations on the island.  The Puerto Rico Tourism Development Act of 

2010 (the ñTourism Development Actò) provides partial exemptions from income, property, and 

municipal license taxes for a period of ten years.  The Tourism Development Act also provides 

certain tax credits for qualifying investments in tourism activities, including hotel and condo-

hotel development projects.  The Tourism Development Act provides further tourism incentives 

by granting tax exemption on interest income, fees and other charges received with respect to 

bonds, notes, or other obligations issued by tourism businesses for the development, 

construction, rehabilitation, or improvements of tourism projects. 
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As part of the incentives to promote the tourism industry, in 1993 the Commonwealth 

established the Tourism Development Fund as a subsidiary of GDB with the authority to 

(i) make investments in or provide financing to entities that contribute to the development of the 

tourism industry and (ii) provide financial guarantees and direct loans for financing tourism 

development projects.  To date, the Fund has provided direct loans and financial guarantees in 

the aggregate of approximately $1.368 billion for loans made or bonds issued to finance the 

development of twenty-one tourism projects representing 4,744 new hotel rooms and a total 

investment of approximately $2.135 billion.   

Treatment of Puerto Rico Corporations  under the U.S. Code - Controlled Foreign Corporations 

As a result of the modification and phase-out of the federal tax incentives under 

Section 936 of the U.S. Code, many corporations previously operating thereunder reorganized 

their operations in Puerto Rico to become controlled foreign corporations (ñCFCsò).  A CFC is a 

corporation that is organized outside the United States (including, for these purposes, in Puerto 

Rico) and is controlled by United States shareholders.  In general, a CFC may defer the payment 

of federal income taxes on its trade or business income until such income is repatriated to the 

United States in the form of dividends or through investments in certain United States properties.  

The Puerto Rico Office of Industrial Tax Exemption has received notification from numerous 

corporations that have converted part or all of their operations to CFCs.  These include most of 

the major pharmaceutical, instrument and electronics manufacturing companies in Puerto Rico. 

CFCs operate under transfer pricing rules for intangible income that are different from 

those applicable to United States corporations operating under Section 936 of the U.S. Code 

(ñSection 936 Corporationsò).  In many cases, they are allowed to attribute a larger share of this 

income to their Puerto Rico operation but must make a royalty payment ñcommensurate with 

incomeò to their U.S. affiliates.  Section 936 Corporations were exempted from Puerto Rico 

withholding taxes on any cost-sharing payments they might have opted to make, but CFCs are 

subject to a 15% Puerto Rico withholding tax on royalty payments, unless they have a 

renegotiated Puerto Rico tax grant issued under the Economic Act in which case this withholding 

tax could be lowered to 2% or 12%. 

In May 2009, the U.S. Department of the Treasury announced proposed changes to the 

U.S. Code that include, among others, changes to remove incentives for shifting jobs overseas.  

Several of these initiatives could affect CFCs operating in Puerto Rico.  As of this date, no 

legislation has been approved by either House of Congress of the United States.  It is not possible 

at this time to determine the legislative changes that may be made to the U.S. Code, or their 

effect on the long-term outlook on the economy of Puerto Rico.  The administration will develop 

policy responses to the U.S. government to seek to safeguard Puerto Ricoôs economic 

reconstruction and development plans. 

On September 22, 2011, HR No. 3020 was presented in the U.S. Congress House of 

Representatives, which allows corporations organized under the laws of Puerto Rico which 

derive fifty percent (50%) or more of their gross income from Puerto Rico sources to elect to be 

treated as domestic U.S. corporations for almost all provisions of the U.S. Code, including 

Section 243 of the U.S. Code pertaining to the dividends received deduction. By way of 
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exception, the electing Puerto Rico corporations would not consider as part of their gross income 

for federal income tax purposes income derived from sources within Puerto Rico. 

DEBT 

Public Sector Debt 

Public sector debt comprises bonds and notes of the Commonwealth, its municipalities, 

and public corporations (ñnotesò as used in this section refers to certain types of non-bonded debt 

regardless of maturity), subject to the exclusions described below. 

Section 2 of Article VI of the Constitution of the Commonwealth provides that direct 

obligations of the Commonwealth evidenced by full faith and credit bonds or notes shall not be 

issued if the amount of the principal of and interest on such bonds and notes and on all such 

bonds and notes theretofore issued that is payable in any fiscal year, together with any amount 

paid by the Commonwealth in the fiscal year preceding the fiscal year of such proposed issuance 

on account of bonds or notes guaranteed by the Commonwealth, exceed 15% of the average 

annual revenues raised under the provisions of Commonwealth legislation and deposited into the 

treasury (hereinafter ñinternal revenuesò) in the two fiscal years preceding the fiscal year of such 

proposed issuance.  Section 2 of Article VI does not limit the amount of debt that the 

Commonwealth may guarantee so long as the 15% limitation is not exceeded through payments 

by the Commonwealth on such guaranteed debt.  Internal revenues consist principally of income 

taxes, property taxes, sales taxes and excise taxes.  Certain revenues, such as federal excise taxes 

on offshore shipments of alcoholic beverages and tobacco products and customs duties, which 

are collected by the United States Government and returned to the Treasury Department, and 

motor vehicle fuel taxes, crude oil and derivative products excise taxes and license fees, which 

are allocated to the Highway and Transportation Authority, are not included as internal revenues 

for the purpose of calculating the debt limit, although they may be available for the payment of 

debt service.  In addition, the portion of the Sales Tax (as defined under ñMajor Sources of 

General Fund RevenuesðSales and Use Taxesò under ñPuerto Rico Taxes, Other Revenues, and 

Expendituresò below) allocated to COFINA is not included as internal revenues since the 

legislation that created COFINA transferred ownership of such portion of the Sales Tax to 

COFINA and provided that such portion was not ñavailable resourcesò under the Constitutional 

provisions relating to full faith and credit bonds. 

As of September 30, 2011, future maximum annual debt service for the Commonwealthôs 

outstanding general obligation debt is $981,295,893 in the fiscal year ending June 30, 2015 

(based on the assumption that the (i) Public Improvement Refunding Bonds, Series 2004A, 

which are variable rate bonds, bear interest at their actual rate per annum through July 1, 2012 

and thereafter at 12% per annum, (ii) Public Improvement Refunding Bonds, Series 2004B, 

which are variable rate bonds, bear interest at 12% per annum, and (iii) the outstanding Public 

Improvement Refunding Bonds, Series 2003 C, Public Improvement Bonds of 2006, Series A, 

Public Improvement Refunding Bonds, Series 2007A and Public Improvement Refunding 

Bonds, Series 2011B that are variable rate bonds, bear interest at 12% per annum).  This amount 

($981,295,893) plus the amount paid by the Commonwealth in fiscal year 2011 on account of 

bonds or notes guaranteed by the Commonwealth ($16,520,000), for a total of $997,815,893, is 

equal to 13.13% of $7,600,369,000, which is the average of the adjusted internal revenues for the 
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fiscal years ended June 30, 2010 and the preliminary internal revenues for the fiscal year ended 

June 30, 2011.  If the interest on the outstanding bonds described in items (ii) through (iii) above 

was calculated using the effective fixed interest rate payable by the Commonwealth under the 

interest rate exchange agreements entered into in respect thereof, the future maximum annual 

debt service for the Commonwealth outstanding general obligations debt would be $883,909,051 

in fiscal year 2020 and the percentage referred to in the preceding sentence would be 11.85%.  

The potential termination payment (which is a full faith and credit obligation of the 

Commonwealth) payable by the Commonwealth (based on the then applicable mark-to-market 

value) upon termination of the above mentioned swap agreements is not included in the 

calculation of the 15% constitutional debt limitation.  For a discussion of the Commonwealthôs 

obligations under its interest rate exchange agreements, see ñInterest Rate Exchange 

Agreementsò under DEBT. 

Except as set forth below, annual debt service payments on bonds guaranteed by the 

Commonwealth are not included in the calculation of the 15% debt limitation.  In the event any 

of the public corporations issuers of guaranteed bonds are unable to make any portion of the 

future debt service payments on its guaranteed bonds, the Commonwealth would be required to 

make such payments under its guarantee from the General Fund, and such debt service would be 

included in the calculation of the 15% constitutional debt limitation. 

As of June 30, 2011, Port of the Americas Authority (ñPAAò) had outstanding bonds 

guaranteed by the Commonwealth (the ñPAA Guaranteed Bondsò), representing a $250 million 

GDB financing with an outstanding principal amount of $214.5 million.  The Commonwealth 

has begun to make payments of debt service on the PAA Guaranteed Bonds and expects to make 

all payment on the PAA Guaranteed Bonds under the full faith and credit guarantee of the 

Commonwealth.  During fiscal year 2011, the Commonwealth made payments under its guaranty 

of the PAA Guaranteed Bonds of $16.5 million.  In addition, the Commonwealth had made 

special budgetary appropriations to Puerto Rico Aqueduct and Sewer Authority (ñPRASAò) to 

provide a subsidy for its operational expenses.  See ñCommonwealth Guaranteed Debtò below.   

The Commonwealthôs policy has been and continues to be to prudently manage such debt 

within the constitutional limitation.  Debt of municipalities, other than bond anticipation notes, is 

supported by real and personal property taxes and municipal license taxes.  Debt of public 

corporations, other than bond anticipation notes, is generally supported by the revenues of such 

corporations from rates charged for services or products.  See ñPublic Corporations.ò  However, 

certain debt of public corporations is supported, in whole or in part, directly or indirectly, by 

Commonwealth appropriations or taxes. 

Direct debt of the Commonwealth is issued pursuant to specific legislation approved in 

each particular case.  Debt of the municipalities is issued pursuant to ordinances adopted by the 

respective municipal legislatures.  Debt of public corporations is issued in accordance with their 

enabling statutes.  GDB, as fiscal agent of the Commonwealth and its municipalities and public 

corporations, must approve the specific terms of each issuance. 

The following table presents a summary of public sector debt as of June 30, 2011. This 

table includes debt not primarily payable from either Commonwealth or municipal taxes, 

Commonwealth appropriations or rates charged by public corporations for services or products, 
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some of which debt is set forth in footnote 6 below.  Excluded from the table is debt the 

inclusion of which would reflect double counting including, but not limited to, $1.1 billion of 

outstanding bonds (as of June 30, 2011) issued by Municipal Finance Agency to finance its 

purchase of bonds of Puerto Rico municipalities, and $1.6 billion of obligations of Public 

Finance Corporation issued to purchase certain Commonwealth public sector debt. 

