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See ""Book-Entry Only System' under The 1998 Bonds

In the opinion of Bond Counsel, subject to continuing compliance with certain tax covenants, interest on the 1998 Bonds is not includable
in gross income for federal income tax purposes under existing statutes, regulations, rulings and court decisions. However, see "Tax
Exemption” for a description of the alternative minimum tax and certain other federal tax consequences of ownership of the 1998 Bonds.
Bond Counsel is further of the opinion that the 1998 Bonds and the interest thereon are exempt from state, Commonwealth of Puerto Rico

and local income taxation.
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The Transportation Revenue Bonds (Series A) (the "1998 Bonds") are issuable as registered bonds without coupons
in denominations of $5,000 and any multiple thereof (85,000 maturity amount and any multiple thereof in the case of the
Capital Appreciation Bonds). Interest on the 1998 Bonds (other than the Capital Appreciation Bonds and the 1998 Variable
Rate Bonds (as defined below)) will be payable on each January 1 and July 1, commencing July 1, 1998. Interest on the
Capital Appreciation Bonds will be compounded on January 1 and July 1 of each year, commencing July 1, 1998 and will
be payable only at maturity. The 1998 Bonds due July 1, 2028 in the original principal amount of $200,000,000 will be
delivered as variable rate bonds (the "1998 Variable Rate Bonds"). The terms of the 1998 Variable Rate Bonds will be set
forth in a supplement to this Official Statement (the "1998 Variable Rate Bond Supplement") which will be delivered to the
initial purchasers of the 1998 Variable Rate Bonds. The term 1998 Bonds (other than the 1998 Variable Rate Bonds) are
subject to redemption prior to maturity as set forth herein, the earliest possible redemption date being July 1, 2008. The
1998 Variable Rate Bonds are subject to redemption as described in the 1998 Variable Rate Bond Supplement.

The 1998 Bonds will be issued pursuant to Resolution No. 98-06 adopted by the Authority on February 26, 1998
(the "1998 Resolution"). The 1998 Bonds and any additional bonds that the Authority may from time to time issue under
the 1998 Resolution (collectively, the "Transportation Revenue Bonds") are payable solely from, and are secured by a pledge
of, revenues of the Authority consisting of: (i) the total amount of excise taxes, up to $120 million per fiscal year, imposed
by the Commonwealth of Puerto Rico (the "Commonwealth") on certain petroleum products, (ii) tolls and other charges
imposed by the Authority for the use of its Toll Facilities (other than Existing Toll Facilities Revenues prior to the repeal
.of the 1968 Resolution) (as each is defined herein), and (iii) certain investment earnings, as described herein. This is the
first issue of Transportation Revenue Bonds under the 1998 Resolution.

The Transportation Revenue Bonds are also payable from, and are secured by a pledge of, certain other revenues
of the Authority, which revenues, however, are first pledged to the payment of debt service on the Authority's outstanding
Highway Revenue Bonds issued under Resolution No. 68-18 adopted by the Authority on June 13, 1968, as amended (the
"1968 Resolution Revenues"). The 1968 Resolution Revenues consist of. (i) all current gasoline taxes, a portion of the
current gas oil and diesel oil taxes and a portion of the current motor vehicle license fees allocated to the Authority by the
Commonwealth, (ii) all Existing Toll Facilities Revenues, and (iii) certain investment earnings, as described herein. For a
description of the revenues of the Authority and their disposition under the 1968 Resolution and 1998 Resolution, see
"Security for the Senior Transportation Revenue Bonds-Pledged Revenues" under The 1998 Bonds herein.

All of the aforesaid taxes and license fees, which constitute revenues of the Authority, are subject to being applied
first to the payment of general obligation debt of and debt guaranteed by the Commonwealth, if and to the extent that other
Commonwealth revenues are not sufficient therefor.

The 1998 Bonds are not a debt of the Commonwealth or any of its political subdivisions, other than the
Authority, and neither the Commonwealth nor any such subdivision, other than the Authority, shall be liable thereon.

The 1998 Bonds are offered for delivery when, as and if issued and accepted by the Underwriters, subject to the
approval of legality by Brown & Wood LLP, New York, New York, Bond Counsel, and certain other conditions. Certain
legal matters will be passed upon for the Underwriters by Pietrantoni Méndez & Alvarez, San Juan, Puerto Rico. It is
expected that the 1998 Bonds will be available for delivery to The Depository Trust Company in New York, New York, on
or about March 19, 1998.
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$271,730,000 Serial Bonds

Maturity Principal Interest Price or

(July 1) Amount Rate Yield
1999 $11,980,000 4.25% 3.840%
2000 12,490,000 425 3.970
2001 13,020,000 3.90 100
2002 13,530,000 5.00 4.050
2003 14,205,000 4.10 4.200
2004* 14,785,000 4.10 4.150
2005* 15,395,000 4.20 4.250
2006* 16,040,000 4.25 4.300
2007* 16,720,000 430 4350
2008* 17,440,000 5.00 4.400
2009* 18,310,000 5.50 4.475
2010* 19,320,000 5.50 4.575
2011* 20,380,000 5.50 4.650
2012* 21,500,000 5.50 4.700
2013* 22,685,000 5.50 4.750
2014* 23,930,000 5.50 4.800

$10,845,127.50 Capital Appreciation Bonds due

July 1,2015* -- Yield 4.950%

$10,235,845.00 Capital Appreciation Bonds due July 1,2016* -- Yield 5.000%

$ 9,651,307.50 Capit

$ 9.136,460.00 Capital Appreciation Bonds due July 1,2018*

$114,360,000 5.00% Term Bonds due July 1, 2028*
$200,000,000 Term Bonds due July 1, 2028*%

$250,000,000 5.00% Term Bonds due July 1,2038

$253,685,000 4.75% Term Bonds due July 1,2038

*Insured by Ambac Assurance Corporation.
+1998 Variable Rate Bonds.

$818,045,000 Term Bonds

al Appreciation Bonds due July 1, 2017* -- Yield 5.050%
-- Yield 5.075%

Yield 5.160%
NRO

Yield 5.300%
Yield 5.220%



No dealer, broker, sales representative or other person has been authorized by the Authority or the
Underwriters to give any information or to make any representations other than those contained herein and, if given
or made, such other information or representations must not be relied upon as having been authorized by the
Authority or any Underwriter. This Official Statement does not constitute an offer to sell or the solicitation of an offer
to buy nor shall there be any sale of the Transportation Revenue Bonds (Series A) (the ""1998 Bonds") by any person
in any jurisdiction in which it is unlawful for such person to make such an offer, solicitation or sale. The information
set forth herein has been obtained from the Authority and other official sources that are believed to be reliable, but
is not guaranteed as to accuracy or completeness and is not to be construed as a representation by any Underwriter.
The information and expressions of opinion herein are subject to change without notice, and neither the delivery of
this Official Statement nor any sale made hereunder shall, under any circumstances, create any implication that there
has been no change in the affairs or condition of the Authority or the Commonwealth since the date hereof,

IN CONNECTION WITH THE OFFERING OF
EFFECT TRANSACTIONS WHICH STABILIZE OR MAI
AT LEVELS ABOVE THOSE WHICH MIGHT OTHE
STABILIZING, IF COMMENCED, MAY BE DISCONT

THE 1998 BONDS, THE UNDERWRITERS MAY
NTAIN THE MARKET PRICES OF THE 1998 BONDS
RWISE PREVAIL ON THE OPEN MARKET. SUCH
INUED AT ANY TIME.

TABLE OF CONTENTS
Page Page
INTRODUCTION ....................... ... ... 2 SUMMARY OF CERTAIN PROVISIONS OF
FINANCINGPLAN.................. .. ... ... 4 THE 1968 RESOLUTION . ............ ... .. .. . . 37
Sources and Uses of Funds ............. .. .. 4 Definition of Certain Terms .. .. ........ .. .. 37
Refunding of Highway Revenue Bonds . . . . ... 4 SinkingFund ............ ... . . . .. . .. .. 41
THEI998BONDS ................ ... .. ... . .. 5 1968 Construction Fund ........ ... ... . .. 43
Description of the 1998 Bonds .............. 5 Defeasance ............... ... .. .. . .. .. .. 43
General ............. .. ... . ... .. . .. 5 Issuance of Additional Bonds ......... .. ... 44
Redemption Provisions ............ ... .. .. 5 Other Indebtedness ............... .. . . .. 45
Optional Redemption .. ......... .. .. . . .. 5 Investmentof Funds ...... ... .. ... ... ... 46
Mandatory Redemption .......... . ... . .. 6 Modifications .. .......... ... ... ... . ... 46
Notice of Redemption ............ .. .. .. 7 Miscellaneous Covenants ............ . .. .. 47
Selection of 1998 Bonds to SUMMARY OF CERTAIN PROVISIONS OF THE
be Redeemed ................ ... .. . . .. 7 PROPOSED SUPPLEMENTAL RESOLUTION . .. .. .. 48
Security for the Senior Transportation Modification with Consent of Holders
RevenueBonds .............. ... .. .. . .. 7 of Majority of Bonds . ............... .. .. . 48
Pledged Revenues ............ .. .. . . .. 7 Parity Liens to Providers of Credit
1998 Senior Bond Reserve Account . . . . .. 11 Facilities and Liquidity Facilities ........ ... 49
Prior Payment of Full Faith and Credit SUMMARY OF CERTAIN PROVISIONS OF
Obligations of the Commonwealth . ... ... 12 THE 1998 RESOLUTION .. ........... .. .. ... . 49
Additional Bonds . ............. .. ... .. ... 13 Definition of Certain Terms . ... . ...... . .. .. 49
Book-Entry Only System . ........... .. .. .. 14 SinkingFunds .......... ... . . . . . . . . 54
Payments and Transfers .. ........ ... .. .. . 16 1998 Construction Fund ....... ... ... .. . .. 58
Discontinuance of Book-Entry Only System ... 16 Defeasance . ........... ... .. ... . .. .. 58
Bond Insurance .......... ... ... . . . . .. 16 Issuance of Additional Bonds .......... .. .. 59
THE AUTHORITY ..................... ...~ 19 Other Indebtedness .............. .. .. .. .. 60
General Description . ............ ... .. .. .. 19 Investmentof Funds ............ ... .. . . .. 61
Organization ............... ... ... . . . . 19 Modifications . . ............ ... .. .. . . . .. 62
Management ............ ... ... . . . . . .. .. 20 Miscellaneous Covenants ......... .. . . . .. 63
Employee Relations .. ............ ... . ... 20 TAXEXEMPTION ...... .. ... ... .. ... ... 65
TRANSPORTATION SYSTEM REVENUES Capital Appreciation Bonds and
ANDEXPENDITURES ................. ... ... .. . 21 DiscountBonds ............... ... ... . . .. 66
Revenues .......... ... . ... . .. . . . . ... 21 PremiumBonds .............. .. . . . . . . .. 66
Sources of 1998 Resolution Revenues . . . . . 21 VERIFICATION OF MATHEMATICAL
Sources of 1968 Resolution Revenues . . . . . 23 COMPUTATIONS ................ .. ... ... ... .. 67
Historical Revenues - 1968 Resolution UNDERWRITING .................. .. ... .. 67
Revenues ..................... ... ... 25 LITIGATION ......... ... ... .. .. .. ... .. 67
Projected 1968 Resolution Revenues LEGALMATTERS ................ .. ... ... . 68
and 1998 Resolution Revenues . .. ... .. .. 27 LEGAL INVESTMENT ............. .. .. .. . 68
Operating Expenses and Capital GOVERNMENT DEVELOPMENT BANK . ... ... .. . 68
Expenditures ....... . .. .. ... . . . . . . . . . 28 RATINGS ....... ... . ... ... ... . ... .. 68
Operation and Maintenance - CONTINUING DISCLOSURE ........... ... ... 68
Highway Facilities .. ........... .. . . .. 28 MISCELLANEOUS ............... .. ... .. ... 70
Operation and Maintenance - Appendix I --  Commonwealth of Puerto Rico . . .. I-1
TrenUrbano................... ... ... 29 Appendix I --  Audited Financial Statements
Priorities Construction Program ... ... ... 30 of the Authority. June 30. 1997 ... |-
Teodoro Moscoso Bridge ................ . 34 Appendix 111 --  Letter of Traffic Engineers .. ... .. HI-1
DEBT ....... ... . . 35 Appendix IV -- Form of Opinion of Bond Counsel . V-1
Authority Debt . ............ .. .. .. .. . . 35 Appendix V-~ Specimen of the Ambac Bond
Principal and Interest Requirements ... ... ... 35 Insurance Policy ............ .. .. V-1
Appendix VI - Table of Accreted Values ... .. ... VI-1



[This page intentionally left blank]



$1,129,643,740
PUERTO RICO HIGHWAY AND TRANSPORTATION AUTHORITY

Transportation Revenue Bonds (Series A)

This Official Statement sets forth information in connection with the sale by Puerto Rico Highway and
Transportation Authority (the "Authority") of $1,129,643,740 aggregate principal amount of its Puerto Rico Highway
and Transportation Authority Transportation Revenue Bonds (Series A) (the "1998 Bonds"). The 1998 Bonds will be
issued pursuant to Act No. 74 of the Legislature of Puerto Rico, approved June 23, 1965, as amended (the "Authority
Act"), and Resolution No. 98-06, adopted by the Authority on February 26, 1998 (the "1998 Resolution") and
Resolution No. 98-07, adopted by the Authority on February 26, 1998 ("Resolution 98-07"). The Chase Manhattan
Bank has been appointed to act as fiscal agent under the 1998 Resolution (in such capacity, the "1998 Fiscal Agent").

The 1998 Bonds maturing on July 1 of the years 2015 through 2018 are being issued as capital appreciation
bonds (the "Capital Appreciation Bonds"). The 1998 Bonds due July 1, 2028 in the original principal amount of
$200,000,000 will be delivered as variable rate bonds (the "1998 Variable Rate Bonds"). The terms of the 1998 Variable
Rate Bonds will be set forth in a supplement to this Official Statement (the "1998 Variable Rate Bond Supplement")
which will be delivered to the initial purchasers of the 1998 Variable Rate Bonds. The principal of and interest on the
1998 Bonds maturing on July 1 of the years 2004 through 2028 (the "Insured Bonds") will be insured by a municipal
bond insurance policy (the "Ambac Bond Insurance Policy") issued to the 1998 Fiscal Agent by Ambac Assurance
Corporation ("Ambac Assurance"). The 1998 Bonds and any additional bonds issued under the 1998 Resolution, as
described below, are herein collectively referred to as the "Transportation Revenue Bonds". The 1998 Bonds are the
first Series of Transportation Revenue Bonds issued under the 1998 Resolution.

The Authority is issuing the 1998 Bonds to finance or refinance a portion of the costs of construction of a new
urban rail mass transit system for the San Juan metropolitan region, known as Tren Urbano, and certain highway system
improvements, to make a deposit to the 1998 Senior Bond Reserve Account hereinafter mentioned and to refund a
portion of the Authority's outstanding Puerto Rico Highway Authority Highway Revenue Bonds (Series G), Puerto Rico
Highway Authority Highway Revenue Bonds (Series Q) and Puerto Rico Highway and Transportation Authority
Highway Revenue Bonds (Series Y) (collectively, the "Refunded Bonds") issued under the 1968 Resolution (hereinafter
mentioned). See Financing Plan.

As described more fully below, the 1998 Resolution permits the Authority to issue bonds subordinated in right
of payment to the 1998 Bonds and any additional Transportation Revenue Bonds issued on a parity with the 1998 Bonds
(the "Subordinated Bonds") for the purpose of financing transportation projects eligible for federal assistance. The
Authority is contemplating issuing Subordinated Bonds under the 1998 Resolution to finance certain highway projects
eligible for federal financial assistance. See "Additional Bonds-Subordinated Bonds" under The 1998 Bonds. The 1998
Bonds and all Transportation Revenue Bonds senior to the Subordinated Bonds are hereinafter referred to as the "Senior
Transportation Revenue Bonds". All Senior Transportation Revenue Bonds will be secured equally and ratably under
the 1998 Resolution. All Subordinated Bonds will be secured equally and ratably under the 1998 Resolution (except
for differences in any debt service reserve requirements related thereto as permitted by the 1998 Resolution) and will
be payable from 1998 Resolution Revenues (as defined below) remaining after providing for the payment of debt service
on Senior Transportation Revenue Bonds and providing the required debt service reserve therefor.

