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Agenda

1. States Big Picture—Economy and Finances

2. Outlook for the Future

3. Puerto Rico in the Current Environment

4. Puerto Rico Going Forward

5. Municipal Rating Recalibration
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1. States Big Picture—Economy and Finances
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State Tax Revenue Falling
(through December 2009)
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Distribution of State and Puerto Rico G.O. Ratings

» 40 General Obligation Ratings

» 8 Issuer Ratings
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Rating Downgrades Reflect Recessionary Pressure

Rating Actions 2001 2002 2003 Subtotal 2007 2008 2009 2010 Subtotal
Upgrades 1 0 1 2 5 1 0 0 6
Positive Outlook 
Changes 0 3 0 3 5 0 4 0 9
Positive Watchlist 
Actions 2 1 3 6 0 0 0 0 0

Downgrades 4 2 8 14* 1 0 6 0 7**
Negative Outlook 
Changes 12 8 3 23 6 5 7 2 20
Negative 
Watchlist Actions 2 2 6 10 0 0 5 0 5

*  affecting 10 states

** affecting 5 states

» 2001-2003: Sudden sharp decline; rapid rebound

» 2007-2009: Slower, but deeper decline; slow rebound expected

» Federal fiscal stimulus has cushioned the fall
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2. Outlook for the Future
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State and Local Government Outlooks

» Outlook for state governments and local governments both negative

» While there are signs that the U.S. economy has begun to recover, fiscal recovery 
for state and local governments will lag the economic recovery

» Despite the continuing credit stress, the majority of state and local government 
issuers are expected to manage through the next 18-24 months with no more than 
a modest rating impact
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3. Puerto Rico in the Current Environment
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Puerto Rico Economy and Finances
» Economy still in recession

» Moody’s Economy.com projects negative GSP and employment growth in 2010, 
followed by modest growth in 2011

Puerto Rico
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Puerto Rico Economy and Finances
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» Despite weakness in economy and finances, sales tax performing relatively well
– Up 3.7% in Jan 2010 vs. Jan 2009
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Puerto Rico Budgeting
» Conservative budgeting of tax revenues

» Expenditure control primarily through employment measures

» Deficit financing used for budgetary relief

– Sales tax revenue bonds

– Restructuring GO bonds to push out debt service payments

» Measures of success include:

– Revenue collections very close to expectations for July-December 2009

– Employment measures enacted

– Cash balances (December 2009) exceeding projections
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4. Puerto Rico Going Forward
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Puerto Rico Going Forward

» Puerto Rico’s plan for fiscal stability and structural balance is ambitious

» Passage and implementation has been speedy thus far

» Continued resolution to stick to plan will be essential 

» Once outcome of tax reform committee is known, tax revenue details and impact 
on commonwealth general fund will be considered

» Having a good plan is a positive rating factor, but even more important than the 
plan is the result
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Puerto Rico Going Forward

» Success of government’s plans will depend upon:

– Global and national economy

– Local economic recovery (federal stimulus and local economic stimulus may play a role)

– Employment measures leading to expected savings

– Close management of debt

– Continued efforts toward structural balance

» Conservative budgeting of revenues

– Continued market access
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5. Current Status of Moody’s Municipal Rating 
Recalibration
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Current Status of Moody’s Municipal Rating 
Recalibration

» Moody's will recalibrate its ratings 
of U.S. municipal bond issues and 
issuers to its global scale 
beginning in mid-April

» Result will be comparability of 
Moody’s municipal ratings with 
ratings in other sectors such as 
sovereign, sub-sovereign, 
corporate and financial 
institutions

» More information on 
www.moodys.com/gsr
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Conclusion

» Broad and deep recession

» Major state revenues hit very hard

» Federal fiscal stimulus cushioned the blow

» Jobs will lead us out of the recession

» Revenue growth will lag economic recovery

» More negative pressure on state ratings

» Puerto Rico’s rating will reflect its ability to handle its economy, budget, and 
finances relative to its peers
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© 2009 Moody’s Investors Service, Inc. and/or its licensors and affiliates (collectively, “MOODY’S”). All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED 
BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, 
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR 
BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT. All information contained herein is obtained by MOODY’S from sources 
believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as other factors, however, all information contained herein is provided “AS 
IS” without warranty of any kind. Under no circumstances shall MOODY’S have any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting 
from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY’S or any of its directors, officers, employees or 
agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, 
special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if MOODY’S is advised in advance of the possibility of such 
damages, resulting from the use of or inability to use, any such information. The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of 
the information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities. 
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF 
ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must 
be weighed solely as one factor in any investment decision made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own 
study and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, each security that it may consider purchasing, holding or selling.

Moody’s Investors Service, Inc. (“MIS”), a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities 
(including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS 
for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the 
independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities who 
hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading 
“Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”
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