Commonwealth of Puerto Rico 

Public Sector Debt* 

(in millions)  

Source:  Government Development Bank for Puerto Rico 

______________________________ 

*  Totals may not add due to rounding.  
 (1) Consists of $598 million of bonds issued by Aqueduct and Sewer Authority (September 30 - $666 million), $413 million of State Revolving 

Fund Loans incurred under various federal water laws (September 30 - $423 million), $214.5 million of bonds issued by Port of the Americas 

Authority (September 30 - $212 million) and $3.070 billion of PBA bonds (September 30 ï $4.012 billion).  Excludes $267 million of GDB 

bonds payable from available moneys of GDB. 
(2) Represents bonds and notes payable from the Commonwealth General Fund and Public Improvement Fund. Includes Public Finance 

Corporation. 

(3) Includes related short-term financings. 
(4) Represents Senior Pension Funding Bonds, Series A, B, and C issued by the Employees Retirement System, which are payable solely from 

employer contributions made to the Employees Retirement System by the Commonwealth and its instrumentalities after the issuance of the 

bonds. 
(5)  Excludes $5.4 billion of notes issued by GDB, the proceeds of which have been principally used to fund loans to the Commonwealth, public 

corporations, agencies and municipalities.  Loans made by GDB to the Commonwealth, public corporations, agencies and municipalities are 

included the table. 
(6)  Includes the following: $1.3 billion of Childrenôs Trust bonds, which are payable solely from the payments to be received pursuant to the 

tobacco litigation settlement; $180 million of Housing Finance Authority bonds, which are payable from Puerto Rico Housing 

Administrationôs annual allocation of Public Housing Capital Funds from the United States Department of Housing and Urban Development; 
$343.8 million of Capital Fund Modernization Program Subordinate Bonds, Series 2008, and $100 million of Housing Revenue Bonds, Series 

2008, issued the Puerto Rico Housing Finance Authority; $151.0 million of Special Facilities Revenue Bonds issued by Highways and 

Transportation Authority, which are payable from net toll revenues collected from the Teodoro Moscoso Bridge (September 30 - $149.1 
million); $155 million of Special Facilities Bonds issued by Ports Authority, which are solely payable from the pledge of certain payments 

made by a private corporation under a special facilities agreement; $76.3 million of Educational Facilities Revenue Bonds, 2000 Series A 

(University Plaza Project) issued by Industrial, Tourist, Educational, Medical and Environmental Control Facilities Financing Authority 
(ñAFICAò), which are payable from rent payments made by the University of Puerto Rico (September 30- $74.6 million); and approximately 

$74.7 million of bonds issued by AFICA to finance the construction of various government infrastructure projects, which are payable from 

rent payments made by various government entities (September 30 - $73.5 million). 

 June 30, 2011 September 30, 2011 

GENERAL FUND RELATED DEBT 

Direct full faith and credit obligations $ 9,682 $ 9,772 

Puerto Rico guaranteed debt
(1)

 4,296 5,312 

Debt supported by Puerto Rico appropriations or taxes
(2)

 3,840 3,880 

Tax and Revenue Anticipation Notes
(3)

 - 650 

Pension Obligation Bonds
(4)

 2,948 2,948 

TOTAL GENERAL FUND RELATED 

DEBT $20,766 $22,562 

 

Sales Tax debt $13,765 $13,765 

Public corporations and agencies
(5)

 24,064 23,151 

Municipal debt 3,537 3,400 

Limited obligations/non-recourse debt
(6)

 2,389 2,384 

TOTAL PUBLIC SECTOR DEBT $64,521 $65,262 
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No deductions have been made in the table above for deposits on hand in debt service 

funds and debt service reserve funds.  The table above and the amounts shown throughout this 

section as representing outstanding debt include outstanding capital appreciation bonds at their 

respective original principal amounts and do not include any accretion thereon. 

Debt Service Requirements for Commonwealth General Obligation Bonds 

The following table presents the debt service requirements for Commonwealth general 

obligation bonds outstanding on September 30, 2011.  This table, however, does not include 

payments made by the Commonwealth on the PAA Guaranteed Bonds, which are paid from 

General Fund budgetary appropriations determined in consultation with GDB, as holder of the 

PAA Guaranteed Bonds.  The amounts paid by the Commonwealth under the PAA Guaranteed 

Bonds for the prior fiscal year, however, are taken into account in the determination of the 

constitutional debt limit. 

In addition, in respect of certain variable rate general obligation bonds, as to which the 

Commonwealth has entered into interest rate exchange agreements, the interest in the table is 

calculated by using the respective fixed rates of interest that the Commonwealth is paying under 

said agreements.   

Debt service requirements for each fiscal year, as shown in the following table, include 

principal and interest due on July 1 immediately following the close of such fiscal year. 
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Puerto Rico General Obligation Debt Service Requirements* 

(In thousands) 

 Outstanding Bonds 

Fiscal Year Ending 

June 30 Principal   Interest  Total 

2012 $   362,335  $   485,097   $    847,432 

2013 387,005  463,523  850,528 

2014 374,613  463,433  838,045 

2015 406,765  445,356  852,120 

2016 426,790  425,183  851,974 

2017 373,392  404,247  777,638 

2018 376,110  385,632  761,742 

2019 479,356  351,250  830,606 

2020 546,400  319,314  865,714 

2021 421,540  292,069  713,609 

2022 351,420  272,147  623,567 

2023 321,255  255,411  576,666 

2024 336,215  240,754  576,969 

2025 340,610  224,910  565,520 

2026 349,280  207,339  556,619 

2027 367,005  189,618  556,623 

2028 386,340  170,197  556,537 

2029 339,095  150,748  489,843 

2030 352,240  134,726  486,966 

2031 371,395  117,908  489,303 

2032 224,545  99,992  324,537 

2033 163,245  87,491  250,736 

2034 172,615  79,028  251,643 

2035 233,700  70,813  304,513 

2036 247,115  57,394  304,509 

2037 256,790  42,777  299,567 

2038 160,675  27,854  188,529 

2039 170,105  18,421  188,526 

2040 130,450  8,215  138,665 

 $9,428,400  $6,490,846  $15,919,246 
___________________________ 

*  Totals may not add due to rounding.  Includes the effective fixed rate on certain variable rate general obligation bonds 
as to which the Commonwealth has entered into interest rate exchange agreements. 

 

Sources:  Government Development Bank for Puerto Rico and Treasury Department  

Interest Rate Exchange Agreements 

General.  The Commonwealth and various public corporations are party to various 

interest rate exchange agreements or swaps.  Except for the basis swaps discussed below, the 

purpose of all of the interest rate exchange agreements currently in place is to hedge the 

Commonwealthôs variable rate debt exposure and the interest rate risks associated therewith.  

When the Commonwealth or a public corporation has issued variable rate bonds, it has entered 

into an interest rate exchange agreement with a counterparty pursuant to which the 

Commonwealth or the public corporation agrees to pay the counterparty a fixed rate and the 

counterparty agrees to pay the Commonwealth or public corporation a variable rate intended to 

match the variable rate payable on the bonds (a ñsynthetic fixed rate swapò).  In theory, the 

variable rate payments received by the Commonwealth under the swap off-set the variable rate 
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payments on the bonds and, thus, the Commonwealth or the public corporation is left with a net 

fixed rate payment to a counterparty.  The intention of these swaps was to lower the all-in cost of 

borrowing below what could have been achieved by issuing fixed rate bonds. 

Basis Swap.  The Commonwealth and the Puerto Rico Electric Power Authority 

(ñPREPAò) are also party to agreements (ñbasis swapsò), entered into in June 2006 and March 

2008, respectively, pursuant to which they are making payments on a specified notional amount 

based on a short-term interest rate index published by the Securities Industry and Financial 

Markets Association (ñSIFMAò) and are receiving from their counterparties payments on the 

same notional amount based on the published three-month London Interbank Offered Rate 

(ñLIBORò) plus a specified fixed rate payment (the ñbasis annuityò).  The basis swaps are the 

only interest rate exchange agreements that do not hedge specific variable rate debt.  For fiscal 

year 2011 and the first three months of fiscal year 2012, the Commonwealth received $7.3 

million and $2.0 million, respectively, from its counterparties under the basis swap, net of the 

Commonwealthôs payments to the counterparties, and PREPA received $9.6 million and $2.7 

million, respectively, from its counterparty under the basis swap, net of PREPAôs payments to 

the counterparty. 

Risks.  By using derivative financial instruments, the Commonwealth exposes itself, 

among other risks, to credit risk (based on the counterpartyôs ability to perform under the terms 

of the agreement), market risk (based on the changes in the value of the instrument resulting 

from changes in interest rates and other market factors) and, in the case of basis swaps, basis risk 

(based on changes to the correlation between different indexes used in connection with a 

derivative and the variable rate debt they hedge).  GDB, as fiscal agent, regularly monitors the 

exposure of the Commonwealth and the public corporations under the interest rate exchange 

agreements and attempts to minimize the risks.  To minimize some of the credit risk, the 

Commonwealth and the public corporations enter into agreements with highly-rated 

counterparties.  The outstanding interest rate exchange agreements are with eleven different 

counterparties, all of which are rated in one of the three highest rating categories by either 

Moodyôs or S&P.  In addition, most of the agreements contain requirements of posting collateral 

by the counterparties based on certain valuation thresholds and credit ratings. 

During fiscal years 2009, 2010 and 2011, in order to reduce the risks associated with the 

swaps portfolio, the Commonwealth and the public corporations terminated approximately $2.5 

billion of swaps.  The aggregate notional amount of the swaps for the Commonwealth and the 

public corporations has decreased from $9.2 billion as of June 30, 2008, to $6.7 billion as of 

September 30, 2011, an aggregate decrease of 27.2%. 

Notional Amounts.  The table below shows the aggregate notional amount as of 

September 30, 2011 of synthetic fixed rate swaps and basis swaps of the Commonwealth and the 

public corporations. 
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Swap Portfolio Breakdown 

Notional Amount 

(as of September 30, 2011) 

  Synthetic Fixed  Basis Swaps  Total 

Commonwealth (General Obligation)  $1,093,825,000  $1,698,370,000  $2,792,195,000 

Electric Power Authority  411,825,000  1,375,000,000  1,786,825,000 

Highways and Transportation Authority  647,025,000  ½  647,025,000 

Ports Authority  411,705,000  ½  411,705,000 

Sales Tax Financing Corporation  1,043,000,000  ½  1,043,000,000 

Total  $3,607,380,000  $3,073,370,000  $6,680,750,000 

Market Value.  Generally, the interest rate exchange agreements may be terminated by 

the Commonwealth or the public corporations at any time at their then current market values.  