The Authority has heretofore issued pursuant to Resolution No. 68-18, adopted by the Authority on June 13,
1968, as amended (the "1968 Resolution"), Puerto Rico Highway and Transportation Authority Highway Revenue
Bonds, of which $2,411,955,000 principal amount was outstanding as of December 31, 1997 (said bonds, and any
additional bonds that may be issued under the 1968 Resolution (subject to the limitations as to the issuance of such
additional bonds contained in the 1998 Resolution, as hereinafter described) are herein collectively called the "Highway
Revenue Bonds"). The Authority has determined to finance its future capital requirements, after applying other
available funds, through the issuance of Transportation Revenue Bonds under the terms and conditions of the 1998



Resolution and has covenanted in the 1998 Resolution not to issue additional bonds under the 1968 Resolution, other
than bonds whose maturity does not extend beyond July 1, 2036 and which are issued (i) to refund outstanding Highway
Revenue Bonds to achieve debt service savings, or (ii) in exchange for all outstanding Puerto Rico Highway and
Transportation Authority Special Facility Revenue Bonds issued under a separate trust agreement to finance the Teodoro
Moscoso Bridge, as described below. See »Additional Bonds-Highway Revenue Bonds" under The 1998 Bonds and
"Teodoro Moscoso Bridge" under Transportation System Revenues and Expenditures.

Capitalized terms used herein but not otherwise defined herein have the meanings assigned to them under
Summary of Certain Provisions of the 1968 Resolution and Summary of Certain Provisions of the 1998 Resolution.

INTRODUCTION

The Commonwealth of Puerto Rico (the "Commonwealth" or "Puerto Rico") established the Authority in 1965
as a public corporation and governmental instrumentality to design and oversee the construction, reconstruction and
improvement of Puerto Rico's highway system. Puerto Rico's highway system consists of 4,590 miles of roads,
highways, bridges and tunnels, including the Luis A. Ferré (PR-52), De Diego (PR-22) and PR-53 tollways (see the
Puerto Rico Strategic Network map). The Authority operates and maintains these tollways and related connecting roads.
The Department of Transportation and Public Works (the "Department"), through its Public Works Directorate, operates
and maintains all other portions of Puerto Rico's highway system. There are also approximately 9,970 miles of local
streets and adjacent roads in Puerto Rico operated and maintained at the municipal level which are not part of Puerto
Rico's highway system.

Since 1968, the Authority has carried out the planning, construction, improvement and equipping of all Puerto
Rico roads, highways, bridges and tunnels pursuant to its master plan for the long-range development of the highway
system, which plan is supplemented as necessary, and an ongoing five-year priorities construction program (the
“Priorities Construction Program"). During this time, the Authority has constructed highway system facilities with a
total cost of approximately $6,121 million. This amount includes approximately $2,267 million financed with internally
generated funds, $2,580 million financed through the issuance of Highway Revenue Bonds, $1,200 million paid with
federal highway assistance funds and $74 million paid with funds provided by the Legislature of Puerto Rico.

Legislation enacted in 1990 and 1991 expanded the Authority's power to enable it to contract for the private
design, construction, operation and maintenance of roads, highways, bridges and tunnels and to implement public policy
relating to the development of a multi-modal transportation system for Puerto Rico. In furtherance of these expanded
powers, in 1991 the Authority entered into a concession agreement with a private company for the design, construction,
operation and maintenance of a toll bridge facility known as the Teodoro Moscoso Bridge. The bridge opened to traffic
in February 1994. See "Teodoro Moscoso Bridge" under Transportation System Revenues and Expenditures.

In 1994, the Authority began planning and designing and in 1996 began constructing a new mass transit rail
project for the San Juan Metropolitan Region known as the Tren Urbano (see the Tren Urbano Alignment map).
Through the end of fiscal 1997, the Authority had invested $158 million in this project. The Tren Urbano is the largest
single project included in the Authority's current Priorities Construction Program. Its initial phase consists of
approximately 17 km. of trackway running from Bayamén to Santurce. This initial phase is expected to be fully
operational by the end of 2001, and its total construction cost is estimated to be $1.55 billion, approximately 30% of
which is expected to be funded by the federal government. The Authority has contracted with various private parties
for the construction of the project and has entered into a five-year contract for the operation and maintenance of the
system. See "Operating Expenses and Capital Expenditures-Priorities Construction Program-Tren Urbano" under
Transportation System Revenues and Expenditures.

The 1998 Bonds, together with any additional Transportation Revenue Bonds issued by the Authority, are
payable solely from, and are secured by a pledge of, the Authority's 1998 Resolution Revenues (as defined below),
including 1968 Resolution Revenues (as defined below) remaining after their application to pay debt service on the
Authority's outstanding Highway Revenue Bonds and providing a reserve therefor. Under certain circumstances relating

2
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to the termination of the Authority's private concession agreement for the Teodoro Moscoso Bridge, such remaining
1968 Resolution Revenues would be applied to the payment of debt service on the Authority's Special Facility Revenue
Bonds issued to finance the Teodoro Moscoso Bridge prior to the application of such revenues to the payment of debt
service on the Transportation Revenue Bonds. See the fifth paragraph in "Teodoro Moscoso Bridge" under
Transportation System Revenues and Expenditures. Any Subordinated Bonds issued by the Authority will be payable
from 1998 Resolution Revenues remaining after their application to pay debt service on the Senior Transportation
Revenue Bonds and providing a reserve therefor. See "Security for the Senior Transportation Revenue Bonds" under
The 1998 Bonds.

The 1998 Resolution Revenues consist of: (i) the total amount of excise taxes, up to $120 million per fiscal
year, imposed by Puerto Rico on certain petroleum products (as defined herein), (ii) the tolls and other charges imposed
by the Authority for the use of Toll Facilities (other than Existing Toll Facilities Revenues (as defined below) prior to
the repeal and cancellation of the 1968 Resolution), (iii) certain investment earnings, all as described more fully below,
and (iv) until the Highway Revenue Bonds are paid or defeased and the 1968 Resolution is repealed and canceled,
Excess 1968 Resolution Revenues (as defined below) and, after the repeal and cancellation of the 1968 Resolution, all
1968 Resolution Revenues. See "Security for the Senior Transportation Revenue Bonds-Pledged Revenues-1998
Resolution Revenues" under The 1998 Bonds.

The 1968 Resolution Revenues consist of: (i) all current gasoline taxes, a portion of the current gas oil and
diesel oil taxes and a portion of the current motor vehicle license fees allocated to the Authority by the Commonwealth,
(i) all toll revenues of the Traffic Facilities (as defined in the 1968 Resolution) financed with Highway Revenue Bonds
and any extensions, improvements or betterments thereto however financed (the "Existing Toll Facilities Revenues"),
and (iii) certain investment earnings, all as described more fully below. See "Security for the Senior Transportation
Revenue Bonds" under The 1998 Bonds.

All of the aforesaid taxes and license fees constituting revenues of the Authority pledged under the 1968
Resolution or the 1998 Resolution are subject to being applied first to the payment of general obligation debt of and debt
guaranteed by the Commonwealth, if and to the extent that all other Commonwealth revenues are not sufficient therefor.
See "Prior Payment of Full Faith and Credit Obligations of the Commonwealth" under The 1998 Bonds and "Debt" in
Appendix I. The Commonwealth has never applied the taxes or license fees allocated to the Authority to the payment
of such Commonwealth debt,

Neither the credit of the Commonwealth nor that of any of its political subdivisions, other than the
Authority, is pledged for the payment of the 1998 Bonds.

The financial condition of the Commonwealth and economic conditions in Puerto Rico, including gasoline and
oil prices and automobile usage, affect the level of revenues available to the Authority. In addition, Commonwealth
appropriations for the Department affect the level of maintenance for the portion of the Puerto Rico highway system
which is the responsibility of the Department. Certain information regarding the Commonwealth is set forth in
Appendix I hereto and the financial statements of the Commonwealth are incorporated herein by reference. See
Miscellaneous.

This Official Statement includes brief descriptions of the Authority, the Commonwealth and the Authority's
transportation system, revenues and expenditures and Priorities Construction Program, together with other information,
including summaries of the terms of the 1998 Bonds (except the 1998 Variable Rate Bonds), the 1998 Resolution, the
1968 Resolution, and the various statutes affecting the Authority. Such summaries and the references to all documents
referred to herein do not purport to be complete, and each summary and reference is qualified in its entirety by reference
to each such document, copies of which are available from the Authority. All references to the 1998 Bonds are qualified
in their entirety by reference to the definitive forms thereof and the information with respect thereto contained in the
1998 Resolution and Resolution 98-07.



FINANCING PLAN

The Authority is issuing the 1998 Bonds (i) to finance or refinance a portion of the costs of the Tren Urbano
and various highway projects included in the Authority's current Priorities Construction Program, including the payment
of approximately $280 million principal amount of notes (the "Outstanding Notes") held by Government Development
Bank for Puerto Rico ("Government Development Bank"), (ii) to make a deposit to the 1998 Senior Bond Reserve
Account, and (iii) to refund the Refunded Bonds. See "Operating Expenses and Capital Expenditures-Priorities
Construction Program" under Transportation System Revenues and Expenditures and "Security for the Senior
Transportation Revenue Bonds-1998 Senior Bond Reserve Account" under The 1998 Bonds.

Sources and Uses of Funds

Sources:
Principal Amount of 1998 Bonds . . ........c.iviiiiiennn $1,129,643,740.00
Accrued Interest .. ......cviiiiiia it 4,111,828.49
Deposit from 1968 Reserve Account . ..............coovnee 5.660,631.31
Total SOUICES .. vt v vt ieeieen i ia i ianaensan $1.139.416,199.80
Uses:
Deposit into 1998 ConstructionFund ........... .ot $ 663,000,000.00
Payment of Outstanding Notes . . . .........oouveiiieennn. 280,000,000.00
Net Original Issue Discount . ..........ooicveneininanes 23,538,887.45
Deposit to Escrow Fund for
Refunded Bonds ........oovierninnnrrerrecannnnssons 90,664,374.31
Deposit to 1998 Senior Bond Service Account . ............. 4,111,828.49
Deposit into 1998 Senior Bond Reserve Account ............ 64,834,252.50
Underwriting discount, municipal bond insurance
premium, and legal, printing and financing expenses ....... _13.266.857.05
Total USES . vovvvvvvinnenrennesnnenneanennenns $1.139.416,199.80

Refunding of Highway Revenue Bonds

From the proceeds of the 1998 Bonds, $85,003,743, together with other available moneys, will be deposited
into an Escrow Deposit Trust Fund (the "Escrow Fund") pursuant to the Escrow Deposit Letter, dated March 19, 1998
(the "Escrow Deposit Letter"), from the Authority to The Chase Manhattan Bank, Fiscal Agent under the 1968
Resolution (in such capacity, the "1968 Fiscal Agent"), in order to refund the Refunded Bonds on the dates and at the
redemption prices set forth below:

Amount

Refunded to be Interest Maturity Redemption Redemption

—Bonds Refunded  _Rate —Date —Date —Price
Highway Revenue Bonds
of 1973 (Series G) $37,600,000 5.50% July 1, 2003 April 23, 1998 100.00%
Highway Revenue Bonds
of 1990 (Series Q) 30,000,000 6.00 July 1, 2020 July 1, 2000 100.00
Highway Revenue Bonds
of 1996 (Series Y) 20,000,000 6.00 July 1, 2022 July 1, 2006 101.50



The refunding will permit the Authority to realize annual savings on its debt service requirements on
outstanding Highway Revenue Bonds under the 1968 Resolution. The moneys deposited in the Escrow Fund will be
invested in Government Obligations (as defined in the 1968 Resolution) maturing in amounts and bearing interest at
rates sufficient to pay, when due, without any reinvestment, the principal of and premium, if any, and interest on the
Refunded Bonds as described above. All amounts held in the Escrow Fund will be held in trust solely for the benefit
of the holders of the Refunded Bonds. Upon the deposit into the Escrow Fund, the Refunded Bonds will no longer be
deemed to be outstanding under the 1968 Resolution.

THE 1998 BONDS
Description of the 1998 Bonds
General

The 1998 Bonds (other than the 1998 Variable Rate Bonds) will be issued as registered bonds without coupons,
will be dated, will bear interest at the rates (or have such yields in the case of the Capital Appreciation Bonds), will be
payable at the times, and will mature on the dates and in the principal amounts (except with respect to the Capital
Appreciation Bonds) set forth on the inside cover of this Official Statement. Principal of and premium, if any, and
interest on the 1998 Bonds will be payable in the manner described below in "Book-Entry Only System" under The 1998
Bonds. The 1998 Bonds are subject to redemption as described below under "Redemption Provisions".

The Capital Appreciation Bonds will be payable at maturity in amounts (the "Accreted Values") equal to the
original principal amounts of such Bonds plus interest from their dated dates, compounded semi-annually. The Accreted
Values per $5,000 maturity amount of each Capital Appreciation Bond, on the date of delivery of the 1998 Bonds and
on each January 1 and July 1, commencing July 1, 1998, is shown in Appendix VI. The Accreted Value of the Capital
Appreciation Bonds on any other date is calculated on the assumption that such Accreted Value increases in equal daily
amounts up to the Accreted Value on the next January 1 or July 1, as appropriate. Interest on the Capital Appreciation
Bonds will be payable only at maturity.

The terms of the 1998 Variable Rate Bonds will be set forth in a supplement to this Official Statement which
will be delivered to the initial purchasers of the 1998 Variable Rate Bonds.

Redemption Provisions
Optional Redemption

The 1998 Bonds maturing on July 1, 2028 and issued in the original principal amount of $114,360,000 and
on July 1,2038 and issued in the original principal amount of $250,000,000 at the time outstanding may be redeemed
on or after July 1, 2008 at the option of the Authority from any available moneys (other than moneys deposited in the
1998 Senior Bond Sinking Fund in respect of an Amortization Requirement) on any date either in whole or, as the
Authority may direct, in part at the following prices (expressed as percentages of the principal amount) plus accrued
interest to the redemption date:

Period During Which Red ] Red ion Pri
July 1, 2008 through June 30,2009 ....... 101 %

July 1, 2009 through June 30,2010 ....... 100%

July 1, 2010 and thereafter .............. 100



The 1998 Bonds maturing on July 1, 2038 in the original principal amount of $253,685,000 at the time
outstanding may be redeemed on or after July 1, 2018 at the option of the Authority from any available moneys (other
than moneys deposited in the 1998 Senior Bond Sinking Fund in respect of an Amortization Requirement) on any date
either in whole or in part at a redemption price equal to the principal amount thereof plus accrued interest to the
redemption date, without premium.

Mandatory Redemption

The 1998 Bonds issued as term bonds are subject to redemption on each July 1 immediately after the fiscal year
for which there is an Amortization Requirement to the extent of the respective Amortization Requirements for said 1998
Bonds (less the amount of moneys in the 1998 Senior Bond Sinking Fund used to retire bonds by purchase) from
moneys in the 1998 Senior Bond Sinking Fund at par plus accrued interest in the years and amounts set forth below:

Amortization Requirements'" for
1998 Bonds due July 1,

2028 2038 2038
($114,360,000 ($250,000,000 ($253,685,000

Year term bond) term bond) term bond)
A1) $ 9,160,000
2020 ... 9,600,000
2021 ... 10,065,000
2022 ... 10,550,000
2023 ..., 11,065,000
2024 ... 11,600,000
2025 ...l 12,165,000
2026 ............. 12,755,000
2027 ...l 13,375,000
2028 ... 14,025,000*
2029 ...l $19,865,000 $20,415,000
2030 ..., 20,860,000 21,385,000
2031 ...l 21,905,000 22,400,000
2032 ... 23,005,000 23,460,000
2033 ... 24,155,000 24,570,000
2034 ..., - 25,370,000 25,730,000
2035 ...l 26,640,000 26,955,000
2036 ... ... 27,975,000 28,230,000
2037 ... 29,375,000 29,570,000
2038 ... 30,850,000* 30,970,000*
Average
life (years) 26.17 36.18 36.16
* Maturity.

)" The Amortization Requirements for the 1998 Variable Rate Bonds are set forth in the 1998
Variable Rate Bond Supplement.