The agreements may also be terminated upon the occurrence of certain credit events.  If a 

termination occurs due to a credit event, the Commonwealth or the public corporations may be 

obligated to pay to the applicable swap counterparty an amount based on the terminating swapôs 

market value, which may be substantial, or vice versa, with other termination costs being paid by 

the defaulting party.  The mark-to-market value of the swaps fluctuates with interest rates and 

other market conditions.  The Commonwealthôs obligations under the interest rate exchange 

agreements are secured by the full faith, credit and taxing power of the Commonwealth. 

The following table shows, as of September 30, 2011, the net mark-to-market value of all 

outstanding interest rate exchange agreements.  The mark-to-market value of all swaps of the 

Commonwealth and the public corporations was negative as of September 30, 2011.  Thus, the 

Commonwealth or the public corporations, as applicable, would owe money to the counterparties 

if any of the agreements had been terminated as of that date. 

Swap Portfolio Mark-to-Market Valuation  

(as of September 30, 2011)  

  Synthetic Fixed  Basis Swaps  Total 

Commonwealth (General Obligation)  $(241,139,564)  $(61,486,467)  $(302,626,031) 

Electric Power Authority  (98,911,332)  (13,668,641)  (112,579,973) 

Highways and Transportation Authority       (208,821,840)  ½  (208,821,840) 

Ports Authority        (62,729,312)  ½  (62,729,312) 

Sales Tax Financing Corporation  (467,132,322)  ½  (467,132,322) 

Total  $(1,078,734,370)  $(75,155,108)  $(1,153,889,478) 

 

Collateral Requirements.  Under the majority of the interest rate exchange agreements, 

the Commonwealth and the public corporations are required to deliver collateral to the 

counterparties to guarantee their performance under the agreements based on the credit ratings of 

the Commonwealth and the public corporations and certain contractual mark-to-market value 

thresholds.  During the fourth quarter of 2008, as a result of the U.S. financial market crisis, the 

Commonwealth and the public corporations were required to post collateral of approximately 

$251.8 million and $82.5 million, respectively, to their counterparties on certain interest rate 

exchange agreements.  Based on an improvement in the mark-to-market value of the swap 

portfolio since then, the Commonwealth and the public corporations had posted collateral of $4.0 



 

 I-61 

million and $66.6 million, respectively, as of September 30, 2011.  However, if the mark-to-

market value of the swaps portfolio deteriorates or the credit ratings of the Commonwealth or the 

public corporations are lowered, the collateral posting obligations contained in the agreements 

may require further deliveries of collateral. 

Variable Rate Bonds and Mandatory Tender Bonds 

Variable Rate Bonds.  The Commonwealth and various public corporations have 

outstanding variable rate bonds, consisting of (1) variable rate demand bonds which are subject 

to mandatory tender for purchase prior to their maturity on certain interest rate reset dates and 

upon expiration of an associated credit or liquidity facility (ñVRDO Bondsò), (2) variable rate 

bonds and notes that have been purchased directly from the Commonwealth by certain financial 

institutions where the interest rate changes periodically based on the LIBOR or SIFMA index 

and that are subject to mandatory tender on certain dates prior to their maturities (ñMandatory 

Tender FRNsò), and (3) other bonds and notes where the interest rate changes periodically based 

on the LIBOR rate or a particular index but that are not subject to tender prior to their maturity.  

The Commonwealth and the public corporations have hedged their variable rate debt exposure 

by entering into interest rate exchange agreements with certain swap providers with respect to all 

variable rate bonds.  Pursuant to these agreements, the Commonwealth and the public 

corporations receive a variable rate payment expected to approximate the interest cost of the 

variable rate bonds, and pay a fixed rate.  See ñInterest Rate Exchange Agreements.ò 

The following table shows the breakdown of variable rate debt of the Commonwealth and 

the public corporations as of September 30, 2011. 

Variable Rate Debt Breakdown 

(as of September 30, 2011) 

  VRDO Bonds  

Mandatory 

Tender FRNs 

 Other Variable 

Rate Debt  Total 

Commonwealth (General 

Obligation)  $288,160,000  

 

$609,775,000 

 

$  126,725,000  $1,024,660,000 

Electric Power Authority  ½  ½  411,825,000  411,825,000 

Highways and 

Transportation Authority  200,000,000  

 

½ 

 

447,025,000  647,025,000 

Ports Authority  ½  ½  411,705,000  411,705,000 

Sales Tax Financing 

Corporation  ½  

 

½ 

 

136,000,000  136,000,000 

Total  $488,160,000  $609,775,000  $1,533,280,000   $2,631,215,000  

 

The VRDO Bonds bear a floating interest rate adjusted at specified intervals, such as 

daily or weekly (each, a ñremarketing dateò) and provide investors the option to tender or put the 

bonds at par on each remarketing date.  The tendered bonds are then resold by a remarketing 

agent in the secondary market to other investors.  Most of the VRDO Bonds are secured by 

letters of credit or other liquidity or credit facilities (ñcredit/liquidity facilitiesò) that provide for 

the payment of the purchase price payable upon the tender of the bonds.  The credit/liquidity 

facilities expire prior to the final maturity of the bonds.  If, upon the expiration or termination of 

any credit/liquidity facility with respect to a series of VRDO Bonds, the Commonwealth or the 

applicable public corporation is unable to renew or replace such facility with an alternate 
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credit/liquidity facility, the VRDO Bonds of such series are subject to mandatory tender for 

purchase by the credit/liquidity facility provider and generally become subject to higher interest 

rates and accelerated amortization schedules pursuant to the terms of each expiring 

credit/liquidity facility.   

The recent U.S. financial market crisis has resulted in a significant reduction in the 

availability of credit/liquidity facilities to support VRDO Bonds, and a related increase in the 

price of these facilities when they can be obtained.  Thus, if the Commonwealth and the public 

corporations are not able to renew or rollover the expiring credit/liquidity facilities with respect 

to VRDO Bonds, or are not able to do so at an acceptable price, the Commonwealth and the 

public corporations would have to refinance the VRDO Bonds or otherwise obtain financing for 

such bonds in order to avoid the higher interest rates and accelerated amortization schedules set 

forth in the expiring credit/liquidity facility. 

In addition, since there are interest rate exchange agreements with respect to all VRDO 

Bonds, if the Commonwealth or the applicable public corporation cannot renew or replace a 

credit/liquidity facility upon its expiration or remarket the related series of bonds successfully 

upon their mandatory tender as variable rate bonds, the Commonwealth or the applicable public 

corporation may have to terminate the interest rate exchange agreements associated with such 

series of VRDO Bonds.  Termination of the applicable interest rate exchange agreement may 

result, depending on then current interest rate levels and market conditions, in the payment of a 

termination amount, which may be substantial, by the Commonwealth to compensate the 

counterparty for its economic losses.  As of September 30, 2011, the mark-to-market value of all 

the interest rate exchange agreements with respect to VRDO Bonds was negative $64.3 million 

for the Commonwealth and negative $52.0 million for the public corporations.  See ñInterest 

Rate Exchange Agreements ï Market Value.ò 

The following table shows, by fiscal year, the amount of VRDO Bonds subject to 

mandatory tender upon expiration of the applicable credit/liquidity facilities. 

VRDO Bonds Rollover 

(by Fiscal Year) 

  2012 2013 Total 

Commonwealth (General Obligation)  ½ $288,160,000 $288,160,000 

Highways and Transportation Authority  ½ 200,000,000 200,000,000 

Total  ½ $488,160,000 $488,160,000 

The Mandatory Tender FRNs are discussed in the ñMandatory Tender Bondsò section 

below. 

Mandatory Tender Bonds.  As of September 30, 2011, the Commonwealth and the public 

corporations also had outstanding $609.8 million of Mandatory Tender FRNs and $1.7 billion of 

fixed rate bonds also subject to mandatory tender for purchase prior to maturity (collectively, the 

ñMandatory Tender Bondsò).  The Commonwealth and the public corporations have not 

provided any liquidity facility for the payment of the purchase price payable upon the mandatory 

tender, which purchase price is expected to be obtained from the remarketing of the bonds.  If the 

Commonwealth or the applicable public corporation cannot remarket the Mandatory Tender 
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Bonds, they would have to obtain other funds in order to provide for the purchase price of these 

bonds or, in some cases, the bonds would become subject to higher interest rates and an 

accelerated amortization schedule. 

The following table shows, as of September 30, 2011, the breakdown of the Mandatory 

Tender Bonds of the Commonwealth and the public corporations and the respective dates when 

such bonds are subject to mandatory tender for purchase. 

Mandatory Tender Bonds Breakdown 

(as of September 30, 2011) 

  Mandatory Tender Bonds  Type  Mandatory Tender Date 

Commonwealth (General Obligation)  $279,240,000  Fixed  July 1, 2012 

  67,650,000  Variable  March 1, 2013 

  141,450,000  Variable  April 1, 2013 

  203,290,000  Variable  May 1, 2013 

  197,385,000  Variable  June 1, 2014 

Public Finance Corporation  963,050,000  Fixed  February 1, 2012 

Public Buildings Authority  335,580,000  Fixed  July 1, 2012 

  129,300,000  Fixed  July 1, 2017 

Total  $2,316,945,000     

 

As discussed previously, the Commonwealth has entered into interest rate exchange 

agreements with respect to all Mandatory Tender FRNs.  In the event the Commonwealth cannot 

remarket these bonds on their mandatory tender dates as variable rate bonds, the Commonwealth 

may have to terminate the associated interest rate exchange agreements.  As of September 30, 

2011, the mark-to-market value of all interest rate exchange agreements with respect to the 

Mandatory Tender FRNs was negative $143.5 million. 

The Commonwealth has entered into forward starting interest rate exchange agreements 

with respect to approximately $69.2 million of its fixed rate Mandatory Tender Bonds.  COFINA 

has also entered into forward starting interest rate exchange agreement with respect to 

approximately $907 million of fixed rate Mandatory Tender Bonds of Public Finance 

Corporation.  The Commonwealth forward starting interest rate exchange agreement assumes 

that the related Commonwealth fixed rate Mandatory Tender Bonds will be remarketed as 

variable rate bonds after their mandatory tender date.  If the Commonwealth cannot remarket or 

issue these bonds as variable rate bonds at that time, the Commonwealth may have to terminate 

the respective forward starting interest rate exchange agreement, which may result in the 

payment of a termination amount.  The Commonwealth expects to refund the Public Finance 

Corporation fixed rate Mandatory Tender Bonds prior their mandatory tender date through the 

issuance of COFINA and Public Finance Corporation fixed rate bonds, and in connection 

therewith terminate the Public Finance Corporation forward starting interest rate exchange 

agreement.  The termination payment regarding this interest rate exchange agreement is also 

expected to be financed through the issuance of COFINA bonds.  As of September 30, 2011, the 

mark-to-market value of these forward starting interest rate exchange agreements to the 

Commonwealth and COFINA was negative $20.7 million and negative $386.3 million, 

respectively, which are approximately the amounts the Commonwealth and COFINA would 

have been required to pay to terminate the interest rate exchange agreements on that date. 
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Ratings of Commonwealth General Obligation Bonds 

The Commonwealthôs general obligation and appropriation debt is currently rated ñBaa1ò 

with a negative outlook by Moodyôs, ñBBB+ò with a stable outlook by Fitch, and ñBBBò with a 

stable outlook by S&P. 