Notice of Redemption

Notice of redemption of the 1998 Bonds shall be given not less than 30 days prior to the redemption date by
first-class mail, postage prepaid, to The Depository Trust Company ("DTC"), New York, New York (or if the book-entry
only system has been discontinued as described below, to the registered owners of the 1998 Bonds or portions thereof
to be redeemed at their addresses appearing upon the registration books, but failure to mail such notice to the registered
owner of any 1998 Bond or any defect in such notice will not affect the redemption of any other 1998 Bonds as to which
proper notice shall have been duly mailed). If notice of redemption shall have been duly mailed as aforesaid, and if on
the redemption date moneys or Government Obligations which will provide moneys sufficient for the redemption of
all 1998 Bonds or portions thereof to be redeemed, together with interest to the redemption date, shall be held by the
1998 Fiscal Agent for such payment, then interest on such 1998 Bonds or portions thereof shall cease to accrue.

Selection of 1998 Bonds to be Redeemed

If less than all of the 1998 Bonds of any one maturity shall be called for redemption, the particular 1998 Bonds
or portions thereof to be redeemed shall be selected by the 1998 Fiscal Agent in such manner as it in its discretion may
determine to be appropriate and fair. If during any fiscal year the total principal amount of term 1998 Bonds of a
particular maturity retired by purchase or redemption exceeds the Amortization Requirement for such term 1998 Bonds
for such year, the Amortization Requirements for such term 1998 Bonds shall be reduced for subsequent fiscal years
in amounts aggregating such excess as shall be determined by the Authority.

Security for the Senior Transportation Revenue Bonds
Pledged Revenues

The 1998 Bonds and any additional Senior Transportation Revenue Bonds issued under the 1998 Resolution
are payable solely from, and secured by a pledge of, the 1998 Resolution Revenues and all other moneys held for the
credit of the 1998 Senior Bond Sinking Fund, which includes the 1998 Senior Bond Service Account, the 1998 Senior
Bond Redemption Account and the 1998 Senior Bond Reserve Account. Under certain circumstances described below,
moneys in the 1998 Construction Fund or the 1998 Subordinated Bond Sinking Fund may be used to pay debt service
on the Senior Transportation Revenue Bonds, if moneys in the 1998 Senior Bond Service Account or the 1998 Senior
Bond Redemption Account are insufficient therefor, prior to applying moneys in the 1998 Senior Bond Reserve
Account.

1998 Resolution Revenues. The 1998 Resolution Revenues consist of: (i) all excise taxes on crude oil,
unfinished oil and derivative products ("petroleum products"), up to $120 million per fiscal year, imposed by Puerto
Rico and allocated to the Authority by Act No. 34 of the Legislature of Puerto Rico approved July 16, 1997, as amended
("Act No. 34"), which amended Subtitle B of Act No. 120 of the Legislature of Puerto Rico, approved October 31, 1994,
as amended (the "1994 Code"); (ii) the tolls and other charges imposed by the Authority for the use of Toll Facilities
(other than Existing Toll Facilities Revenues prior to the repeal and cancellation of the 1968 Resolution); (iii) the
proceeds of any other taxes, fees or charges which the Legislature of Puerto Rico allocates to the Authority in the future
and which the Authority pledges to the payment of Transportation Revenue Bonds; (iv) investment earnings on deposits
to the credit of funds and accounts established under the 1998 Resolution, except for the 1998 Construction F und; and
(v) prior to the repeal and cancellation of the 1968 Resolution, any unencumbered 1968 Resolution Revenues (as
described below) remaining on deposit in the 1968 Construction Fund after payment or provision for payment of debt
service and required reserves on the outstanding Highway Revenue Bonds (the "Excess 1968 Resolution Revenues")
and, after said repeal and cancellation, all 1968 Resolution Revenues. 1998 Resolution Revenues do not include excise
taxes on petroleum products which may be levied or collected from time to time other than the amount of such taxes
described in this paragraph unless allocated to the Authority and pledged by the Authority to the payment of
Transportation Revenue Bonds. The excise tax on petroleum products imposed by the 1994 Code and allocated to the
Authority by Act No. 34 is a different tax from the excise tax on gasoline and gas oil and diesel oil imposed by the 1994
Code and allocated to the Authority, as discussed below.



Under certain circumstances relating to the termination of the Authority's private concession agreement for the
Teodoro Moscoso Bridge, the Excess 1968 Resolution Revenues would be encumbered for the benefit of the holders
of the Authority's Special Facility Revenue Bonds issued to finance the Teodoro Moscoso Bridge and would be required
to be applied to the payment of debt service on such bonds prior to the application of such revenues to the payment of
debt service on the Transportation Revenue Bonds. See the fifth paragraph in "Teodoro Moscoso Bridge" under
Transportation System Revenues and Expenditures. Under the 1998 Resolution, the Authority has covenanted not to
encumber, withdraw or pledge any Excess 1968 Resolution Revenues deposited in the 1968 Construction Fund except
in the limited circumstance of the Authority's taking over operation of the Teodoro Moscoso Bridge.

1968 Resolution Revenues. The 1968 Resolution Revenues consist of: (i) the gross receipts of the current
$0.16 per gallon excise tax on gasoline and $0.04 of the current $0.08 per gallon excise tax on gas oil and diesel oil
imposed by Puerto Rico and allocated to the Authority (after any deductions for taxes on fuels used in sea and air
transportation that are required to be reimbursed under certain circumstances) by the 1994 Code (the remaining $0.04
per gallon excise tax has been allocated to the Metropolitan Bus Authority by Act No. 39 of July 19, 1997); (ii) the gross
receipts derived from the $15 per vehicle increase of annual motor vehicle license fees imposed by Puerto Rico and
allocated to the Authority by Act No. 9 of the Legislature of Puerto Rico, approved August 12, 1982 ("Act No. 9");
(iii) Existing Toll Facilities Revenues; and (iv) investment earnings on deposits to the credit of funds and accounts
established under the 1968 Resolution, except for the 1968 Construction Fund. 1968 Resolution Revenues do not include
gasoline taxes, gas oil and diesel oil taxes, and motor vehicle license fees which may be levied or collected from time
to time other than the amounts of the taxes and fees described in this paragraph unless allocated to the Authority and
pledged by the Authority to the payment of Highway Revenue Bonds or Transportation Revenue Bonds, as the case
may be.
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Commitment Not to Reduce Taxes and Fees. The Commonwealth has agreed and committed in the 1994 Code
that it will not reduce the gasoline tax below $0.16 per gallon, the tax on gas oil and diesel oil below $0.04 per gallon
or the tax on petroleum products below the tax rates in effect on July 16, 1997 (as described below), and that it will not
reduce the amount of any such taxes allocated to the Authority until all obligations of the Authority, including the
Highway Revenue Bonds and the Transportation Revenue Bonds, secured by the pledge thereof are fully paid. The
Commonwealth has also agreed and pledged in Act No. 9 that it will not reduce the motor vehicle license fees allocated
and pledged to the payment of obligations of the Authority, including the Highway Revenue Bonds and the
Transportation Revenue Bonds, so long as the proceeds of such increase in fees remain pledged to the payment of such
obligations.

Special Fund. Under the 1994 Code and Act No. 9, the proceeds of the taxes and license fee increase allocated
to the Authority are deposited by the Department of the Treasury in a special fund (the "Special Fund") in favor of the
Authority. In accordance with the Constitution of Puerto Rico, the proceeds of such taxes and license fee increase are
subject to being applied first to the payment of general obligation debt of and debt guaranteed by the Commonwealth,
if and to the extent that other Commonwealth revenues are insufficient therefor. The Commonwealth has never applied
the proceeds of such taxes or license fee increase allocated to the Authority to the payment of such debt nor has the
Commonwealth ever defaulted on the payment of principal of or interest on any of such debt. For information with
respect to Commonwealth debt and the economic and financial condition of the Commonwealth, see "Prior Payment
of Full Faith and Credit Obligations of the Commonwealth” below and "Debt" in Appendix I.

Flow of Funds. Moneys in the Special Fund are transferred by the Department of the Treasury to the Authority
at least monthly. Upon receipt of such moneys, the Authority makes the deposits described below. The chart on page 9
illustrates the flow of such moneys into the various funds and accounts established under the 1968 Resolution and the
1998 Resolution. The chart is provided only as a summary of the flow of funds under the 1968 Resolution and the 1998
Resolution, and does not purport to be complete. Reference is made to Summary of Certain Provisions of the 1968
Resolution and Summary of Certain Provisions of the 1998 Resolution, which should be read in conjunction herewith.

Upon receipt from the Department of the Treasury of any moneys in the Special Fund constituting 1998
Resolution Revenues, the Authority is required under the 1998 Resolution to deposit such moneys, together with any
other moneys constituting 1998 Resolution Revenues (other than investment earnings), into the 1998 Revenue Fund.
In addition, the Authority is required to deposit monthly into the 1998 Revenue Fund all unencumbered Excess 1968
Resolution Revenues. The Authority is required to withdraw monthly from the 1998 Revenue Fund and deposit into
the 1998 Senior Bond Service Account and the 1998 Senior Bond Redemption Account the respective equal monthly
amounts necessary to provide for the payment of principal of and interest and premium, if any, on the Senior
Transportation Revenue Bonds and the amount necessary for required deposits to the 1998 Senior Bond Reserve
Account. Any remaining 1998 Resolution Revenues (other than investment earnings) are then required to be deposited
monthly (in the respective equal monthly amounts) into the 1998 Subordinated Bond Service Account and the 1998
Subordinated Bond Redemption Account to provide for the payment of principal of and interest and premium, if any,
on the Subordinated Bonds and thereafter, into the 1998 Subordinated Bond Reserve Fund, as required. Any remaining
1998 Resolution Revenues are then deposited into the 1998 Construction Fund and are available to the Authority for
any of the authorized purposes of the Authority, but subject to the payment of certain operation and maintenance
expenses and repair, renewal and replacement costs, as required by the 1998 Resolution. See Summary of Certain
Provisions of the 1998 Resolution. Once all outstanding Highway Revenue Bonds are paid or defeased and the 1968
Resolution is repealed and canceled, all revenues of the Authority formerly constituting 1968 Resolution Revenues will
be deposited upon receipt by the Authority into the 1998 Revenue Fund for application as described above.

Upon receipt from the Department of the Treasury of any moneys in the Special Fund constituting 1968
Resolution Revenues, the Authority is required under the 1968 Resolution to deposit such moneys, together with all
Existing Toll Facilities Revenues, in equal monthly amounts into the 1968 Bond Service Account and the 1968
Redemption Account to provide for the payment of principal of and interest and premium, if any, on the Highway
Revenue Bonds and in the amounts necessary for the required deposits to the 1968 Reserve Account. Any remaining
1968 Resolution Revenues (other than investment earnings) are deposited into the 1968 Construction Fund to be applied
to authorized purposes of the Authority. See Summary of Certain Provisions of the 1968 Resolution. Pursuant to the
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1998 Resolution, all such Excess 1968 Resolution Revenues deposited in the 1968 Construction Fund, to the extent not
encumbered by the Authority, must be withdrawn monthly and transferred to the 1998 Revenue Fund for application
as described above. See Summary of Certain Provisions of the 1998 Resolution. Under certain circumstances relating
to the termination of the concession agreement for the Teodoro Moscoso Bridge, such Excess 1968 Resolution Revenues
would be encumbered for the benefit of the holders of the Authority's Special Facility Revenue Bonds issued to finance
the Teodoro Moscoso Bridge and would have to be applied by the Authority for the payment of debt service on such
bonds. See the fifth paragraph in "Teodoro Moscoso Bridge" under Transportation System Revenues and Expenditures.
Under the 1998 Resolution, the Authority has agreed not to encumber or withdraw or pledge any Excess 1968
Resolution Revenues deposited in the 1968 Construction Fund except in the limited circumstance of the Authority's
taking over operation of the Teodoro Moscoso Bridge.

Replenishment of Reserve Accounts. Under the 1994 Code, if moneys in the 1968 Reserve Account, 1998
Senior Bond Reserve Account or any accounts established in the 1998 Subordinated Bond Reserve Fund (collectively,
the "Reserve Accounts") are applied to cover a deficiency in the amounts necessary for payment of the principal of and
interest on the Highway Revenue Bonds, Senior Transportation Revenue Bonds or Subordinated Bonds, respectively,
the amounts used from any of the applicable Reserve Accounts to cover said deficiency shall be reimbursed to the
Authority from the first amounts received in the next fiscal year or subsequent years by the Commonwealth derived
from (i) any other taxes which may then be in effect on any other fuel or propellant which is used, among other
purposes, to propel highway vehicles, and (ii) any remaining portion of the gasoline tax and petroleum products tax then
in effect. The proceeds of said other taxes and the remainder of the gasoline tax and petroleum products tax to be used
to reimburse the applicable Reserve Accounts are not deposited in the General Fund of the Commonwealth when
collected, but are deposited instead in the Special Fund for the benefit of the Authority, and, subject to the provisions
of Section 8 of Article VI of the Constitution of Puerto Rico, used to reimburse said Reserve Accounts. In the 1998
Resolution, the Authority covenants to apply any such reimbursement received first to replenish the 1968 Reserve
Account, then to replenish the 1998 Senior Bond Reserve Account, and finally to replenish any accounts in the 1998
Subordinated Bond Reserve Fund.

The 1998 Bonds are not a debt of the Commonwealth or any of its political subdivisions (other than the
Authority), and neither the Commonwealth nor any such subdivision (other than the Authority) shall be liable
thereon.

Neither the 1968 Resolution nor the 1998 Resolution contains events of default or provides for the
acceleration of the maturities of the Highway Revenue Bonds or the Transportation Revenue Bonds.

1998 Senior Bond Reserve Account

Senior Bond Redemption Account, the 1998 Fiscal Agent shall cover such insufficiency by first withdrawing from the
1998 Construction Fund any unencumbered 1998 Resolution Revenues deposited therein and, to the extent such moneys
are insufficient to cover said deficiency, by withdrawing moneys on deposit in the 1998 Subordinated Bond Service

Account and 1998 Subordinated Bond Redemption Account.

The Authority covenants to accumulate and maintain in the 1998 Senior Bond Reserve Account an amount
equal to the lesser of the maximum annual Principal and Interest Requirements for any fiscal year on all outstanding
Senior Transportation Revenue Bonds and 10% of the original principal amount of each Series of Senior Transportation
Revenue Bonds outstanding (the "Reserve Requirement"). The Reserve Requirement will be $64,834,252.50 upon the
issuance of the 1998 Bonds, and such amount will be on deposit in the 1998 Senior Bond Reserve Account following
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the issuance of the 1998 Bonds. The 1998 Resolution permits any increase in the Reserve Requirement to be funded
over not more than five years and allows the Authority to use a letter of credit or insurance policy to fund the Reserve
Requirement. See Summary of Certain Provisions of the 1 998 Resolution below.

Excess moneys in the 1998 Senior Bond Reserve Account may be retained in such Reserve Account, may be
applied to the payment of outstanding notes issued by the Authority to finance temporarily any Transportation Facilities
or outstanding Senior Transportation Revenue Bonds to be refunded or may be transferred to the 1998 Senior Bond
Service Account, the 1998 Senior Bond Redemption Account, or the 1998 Construction Fund, as directed by the
Authority.

If the moneys in the 1998 Senior Bond Reserve Account are used to cover any deficiency in the 1998 Senior
Bond Service Account or the 1998 Senior Bond Redemption Account, the 1994 Code provides that the 1998 Senior
Bond Reserve Account shall be reimbursed, subject to the provisions of the Constitution of Puerto Rico relating to
payment of Commonwealth debt and to the prior reimbursement of the 1968 Reserve Account, as discussed above under
"Pledged Revenues-Replenishment of Reserve Accounts”, from the first proceeds received by the Commonwealth in
the next fiscal year or years derived from (i) any remaining portion of the gasoline tax and petroleum products tax then
in effect and (ii) any other taxes which may then be in effect on any other fuels or propellants which are used, among
other purposes, to propel highway vehicles.

Prior Payment of Full Faith and Credit Obligations of the Commonwealth

Provision for Prior Payment. The Constitution of Puerto Rico provides that public debt of the Commonwealth
constitutes a first lien on available Commonwealth taxes and revenues. Public debt includes bonds and notes of the
Commonwealth to which the full faith, credit and taxing power of the Commonwealth are pledged, and, according to
opinions heretofore rendered by the Secretary of Justice of the Commonwealth, any payments which are required to be
made by the Commonwealth under its guarantees of bonds and notes issued by its public corporations. The 1998 Bonds
do not constitute public debt.

The proceeds of the gasoline tax, the gas oil and diesel oil tax, the petroleum products tax and the motor vehicle
license fees allocated to the Authority by the 1994 Code and Act No. 9 are available Commonwealth taxes and revenues
under the Constitution. Accordingly, if needed, they are subject to being applied first to the payment of debt service on
the public debt of the Commonwealth but, under the 1994 Code and Act No. 9, such taxes and license fees are to be used
for such payments only if and to the extent that all other available revenues of the Commonwealth under the Constitution
are insufficient for such purpose. Tolls and other fees and charges collected by the Authority and investment earnings
are not available Commonwealth taxes and revenues.

The Commonwealth has never applied taxes or license fees allocated to the Authority to the payment of its
public debt nor has the Commonwealth ever defaulted on the payment of principal of or interest on any of its public
debt. See Debt in Appendix I.

Under the provisions of Act No. 39 of the Legislature of Puerto Rico, approved May 13, 1976, as amended
("Act No. 39"), the Secretary of the Treasury of Puerto Rico is obligated to fund annual debt service on general
obligation bonds and notes of the Commonwealth by monthly deposits into the Special Fund for the Amortization of
General Obligations Evidenced by Bonds and Promissory Notes (the "Commonwealth Redemption Fund"). On
January 31, 1998, the amount on deposit in the Commonwealth Redemption Fund was $126,386,365, as required.
Moneys in the Commonwealth Redemption Fund may also be applied to payment of other Commonwealth guaranteed
obligations outstanding prior to adoption of Act No. 39. Such moneys are not available to pay the 1998 Bonds.

Debt Limitation. Section 2 of Article VI of the Constitution of Puerto Rico provides that direct obligations of
the Commonwealth evidenced by full faith and credit bonds or notes shall not be issued if the amount of the principal
of and interest on such bonds and notes and on all such bonds and notes theretofore issued which is payable in any fiscal
year, together with any amount paid by the Commonwealth in the preceding fiscal year on account of bonds or notes
guaranteed by the Commonwealth, exceeds 15% of the average annual internal revenues of the Commonwealth for the
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two preceding fiscal years. The Constitution of Puerto Rico does not limit the amount of debt that the Commonwealth
may guarantee so long as the 15% limitation is not exceeded. Internal revenues (that is, revenues raised under the
provisions of Commonwealth legislation) consist principally of income taxes, excise taxes, property taxes, licenses and
miscellaneous non-tax revenues. 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 Department of the Treasury, and motor vehicle fuel taxes, petroleum products taxes and license fees, which are
allocated to the Authority as described above, are not included as internal revenues for the purpose of calculating the
debt limit, although they are available for the payment of debt service.

On December 21, 1995, Puerto Rico Aqueduct and Sewer Authority issued $400,340,000 Puerto Rico Aqueduct
and Sewer Authority Refunding Bonds, guaranteed by the Commonwealth (the “PRASA Guaranteed Bonds”). On
January 1, 1997, the Commonwealth began to make payments of debt service on the PRASA Guaranteed Bonds under
the full faith and credit guarantee of the Commonwealth. The amount paid by the Commonwealth is being taken into
account as an additional amount of debt service on the Commonwealth’s general obligation debt for purposes of
computing the above described 15% constitutional debt limitation.

Future maximum annual debt service for the Commonwealth's currently outstanding general obligation debt
will be $434,567,000 in the fiscal year ending June 30, 2000. See "Debt Service Requirements for Commonwealth
General Obligation Bonds" under Debt in Appendix I. Debt service for the PRASA Guaranteed Bonds paid during fiscal
1997 (including for this purpose debt service payments due July 1, 1997) was $20,794,919. The sum of those amounts
($455,362,000) is equal to 8.83% of $5,155,398,500, which is the average of the adjusted internal revenues for the prior
two fiscal years ended June 30, 1997.

Additional Bonds

Highway Revenue Bonds. The Authority has covenanted in the 1998 Resolution that it will not issue additional
Highway Revenue Bonds except bonds maturing no later than July 1, 2036, which are issued (i) to refund outstanding
Highway Revenue Bonds in order to achieve debt service savings or (ii) in exchange for the outstanding $116,752,769
Special Facility Revenue Bonds issued by the Authority under a separate trust agreement to finance the construction
of the Teodoro Moscoso Bridge, as required under the concession agreement relating to such Bridge. See the last
paragraph in "Teodoro Moscoso Bridge" under Transportation System Revenues and Expenditures. The issuance of
such Highway Revenue Bonds must meet the tests for the issuance of such bonds under the 1968 Resolution, which tests
are more fully described in "Issuance of Additional Bonds" under Summary of Certain Provisions of the 1968
Resolution.

Senior Transportation Revenue Bonds. The Authority may issue additional Senior Transportation Revenue
Bonds under the 1998 Resolution to provide funds for any lawful purpose of the Authority, including the payment of
all or any part of the cost of Transportation Facilities (including the payment of any outstanding notes of the Authority
issued for the purpose of paying all or a part of such cost); provided that the 1998 Resolution Revenues for any 12
consecutive months of the 15 months immediately preceding the issuance of such Senior Transportation Revenue Bonds
(adjusted to take into account for such entire 12 months moneys allocated to and pledged by the Authority to the
payment of the Transportation Revenue Bonds under legislation enacted or toll rate revisions made effective on or prior
to the date of delivery of such bonds and tolls from Toll Facilities to be financed from the proceeds of such bonds) are
not less than 150% of the maximum Principal and Interest Requirements for any fiscal year thereafter on account of all
outstanding Senior Transportation Revenue Bonds and the additional Senior Transportation Revenue Bonds then to be
issued and not less than 100% of the maximum Principal and Interest Requirements for any fiscal year thereafter on
account of all outstanding Transportation Revenue Bonds (including Subordinated Bonds) and the additional Senior
Transportation Revenue Bonds then to be issued.

The Authority may also issue additional Senjor Transportation Revenue Bonds to refund all or any part of the
outstanding Senior Transportation Revenue Bonds of any Series without satisfying such requirement, provided that the
Authority certifies that the maximum annual Principal and Interest Requirements on the Senior Transportation Revenue
Bonds to be outstanding after the issuance of such additional Senior Transportation Revenue Bonds will be equal to or
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less than the maximum annual Principal and Interest Requirements on the Senior Transportation Revenue Bonds
outstanding prior to the issuance of the additional Senior Transportation Revenue Bonds. See "Issuance of Additional
Bonds" under Summary of Certain Provisions of the 1998 Resolution.

Any additional Senior Transportation Revenue Bonds issued under the 1998 Resolution will be on a parity with
the outstanding Senior Transportation Revenue Bonds and will be entitled to the equal benefit, protection and security
of the provisions, covenants and agreements of the 1998 Resolution.

Subordinated Bonds. The Authority may issue Subordinated Bonds under the 1998 Resolution to pay all or
any part of the cost of any highway project or transit project eligible for financial assistance under federal legislation,
provided that the 1998 Resolution Revenues for any 12 consecutive months of the 15 months immediately preceding
the issuance of such Subordinated Bonds (adjusted to take into account for such entire 12 months moneys allocated to
and pledged by the Authority to the payment of the Transportation Revenue Bonds under legislation enacted or toll rate
changes made effective on or prior to delivery of such bonds and tolls from Toll Facilities to be financed from the
proceeds of such bonds) are not less than 125% of the maximum Principal and Interest Requirements for any fiscal year
thereafter on account of all outstanding Transportation Revenue Bonds and the Subordinated Bonds then to be issued.

The Authority may also issue Subordinated Bonds to refund all or any part of the outstanding Subordinated
Bonds of any Series without satisfying such requirement, provided that the Authority certifies that the maximum
Principal and Interest Requirements on the Subordinated Bonds to be outstanding after the issuance of such additional
Subordinated Bonds will be equal to or less than the maximum annual Principal and Interest Requirements on the
Subordinated Bonds outstanding prior to the issuance of the additional Subordinated Bonds. See "Issuance of Additional
Bonds" under Summary of Certain Provisions of the 1998 Resolution.

In December 1997, the Authority entered into a Cooperative Agreement with the Federal Highway
Administration ("FHWA"), the Federal Transit Administration ("FTA") and the Department that provides for the
establishment of a State Infrastructure Bank ("SIB") under the provisions of Section 350 of the National Highway
System Designation Act of 1995, which bank is expected to be capitalized 80% by federal capitalization grants and 20%
by matching Authority funds. The SIB can be used to provide various forms of financial assistance, other than grants,
to the Authority to finance eligible highway and transit projects.

The Authority expects to issue in the spring of 1998 Subordinated Bonds (the "1998 SIB Bonds") under the
1998 Resolution in a principal amount expected not to exceed $45 million. The reserve account in the Subordinated
Bond Reserve Fund to be established as part of the security for the 1998 SIB Bonds will be entitled to the benefits of
an agreement with the SIB under which agreement the 1998 Fiscal Agent will be authorized and directed to request
funds from the depository institution holding the SIB moneys (currently expected to be Government Development
Bank), up to the full amount on deposit in the SIB, in the event it is necessary to apply moneys in such account in the
Subordinated Bond Reserve Fund to pay debt service on the 1998 SIB Bonds. The Authority's obligation to repay any
amounts drawn under the agreement with the SIB also will be secured by a lien on 1998 Resolution Revenues
subordinate to the lien securing the Senior Transportation Revenue Bonds. See "Sinking Fund" under Summary of
Certain Provisions of the 1998 Resolution. The proceeds of the 1998 SIB Bonds will be used to finance eligible

highway projects.
Book-Entry Only System

The following information concerning DTC and DTC's book-entry system has been obtained from DTC and
neither the Authority nor the Underwriters take any responsibility for the accuracy thereof.

DTC will act as securities depository for the 1998 Bonds. The 1998 Bonds will be issued as fully registered
bonds in the name of Cede & Co. (DTC's partnership nominee). One fully registered 1998 Bond will be issued for each
maturity of each series of the 1998 Bonds in the aggregate principal amount of such maturity and will be deposited
with DTC.
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DTC is a limited-purpose trust company organized under the New York Banking Law, a "banking
organization" within the meaning of the New York Banking Law, a member of the Federal Reserve System, a "clearing
corporation” within the meaning of the New York Uniform Commercial Code, and a "clearing agency" registered
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds securities that its
participants (the "Participants") deposit with DTC. DTC also facilitates the settlement among Participants of securities
transactions, such as transfers and pledges, in deposited securities through electronic computerized book-entry changes
in Participants' accounts, thereby eliminating the need for physical movement of securities certificates. Direct
Participants include securities brokers and dealers, banks, trust companies, clearing corporations, and certain other
organizations (the "Direct Participants"). DTC is owned by a number of its Direct Participants and by the New York
Stock Exchange, Inc., the American Stock Exchange, Inc. and the National Association of Securities Dealers, Inc.
Access to the DTC system is also available to others such as securities brokers and dealers, banks and trust companies
that clear through or maintain a custodial relationship with a DTC Participant, either directly or indirectly (the "Indirect
Participants”). The Rules applicable to DTC and its Participants are on file with the Securities and Exchange
Commission.

Purchases of the 1998 Bonds under the DTC system must be made by or through Direct Participants, which
will receive a credit for the 1998 Bonds on DTC's records. The ownership interest of each actual purchaser of a 1998
Bond (under this caption, a "Beneficial Owner") will in turn be recorded in the Direct or Indirect Participants' records.
Beneficial Owners will not receive written confirmations from DTC of their purchases, but Beneficial Owners are
expected to receive written confirmation providing details of the transaction, as well as periodic statements of their
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction.
Transfers of ownership interests in the 1998 Bonds will be accomplished by entries made on the books of Participants
acting on behalf of the Beneficial Owners. Beneficial Owners will not receive definitive 1998 Bonds except in the event
that use of the book-entry system for the 1998 Bonds is discontinued.

To facilitate subsequent transfers, all 1998 Bonds deposited by Participants with DTC are registered in the
name of DTC's partnership nominee, Cede & Co. The deposit of 1998 Bonds with DTC and their registration in the
name of Cede & Co. effect no change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners
of the 1998 Bonds; DTC's records reflect only the identity of the Direct Participants to whose accounts such 1998 Bonds
are credited, which may not be the Beneficial Owners. The Participants will remain responsible for keeping account
of their holdings on behalf of their customers.

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

Redemption notices will be sent to Cede & Co. If less than all of the 1998 Bonds within a maturity are being
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct Participant in the 1998 Bonds
to be redeemed.

Neither DTC nor Cede & Co. will consent or vote with respect to the 1998 Bonds. Under its usual procedures,
DTC mails an Omnibus Proxy to the Authority as soon as possible after the record date. The Omnibus Proxy assigns
Cede & Co.'s consenting or voting rights to those Direct Participants to whose accounts the 1998 Bonds are credited
on the record date (identified in a listing attached to the Omnibus Proxy).

Principal, redemption premium, if any, and interest payments on the 1998 Bonds will be made to DTC. DTC's
practice is to credit Direct Participants' accounts on the payable date in accordance with their respective holdings shown
on DTC's records unless DTC has reason to believe that it will not receive payment on the payable date. Payments by
Participants to Beneficial Owners will be governed by standing instructions and customary practices, as is the case with
securities held for the accounts of customers in bearer form or registered in "street name", and will be the responsibility
of such Participant and not of DTC, the Authority, or the 1998 Fiscal Agent, subject to any statutory or regulatory
requirc.:.cnts as may be in effect from time to time. Payment of principal, redemption premium, if any, and interest to
DTC is the responsibility of the Authority or the 1998 Fiscal Agent, disbursement of such payments to Direct
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Participants shall be the responsibility of DTC, and disbursement of such payments to the Beneficial Owners shall be
the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the 1998 Bonds at any time
by giving reasonable notice to the Authority or the 1998 Fiscal Agent. Under such circumstances, in the event that a
successor securities depository is not obtained, definitive 1998 Bonds are required to be printed and delivered.

The Authority may decide to discontinue use of the system of book-entry transfers through DTC (or a successor
securities depository). In that event, definitive 1998 Bonds will also be printed and delivered.

Payments and Transfers

No assurance can be given by the Authority that DTC will make prompt transfer of payments to the Participants
or that Participants will make prompt transfer of payments to Indirect Participants or to Beneficial Owners. The
Authority is not responsible or liable for payment by DTC or Participants or for sending transaction statements or for
maintaining, supervising or reviewing records maintained by DTC or Participants.

The Authority and the 1998 Fiscal Agent will have no responsibility or obligation to such DTC Participants,
Indirect Participants, or the persons for whom they act as nominees with respect to the payments to or the providing
of notice for the DTC Participants, the Indirect Participants, or the Beneficial Owners. Payments made to DTC or its
nominee shall satisfy the obligations of the Authority to the extent of such payments.

For every transfer of the 1998 Bonds, the Beneficial Owner may be charged a sum sufficient to cover any tax
or other governmental charge that may be imposed in relation thereto.

Discontinuance of Book-Entry Only System

In the event that such book-entry only system is discontinued for the 1998 Bonds, the following provisions will
apply to the 1998 Bonds: principal of the 1998 Bonds and redemption premium, if any, thereon will be payable in lawful
money of the United States of America at the principal corporate trust office of the 1998 Fiscal Agent in New York,
New York. Interest on the 1998 Bonds (except for the interest on the Capital Appreciation Bonds, which interest is
payable at maturity of such Bonds and interest on the 1998 Variable Rate Bonds which is payable as described in the
1998 Variable Bond Supplement) will be payable on each January 1 and July 1, by check mailed to the respective
addresses of the registered owners thereof as shown on the registration books of the Authority maintained by the Fiscal
Agent as of the close of business on the record date therefor as set forth in the 1998 Resolution. The 1998 Bonds will
be issued only as registered bonds without coupons in authorized denominations. The transfer of the 1998 Bonds will
be registrable and the 1998 Bonds may be exchanged at the principal corporate trust office of the 1998 Fiscal Agent in
New York, New York upon the payment of any taxes or other governmental charges required to be paid with respect
to such transfer or exchange.

Bond Insurance

The following information has been furnished by Ambac Assurance for use in this Official Statement.
Reference is made to Appendix V to this Official Statement for a specimen of the Ambac Bond Insurance Policy.