Commonwealth Guaranteed Debt 

As of June 30, 2011, $3.070 billion of Commonwealth guaranteed bonds of the PBA 

were outstanding.  Following the issuance by PBA on August 24, 2011 of $756,449,000 

Government Facilities Revenue Bonds, Series R (Qualified School Construction Bonds ï Issuer 

Subsidy) and $303,945,000 Government Facilities Revenue Bonds, Series S, $4.012 billion of 

Commonwealth guaranteed bonds of PBA are outstanding.  Maximum annual debt service on 

these bonds is $992.2 million in fiscal year 2028, assuming the receipt of the issuer subsidy from 

the federal government on the Series R Bonds, and $1.025 billion without taking into 

consideration said subsidy, with their final maturity being July 1, 2039.  No payments under the 

Commonwealth guaranty have been required to date for these bonds. 

As of June 30, 2011, $267 million of Commonwealth guaranteed bonds of GDB were 

outstanding.  No payments under the Commonwealth guaranty have been required for these 

bonds. 

As of June 30, 2011, GDB held approximately $214.5 million of the Port of the Americas 

Authorityôs outstanding bonds, which are guaranteed by the Commonwealth.  The Authority is 

authorized to issue and GDB is authorized to purchase its bonds guaranteed by the 

Commonwealth in a maximum aggregate principal amount of $250 million.  The proceeds from 

these bonds will be used to continue the development of the Port of the Americas.  Payments of 

$43.4 million under the Commonwealth guaranty have been required to pay interest and 

principal on these bonds.  See ñOther Public CorporationsðPort of the Americas Authorityò 

under ñPublic Corporationsò below. 

As of June 30, 2011, the aggregate outstanding principal amount of obligations of 

PRASA guaranteed by the Commonwealth was $1.012 billion.  This amount consisted of $284.8 

million in revenue bonds sold to the public, $313.6 million in bonds issued to the United States 

Department of Agriculture, Rural Development, and $413.4 million of loans by the State 

Revolving (Clean Water and Safe Drinking Water Act) Funds for the benefit of PRASA.  From 

January 1997 through fiscal year 2005, the Commonwealth made debt service payments under its 

guaranty.  Beginning with the debt service payment due January 1, 2006, the Commonwealth 

stopped making guarantee payments on these obligations and PRASA resumed making payment 

on this debt.  The Commonwealth, however, has been making certain subsidy payments to 

PRASA for its operational expenses.  In the event PRASA is unable to make any portion of the 

future debt service payments on its guaranteed obligations, the Commonwealth would be 

required once more to make such payments from the General Fund under its guarantee.  See 

ñOther Public CorporationsðPuerto Rico Aqueduct and Sewer Authorityò under ñPublic 

Corporationsò below. 
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Trends of Public Sector Debt 

The following table shows the growth rate of short-term and long-term public sector debt 

and the growth rate of gross national product (in current dollars) for the five fiscal years ended 

June 30, 2011.  As of June 30, 2011, outstanding short-term debt, relative to total debt, was 

7.4%.  Total public sector debt for fiscal year 2010 shown in the table below represented 89.8% 

of gross national product for fiscal year 2010. 

Commonwealth of Puerto Rico 

Public Sector Debt and Gross National Product 

(dollars in millions)*  

 Public Sector Gross National Product(1)  

June 30, Long Term(2) Short Term(3) Total 

Short Term 

as % of Total 

Rate of 

Increase Amount 

Rate of 

Increase 

        
2007 ............................  39,492 3,326(4) 42,818 7.8 7.2 59,521 4.9 

2008 ............................  43,663 3,269(4) 46,932 7.0 10.0 61,665 3.6 

2009 ............................  48,332 4,648(4) 52,980 8.8 13.0 62,678 1.6 

2010 ............................  53,351 3,472 56,823 6.1 7.3 63,291 0.98 

2011 ............................  54,804 4,380 59,184 7.4 3.7 -   - 
__________________ 
*  Totals may not add due to rounding. 
(1) In current dollars. 
(2) Does not include debt totaling $5.3 billion consisting of (i) Senior Pension Funding Bonds, Series A, B, and C issued by the 

Employees Retirement System, which are payable solely from employer contributions made to the Employees Retirement System by 

the Commonwealth, its municipalities and participating public corporations after the issuance of the bonds, identified in footnote 4, 

and (ii) bonds identified in footnote 6, of the table above entitled ñCommonwealth of Puerto RicoðPublic Sector Debt,ò which would 

have been issued and outstanding at the time, all of which would be considered long-term debt. 
(3) Obligations (other than bonds) issued with an original maturity of three years or less and lines of credit with a remaining maturity of 

three years or less are considered short-term debt. 
(4) Does not include the tax and revenue anticipation notes that were outstanding at the close of the indicated fiscal years because prior to 

the end of said fiscal years sufficient funds had been set aside for the payment of such notes in full. 

Source:  Government Development Bank 
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The following table shows the trend of public sector debt by major category for the five fiscal 

years ended June 30, 2011.  

Commonwealth of Puerto Rico 

Public Sector Debt by Major Category 

(dollars in millions)*  

 Commonwealth(1) Municipalities  Public Corporation (2) Total  

June 30, 

Long 

Term 

Short 

Term(3) Total 

Long 

Term 

Short 

Term(3) Total 

Long 

Term 

Short 

Term(3) Total 

Long 

Term 

Short 

Term(3) Total 

             
2007..........................  10,335 224(4) 10,559 2,164 299 2,463 26,993 2,803 29,796 39,492 3,326 42,818 

2008..........................  9,273 519(4) 9,792 2,507 313 2,820 31,633 2,437 34,070 43,413 3,269 46,682 

2009..........................  9,382 557(4) 9,939 2,691 306 2,997 36,259 3,785 40,044 48,332 4,648 52,980 

2010..........................  10,033 270 10,303 2,905 326 3,231 40,413 2,876 43,289 53,351 3,472 56,823 

2011..........................  10,199 164 10,363 3,204 333 3,537 41,401 3,883 45,284 54,804 4,380 59,184 
 

* Totals may not add due to rounding. 
(1) Does not include the Senior Pension Funding Bonds, Series A, B, and C issued by the Employees Retirement System, which are payable solely from employer 

contributions made to the Employees Retirement System by the Commonwealth, its municipalities and participating public corporations after the issuance of the 
bonds, identified in footnote 4 of the table above entitled ñCommonwealth of Puerto RicoðPublic Sector Debt.ò 

(2) Includes Commonwealth guaranteed debt; does not include the bonds identified in footnote 6 of the table above entitled ñCommonwealth of Puerto RicoðPublic 

Sector Debt.ò 
(3) Obligations (other than bonds) issued with an original maturity of three years or less and lines of credit with a remaining maturity of three years or less are 

considered short-term debt. 
(4) Does not include the tax and revenue anticipation notes that were outstanding at the close of the indicated fiscal years because prior to the end of said fiscal years 

sufficient funds had been set aside for the payment of such notes in full.  

 

Source:  Government Development Bank 

 

PUBLIC CORPORATIONS  

In Puerto Rico, many governmental and quasi-governmental functions are performed by 

public corporations created by the Legislative Assembly with varying degrees of independence 

from the central government to perform generally a single function or a limited number of 

related functions.  Most public corporations obtain revenues from rates charged for services or 

products, but many are subsidized to some extent by the central government.  Most public 

corporations are governed by boards whose members are appointed by the Governor with the 

advice and consent of the Senate, but some public corporations are attached to departments of the 

central government.  Capital improvements of most of the larger public corporations are financed 

by revenue bonds issued under trust agreements or bond resolutions, or by notes issued under 

loan agreements.  The following table presents the outstanding bonds and notes of certain of the 

public corporations as of June 30, 2011 (ñnotesò as used in this section refers primarily to certain 

types of non-bonded debt regardless of maturity).  Debt of certain other public corporations is 

excluded from this table because such debt is payable primarily from funds or grants provided by 

the federal government, is payable from sources other than Commonwealth appropriations or 

taxes or revenues of public corporations, or is payable from revenues derived from private sector 

services or products, such as industrial development bonds.  Also excluded from this table is debt 

of certain public corporations the inclusion of which would reflect double counting.  No 

deductions have been made in the table for debt service funds and debt service reserve funds.  

More detailed information about the major public corporations is presented in the following 

sections. 
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Commonwealth of Puerto Rico 

Outstanding Debt of Public Corporations 

June 30, 2011 

(in thousands)  

 
 Bonds Notes Total Bonds and Notes 

 

With  

Guaranty 

Without  

Guaranty Total 

With 

Guaranty 

Without 

Guaranty Total 

With 

Guaranty 

Without 

Guaranty Total 

          
Aqueduct and Sewer Authority $   598,389 $ 1,338,650 $ 1,937,039 $413,449 $1,271,785 $1,685,234 $  1,011,838 $ 2,610,435 $  3,622,273 

Convention Center District 

Authority - 447,160 447,160 - 147,600 147,600 - 594,760 594,760 

Electric Power Authority - 7,780,890 7,780,890 - 191,362 191,362 - 7,972,252 7,972,252 

Highway and Transportation 
Authority - 6,119,949(1) 6,119,949 - 1,294,307 1,294,307 - 7,414,255 7,414,255 

Housing Finance Authority - 297,894(2) 297,894 - 67,498 67,498 - 365,392 365,392 

Industrial Development 

Company - 235,065 235,065 - 88,532 88,532 - 323,597 323,597 
Infrastructure Financing 

Authority(3) - 1,840,308 1,840,308 - 10,321 10,321 - 1,850,629 1,850,629 

Port of the Americas Authority 214,525 - 214,525 - - - 214,525 - 214,525 

Ports Authority - 46,326(4) 46,326 - 691,519 691,519 - 737,845 737,845 

Public Buildings Authority 3,069,539 - 3,069,539 - 400,314 400,314 3,069,539 400,314 3,469,853 

Public Finance Corporation - 1,618,284 (5) 1,618,284 - - - - 1,618,284 1,618,284 

P.R. Sales Taxes Financing 
Corp. (COFINA) - 13,764,557 13,764,557 - - - - 13,764,557 13,764,557 