Payment Pursuant to the Ambac Bond Insurance Policy. Ambac Assurance has made a commitment to issue
the Ambac Bond Insurance Policy relating to the Insured Bonds effective as of the date of issuance of the 1998 Bonds.
Under the terms of the Ambac Bond Insurance Policy, Ambac Assurance will pay to the United States Trust Company
of New York, in New York, New York, or any successor thereto (the "Insurance Trustee"), that portion of the principal
of and interest on the corresponding Insured Bonds which shall become Due for Payment but shall be unpaid by reason
of Nonpayment by the Issuer (as such terms are defined in the Ambac Bond Insurance Policy). Ambac Assurance will
make such payments to the Insurance Trustee on the later of the date on which such principal and interest becomes Due
for Payment or within one business day following the date on which Ambac Assurance shall have received notice of
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Nonpayment from the 1998 Fiscal Agent. The insurance will extend for the respective terms of the Insured Bonds and,
once issued, cannot be canceled by Ambac Assurance.

The Ambac Bond Insurance Policy will insure payment only on stated maturity dates and on mandatory sinking
fund installment dates, in the case of principal, and on stated dates for payment, in the case of interest. If the Insured
Bonds become subject to redemption (other than a mandatory sinking fund redemption) and insufficient funds are
available for redemption of all outstanding Insured Bonds, Ambac Assurance will remain obligated to pay principal of
and interest on outstanding Insured Bonds on the originally scheduled interest and principal payment dates, including
mandatory sinking fund redemption dates.

In the event the 1998 Fiscal Agent has notice that any payment of principal of or interest on an Insured Bond
which has become Due for Payment and which is made to a bondholder by or on behalf of the Authority has been
deemed a preferential transfer and theretofore recovered from its registered owner pursuant to the United States
Bankruptcy Code in accordance with a final, nonappealable order of a court of competent jurisdiction, such registered
owner will be entitled to payment from Ambac Assurance to the extent of such recovery if sufficient funds are not
otherwise available.

The Ambac Bond Insurance Policy does not insure any risk other than Nonpayment, as defined in the Policy.
Specifically, the Ambac Bond Insurance Policy does not cover:

1. payment on acceleration, as a result of a call for redemption (other than mandatory sinking fund
redemption) or as a result of any other advancement of maturity;

2.  payment of any redemption or prepayment premium; and
3.  nonpayment of principal or interest caused by the insolvency or negligence of the 1998 Fiscal Agent.

If it becomes necessary to call upon the Ambac Bond Insurance Policy, payment of principal requires surrender
of Insured Bonds to the Insurance Trustee together with an appropriate instrument of assignment so as to permit
ownership of such Bonds to be registered in the name of Ambac Assurance to the extent of the payment under the
Ambac Bond Insurance Policy. Payment of interest pursuant to the Ambac Bond Insurance Policy requires proof of
bondholder entitlement to interest payments and an appropriate assignment of the bondholder’s right to payment to
Ambac Assurance.

Upon payment of the insurance benefits, Ambac Assurance will become the owner of the Insured Bond, or right
to payment of principal of or interest on such Bond and will be fully subrogated to the surrendering bondholder’s rights
to payment.

The Ambac Bond Insurance Policy does not insure against loss relating to payments of the purchase price of
Insured Bonds upon tender by a registered owner thereof or any preferential transfer relating to payments of the
purchase price of Insured Bonds upon tender by a registered owner thereof.

Ambac Assurance Corporation. Ambac Assurance is a Wisconsin-domiciled stock insurance corporation
regulated by the Office of the Commissioner of Insurance of the State of Wisconsin and licensed to do business in 50
states, the District of Columbia, the Territory of Guam and the Commonwealth of Puerto Rico, with admitted assets of
approximately $2,813,000,000 (unaudited) and statutory capital of approximately $1,605,000,000 (unaudited) as of
September 30, 1997. Statutory capital consists of Ambac Assurance’s policyholders’ surplus and statutory contingency
reserve. Standard & Poor’s Ratings Services, a division of The McGraw-Hill Companies, Inc., Moody’s Investors
Service and Fitch IBCA, Inc. have each assigned a triple-A claims-paying ability rating to Ambac Assurance.

Ambac Assurance has obtained a ruling from the Internal Revenue Service to the effect that the insuring of an

obligation by Ambac Assurance will not affect the treatment for federal income tax purposes of interest on such
obligation and that insurance proceeds representing maturing interest paid by Ambac Assurance under policy provisions
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substantially identical to those contained in its municipal bond insurance policy shall be treated for federal income tax
purposes in the same manner as if such payments were made by the issuer of such obligation.

Ambac Assurance makes no representation regarding the 1998 Bonds (including the Insured Bonds) or the
advisability of investing in the 1998 Bonds (including the Insured Bonds) and makes no representation regarding, nor
has it participated in the preparation of, this Official Statement other than the information supplied by Ambac Assurance
and presented under the heading Bond Insurance.

Available Information. The parent company of Ambac Assurance, Ambac Financial Group, Inc. (the
“Company”), is subject to the informational requirements of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”), and in accordance therewith files reports, proxy statements and other information with the Securities
and Exchange Commission (the “Commission”). Such reports, proxy statements and other information may be
inspected and copied at the public reference facilities maintained by the Commission at 450 Fifth Street, N.W.,
Washington, D.C. 20549 and at the Commission’s regional offices at 7 World Trade Center, New York, New York
10048 and Northwestern Atrium Center, 500 West Madison Street, Suite 1400, Chicago, Illinois 60661. Copies of such
material can be obtained from the public reference section of the Commission at 450 Fifth Street, N.W., Washington,
D.C. 20549 at prescribed rates. In addition, the aforementioned material may also be inspected at the offices of the New
York Stock Exchange, Inc. (the “NYSE”) at 20 Broad Street, New York, New York 10005. The Company’s Common
Stock is listed on the NYSE.

Copies of Ambac Assurance’s financial statements prepared in accordance with statutory accounting standards
are available from Ambac Assurance. The address of Ambac Assurance’s administrative offices and its telephone
number are One State Street Plaza, 17th Floor, New York, New York 10004, and (212) 668-0340.

Incorporation of Certain Documents by Reference. The following documents filed by the Company with the
Commission (File No. 1-10777) are incorporated by reference in this Official Statement:

1. The Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 1996 and filed
on March 31, 1997;

2. The Company’s Current Report on Form 8-K dated March 12, 1997 and filed on March 12, 1997;

3. The Company’s Quarterly Report on Form 10-Q for the fiscal quarterly period ended March 31, 1997

and filed on May 15, 1997;

4, The Company's Quarterly Report on Form 10-Q for the fiscal quarterly period ended June 30, 1997
and filed on August 14, 1997, and

5. The Company's Quarterly Report on Form 10-Q for the fiscal quarterly period ended September 30,
1997 and filed on November 14, 1997.

All documents subsequently filed by the Company pursuant to the requirements of the Exchange Act after the
date of this Official Statement will be available for inspection in the same manner as described above in “Available
Information.”

Concerning the Ambac Bond Insurance Policy. As provided in the Resolution 98-07, the consent of Ambac
Assurance shall be required instead of the consent of the owners of the Insured Bonds, when required, to the adoption
of any agreement supplemental to Resolution 98-07, for the removal of the 1998 Fiscal Agent and the appointment of
a successor or for approving any other action which requires such consent of the owners of the Insured Bonds.
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THE AUTHORITY

General Description

The Authority was created in 1965 to assume responsibility for the construction of roads and highways and
related transportation facilities in Puerto Rico. The Authority is a separate entity from the Department for purposes of
financing and constructing Puerto Rico's transportation system, but since 1971, the Secretary of Transportation and
Public Works (the "Secretary"), appointed by the Governor, has overseen the management of the Authority and exercises
the powers of the Governing Board of the Authority.

The Authority has adopted a long-range master plan for development of the transportation infrastructure
necessary to foster and sustain Puerto Rico's economic growth and a five-year Priorities Construction Program to
implement that plan. As required by the 1968 Resolution and the 1998 Resolution, the Authority supplements the master
plan as necessary and annually updates the five-year Priorities Construction Program. See "Operating Expenses and
Capital Expenditures-Priorities Construction Program" under Transportation System Revenues and Expenditures.

The Authority Act gives the Authority broad powers to carry out its responsibilities in accordance with the
Department's overall transportation policies. These powers include, among other things, the complete control and
supervision of any highway and other transportation facilities owned, operated or constructed by it; the ability to set tolls
and other charges for the use of the highway and other transportation facilities; and the power to issue bonds, notes or
other obligations. The Authority plans and manages the construction of all major projects relating to Puerto Rico's
transportation system, undertakes major repairs and maintains the tollways. The Department maintains Puerto Rico's
highway system, other than the tollways, and undertakes construction of smaller projects. The Authority will also be
responsible for the maintenance and operation of the Tren Urbano and, in connection therewith, has entered into a five-
year agreement with a private company for such operation and maintenance. See "Operating Expenses and Capital
Expenditures-Operation and Maintenance-Tren Urbano" under Transportation System Revenues and Expenditures.

As of December 31, 1996, Puerto Rico had 4,590 miles of highway system and 9,967 miles of local streets and
adjacent roads. The highway system comprises 691 miles of primary system highways, which are the more important
inter-regional traffic routes and include the Luis A. Ferré (PR-52), the De Diego (PR-22) and PR-53 tollways, 1,319
miles of secondary system highways serving the needs of intra-regional traffic and 2,580 miles of tertiary highways and
public housing development roads serving local, intra-regional traffic.

In August 1990, the Authority Act was amended to empower the Authority to enter into concession agreements,
subject to approval by a government board of adjudications, with private parties for the design, construction, operation
and maintenance of highway projects. Such projects, to be owned by the Authority and the Commonwealth, could be
financed by such private parties by the imposition of tolls or otherwise. To date, the only highway facility subject to
a private concession agreement is the Teodoro Moscoso Bridge, which spans the San José Lagoon from San Juan to
Carolina. See "Teodoro Moscoso Bridge" under Transportation System Revenues and Expenditures.

In March 1991, the Authority Act was further amended to authorize the Authority to work with and implement
policies established by the Secretary for the purpose of developing a multi-modal transportation system for the
Commonwealth to alleviate traffic congestion. In line with this expanded power, the Authority has undertaken the
planning, design, construction and operation of the Tren Urbano. See "Operating Expenses and Capital Expenditures-
Priorities Construction Program-Tren Urbano" under Transportation System Revenues and Expenditures.

Organization
To carry out its responsibilities to develop Puerto Rico's transportation system, the Authority is organized into
the Executive Director's Office, which provides overall management of the Authority, to whom report four Assistant

Executive Directors. The Assistant Executive Director for Infrastructure oversees the Planning Area, which is
responsible for the development of the Priorities Construction Program as well as long-range planning; the Design Area,
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which is responsible for designing and supervising the design by consultants of Authority projects; the Property
Acquisition Area, which acquires necessary easements and rights-of-way for Authority projects; and the Construction
Area, which supervises and inspects the construction work performed by the Authority's contractors. The Assistant
Executive Director for Traffic Engineering is responsible for certain projects specifically designed to alleviate urban
congestion. The Assistant Executive Director for Administration and Finance oversees the Finance Area, which is
responsible for the financial affairs of the Authority, including budgetary services; the Human Resources Area, which
provides personnel services; the Administration Area, which provides administrative support to the Authority; and the
Information Technologies Area, which oversees computer operations. The Assistant Executive Director for Operations
oversees all aspects of the operation, maintenance, and repair of the Luis A. Ferré, De Diego and PR-53 tollways. Most
construction, renovation and improvement of highway facilities is performed by private contractors selected through
a public bidding process mandated by the Authority Act. The Authority plans, inspects and supervises such work.

The Authority's Tren Urbano office manages the Tren Urbano project and reports to the Secretary and the
Executive Director. See "Operating Expenses and Capital Expenditures-Tren Urbano" under Transportation System
Revenues and Expenditures.

Management

The Secretary of Transportation and Public Works, who has ultimate managerial power over the Authority,
is Dr. Carlos 1. Pesquera. Dr. Pesquera was appointed Secretary by the Governor of Puerto Rico in January 1993. Prior
to his appointment as Secretary, Dr. Pesquera, who received a B.S. degree in civil engineering from the University of
Puerto Rico and a masters degree and a Ph.D. degree in structural engineering from Cornell University, was the Director
of the Center for Research in Infrastructure at the University of Puerto Rico.

The Executive Director of the Authority, who oversees the Authority's operations, is Dr. Sergio L. Gonzilez,
who received a B.S. degree in civil engineering from the University of Puerto Rico, a masters degree in Transportation
from the Massachusetts Institute of Technology ("M.LT.") and a Ph.D. degree in Civil Engineering Systems, also from
M.LT. Dr. Gonzalez was appointed Executive Director by the Secretary in 1993. Prior to joining the Authority,
Dr. Gonzalez was Associate Professor and Director of the Traffic Engineering Laboratory of the Civil Engineering
Department at the University of Puerto Rico.

The Authority retains the firm of Roy Jorgensen Associates, Inc. as independent Traffic Engineers to carry out
certain responsibilities under the 1968 Resolution. These include an annual evaluation of the Authority's master plan
and Priorities Construction Program for capital improvements and the maintenance activities of the Department and the
Authority with respect to Puerto Rico's highway system. The Authority employs Emst & Young LLP as independent
accountants responsible for auditing the Authority's books and accounts.

The administrative offices of the Authority are in the Minillas Government Center, De Diego Avenue, Stop 22,
San Juan, Puerto Rico. The mailing address is P.O. Box 42007, San Juan, Puerto Rico 00940-2007. The telephone
number is (787) 721-8787.

Employee Relations

As of December 31, 1997, the Authority employed 3,114 persons, of whom 460 were professionals, 653 were
office workers and 2,001 were field supervisors and laborers. Of the total employees, 2,049 were regular employees and
1,065 were temporary employees. The Authority believes that relations with its employees are good.

In 1987, the Puerto Rico Supreme Court classified the Authority as a "private employer” for purposes of the
Puerto Rico labor law provisions, permitting the Authority's employees to engage in collective bargaining. An
independent union, representing approximately 1,185 of the Authority's 2,049 regular employees, has been certified for
collective bargaining purposes. The current collective bargaining agreement expires on June 30, 1999.
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TRANSPORTATION SYSTEM REVENUES AND EXPENDITURES
Revenues

Various factors affect the level of 1968 Resolution Revenues and 1998 Resolution Revenues available to the
Authority, including, in particular, economic conditions, the supply and cost of crude oil and gasoline and other oil-
derived fuels. These factors have an impact on motor vehicle usage and fuel consumption and are discussed further
below. In addition, decisions by the Authority as to the types and level of charges it may impose for the use of its
Transportation Facilities will affect the amount of moneys available to the Authority for its authorized purposes.

Sources of 1998 Resolution Revenues

Petroleum Products Tax. On July 16, 1997, the 1994 Code was amended by Act No. 34 to allocate to the
Authority, beginning on July 16, 1997, the total amount of excise taxes, up to $120 million per fiscal year, imposed by

is imposed on any petroleum product introduced, consumed, sold or transferred in Puerto Rico. The petroleum products
tax rate varies on a monthly basis according to an index price of crude oil determined by the Department of the Treasury
(based on the market price of crude oil quoted in certain markets specified in the 1994 Code), as follows:

Index Price of Crude Oil Rate of Tax
(per barrel) (S per barrel)
$0.01 to $16.00 $6.00
$16.01 to $24.00 5.00
$24.01 to $28.00 4.00
$28.01 and higher 3.00

The following table presents the number of barrels of crude oil on which the petroleum products tax was
imposed, the average annual tax rate (per barrel) and the total taxes collected by the Department of the Treasury in each
fiscal year since fiscal 1987 (the first full fiscal year in which the tax was collected).
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COLLECTIONS OF PETROLEUM PRODUCTS TAX

Number of Average Annual Total
Fiscal Year Ended Barrels Taxed Tax Rate’ Tax Collected
June 30, (million) (8 per barrel) (S million)
1987 23.67 $4.91 $119.90
1988 22.13 4.41 98.54
1989 25.11 5.00 128.23
1990 22.74 491 112.79
1991 26.80 4.16 112.17
1992 24.07 5.00 120.37
1993 26.09 5.00 130.47
1994 28.27 541 152.91
1995 28.02 5.00 139.59
1996 31.55 5.00 157.74
1997 32.29 491 158.74

The average annual tax rate is the arithmetic average of the monthly tax rate determined by the Department of
the Treasury during such fiscal year. The total tax collected is the actual amount of tax collected during the fiscal
year. Due to the monthly fluctuations in the tax rate, the total tax collected is different from the result produced
from multiplying the number of barrels taxed by the average annual tax rate.