University of Puerto Rico - 532,846(6) 532,846 - 93,706 93,706 - 626,552 626,552 

Others(7)                  -                   -                   -              -   2,467,441 2,467,441                 - 2,467,441 2,467,441 

Total(8) $3,882,453 $34,021,929 $37,904,382 $413,449 $6,724,384 $7,137,833 $4,295,902 $40,746,313 $45,042,215 

________________          
(1) Excludes $151 million of Special Facilities Revenue Bonds issued by the Highway and Transportation Authority, which are payable from net toll revenues 

collected from the Teodoro Moscoso Bridge. 
(2) Excludes the $180 million of Housing Finance Authority bonds, which are payable solely from Puerto Rico Public Housing Administrationôs annual allocation of 

Public Housing Capital Funds from the U.S. Department of Housing and Urban Development; $343.8 million of Housing Finance Authority Capital Fund 

Modernization Program Subordinate Bonds, Series 2008; and $100 million of Housing Finance Authority Housing Revenue Bonds, Series 2008. 
(3) Includes $42.2 million of Mental Health Infrastructure Revenue Bonds, 2007 Series A (MEPSI Campus Project), which bonds are limited obligations of the 

Infrastructure Financing Authority payable solely from the pledge of certain payments made by a governmental entity under a lease agreement. 
(4) Excludes $155 million of Special Facilities Revenues Bonds issued by the Ports Authority, which bonds are payable solely from the pledge of certain payments 

made by a private corporation under a special facilities agreement. 
(5) Payable primarily from Commonwealth appropriations. 
(6) Excludes $76.3 million of Educational Facilities Revenue Bonds, 2000 Series A (University Plaza Project) issued by AFICA, which bonds are payable from rent 

payments made by the University of Puerto Rico. 
(7) Includes lines of credit with GDB. 
(8) Excludes accretion of interest from the respective issuance dates on capital appreciation bonds.  Also excludes $1.3 billion original principal amount of Childrenôs 

Trust Tobacco Settlement Asset-Backed Bonds, Series 2002, 2005 and 2008 which bonds will be repaid from payments made by certain tobacco companies under a 

master settlement agreement.  See ñChildrenôs Trustò under ñOther Public Corporationsò below.  

 
Source: Government Development Bank 

 

Government Development Bank for Puerto Rico 

The principal functions of GDB are to act as financial advisor to and fiscal agent for the 

Commonwealth, its municipalities and public corporations in connection with the issuance of 

bonds and notes, to make loans and advances to public corporations and municipalities, and to 

promote the economic development of Puerto Rico.  As part of its role as fiscal agent, during 

fiscal years 2009, 2010 and 2011, GDB entered into fiscal oversight agreements with the 

Aqueduct and Sewer Authority, Electric Power Authority, Highway and Transportation 

Authority, Ports Authority, Health Insurance Administration and Medical Services 
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Administration.  As part of these agreements, GDB imposed certain conditions on the extension 

of credit to these entities and continually monitors their finances, among other things. 

As of June 30, 2011, GDB had total assets of $15.5 billion and total liabilities of $12.9 

billion (preliminary, unaudited).  GDBôs debt is currently rated A3 and BBB by Moodyôs and 

S&P, respectively, with a stable outlook. 

As of June 30, 2011, $5.4 billion of bonds and notes of GDB (excluding its subsidiaries) 

were outstanding, consisting of $267 million in Commonwealth guaranteed bonds and $5.2 

billion of medium term senior notes.  Act No. 12 of May 9, 1975, as amended, provides that the 

payment of principal of and interest on specified notes and other obligations of GDB, not 

exceeding $550 million, may be guaranteed by the Commonwealth, of which $267 million were 

outstanding as of June 30, 2011.  As of said date, GDB also had approximately $8.3 billion in 

loans outstanding to the central government of the Commonwealth and its public corporations 

and municipalities. 

Act No. 82 of June 16, 2002 (ñAct 82ò) amended GDBôs Charter to authorize GDB to 

transfer annually to the General Fund, beginning with fiscal year 2001, up to 10% of its audited 

net income or $10,000,000, whichever is greater.  GDB is not required by Act 82 to transfer any 

funds.  GDB made payments to the General Fund of $11.6 million for fiscal year 2003 and $18.4 

mill ion for fiscal year 2004.  GDB has not made any payment to the General Fund under Act 82 

since fiscal year 2004. 

Under Act No. 271 of November 21, 2002, GDB made a required special capital 

contribution to the Special Communities Perpetual Trust (the ñPerpetual Trustò) of $500 million 

and provided the Perpetual Trust with a $500 million, non-revolving, line of credit.  The amounts 

transferred to the Perpetual Trust were deposited in two investment accounts held by GDB for 

the benefit of the Perpetual Trust.  As of June 30, 2011, the Perpetual Trust had repaid $131.8 

million of its line of credit and had an outstanding balance of $368 million and no interest due.  

The line of credit is payable from legislative appropriations. 

As part of its role as lender and promoter of the economic development of Puerto Rico, 

GDB provides financing to the Commonwealth, its public corporations and municipalities.  This 

financing includes interim loans to finance the capital expenditures of the Commonwealth in 

anticipation of the issuance of bonds and notes, and loans to cover operational deficits of those 

government entities.  GDB generally does not provide financing to any governmental entity of 

the Commonwealth unless GDB reasonably believes that the borrower governmental entity will 

have sufficient resources, including the ability to issue bonds or notes or otherwise borrow funds, 

to repay such loan.  GDB, however, has provided financing in the past and may continue to 

provide financing to governmental entities that do not have sufficient independent resources to 

cover operating expense, to the extent permitted by law.  A material increase in the amount of 

loans to the public sector, coupled with continued deterioration of the public sectorôs fiscal 

situation and financial condition may have an adverse effect on GDBôs financial condition and 

liquidity.  As of June 30, 2011, GDB had outstanding loans to the Commonwealth in the 

aggregate principal amount of $2.1 billion, outstanding loans to, and bonds of, the public 

corporations in the aggregate principal amount of $4.3 billion, and outstanding loans to the 

municipalities in the aggregate principal amount of $1.8 billion. 
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GDB has several subsidiaries that perform various functions.  The principal subsidiaries 

and their functions are listed below: 

Puerto Rico Housing Finance Authority.  Puerto Rico Housing Finance Authority 

(ñHousing Finance Authorityò) (formerly known as Housing Finance Corporation) was created 

to provide needed rental housing units and stimulate the construction industry under federally 

subsidized programs.  Effective February 8, 2002, Housing Finance Corporation became the 

Housing Finance Authority and the Housing Bank and Finance Agency was dissolved and its 

powers transferred to the Housing Finance Authority.  Housing Finance Authority provides 

financing for rental housing units, stimulates the construction industry under federally subsidized 

programs and provides interim financing for low-income housing projects and single-family 

homeownership programs.  It is also engaged in insuring and servicing mortgages originated by 

the former Housing Bank and Finance Agency.  As of June 30, 2011, Housing Finance 

Authorityôs total outstanding principal balance of loans to the private sector for development of 

housing projects targeted to low and moderate income families were $136.2 million.  The 

Housing Finance Authorityôs mortgage loans to low and moderate income homeowners 

represented an additional outstanding principal balance of $110.6 million as of the same date. 

Housing Finance Authority has outstanding tax-exempt revenue bonds the proceeds of 

which were loaned to the Puerto Rico Public Housing Administration to finance improvements 

to various housing projects in the Commonwealth. Such bonds are limited obligations of 

Housing Finance Authority payable solely from revenues collected from such housing units, with 

certain exceptions.  As of June 30, 2011, $623.8 million of these bonds were outstanding.  

As of June 30, 2011, the Housing Finance Authority had total notes and bonds 

outstanding of $952.2 million (including $106.8 million of debt outstanding under GDB lines of 

credit and $823.3 million in bonds issued to fund certain payments under its mortgage subsidy 

programs for low and moderate income families). As of June 30, 2011, Housing Finance 

Authority had total unrestricted net assets of $245.2 million. 

Puerto Rico Tourism Development Fund.  Puerto Rico Tourism Development Fund 

(ñTDFò) was created in September 1993 for the purpose of promoting the development of Puerto 

Ricoôs hotel industry by working with private-sector financial institutions in structuring 

financings for new hotel projects.  TDF can provide guarantees to interim and permanent 

financings.  In certain transactions, TDF can act as direct lender, guarantee mezzanine 

financings, and provide preferred equity capital.  As of June 30, 2011, TDF had $372.5 million 

in guarantees and $408.2 million in loans. 

In addition, TDF has a $50 million preferred equity investment in a tourism-related 

project.  

Since 1993, TDF has made payments under its guarantees and letters of credit in the 

aggregate amount of approximately $221.3 million with respect to several projects.  Of the total 

amount disbursed, TDF has been able to recover approximately $172.3 million from the 

borrowers.   
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Un-audited fiscal year-end 2011 financial statements reflected net assets of $179.7 

million and its allowances for losses on loans and guarantees and letters of credit were 

approximately $86.0 million.  

Government Development Bank for Puerto Rico Capital Fund.  Government 

Development Bank for Puerto Rico Capital Fund (the ñCapital Fundò) was created in November 

1992 for the purpose of investing and trading in debt obligations and publicly traded shares of 

domestic and foreign corporations separate from GDBôs general investment operations.  On June 

30, 2010, the Capital Fund transferred to the Tourism Development Fund, on behalf of GDB, 

$72.1 million representing all the investments in the Capital Fund portfolio.  As of June 30, 

2011, the Capital Fund had assets of $243,000, consisting principally of money market 

investments. 

Puerto Rico Development Fund.  Puerto Rico Development Fund (the ñDevelopment 

Fundò) was established in April 1977 to provide an alternate source of financing to private 

enterprises.  The Development Fund is also authorized to guarantee obligations of those 

enterprises and invest in their equity securities.  On December 31, 2010, the Development Fund 

acquired for $8.5 million a commercial loan from a private commercial bank, secured by a first 

mortgage over a 2.34 acre parcel of land in the Convention Center District. As of June 30, 2011, 

the Development Fund had assets of $24 million, including investments of $8.5 million in loans 

to private entities, $11.1 million in an interest bearing account, and $3.6 million in preferred 

shares of various private entities.  

Puerto Rico Public Finance Corporation.  Puerto Rico Public Finance Corporation 

(ñPFCò) was established in November 1984 to provide agencies and instrumentalities of the 

Commonwealth with alternate means of meeting their financing requirements.  The trustees of 

certain limited obligation bonds issued by the PFC currently hold notes payable by the 

Commonwealth, the Maritime Shipping Authority, the Office for the Improvement of Public 

Schools, the Department of Health and the Aqueduct and Sewer Authority, among others.  All 

such PFC bonds are limited, non-recourse obligations of PFC payable solely from 

Commonwealth appropriations made to pay debt service on the notes held by the bond trustees.  

As of June 30, 2011, PFC had $1.6 billion aggregate principal amount of limited obligation 

bonds outstanding.   

A description of certain other affiliates of GDB is provided in ñOther Public 

Corporationsò below. 

Other Public Corporations 

Aqueduct and Sewer Authority.  PRASA owns and operates Puerto Ricoôs public water 

supply and wastewater systems. Such systems provide water and wastewater services to 97% and 

58% of the Commonwealthôs population, respectively. 

PRASA reported a preliminary operating loss of $39.6 million for fiscal year 2011, 

compared to operating losses of $58.3 million and $63.7 million for fiscal years 2010 and 2009, 

respectively.  In order to improve its financial condition, PRASA adopted a comprehensive plan 

to increase its revenues and reduce its expenses. 
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As of June 30, 2011, PRASAôs total debt was $3.6 billion, including approximately $1.0 

billion of outstanding indebtedness with GDB.  PRASAôs senior debt is rated Baa1, BBB- and 

BBB by Moodyôs, S&P and Fitch Ratings (ñFitchò), respectively.  On November 9, 2010, 

Moodyôs affirmed PRASAôs rating but revised its outlook to negative from stable.  The negative 

outlook reflects PRASAôs continued reliance on GDB and the Commonwealth for financial 

support, as well as the operational challenges it faces to reduce the significant amount of water 

lost through its Systems. 

The Commonwealth guarantees the principal and interest payments on the outstanding 

revenue refunding bonds, 2008 Series A and 2008 Series B, any bonds issued on or before 

June 30, 2015 to the Rural Utilities Service of the United States Department of Agriculture, and 

the loans granted on or before June 30, 2015 by the Puerto Rico Water Pollution Control 

Revolving Fund and the Puerto Rico Safe Drinking Water Revolving Fund to PRASA. In the 

event that PRASA is unable to make all or any portion of the future debt service payments on 

these guaranteed debts, the Commonwealth will be responsible for covering such payments. 

During fiscal year 2011, PRASA received a $105 million assignment from the OMB in 

Commonwealth appropriations and other Commonwealth available funds.  According to the 

provisions of PRASAôs trust agreement, these moneys are taken into account for purposes of 

determining its revenues and its compliance with certain covenants therein. 

On April 28, 2006, the Authority entered into a consent decree with the U.S. 

Environmental Protection Agency (ñEPAò) that requires the Authority to implement system wide 

remedial measures at all of the wastewater treatment plants operated by the Authority.  The EPA 

consent decree establishes deadlines for the compliance with the conditions set forth therein and 

stipulates penalties for violation of any of those deadlines.  

 

On December 15, 2006, a settlement agreement was signed between the Authority and 

the Department of Health of the Commonwealth (ñDOHò) relating to violations of the Safe 

Drinking Water Act.  The settlement agreement was preliminarily approved by the supervising 

court on March 15, 2007, and was amended and finally approved by that court on June 20, 2008. 

The Authority agreed to implement a work plan to remediate the violations, establish preventive 

and mitigation measures, and execute a preventive maintenance program for the purpose of 

meeting the requirements of the Safe Drinking Water Act.  

 

PRASA needs to make a substantial investment in infrastructure and a major overhaul of 

its operations to maintain the viability of the Systems, to finance its expansion for new users and 

to implement remedial measures required by a consent decree between PRASA and the EPA and 

a settlement agreement with the DOH.  Funds for this investment will be provided through a 

combination of revenues from PRASA, financing transactions, federal grants and other sources.  

PRASA has established a 15-year capital improvement program with a total investment of $2.2 

billion in order to comply with the consent decree and the settlement agreement.  PRASA has 

committed an investment of $1.2 billion to comply with the EPA consent decree and $1.0 billion 

to comply with the DOH settlement agreement. 

 

Childrenôs Trust.  Childrenôs Trust is a not-for-profit corporate entity created in 1999 as a 

public instrumentality of the Commonwealth.  The Commonwealth has transferred to Childrenôs 
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Trust all of its rights, title and interest under the tobacco litigation Master Settlement Agreement, 

including the Commonwealthôs right to receive initial, annual and strategic contribution 

payments to be made by the participating cigarette manufacturers under the Master Settlement 

Agreement. 

Childrenôs Trust issued $397 billion Tobacco Settlement Asset-Backed Bonds in 

November 2002.  The proceeds were used to pay certain capital expenditures, to fund the 

Liquidity Reserve account and certain costs of issuance.  On June 30, 2005, Childrenôs Trust 

issued $108.2 million subordinate Tobacco Settlement Asset-Backed Bonds to pay working 

capital expenses of the Commonwealth.  On May 1, 2008, Childrenôs Trust issued an additional 

$195.9 million of subordinate Tobacco Settlement Asset-Backed Bonds to make grants to third 

parties, pay certain expenses of the Commonwealth and cost of issuance.  As of June 30, 2011, 

Childrenôs Trust had outstanding bonds in the principal amount of $1.3 billion.  These bonds and 

any, other additional senior bonds issued by Childrenôs Trust are payable solely from, and 

secured by a statutory pledge of, the payments made and to be made by the participating 

cigarette manufacturers under the Master Settlement Agreement.  To date, all principal and 

interest payments required to be made by Childrenôs Trust on its outstanding bonds have been 

made on a timely basis from contribution payments made by the participating cigarette 

manufacturers under the Master Settlement Agreement. 

Convention Center District Authority.  Convention Center District Authority was created 

to own, develop, finance, plan, design, build, operate, maintain, administrate and promote the Dr. 

Pedro Rosselló González Convention Center, a new convention center, and designated private 

parcels located within the Convention Center District in San Juan.  The convention center 

opened in November 17, 2005.  Convention Center District Authority also owns a multipurpose 

coliseum in San Juan, known as the José Miguel Agrelot Coliseum.  As of June 30, 2011, 

Convention Center District Authorityôs debt was $447.2 million in outstanding bonds issued in 

March 2006 to finance the Convention Center and payable from a portion of a hotel room tax.  

As of June 30, 2011, Convention Center District Authority also had outstanding indebtedness to 

GDB of approximately $147.8 million related to the financing of the Coliseum. 

Electric Power Authority.  Puerto Rico Electric Power Authority (ñPREPAò) owns and 

operates Puerto Ricoôs electric power system. 

PREPA reported preliminary net operating income of $328.9 million and $359.5 million 

during fiscal years 2011 and 2010, respectively.  The total debt of PREPA was $8.0 billion as of 

June 30, 2011.  This debt includes outstanding bonds of $7.8 billion and interim financing for 

operations of $191.4 million .  PREPAôs debt is rated A3, BBB+ and A- by Moodyôs, S&P and 

Fitch, respectively. 

As a means of reducing its dependency on oil, PREPA has entered into long-term power 

purchase agreements with private operators of two co-generation plants that use fuels other than 

oil. Currently, these two co-generation plants provide approximately 31% of PREPAôs energy 

needs.  PREPA has also commenced developing plans for the conversion of its main oil-fired 

units into natural gas and clean-coal fired units, as well as other strategies to further reduce its 

dependency on oil. 
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Health Insurance Administration. The Health Insurance Administration was created in 

1993 to negotiate and contract for the provision of comprehensive health insurance coverage for 

qualifying (generally low income) Puerto Rico residents.  Under this system, the government 

selected, through a bidding system, one private health insurance company in each of eight 

designated regions of the island and paid such insurance company the insurance premium for 

each eligible beneficiary within such region.  The health insurance system covered the entire 

island.  Approximately 1.5 million persons were covered by the system during fiscal year 2011. 

The total cost of the health insurance program was $2.013 billion for fiscal year 2011, 

$1.962 billion for fiscal year 2010 and $1.861 billion for fiscal year 2009. During fiscal year 

2011, the General Fund covered $1.225 billion of the total cost of the health insurance program 

and $75 million was covered from proceeds of COFINA bonds.  The remaining $713 million 

was paid from federal, municipal, internal and other sources. On March 14, 2011, the Health 

Insurance Administration borrowed approximately $186 million from GDB in order to pay 

amounts owed to its suppliers, including premiums owed to certain insurance companies for 

services rendered under the Health Reform program.  As of June 30, 2011, the Health Insurance 

Administration had outstanding indebtedness to GDB of approximately $173.1 million related to 

this borrowing. 

On October 1, 2010, the administration implemented ñMi Salud,ò which is the health 

program that replaced the governmentôs Health Reform program.  The principal differences 

between ñMi Saludò and the Health Reform are the use of a preferred-provider network 

organization rather than independent practice associations, an increase of benefits and services 

and an expansion of eligible participants.  During the implementation of the programôs second 

phase, eligibility requirements will be expanded to include small to medium businesses.  The 

estimated cost for ñMi Saludò during fiscal year 2012 is $1.994 billion.  The General Fund is 

expected to cover $867 million, while the remaining $1.127 billion will be paid from federal, 

municipal and other sources.  This projection, however, does not take into account increases in 

the enrollment of new beneficiaries, which could affect this estimate. 

The Commonwealth has entered into various contracts with several Medicare Advantage 

organizations for the provision of health coverage to approximately 180,000 eligible 

beneficiaries.  Pursuant to these agreements, the Commonwealth pays each Medicare Advantage 

organization a premium difference to cover services not included in their contracts with the 

Center for Medicaid and Medicare Services. 

On July 7, 2011, the Secretary of Health of the Commonwealth announced the 

cancellation of the contract through which MCS HMO administered five regions, with 

approximately 850,000 insureds, of the ñMi Saludò program.  MCS HMO continued to render 

services to covered insureds during a 90 day transition period.  On October 17, 2011, the Health 

Insurance Administration and Triple-S Salud, Inc. (ñTriple-Sò) entered into an agreement 

pursuant to which Triple-S will provide healthcare services to insureds in the five regions 

previously administered by MCS HMO.  Pursuant to the agreement, Triple-S will act as a third 

party administrator, will be compensated based on a per member per month administration fee, 

and will not be financially responsible or otherwise at risk for the provision of services to 

insureds.  In contrast to the agreement with MCS HMO, the Government will now be financially 

responsible and bear the risk for the provision of services to insureds in the five regions 
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administered by Triple-S.  The Government is currently evaluating the extent of the impact of the 

agreement with Triple-S on the budget of the health insurance program for fiscal year 2012 and 

no assurance can be given that the amounts budgeted will be sufficient to cover the additional 

financial responsibility and risk assumed.   

Highways and Transportation Authority. Puerto Rico Highways and Transportation 

Authority (ñPRHTAò) is responsible for highway construction in Puerto Rico.  Such construction 

is financed by debt (interim notes and revenue bonds), revenues of PRHTA, and federal and 

Commonwealth grants. 