Source: Department of the Treasury.

The 1994 Code authorizes the Authority to pledge the entire amount of petroleum products tax allocated to the
Authority (not to exceed $120 million in any fiscal year) to the payment of the principal of and interest on bonds and
other obligations of the Authority or for any other lawful purpose of the Authority. The Authority has pledged the
petroleum products tax receipts to the holders of the Transportation Revenue Bonds (including the 1998 Bonds), but
such pledge is subject to the Constitution of Puerto Rico, which permits the Commonwealth to apply such tax receipts
to the payment of certain Commonwealth debts to the extent other Commonwealth moneys are insufficient therefor.
See "Security for the Senior Transportation Revenue Bonds-Prior Payment of Full Faith and Credit Obligations of the
Commonwealth" under The 1998 Bonds. The Commonwealth has agreed and committed in the 1994 Code not to
eliminate or reduce the rates of excise tax on petroleum products in effect on July 16, 1997 (set forth above) and the
amount of such taxes allocated to the Authority until all obligations of the Authority secured by the pledge thereof
(including the 1998 Bonds), together with the interest thereon, are fully paid. Any petroleum product tax collected in
excess of $120 million per fiscal year is not required to be allocated to the Authority and is not pledged by the Authority
to the holders of Transportation Revenue Bonds.

Petroleum products taxes are collected by the Department of the Treasury. All taxes collected, up to $11
million per month, are deposited in the Special Fund and transferred on a monthly basis to the Authority during the first
eleven months of the fiscal year, subject to the $120 million ceiling. If the total amount of the taxes collected by the
Department of the Treasury and transferred to the Authority in any month is Jess than $11 million, such deficiency must
be made up by the Department of the Treasury with the amount of such taxes in excess of $11 million which were
collected in any prior month or which may be collected in any subsequent month of the same fiscal year.

Tolls and Other Charges. The Authority is authorized to impose tolls and other charges on its Transportation
Facilities. All tolls collected on PR-66, the new tollway being financed with a portion of the proceeds of the 1998
Bonds, will be pledged to the payment of Transportation Revenue Bonds. See, "Operating Expenses and Capital
Expenditures-Priorities Construction Program-Highway Construction,” below. Until the 1968 Resolution is repealed
and canceled, all Existing Toll Facilities Revenues will constitute 1968 Resolution Revenues and are pledged to the
payment of the Transportation Revenue Bonds only to the extent they are Excess 1968 Resolution Revenues. Upon the
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repeal and cancellation of the 1968 Resolution, the Existing Toll Facilities Revenues will constitute 1998 Resolution
Revenues and be pledged to the payment of the Transportation Revenue Bonds.

The Authority is not pledging the fare box revenues of Tren Urbano to the payment of the Transportation
Revenue Bonds or the Highway Revenue Bonds.

The Authority Act grants to the Authority plenary power to fix, impose, alter and collect tolls and other
reasonable charges for the use of the Transportation Facilities operated by the Authority or for services rendered thereby.
The Authority is obligated to take into account in setting or changing such tolls and other charges such factors as will
promote the use of the Transportation Facilities in the broadest and most varied manner economically possible. Prior
to fixing or altering such tolls or other charges, the Authority must hold a public hearing to receive comments with
respect thereto.

Excess 1968 Resolution Revenues. Before the repeal and cancellation of the 1968 Resolution, the Excess 1968
Resolution Revenues (which consist of all unencumbered 1968 Resolution Revenues remaining after payment of debt
service and required reserves on the outstanding Highway Revenue Bonds) are included as 1998 Resolution Revenues.
After the payment or defeasance of all Highway Revenue Bonds and the repeal and cancellation of the 1968 Resolution,
all 1968 Resolution Revenues will become 1998 Resolution Revenues. The sources of the 1968 Resolution Revenues
are discussed below.

Investment Earnings. Moneys held for the credit of the 1998 Senior Bond Service Account and the 1998 Senior
Bond Redemption Account shall, as nearly as may be practicable, be continuously invested and reinvested at the written
direction of the Authority in Government Obligations. Moneys held for the credit of the 1998 Senior Bond Reserve
Account shall, as nearly as may be practicable, be continuously invested and reinvested at the written direction of the
Authority in Investment Obligations. Such Government Obligations and Investment Obligations shall mature, or be
subject to redemption, at the option of the holder, not later than the respective dates when moneys held for the credit
of such Accounts will be required for the purposes intended; provided, however, that the amounts on deposit in the 1998
Senior Bond Reserve Account shall be invested in Investment Obligations which mature not later than the final maturity
date of any Senior Transportation Revenue Bonds outstanding. Income from investments of moneys held for the credit
of the 1998 Construction Fund is not considered 1998 Resolution Revenues under the 1998 Resolution.

Sources of 1968 Resolution Revenues

General. The major sources of the Authority's 1968 Resolution Revenues are the gasoline tax and the gas oil
and diesel oil tax allocated to the Authority pursuant to the 1994 Code, motor vehicle license fee allocated to the
Authority pursuant to Act No. 9 and toll charges on the Authority's existing tollways, including tolls collected on any
extension thereof however financed. In fiscal 1997, 1968 Resolution Revenues were derived 50% from gasoline taxes,
32% from toll charges, 8% from motor vehicle license fees, 5% from investment earnings and 5% from gas oil and
diesel oil taxes. See "Historical Revenues-1968 Resolution Revenues" below.

Gasoline and Gas Oil Taxes. The 1994 Code currently imposes a $0.16 per gallon tax on gasoline and an $0.08
per gallon tax on gas oil and diesel oil and authorizes the Authority to pledge the entire $0.16 tax on gasoline and $0.04
of the tax on gas oil and diesel oil to the payment of the principal of and interest on its bonds and other obligations or
for any other lawful purpose of the Authority. The Authority has pledged such tax receipts to the holders of the Highway
Revenue Bonds, but such pledge is subject to the Constitution of Puerto Rico, which permits the Commonwealth to
apply such taxes to payment of certain Commonwealth debits to the extent other Commonwealth moneys are insufficient
therefor. See "Security for the Senior Transportation Revenue Bonds-Prior Payment of Full Faith and Credit Obligations
of the Commonwealth" under The 1998 Bonds. The Authority has also pledged such tax receipts to the holders of the
Transportation Revenue Bonds, subject to the prior application of such tax receipts to the payment of debt service on
Highway Revenue Bonds and the maintenance of a reserve therefor. The Commonwealth has agreed and committed
in the 1994 Code that the tax on gasoline will not be reduced below $0.16 per gallon and the tax on gas oil and diesel
oil will not be reduced below $0.04 per gallon and that the amount of such taxes allocated to the Authority will not be
reduced until all obligations of the Authority secured by the pledge thereof (including the 1998 Bonds), together with
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the interest thereon, are fully paid. Gasoline taxes and gas oil and diesel oil taxes which may be levied or collected from
time to time other than the amounts of the taxes and fees described in this paragraph are not required to be allocated to
the Authority or pledged by the Authority to the holders of the Highway Revenue Bonds or the Transportation Revenue
Bonds.

Gasoline taxes, gas oil and diesel oil taxes and motor vehicle license fees are collected by the Department of
the Treasury. The portions of such taxes and fees allocated to the Authority are transferred to the Authority at least
monthly as such revenues are collected.

The Department of the Treasury periodically conducts an audit of gasoline, gas oil, diesel oil and petroleum
products importers, producers and wholesalers to verify amounts reported and paid. In addition to such audit procedures,
the Authority reviews monthly the records of the Department of the Treasury for consistency with monthly reports
provided to the Authority by distributors of oil, gasoline and petroleum products.

Motor Vehicle License Fees. Under the Vehicle and Traffic Law (Act No. 141 of the Legislature of Puerto
Rico, approved July 20, 1960, as amended), the Commonwealth imposes annual license fees on various classes of motor
vehicles. The current license fees range from $25 to $40 for passenger cars and vary for other vehicles. Act No. 9
increased the per vehicle annual motor vehicle license fees by $15 and provided for the deposit of the proceeds of the
$15 increase in the Special Fund for the Authority, which may pledge such proceeds to the payment of debt service on
obligations of the Authority or any other legal purpose of the Authority. As with the gasoline and gas and diesel oil taxes
described above, the Authority has pledged such license fees to the holders of the Highway Revenue Bonds and, subject
to the prior application of such fees to the payment of debt service on Highway Revenue Bonds and the maintenance
of a reserve therefor, the Authority has also pledged such fees to the holders of the Transportation Revenue Bonds.
Under Act No. 9, the Commonwealth has agreed and pledged that the license fees allocated to the Authority, as
described herein, will not be reduced so long as such proceeds remain pledged to the payment of such obligations.

Tolls on Existing Tollways. Until the 1968 Resolution is repealed and canceled, all tolls collected on the
Authority's existing tollways, including tolls collected on any extension thereof financed with Transportation Revenue
Bonds (the Existing Toll Facilities Revenues), will constitute 1968 Resolution Revenues. As such, they will be pledged
to the payment of the Highway Revenue Bonds and, subject to the prior application of such toll revenues to the payment
of debt service on the Highway Revenue Bonds and the maintenance of a reserve therefor, will be additionally pledged
to the payment of Transportation Revenue Bonds.

Under the 1968 Resolution, the Authority has covenanted not to reduce or eliminate any tolls and other charges
for the use of Traffic Facilities if such tolls and other charges have been taken into account in the calculation of 1968
Resolution Revenues for purposes of satisfying the tests for the issuance of additional bonds under the 1968 Resolution
and if the 1968 Resolution Revenues for any 12 consecutive months out of the immediately preceding 15 months prior
to the proposed adjustment, after adjusting such revenues for the proposed decrease in tolls, would have been less than
150% of the maximum Principal and Interest Requirements for any fiscal year thereafter for all Highway Revenue
Bonds then outstanding. See "Issuance of Additional Bonds" under Summary of Certain Provisions of the 1968
Resolution. Such tolls and other charges are being taken into account for satisfying such additional bonds' test under
the 1968 Resolution.

Notwithstanding the provisions in the 1968 Resolution relating to the reduction or elimination of tolls, under
the 1998 Resolution the Authority has covenanted that it will not reduce any tolls or other charges imposed for the use
of its Toll Facilities unless the 1998 Resolution Revenues received by the Authority for any 12 consecutive months out
of the 15 months immediately prior to such reduction (adjusted to give effect for such entire 12 months to moneys
allocated to and pledged by the Authority to the payment of the Transportation Revenue Bonds under legislation enacted
or toll rate changes made effective on or prior to the effective date of any such toll reduction, and tolls from Toll
Facilities which have begun operations or been removed from operation during such 12 months) is at least equal to
150% and 100% of the maximum Principal and Interest Requirements for any fiscal year thereafter for all Senior
Transportation Revenue Bonds then outstanding and for all Transportation Revenue Bonds then outstanding,
respectively. See "Miscellaneous Covenants" under Summary of Certain Provisions of the 1998 Resolution.

24



Tolls are currently imposed on the Luis A. Ferré tollway (PR-52), which extends 60 miles from San Juan to
Ponce, the De Diego tollway (PR-22), which extends 62 miles from San Juan to Arecibo, and PR-53, which will connect
Fajardo and Salinas upon its completion in 2001, a distance of 57 miles. Approximately 24 miles of PR-53 are
completed. The Luis A. Ferré tollway has four toll stations in the northerly direction and three toll stations in the
southerly direction, and the total minimum toll for a vehicle making a round-trip between San Juan and Ponce is
currently $3.65. An extension of the Luis A. Ferré tollway bypassing Ponce includes a toll station with a minimum toll
of $0.50. The De Diego toliway has six toll stations, and the total minimum toll for a vehicle passing through all six
stations is $2.40. PR-53 currently has five toll stations with a total minimum toll of $1.55.

Currently, the toll collection and data processing equipment in place at existing toll stations of the Authority
is furnished and maintained by a private entity pursuant to a lease contract that expires on June 30, 2002. This lease
contract provides for the furnishing, installation and maintenance of an electronic toll collection and data processing
system for both its existing toll stations and all new toll stations. The new system has certain security features which
include, among others, a device for the collection of tolls without manual operation, a device installed in each toll lane
to verify the classification of a vehicle passing through the lane, computer systems which receive, store and process toll
data from the toll plazas and the toll lanes for verification, and electronic gates located as a barrier across each toll
station. The new tollway security system has virtually eliminated uncollected tollway revenues.

The Authority's tollway revenues have always exceeded its tollway operation and maintenance expenses.
Tollway revenues and expenses for fiscal 1997 were $103.7 million and $26.9 million, respectively, compared to $93.0
million and $23.0 million, respectively, for fiscal 1996.

Investment Earnings. Moneys held for the credit of the 1968 Bond Service Account and the 1968 Redemption
Account shall, as nearly as may be practicable, be continuously invested and reinvested at the written direction of the
Authority in Government Obligations. Moneys held for the credit of the 1968 Reserve Account shall, as nearly as may
be practicable, be continuously invested and reinvested at the written direction of the Authority in Investment
Obligations. Such Government Obligations and Investment Obligations shall mature, or be subject to redemption, at
the option of the holder, not later than the respective dates when moneys held for the credit of such Accounts will be
required for the purposes intended; provided, however, that the amounts on deposit in the 1968 Reserve Account shall
be invested in Investment Obligations which mature not later than the final maturity date of any Highway Revenue
Bonds outstanding. Income from investments of moneys held for the credit of the 1968 Construction Fund is not
considered 1968 Resolution Revenues under the 1968 Resolution.

Historical Revenues - 1968 Resolution Revenues

The following table presents the Authority's 1968 Resolution Revenues in each of the five fiscal years ended
June 30, 1993 to June 30, 1997, inclusive, and in the first five months of fiscal years 1997 and 1998, and the Excess
1968 Resolution Revenues for each of said fiscal years. Under the 1998 Resolution, the Excess 1968 Resolution
Revenues representing unencumbered funds in the 1968 Construction Fund must be deposited monthly in the 1998
Revenue Fund and are available for the payment of debt service on Transportation Revenue Bonds, for required deposits
to the reserve accounts established thereunder and for other authorized purposes under the 1998 Resolution. See
"Security for the Senior Transportation Revenue Bonds-Pledged Revenues" under The 1998 Bonds.
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HISTORICAL REVENUES

First Five Months

Fiscal Year Ended June 30 of Fiscal Year
1993 1994 1995 1996 1997 1997 1998
(dollars in thousands)
Gasoline taxes ............-- § 141,846 $ 147,868 $ 152,052 $ 163,005 $163,580" § 67,778 $ 69,844
Gas oil and diesel oil taxes . . . .. 3,683 4,365 11,129 14,083 16,552 6.597" 5.577
Subtotal . ............... § 145529 S 152,233 § 163,181 $ 177,088 § 180,132 § 74,375 $ 75421
Motor vehicle license fees ... .. 23,169 24,391 25,016 25,139 26,533 10,490 10,732
Subtotal ............ ... $ 168,698 S 176,624 S 188,197 § 202,227 § 206,665 § 84,865 $ 86,153
Toll receipts ............ - 59,028 67,780 80,703 92,994 103,708 41,396 45,366
Investment income . .......... 10,130 8206 11,000 13.298 16,127 6,598 5432
Total 1968 Resolution
Revenues . ...........- 237,856 §$ 252610 § 279900 § 308,519 $ 326,500 § 132,859 $ 136,951
Debt service on Highway
Revenue Bonds ........ $ 115,507 129,11 1329 $ 147,729 § 188454
Excess 1968 Resolution
Revenues™ ............ $ 122349 § 123,492 $ 146,964 $ 160790 $ 138,046

*Excludes $2,483,000 in gasoline tax and $212,000 in diesel oil tax corresponding to March, 1997, which were pending payment by
one taxpayer as of June 30, 1997. Since that date, payments of $1,400,000 have been received.

**{nder the 1998 Resolution, the Authority has covenanted not to encumber or withdraw or pledge any Excess 1968 Resolution
Revenues deposited in the 1968 Construction Fund except in the limited circumstance of the Authority's taking over operation of the
Teodoro Moscoso Bridge. See "Teodoro Moscoso Bridge" below.

The Authority's 1968 Resolution Revenues have risen at a compound annual rate of 8.2% during the period from
fiscal 1993 through fiscal 1997. The increase in the amount of 1968 Resolution Revenues during this period is
attributable primarily to the growth in tax collections and toll receipts.