PRHTA reported a preliminary net operating loss of $523.6 million for fiscal year 2011, 

compared to a net operating loss of $445.3 million for fiscal year 2010 and $493.9 million for 

fiscal year 2009. As of June 30, 2011, PRHTAôs total debt was $7.4 billion, consisting of $6.1 

billion of bonds and $1.3 billion of GDB financings.  As of September 30, 2011, PRHTAôs total 

debt decreased to $6.7 billion, consisting of $5.1 billion of bonds and $1.6 billion of GDB 

financings. 

Debt service on PRHTAôs revenue bonds constitutes a first lien on its gross revenues, 

which consist currently of all the proceeds of the tax on gasoline, one-half of the proceeds of the 

tax on gas oil and diesel oil, all the proceeds of the excise taxes on crude oil, unfinished oil and 

derivative products, up to $120 million per fiscal year, highway toll revenues and the gross 

receipts of $15.00 per vehicle per year from certain motor vehicle license fees.  Such revenues 

(except for toll revenues) may be applied first to the payment of debt service on general 

obligation bonds and notes of the Commonwealth and to payments required to be made by the 

Commonwealth under its guarantees of bonds and notes, to the extent that no other revenues are 

available for such purpose.  The Commonwealth has never applied such revenues for such 

payment.   

PRHTAôs Highway Revenue Bonds are rated A3 and BBB+ by Moodyôs and S&P, 

respectively, and the Senior Transportation Revenues Bonds are rated Baa1 and BBB by 

Moodyôs and S&P, respectively. 

PRHTA has a mass transit system, known as Tren Urbano, serving a portion of 

metropolitan San Juan.  It was constructed under several design/build contracts and is being 

privately operated under a five-year contract with an additional five-year option at PRHTAôs 

election.  The cost of the project was $2.4 billion, which cost was financed by federal Transit 

Administration grants, other federal funding sources and PRHTAôs own resources, including 

revenue bonds.  Tren Urbano commenced operations in June 2005.  The operation of the Tren 

Urbano generated a loss of $51.7 million, $64.5 million, and $62.5 million in fiscal years 2010, 

2009 and 2008, respectively. 

PRHTA is a party to a concession agreement under which a private company designed, 

constructed and currently is operating a toll bridge spanning the San José Lagoon.  The toll 

bridge was financed with special facility revenue bonds of PRHTA, payable by the private 

operator of the bridge principally from toll revenues.  The concession is for a term of 35 years, 

subject to earlier termination or extension.  The bridge opened for traffic in February 1994.  In 

certain circumstances described in the concession agreement, including where toll revenues are 
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insufficient to generate certain rates of return to the private operator, the private operator may 

require PRHTA, among other things, to assume the operatorôs obligations with respect to the 

special facility revenue bonds.  Some of those circumstances, including lower than projected toll 

revenues, exist at this time, but PRHTA does not currently anticipate that the operator will 

exercise its remedy against PRHTA. 

On September 22, 2011, PRHTA and PPP Authority completed the procurement process 

whereby a concession agreement was awarded to Metropistas, for the operation of toll roads PR-

22 and PR-5.  In connection with the establishment of the concession, PRHTA defeased, 

redeemed and/or purchased approximately $873.1 million aggregate principal amount of its 

bonds.  See ñPublic-Private Partnerships ï Fiscal Stabilization and Economic Reconstructionò 

under THE ECONOMY. 

Industrial Development Company.  Puerto Rico Industrial Development Company 

(ñPRIDCOò) participates in the Commonwealth-sponsored economic development program by 

providing physical facilities, general assistance, and special incentive grants to manufacturers.  

PRIDCO reported consolidated change in net assets of $8.4 million for fiscal year 2011, 

compared to consolidated change in net assets of $10.3 million for fiscal year 2010, and 

consolidated change in net assets of $6.0 million for fiscal year 2009.  Rentals derived from the 

leasing of specified facilities of PRIDCO are pledged to the payment of PRIDCOôs revenue 

bonds. As of June 30, 2011, PRIDCOôs total debt was $423.1 million, including approximately 

$88.5 million from GDB financings and the outstanding debt of Puerto Rico Industrial 

Investment Corporation, a subsidiary of PRIDCO.  PRIDCOôs debt is rated Baal and BBB- by 

Moodyôs and S&P, respectively. 

 

Industrial, Tourist, Educational, Medical and Environmental Control Facilities 

Financing Authority.  The Puerto Rico Industrial, Tourist, Educational, Medical and 

Environmental Control Facilities Financing Authority (ñAFICAò) was created to finance 

(through the issuance of its revenue bonds) industrial, tourist, educational, medical, and 

environmental control facilities in Puerto Rico for the use of private companies, non-profit 

entities, or government agencies.  The bonds are payable solely from payments to be made to 

AFICA by such private companies, non-profit entities, or government agencies, and do not 

constitute a debt of the Commonwealth or any of its other public corporations or municipalities.  

As of June 30, 2011, approximately $1.45 billion of AFICAôs bonds were outstanding.  In 

addition, as of June 30, 2011, AFICA has a $67 million line of credit with GDB with a principal 

outstanding balance of $59.3 million used for the acquisition of assets from PREPA. 

Infrastructure Financing Authority.  Puerto Rico Infrastructure Financing Authority 

(ñPRIFAò) was created to provide financial, administrative, consulting, technical, advisory, and 

other types of assistance to other public corporations, governmental instrumentalities, political 

subdivisions and municipalities (collectively, ñBenefited Entitiesò) authorized to develop 

infrastructure facilities and to establish alternate means for financing those facilities.  PRIFA is 

authorized to issue bonds and provide loans, grants and other financial assistance for the 

construction, acquisition, repair, maintenance and reconstruction of infrastructure projects by 

Benefited Entities.   
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As of June 30, 2011, PRIFAôs total debt was $1.85 billion.  This debt includes bonds 

outstanding of $1.84 billion and interim financing for capital improvements of $10.3 million. 

PRIFAôs debt is rated Baa3 and BBB+ by Moodyôs and S&P, respectively. 

PRIFA oversees the Puerto Rico Infrastructure Fund, which is being funded annually thru 

fiscal year 2052 with the first $117 million of proceeds of federal excise taxes imposed on rum 

and other articles produced in Puerto Rico and sold in the United States that are transferred to 

Puerto Rico pursuant to the United States Internal Revenue Code of 1986, as amended.  See 

ñMajor Sources of General Fund Revenues ï Revenues from Non-Commonwealth Sourcesò 

under PUERTO RICO TAXES, OTHER REVENUES AND EXPENDITURES.  Rum is the 

only article currently produced in Puerto Rico subject to federal excise taxes, the proceeds of 

which are required to be returned to the Treasury Department.  The Authority is using these 

funds to pay debt service of bonds issued to finance various infrastructure projects. 

PRIFA also has custody and control of the Infrastructure Development Fund and its 

Corpus Account, a perpetual account established under Act No. 92 of June 24, 1998 that was 

funded with $1.2 billion of the proceeds of the sale of Puerto Rico Telephone Company.  The 

interest earned on the securities held in the Corpus Account were being used by PRIFA to pay 

debt service on its $1.1 billion Series 2000 A and B Bonds.  Act No. 3, approved by the 

Legislative Assembly of the Commonwealth on January 14, 2009 (ñAct 3ò), authorized the sale 

of the securities held in the Corpus Account. PRIFA sold the securities in January 2009 and used 

the proceeds to: (i) make a deposit into an escrow account in an amount sufficient to retire the 

Series 2000 A and B Bonds on October 1, 2010, (ii) make a deposit to the General Fund which 

was applied to cover a portion of the Commonwealthôs budget deficit, (iii) make a transfer to 

GDB as a capital contribution, and (iv) make a deposit to the Corpus Account to be invested in a 

long-term investment agreement with GDB. 

As part of the Governmentôs actions to address in part the financial condition of the 

Employees Retirement System, the Government enacted Act 96.  On June 23, 2011, in 

accordance with Act 96, $162.5 million of funds on deposit in the Corpus Account were 

contributed to the Employees Retirement System and invested in capital appreciation bonds 

issued by COFINA maturing annually on August 1, 2043 through 2048 and accreting interest at a 

rate of 7%.  PRIFA also invested $165.0 million of funds on deposit in the Corpus Account in 

capital appreciation bonds of COFINA maturing annually on August 1, 2045 through 2050 and 

accreting interest at 7%. 

Pursuant to Act No. 8 of March 9, 2009, PRIFA is responsible for implementing in the 

Commonwealth the applicable provisions of ARRA. One of its main responsibilities regarding 

ARRA is to maximize the flow of funds from the Federal Government for the appropriate 

investment in qualified projects and activities. PRIFA also has responsibility for the receipt, 

administration and disbursement of such funds and monitoring those governmental agencies and 

entities that receive ARRA funds.  

Municipal Finance Agency.  Puerto Rico Municipal Finance Agency (ñMFAò) is 

authorized to issue bonds to purchase general obligation bonds and notes of Puerto Rico 

municipalities and to fund a debt service reserve.  Debt service on MFAôs bonds is payable from 

debt service payments on municipal bonds and notes held by MFA and from the debt service 
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reserve, including investment income thereon.  The Commonwealth has agreed to pay such 

amounts to the debt service reserve as may be necessary to maintain it at its required level, 

subject to appropriation by the Legislative Assembly, which appropriation is authorized but not 

legally required to be made.  To date no such payments have been required.  As of June 30, 

2011, MFA had $1.1 billion of bonds outstanding. 

Port of the Americas Authority.  PAA is responsible for the development and operation of 

the Port of the Americas (the ñPortò), a deep draft port on the south coast of Puerto Rico. 

PAA is authorized to issue bonds guaranteed by the Commonwealth in a maximum 

aggregate principal amount of $250 million.  The proceeds from these bonds must be used to 

continue the development of the Port.  Currently, GDB is authorized by law to purchase bonds of 

PAA in an aggregate principal amount not to exceed $250 million.  As of June 30, 2011, GDB 

held approximately $214.5 million of PAAôs outstanding bonds, which are guaranteed by the 

Commonwealth.   

The first phase of the Port was completed in fiscal year 2004. This initial phase included 

the improvement of piers 4, 5 and 6 of the Port and the acquisition of heavy equipment at a cost 

of $40 million. The second phase of the Port was completed during the first quarter of calendar 

year 2009.  This phase, which was designed to provide capacity to handle up to 250,000 Twenty-

Foot Equivalent Units (ñTEUò) per year, included (i) dredging the entrance channel and adjacent 

areas of the Port to a depth of 50 feet, (ii) reconstructing the container terminals, 

(iii)  commencing certain required environmental risk mitigation procedures, and (iv) preparing 

final construction schematics.   

A third phase, which provides for the expansion of the Portôs capacity, was initiated in 

August 2008.  This phase includes, among other improvements, (i) infrastructure improvements 

related to access roads, (ii) relocation of the storm sewer channel. (iii) relocation of the server, 

water and power distribution systems, (iv) additional dredging at certain pier locations, (v) the 

expansion of the container terminal, and (vi) additional mitigation measures.  The first expansion 

under this phase will provide sufficient capacity to process 500,000 TEU annually. This phase is 

expected to be finished in 2012. 

Ports Authority.  Puerto Rico Ports Authority (ñPorts Authorityò) owns and operates the 

major airport and seaport facilities in Puerto Rico.  Ports Authority derives revenues from a 

variety of sources, including charges on airplane fuel sales, air terminal space rentals, landing 

fees, wharfage, dockage and harbor fees, and rentals for the lease of property and seaport 

equipment.  Ports Authority reported operating losses of $38.7 million and $46.7 million during 

fiscal years 2010 and 2009, respectively. As of June 30, 2011, the Ports Authority had $737.8 

million in debt, including approximately $155.3 million from GDB financings. 

As of June 30, 2011, the outstanding balance of the credit facilities for capital 

improvements with private financial institutions was $533.7 million, which is guaranteed by 

GDB.   

Public Buildings Authority.  PBA is authorized to construct, purchase or lease office, 

school, health, correctional and other facilities for lease to departments, public corporations, and 
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instrumentalities of the Commonwealth.  Bonds that have been issued by PBA to finance such 

facilities (through retirement of interim notes or otherwise) are payable from lease payments, 

which are largely derived from legislative appropriations and are secured by the 

Commonwealthôs guaranty.  PBA is authorized by law to have outstanding at any one time up to 

$4.3 billion of bonds guaranteed by the Commonwealth. 

On August 24, 2011 PBA issued $756,449,000 Government Facilities Revenue Bonds, 

Series R (Qualified School Construction Bonds ï Issuer Subsidy) and $303,945,000 Government 

Facilities Revenue Bonds, Series S.  The proceeds of this bond issue will be used to pay part of 

the cost of constructing, renovating, remodeling and/or improving approximately 100 public 

schools. 

As of October 1, 2011, PBA had $4.049 billion principal amount of bonds outstanding 

(not including accretion of interest from the respective issuance dates on capital appreciation 

bonds).  As of October 1, 2011, PBAôs line of credit with GDB had an outstanding balance of 

$119.8 million. 

PBA debt is rated Baa1, BBB and BBB+ by Moodyôs, S&P and Fitch, respectively. 

Sales Tax Financing Corporation.  COFINA is an independent governmental 

instrumentality of the Commonwealth created by Act 91 of 2006.  COFINA was originally 

created for the purpose of financing the payment, retirement, or defeasance of certain 

appropriation-backed debt outstanding as of June 30, 2006, payable to GDB and PFC.   

In 2009, the Legislative Assembly of Puerto Rico expanded the purposes for which 

COFINA was created and, correspondingly, increased its revenues by increasing from 1% to 

2.75% (one-half of the tax rate of 5.5%) the portion that is transferred to COFINA of the sales 

and use tax imposed by the central government.  As a result, COFINA was authorized to issue 

bonds for the following additional purposes: (i) to pay, in whole or in part, the debt of the 

Secretary of the Treasury with GDB in the amount of $1 billion, the proceeds of which were 

used to cover the budgetary deficit for fiscal year 2009, (ii) to pay, in whole or in part, certain 

financing granted to the Secretary of the Treasury by GDB payable from future Commonwealth 

general obligation bonds, and any debt of the Commonwealth outstanding as of December 31, 

2008 that did not have a source of repayment or was payable from budgetary appropriations, 

(iii)  to pay, in whole or in part, the accounts payable to suppliers of the Commonwealth, (iv) to 

pay or finance operational expenses of the Commonwealth for fiscal years 2009, 2010, and 2011, 

(v) to pay or finance operational expenses of the Commonwealth for fiscal year 2012, which 

would have to be included in the annual budget of the Government of Puerto Rico, (vi) to fund 

the Puerto Rico Economic Stimulus Fund, (vii) to fund the Commonwealth Emergency Fund in 

order to cover expenses resulting from catastrophic events such as hurricanes or floods, and 

(viii)  to generate moneys to fund the Economic Cooperation and Public Employees Alternatives 

Fund.  As of June 30, 2011, COFINA had approximately $13.8 billion outstanding of its Sales 

Tax Revenue Bonds (excluding all accretion on capital appreciation bonds).  COFINAôs Sales 

Tax Revenue Bonds are rated Aa2, AA- and AA- by Moodyôs, S&P and Fitch, respectively, and 

the Sales Tax Revenue Bonds, First Subordinate Series are rated A1, A+ and A+ by Moodyôs, 

S&P and Fitch, respectively. 
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Special Communities Perpetual Trust.  The Perpetual Trust is a public corporation 

created by law to be an irrevocable and permanent trust.  Perpetual Trustôs principal purpose is to 

fund development projects that address the infrastructure and housing needs of underprivileged 

communities.  GDB made a special capital contribution to Perpetual Trust of $500 million and 

provided the Perpetual Trust with a $500 million, non-revolving, line of credit.  As of June 30, 

2011, Perpetual Trust had disbursed most of its funds and its line of credit with GDB had an 

outstanding balance of $367.9 million. The line of credit is payable from legislative 

appropriations. 

University of Puerto Rico.  The University of Puerto Rico (the ñUniversityò), with 

approximately 62,342 students at the beginning of academic year 2010-2011, is by far the largest 

institution of higher education on the Island.  Government appropriations are the principal source 

of University revenues, but additional revenues are derived from tuition, student fees, auxiliary 

enterprises, interest income, federal grants, and other sources.  University capital improvements 

have been financed mainly by revenue bonds.  As of June 30, 2011, the Universityôs total debt 

was $626.6 million (excluding $18.9 million owed by the Universityôs Medical Services).  The 

Universityôs debt is rated Baa3 and BBB- by Moodyôs and S&P, respectively.  Moodyôs rating of 

the University is currently on ñwatchlistò for possible revision. 

In 2000, AFICA issued its $86,735,000 Educational Facilities Revenue Bonds, 2000 

Series A (University Plaza Project) for the purpose of financing the construction of additional 

student housing and parking and office space for the University.  The project was built, is being 

operated by Desarrollos Universitarios, Inc., a Puerto Rico not-for-profit corporation, and is 

leased to the University for a term equal to the term of the bonds, with University lease payments 

being sufficient to pay debt service on said bonds as they become due.  These bonds are not 

included in the Universityôs total debt or outstanding revenue bonds set forth in the prior 

paragraph. 

In June 2007, the Board of Trustees of the University approved Certification No. 60 

establishing a new policy and methodology for tuition fees structure.  This new structure covers 

the tuition fees to be charged to new students until academic year 2012-2013.  This policy was 

adopted to pursue continued development and financial stability of the University. 

In June 2010, the Board of Trustees of the University approved Certification No. 146 

establishing a $400 stabilization fee to be charged each semester to all students in addition to 

tuition charges and other fees already in place at the University.  This stabilization fee was 

imposed to address the Universityôs fiscal difficulties and is expected to increase annual 

revenues by approximately $40 million.  

As a result of a student-led strike that lasted approximately two months, on June 26, 

2010, the Middle States Commission on Higher Education (the ñCommissionò), the regional 

accreditation entity of the eleven units that comprise the University system, placed on probation 

ten of the Universityôs units for lack of evidence of compliance with two of fourteen 

accreditation standards.  This action was prompted by a student stoppage that interrupted the 

operations of these units for up to 62 days, but less in most cases.  The ten affected units will 

remain fully accredited while on probation.  After a Monitoring Report submitted by the ten 

affected units in September 2010 and a subsequent evaluation visit, the Commission lifted 
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probation over one of the questioned standards and added an additional standard, thereby 

continuing the review over two of the fourteen accreditation standards. 

A second Monitoring Report was submitted to the Commission by the ten affected units 

on March 1, 2011 to further substantiate compliance with these two standards.  Evaluation visits 

to the eleven units of the University were conducted between March and April 2011 as a follow 

up to the probationary process as well as the regular decennial re-accreditation review for some 

of the units.  Following these visits, the evaluation teams reported that they intend to inform the 

Commission that 95% of all accreditation standards evaluated throughout the system were found 

in compliance, and significant progress was evidenced in the remaining 5%.  In June 2011, the 

Commission lifted probation and reaffirmed accreditation of seven of the ten affected units.   

Evaluation visits to the three units of the University on probation were conducted in 

September 2011.  Following these visits, the evaluation teams reported that they intend to inform 

the Commission that these units are in full compliance with the standards under review.  The 

Commission is expected to act upon the evaluation teams recommendations at their meeting in 

November 2011.  The University anticipates that probation will be lifted for the three remaining 

units on probation after said meeting. 

Other public corporations.  Public corporations not described above have outstanding 

debt in the aggregate amount of $1.702 billion as of June 30, 2011.  Debt service on $915 million 

of such outstanding debt is being paid from legislative appropriations.  The Commonwealth is 

not, however, obligated to make any such appropriations.  Additional legislative appropriations 

are made to enable certain of such corporations to pay their operating expenses. 

INSURANCE MATTERS  

Government-owned property is insured through policies obtained by the Secretary of the 

Treasury and through self-insurance, except for property owned by Electric Power Authority and 

Puerto Rico Aqueduct and Sewer Authority, whose properties are insured through arrangements 

and policies obtained by the respective Authorities.  Personal injury awards against the 

Commonwealth are limited by law to $150,000 per occurrence. 

RETIREMENT SYSTEMS  

General.  Substantially all of the public employees of the Commonwealth and its 

instrumentalities are covered by five retirement systems:  the Employees Retirement System of 

the Government of the Commonwealth (the ñEmployees Retirement Systemò), the Puerto Rico 

System of Annuities and Pensions for Teachers (the ñTeachers Retirement Systemò), the 

Commonwealth Judiciary Retirement System (the ñJudiciary Retirement Systemò), the 

Retirement System of the University of Puerto Rico (the ñUniversity Retirement Systemò) and 

the Employees Retirement System of Puerto Rico Electric Power Authority (the ñElectric Power 

Authority Retirement Systemò).  The Employees Retirement System and the Teachers 

Retirement System are the largest plans, both in number of active members and retirees and in 

the amount of their actuarial accrued liabilities. 

The University Retirement System and the Electric Power Authority Retirement System 

covers employees of the University of Puerto Rico and Electric Power Authority, respectively, 