Gasoline taxes, which accounted for approximately 50.1% of 1968 Resolution Revenues as of June 30, 1997,
experienced a compound annual increase of 3.6% during this five-year period. The growth in gasoline taxes is
attributable principally to increases in consumption. The number of vehicles in Puerto Rico increased from 1.59 million
to 1.81 million from fiscal 1993 to fiscal 1997. The growth in gas oil and diesel oil tax receipts beginning in fiscal 1995
reflects, among other factors, a rise in the consumption of gas oil and diesel oil subject to tax and the commencement
in that fiscal year of payment by Puerto Rico Electric Power Authority of the tax on No. 2 diesel oil used in the
generation of electricity.

Motor vehicle license fees accounted for approximately 8.1% of annual 1968 Resolution Revenues as of June 30,
1997. Beginning in fiscal 1993, fee collections have risen at a compound annual rate of 3.4% through fiscal 1997. The

number of licensed taxable vehicles grew from nearly 1.54 million in fiscal 1993 to approximately 1.76 million in
fiscal 1997.

Toll revenues rose at a compound annual rate of 15.1% during the period from fiscal 1993 through fiscal 1997.
Toll revenues have grown as a percentage of total 1968 Resolution Revenues over the last five fiscal years and
comprised approximately 31 8% of total 1968 Resolution Revenues as of June 30, 1997. The increase in toll receipts
from fiscal 1993 through fiscal 1997 corresponded principally to the growing number of vehicles using these roads, and
the expansion of the tollway network. The number of paying vehicles which used the tollways rose from 150.6 million
in fiscal 1993 to 241.0 million in fiscal 1997.

The foregoing discussion of past revenue growth is not intended to be predictive of future revenue growth. In
particular, the Authority is not anticipating that any new Toll Facilities will be coming into service prior to fiscal 2001.
The revenues allocated to the Authority from the petroleum products tax are capped at $120 million in each fiscal year.
Economic conditions in Puerto Rico, as well as the price of oil and petroleum products and the levels of automobile
registration and usage, will affect the Authority's revenues in the future.
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Projected 1968 Resolution Revenues and 1998 Resolution Revenues

The following table presents the Authority's estimates of 1968 Resolution Revenues for each of the five fiscal years
ending June 30, 1998 to June 30, 2002 and its estimates of 1998 Resolution Revenues expected to be available for the
payment of debt service on the Transportation Revenue Bonds, including the 1998 Bonds, together with debt service
coverage for each of the five fiscal years ending June 30, 1998 to 2002, inclusive, after taking into account the issuance
of the 1998 Bonds and the refunding of the Refunded Bonds. The projected 1968 Resolution Revenues and 1998
Resolution Revenues shown below are based on tax rates and allocations to the Authority now in effect and debt service
on Highway Revenue Bonds currently outstanding. Such projections are subject to periodic review and may be adjusted
to reflect such factors as changes in economic conditions, in the demand for gasoline and other petroleum products and
in the levels of automobile registration and usage. The estimates of 1998 Resolution Revenues expected to be available
for the payment of debt service on Transportation Revenue Bonds assumes that the Excess 1968 Resolution Revenues
will not be applied to the payment of debt service on the Authority's Special Facility Revenue Bonds issued to finance
the Teodoro Moscoso Bridge. See the fifth paragraph in "Teodoro Moscoso Bridge" under Transportation System
Revenues and Expenditures. The projections are based on assumptions which the Authority believes to be reasonable;
however, there is no assurance that the projections will prove to be accurate.

PROJECTED REVENUES AND DEBT SERVICE COVERAGE
Fiscal Year Ending June 30

1998 1999 2000 2001 2002
1968 Resolution Revenues: (dollars in thousands)
Gasolinetaxes..................... $171,900 $177,600 $183,100 $188,700 $194,300
Gas oil and diesel oil taxes ........... 17.200 17,300 18.400 20.300 22,400
Subtotal ...................... $189,100 $194,900 $201,500 $209,000 $216,700
Motor vehicle license fees ........... 27,600 28.100 29,000 29.800 30.600
Subtotal ...................... $216,700 $223,000 $230,500 $238,800 $247,300
Tollreceipts . ..................... 105,500 112,700 118,900 125,400 132,300
Investmentincome ................. 14,940 15,400 15,600 15.800 15,900
Total 1968 Resolution Revenues . . $337.140 $351.100 $365.000 $380.000 $395,500
Debt Service on Highway Revenue Bonds . $183.433 $180,787 $181,988 $181.727 $181.359
Excess 1968 Resolution Revenues .. ... ... $153,707 $170.313 $183,012 $198.273 $214,141
1998 Resolution Revenues:

Petroleum Products Tax ............. $108,860 $120,000 $120,000 $120,000 $120,000
PR-66 Toll ReceiptsV . .............. - - - 14,000 17,000
Excess 1968 Resolution Revenues . . . .. 153,707 170,313 183,012 198,273 214,141
InvestmentIncome . ................ 900 3.660 4,800 6.100 6,100
Total 1998 Resolution Revenues . . . $263,467 $293.973 07,812 $338.373 57,241

Debt service on the Transportation
RevenueBonds® .................. $19,087 $64,832 $76,500 $105,125 $105,127
Coverageratio® ...................... 13.80 4.53 4.02 3.22 3.40
Additional bonds test, 1998 Resolution @ . . 4.06 453 293 3.22 3.40
Aggregate Revenues® ... ... ... ... ... $446,900 $474,760 $489,800 $520,100 $538,600
Aggregate Debt Service® .. ............. $202,520 $245,619 $258,488 $286,852 $286,486
Aggregate Coverage Ratio™ . . ........... 221 1.93 1.89 1.81 1.88

o Projected PR-66 toll receipts for each of the fiscal years in question were estimated by Steer Davies Gleave, Traffic Consultants, in their
report dated December 1995, updated in December 1997.

@ Reflects the issuance of 1998 Bonds and assumes the issuance of additional Transportation Revenue Bonds in 2000 in the principal amount
of $490 million at an average interest rate of 7% per annum with a 30-year final maturity.

® Equals ratio of Total 1998 Resolution Revenues to Debt service on the Transportation Revenue Bonds in the fiscal year in question.

@ This test uses as its denominator maximum annual debt service on all Transportation Revenue Bonds outstanding under the 1998 Resolution

(including the Transportation Revenue Bonds then proposed to be issued) and as its numerator the 1998 Resolution Revenues of the Authority
for the fiscal year in question.

® Represents the sum of Total 1968 Resolution Revenues and Total 1998 Resolution Revenues (less Excess 1968 Resolution Revenues) for
the fiscal year in question.
© Represents the sum of Highway Revenue Bonds debt service and Transportation Revenue Bonds debt service for the fiscal year in question.

m Aggregate Revenues divided by Aggregate Debt Service.
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Total 1968 Resolution Revenues and 1998 Resolution Revenues for the period from fiscal 1998 through fiscal
2002 are projected by the Authority to grow at a compound annual rate of 4.1% and 7.8%, respectively. The projected
growth in gasoline tax revenues is based on econometric models prepared for the Authority which project increases in
disposable income in Puerto Rico. The Authority has found such projections to be the most reliable indicator of future
growth in gasoline tax receipts. The Authority's projections of growth in its other revenues is based on historic trends
and, in the case of toll revenues, on the additional receipts expected from the growth in traffic and the opening of new
toll plazas.

In 1993 the Authority projected that total 1968 Resolution Revenues would grow during the period from fiscal
1993 through fiscal 1997 at a compound annual rate of 4.3%. The actual compound growth rate for those years was
8.2%.

Operating Expenses and Capital Expenditures
Operation and Maintenance- Highway F acilities

The Department has the responsibility for maintaining Puerto Rico's highway system, except for the Luis A. Ferré
(PR-52), the De Diego (PR-22) and PR-53 tollways and related connecting roads, which are maintained by and at the
expense of the Authority. The maintenance expenses of the Department are paid with moneys appropriated annually
by the Legislature of Puerto Rico. On occasion the Authority advances funds to pay the costs of emergency repairs
which are the responsibility of the Department. It is subsequently reimbursed for these advances. To the extent funds
are not provided by the Legislature, the Authority has agreed under the 1998 Resolution that it will pay from available
moneys in the 1998 Construction Fund the costs of maintenance of the Traffic Facilities financed with proceeds of
Highway Revenue Bonds and Transportation Revenue Bonds. Upon the adoption of the 1998 Resolution, moneys in
the 1968 Construction Fund will no longer be used for these maintenance purposes as had been the case in the past. In
addition, the 1998 Resolution requires the Authority to pay from available moneys in the 1998 Construction Fund (and
not from moneys in the 1968 Construction Fund) the costs of any necessary repairs to, or renewals or replacements of,
Traffic Facilities financed with proceeds of Highway Revenue Bonds and Transportation Revenue Bonds, as
recommended by the Transportation Engineers.

The Authority's operation and maintenance expenses payable from available moneys in the 1998 Construction
Fund consist of the expenses of operating and maintaining the tollways and related roads and, upon completion, the Tren
Urbano. Under the 1998 Resolution, these expenses are payable from available moneys in the 1998 Construction Fund
after payment of debt service on the Highway Revenue Bonds and Transportation Revenue Bonds and any required
deposits to the 1998 Senior Bond Reserve Account and the accounts in the 1998 Subordinated Bond Reserve Fund.
Other expenses of the Authority, including its administration costs, are included in the Priorities Construction Program
and are capitalized.

The following table sets forth the annual highway maintenance expenses paid by the Department and the annual
tollway operation and maintenance expenses paid by the Authority from unencumbered moneys in the 1968
Construction Fund for each of the five fiscal years ended June 30, 1997 and the Authority's projections of annual
highway maintenance expenses to be paid by the Department and projected annual tollway operation and maintenance
expenses to be paid by the Authority from unencumbered moneys in the 1968 Construction Fund (before the 1998
Resolution was adopted) and the 1998 Construction Fund for the five fiscal years ending June 30, 2002.
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HIGHWAY FACILITIES
OPERATION AND MAINTENANCE EXPENSES

Department Authority
Highway System Tollway Tollway
Fiscal Year Ended June 30 Maintenance!" Maintenance Operation Total
(in thousands)
1992 ... .. $26,254 $8,388 $6,267 $14,655
1993 ... 26,010 9,289 7,008 16,297
1994 .. ..l 27,540 12,238 7,362 19,600
1995 . ... 27,932 12,321 7,552 19,873
1996 ... .. ...l 26,831 13,345 9,676 23,021
1997 .. 31,727 13,943 12,994 26,937
1998® .. ... ..l 28,400 20,600 13,200 33,800
1999® ..o 29,200 18,060 12,040 30,100
20009 .o 30,000 18,700 11,500 30,200
20009 ... 31,000 19,520 13,390 32,910
200200 32,000 19,520 13,290 32,810

®  Projected.

) The Authority contributed to the Department $5 million for fiscal years 1993, 1995 and 1996, $6.5 million for fiscal year 1994
and $10 million for fiscal year 1997 for the maintenance of the Puerto Rico highway system. For fiscal years 1998 through
2002, the amount of the contribution projected is $5 million annually.

In certain years, emergency repairs to the highway system have been necessary, particularly as a result of storm
or flood damage. The cost of these repairs is borne by the Department, except for the cost of repairs to the tollways,
which is borne by the Authority. The Department and the Authority have been reimbursed from the Federal Emergency
Management Agency for the portion of the costs of such repairs attributable to federally designated disaster areas. The
Legislature of Puerto Rico also appropriates funds from time to time for emergency repairs by the Department in
addition to amounts appropriated for maintenance.

The Traffic Engineers under the 1968 Resolution conduct an annual evaluation of the level of maintenance of the
highway system. In their most recent evaluation completed in December 1997, the Traffic Engineers found that the
current level of maintenance was generally adequate. The projected maintenance budgets for the next five fiscal years
show a steady increase for non-toll roads. For fiscal 1998, the tollway maintenance expense increase was partly caused
by the purchase of equipment which will enable the Authority to upgrade its maintenance of toll plazas and other areas.
For fiscal 1998 and subsequent years, the Authority has increased the amounts budgeted for tollway maintenance to
reflect an expanded tollway network and increased levels of maintenance. The Traffic Engineers believe that the
Authority's maintenance program represents an adequate level of maintenance to preserve the investment and provide
an acceptable level of service. The results of the Traffic Engineers' most recent maintenance evaluation are summarized
in the letter of the Traffic Engineers included as Appendix 11I.

Operation and Maintenance - Tren Urbano

The Authority has entered into a Systems and Test Track Turnkey Contract (the "STTT Contract") with the
Siemens Transit Team ("STT"), comprised of Siemens Transportation Partnership Puerto Rico, S.E., Alternate Concepts,
Inc. and Juan R. Requena and Associates, covering, among other things, the operations and maintenance of the Tren
Urbano. For a more detailed discussion of the scope of the STTT Contract, see "Priorities Construction Program-Tren
Urbano" below. The operations portion of the contract is for an initial term of five years with an option by the Authority
to extend the term for an additional five years. Under the STTT Contract, STT is responsible for operating and
maintaining the Tren Urbano and is entitled to receive for such services an annual base compensation, which is subject
to an inflation adjustment for changes in the cost of labor (based on the changes to consumer price index) and materials
(based on the changes to producer price index). The base compensation does not include the cost of insurance and
electricity which is paid separately by the Authority. In addition, STT is entitled to receive incentive compensation
based on meeting certain operating and maintenance performance measures.
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The table below shows the Authority's estimate of the annual operating and maintenance expenses of the Tren
Urbano for the first ten years of service. These estimates are based upon the terms of the STTT Contract and include
an inflation adjustment and the Authority's estimate of the cost of insurance and electricity.

Estimated Annual Operation
and Maintenance Cost

Year of Service* (in millions)
1 $47.7
2 49.7
3 51.7
4 53.7
5 55.9
Option Period
6 58.1
7 60.5
8 62.9
9 65.4
10 68.0

*Based on twelve full months of operation starting from the date when the system opens for
service.

The Authority projects annual net operating costs of approximately $33 million per year for each of the Tren
Urbano's first ten years of operation after deducting expected operating revenues from operating and maintenance costs.
This estimate is based, among other factors, on an annual average daily ridership of 113,000 passengers by the year
2010, and an initial ridership in the first full year of operation of 64% of the ridership expected for 2010, with such
ridership growing for each year of operation. These costs will be covered by available moneys in the 1998 Construction
Fund.

Priorities Construction Program

As required by the 1968 Resolution and as will be required by the 1998 Resolution, the Authority has developed
a master plan to serve as the basis for the long-range planning of Puerto Rico's transportation facilities, which it
supplements as necessary. To implement the plan, the Authority prepares a five-year Priorities Construction Program
which is updated annually. The Authority has focused its current Priorities Construction Program on constructing the
Tren Urbano and improving the primary highway facilities, while also addressing the most essential needs of secondary
and tertiary roads. The Authority has also included in its Priorities Construction Program the cost of repairs, renewals
and replacements to the highway system, plans for dealing with urban congestion and for local improvements, and
certain capitalized expenditures.

The following table presents the Authority's current Priorities Construction Program for the five fiscal years ending
June 30, 2002 and the sources of funds required to finance such program. The Priorities Construction Program is subject
to various changing factors, including cost increases, variations in availability of internal and external funds, availability
of qualified construction resources, the need for emergency repairs and changing traffic patterns. The Authority's
projections assume no changes in the statutory taxes and license fees currently allocated to the Authority, see the table
entitled "Projected Revenues and Debt Service Coverage" above, and that the Authority will not be required to assume
the payment of the Special Facility Revenue Bonds relating to the Teodoro Moscoso Bridge. See "Teodoro Moscoso
Bridge" below.
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PRIORITIES CONSTRUCTION PROGRAM

Fiscal Year Ending June 30
(in $ millions)

1998 1999 2000 2001 2002 Total
Sources of Funds:
Internally generated funds®” . $176.26 $195.71 $155.38 $190.37 $177.88 $ 895.60
Federal aid for highways . .. 92.00 94.00 96.00 98.00 100.00 480.00
Federal aid for Tren Urbano® 35.70 105.50 136.40 188.10 38.20 503.90
External financing® ... . ... 537.84 476.09 360.42 129.53 128.12 1,632.00
Total ................ $841.80 871, $748.20 $606.00 $444.20 $3.511.50
Uses of Funds:
Design . ........ocoovnn $ 24.40 $ 9.70 $ 4380 $ 0.80 $ 150 $ 41.20
Rightsof way ............ 74.30 27.10 10.60 5.50 3.00 120.50
Highway Construction .. ... 328.00 398.30 336.00 222.00 198.00 1,482.30
TrenUrbano ............. 301.70 329.20 299.80 289.70 171.70 1,392.10
Capitalized expenditures . . . . 113.40 107.00 97.00 88.00 70.00 475,40
Total ................ $841.80 71.30 $748.20 $606.00 $444.20 $3,511.50

M Includes funds on hand, current 1968 Resolution Revenues and 1998 Resolution Revenues and investment income available after provision
for debt service and reserve requirements for Highway Revenue Bonds and Transportation Revenue Bonds, estimated tollway maintenance
and operating expenses, estimated Tren Urbano maintenance and operating expenses (for seven months of fiscal 2002). To the extent such
funds on hand are held in the 1968 Construction Fund, the holders of the Special Facility Revenue Bonds issued by the Authority to finance
the Teodoro Moscoso Bridge have a claim on such funds in certain circumstances. See "Teodoro Moscoso Bridge" below.

®  See the discussion of the Authority's Full Funding Grant Agreement with the United States Department of Transportation in "Tren Urbano"
below.

®  Includes interim financing, net proceeds of borrowings, including Transportation Revenue Bonds, and other.

In the five-year period from fiscal 1993 through fiscal 1997 the Authority expended approximately $2.1 billion
on the Priorities Construction Program. The current Priorities Construction Program projects an expenditure of about
$3.5 billion from fiscal 1998 through fiscal 2002. This increase is almost entirely due to the inclusion of the Tren
Urbano and PR-66 in the Priorities Construction Program.

The Authority's internally generated funds available to finance its current Priorities Construction Program consist
primarily of 1968 Resolution Revenues and 1998 Resolution Revenues remaining after payment of debt service for the
Highway Revenue Bonds and Transportation Revenue Bonds, provision of reserve requirements for the Highway
Revenue Bonds and the Transportation Revenue Bonds and payment of expenses for operating and maintaining the
tollways as well as the Tren Urbano (as to the latter, only for the last seven months in fiscal 2002 during which it is
expected to be operational). Such internally generated funds are estimated to aggregate approximately $895.1 million
during the five-year period from fiscal 1998 through fiscal 2002, including investment income, which is estimated at
approximately $99.2 million for the five-year period.

The current Priorities Construction Program contemplates new construction borrowings, in addition to the 1998
Bonds, aggregating approximately $612 million net proceeds from fiscal 1998 to fiscal 2002.

Tren Urbano. The largest single project included in the Authority's current Priorities Construction Program is Tren
Urbano, a new-start mass transit project for the San Juan metropolitan region. The initial phase of Tren Urbano consists
of approximately 17 km. of trackway, running from Bayamén to Santurce, via Rio Piedras and Hato Rey, and sixteen
stations. The project also includes the construction of a maintenance and storage facility. The project is scheduled to
be fully operational by the end of 2001.

Tren Urbano is being constructed under seven separate design/build contracts. Siemens Transit Team, comprised
of Siemens Transportation Partnership Puerto Rico, S.E., Alternate Concepts, Inc., and Juan R. Requena and Associates,
is the contractor under the STTT Contract, the largest of these contracts, with a value of approximately $544 million.
The STTT Contract includes: (i) the design and construction of two stations and a 2.6 km. test track; (ii) the design,
procurement and installation of all systems for the project, such as the trackway, the train control system, and the
communications system; (iii) the design and manufacturing of the vehicles; (iv) the design and construction of the
maintenance and storage facility; (v) the responsibility for design and construction coordination among the several civil
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contracts; and (vi) operating Tren Urbano for a period of five years, with an additional five-year option exercisable by
the Authority. Six other design/build contracts have been executed, with an aggregate value of $592 million, for the
design and construction of all remaining stations and guideway. Total estimated costs for the first phase of Tren Urbano,
including contingency amounts and right-of-way and administrative costs, is $1.55 billion. Of this amount, $158 million
has been paid through fiscal year 1997, and $1.392 billion is included in the five-year Priorities Construction Program
for fiscal years 1998 through 2002.

To manage the Tren Urbano project, the Authority has established the Tren Urbano Office. The Tren Urbano
Office includes Authority staff, local and mainland design firms experienced in transit projects and local infrastructure
projects, and financial and legal advisors. The Tren Urbano Office provides overall direction and management for the
project. The office oversees all engineering and construction activities for the project, and is responsible for scheduling,
budgeting, contract administration, risk management and quality assurance. Design review is provided by a consortium
of design firms that includes Daniel, Mann, Johnson and Mendenhall and Frederick R. Harris Inc. Construction
oversight is provided by experienced Authority personnel and mainland consultants experienced in large transit projects.

The Tren Urbano has been designated as one of four national turnkey demonstration projects by the Federal Transit
Administration of the United States Department of Transportation (the "FTA"). In March 1996, the Authority entered
into a Full Funding Grant Agreement with the FTA for the project in the amount of $307 million. The Authority also
has requested and expects to receive an additional $110 million for the project following the reauthorization of the
federal Intermodal Surface Transportation Efficiency Act ("ISTEA"), which is expected to occur during 1998. The
balance of federal aid for the Tren Urbano will come from moneys provided under certain formula programs established
by federal law, which moneys are expected to be earmarked to the Tren Urbano. While the Authority cannot assure the
amount or timing of federal funds for the project, if federal funds are received slower or in a lesser amount than
currently projected, the Authority will adjust the timing or scope of the remainder of its Priorities Construction Program,
or adjust its borrowing schedule, as necessary, to accommodate any such changes.

Tren Urbano is being designed in order to provide flexibility for future extensions. The Authority is currently
undertaking the preliminary planning of an extension to the Minillas area of Santurce, a major residential, commercial
and governmental section of San Juan (the "Minillas Extension"). The Minillas Extension, and any other extension of
Tren Urbano, will be subject to the Authority's identifying adequate funding for such project prior to its inclusion in the
Priorities Construction Program.

The size and complexity of the Tren Urbano project present certain challenges related to the coordination among
the several design/build contractors, community impacts, and issues related to permits and governmental approvals, as
well as traditional construction risk factors such as unknown site conditions. The Authority believes that it has made
adequate provision for these and other factors in planning the project and developing the project contracts. The
Authority further believes that the construction risks associated with such a large scale project have been minimized
since the Authority has already executed fixed price contracts for all components of the first phase of Tren Urbano. As
with all of the projects contained in the Authority's Priorities Construction Program, however, the timetable and
expenditure forecasts for the Tren Urbano are subject to change. Unforeseen circumstances could result in delays or
cost escalations not currently provided for in the Authority's projections.

Highway Construction. Highway construction projects included by the Authority in its current Priorities
Construction Program are designed to enhance the economic development of Puerto Rico. The major portion of the
program consists of new highway construction, principally of primary roads and tollways. It also includes
reconstruction of existing highways, a bridge program and installation of safety features and other projects.

The largest single highway construction project included in the program is the construction of PR-66, a 9-mile four
lane tollway from Carolina to Candévanas. PR-66 is estimated to cost $125 million and is expected to be completed by
mid-2000. It will serve to reduce congestion on a portion of PR-3 which runs parallel to the PR-66 corridor and to
provide a convenient access to new and existing development in Puerto Rico's northeastern region. The Authority's
estimate of the toll revenues to be generated by PR-66 is based on a traffic study report prepared by Steer Davies Gleave,
Traffic Consultants, in December 1995 and updated in December 1997. Such report is based on certain assumptions
which, although the Authority believes to be reasonable, may not be realized and methodologies that cannot take into
account all possible factors that may affect toll revenues. Therefore, there may be differences between the estimated
and actual toll revenues from PR-66.
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PR-66 was one of two projects which the Authority originally intended to have designed, built, operated and
maintained by Autopistas de Puerto Rico y Compaifiia, S.E. ("APR"), through a concession agreement. The other project
was the Teodoro Moscoso Bridge, with respect to which the Authority has in effect a private concession agreement with
APR, as discussed below. In February 1997, the Authority decided to design, construct, operate and maintain PR-66
as a government project instead of as a private concession. In connection therewith, APR filed a lawsuit against the
Authority seeking to enjoin the public bidding process for the construction of PR-66 and seeking monetary damages
in the amount of $200 million. The lawsuit was dismissed on jurisdictional grounds. APR has filed an appeal seeking
to reverse the dismissal, which appeal is still pending resolution.

Also, a group of citizens filed an action to have the Circuit Court of Appeals review the compliance by the
Authority with certain requirements in issuing a final environmental impact statement for PR-66. The Authority
requested dismissal on jurisdictional grounds. On January 30, 1998, the appeals court denied the motion to dismiss and
ordered the Authority to file its response to the lawsuit. The Authority's motion for reconsideration was also denied.

Based on the opinion of its legal counsel, while the Authority cannot predict the outcome of this or any other
litigation, the Authority does not expect the outcome of either lawsuit relating to PR-66 to materially affect its 1998
Resolution Revenues, its 1968 Resolution Revenues or its operations or financial condition.

Other major highway projects include the construction of various sections of PR-53 from Ceiba to Guayama, the
construction of additional lanes on PR-2 between Arecibo and Ponce, the relocation of PR-167 from Bayamoén to
Comerio and Naranjito, and of PR-10 from Arecibo to Ponce, the conversion to an expressway of Baldorioty de Castro
Avenue (PR-26) in San Juan and a section of PR-17 in Hato Rey, the extension of the Martinez Nadal Expressway in
Guaynabo, the relocation of PR-137 in Morovis and PR-156 in Aguas Buenas, the construction of PR-142 from Dorado
to Corozal, Las Cumbres Avenue (PR-199) from Guaynabo to Bayamoén, PR-203 from Gurabo to San Lorenzo, and the
conversion of a portion of PR-2 in San Juan into an expressway and its linkage with the Martinez Nadal expressway
to make available a new north-south expressway in the San Juan metropolitan area.

The Authority receives aid for highway construction from the Federal Highway Administration of the U.S.
Department of Transportation. Such aid is recorded as related costs which are billed to the Federal Highway
Administration, regardless of the year of appropriation. In fiscal years ended 1995, 1996 and 1997, such aid amounted
to $90.2 million, $101.2 million and $73.4 million, respectively.

Federal aid for highway construction is received under a number of federal programs, including those directed to
construction of new roads and repair and reconstruction of existing roads. The programs provide for matching federal
assistance, ranging generally from 80% to 90% of the cost of a project. The level of federal highway aid is dependent
upon Congressional authorizations that are apportioned to the states, including Puerto Rico. The U.S. Department of
Transportation has broad discretion to release funds for spending within the limits set by Congress. Upon its approval
of a state's program, funds are reserved but not committed. Federal-aid funds are committed when the U.S. Department
of Transportation approves the detailed plans for specific projects. Congress has authorized funding for the federal
highway programs through fiscal 1998 depending on the program. Federal highway legislation has liberalized certain
types of federal highway aid and granted more flexibility to the states, including Puerto Rico, in the use of such aid in
highway or other transportation projects. No assurance can be given that the level of federal highway aid will be
maintained at the levels projected in the above table. In the event of material reductions in such aid, the Priorities
Construction Program will be appropriately adjusted in the absence of internally generated funds, external financing
or other sources of funds shown in the above table available to offset any such reductions.

The federal government conducts periodic audits of the federal aid it provides to the Authority to ascertain that
funds are being expended consistently with the federal programs pursuant to which they are provided. Audit findings
of a failure by the Authority to expend funds in compliance with federal programs could result in the withholding of
federal aid for the project involved or could result in offset claims by the federal government for funds previously
received by the Authority.
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The Traffic Engineers under the 1968 Resolution and the Transportation Engineers under the 1998 Resolution,
if different, annually review the Priorities Construction Program and the Authority's estimates of revenue sources
available for its implementation. In their most recent evaluation, the Traffic Engineers concluded that the Authority's
current Priorities Construction Program is a reasonable response to the immediate and short-term transportation needs
and is generally consistent with the Authority's long-range transportation master plan. The Traffic Engineers also
concluded that revenue projections have been reasonably accurate and provide a sound basis for determining the size
of future programs. The results of that review are summarized in the Traffic Engineers' letter included as Appendix I11.

Teodoro Moscoso Bridge

In furtherance of its expanded powers to enter into concession agreements with private companies, the Authority
entered into a concession agreement with APR for the design, construction, operation and maintenance of the Teodoro
Moscoso Bridge, a bridge spanning the San José Lagoon from San Juan to Carolina. Pursuant to the concession
agreement, APR is obligated to operate and maintain the bridge for a term of 35 years, subject to extension or to earlier
termination. The bridge opened in February 1994 at a cost of approximately $109.5 million. The bridge does not
constitute a Traffic Facility under the 1968 Resolution or a Transportation Facility under the 1998 Resolution.

Construction of the bridge was financed through the issuance by the Authority of its Special Facility Revenue
Bonds in the principal amount of $116,752,769 (the "Special Facility Bonds"). The proceeds of such bonds were loaned
to APR, and APR has agreed to repay the loan in amounts sufficient to pay the principal of and interest on the bonds.

APR's obligation in respect of the Special Facility Bonds is payable solely from the net toll revenues of the bridge, after
payment of current operating expenses.

Under the concession agreement, the Authority is required to replace APR with a new concessionaire or assume
APR’s obligation to pay the Special Facility Bonds upon the occurrence, among other things, of APR payment defaults
or traffic using the bridge not meeting specified traffic levels in the concession agreement (based on traffic projections
prepared in connection with the construction of the bridge).

Since operations commenced, traffic using the bridge has been less than the levels specified in the concession
agreement. As aresult, APR currently has the right, but not the obligation, to terminate the concession agreement and
require the Authority to assume APR's obligations to pay the Special Facility Bonds. While the aggregate volume of
traffic during the bridge's first four years of operation has been significantly less than the minimum level specified in
the concession agreement, the traffic has been, however, increasing steadily during the last three years. During 1997,
the actual volume of traffic was 85% of the agreement's specified minimum level, compared to 62% during 1994, 69%
during 1995 and 76% during 1996. Due to the improvement in the level of traffic, the Authority does not expect APR
to terminate the concession agreement.

If the concession is terminated by APR, the Authority would be required to assume the obligation to pay principal
of and interest on the Special Facility Bonds, in the first instance from such net toll revenues. If such net toll revenues
are insufficient to make such payment, the Authority has agreed to cover any such insufficiency with unencumbered
moneys in the 1968 Construction Fund (available pursuant to clause (4) of the third paragraph under "Sinking Fund"
in Summary of Certain Provisions of the 1968 Resolution). The Authority has further agreed that, upon the occurrence
of any such insufficiency and for so long as it shall exist, the Authority shall not make any withdrawal and expenditure,
pledge or encumbrance of such unencumbered 1968 Construction Fund moneys and has further agreed that until such
insufficiency is cured, such unencumbered 1968 Construction Fund moneys will be subject to the lien and pledge in
favor of the holders of the Special Facility Bonds.

The Authority has further agreed that, after its assumption of the obligation to repay the Special Facility Bonds,
it will use its best efforts to issue additional Highway Revenue Bonds under Section 208 of the 1968 Resolution to the
extent permitted by said Section and exchange the Special Facility Bonds for such additional Highway Revenue Bonds
so issued or redeem any such outstanding Special Facility Bonds. Under the 1998 Resolution the Authority has agreed
that any bonds issued to redeem the Special Facility Bonds would be Senior Transportation Revenue Bonds.

34



DEBT

Authority Debt

The outstanding debt of the Authority as of December 31, 1997 and as adjusted for the issuance of the 1998 Bonds
and the refunding of the Refunded Bonds is as follows:

As of As
December 31, 1997 Adjusted
(in thousands)
Bonds™" $2,411,955 $3,453,999
Notes® 160,185 0
Total $2,572,140 $3,453,999

o Includes $4,510,000 Highway Revenue Bonds sold to the Farmers Home Administration,
of which $3,600,000 is currently outstanding. Does not include the Special Facility Bonds
issued by the Authority in April 1992 to finance the Teodoro Moscoso Bridge. See
"Teodoro Moscoso Bridge" under Highway System Revenues and Expenditures.

@ Notes payable to Government Development Bank for interim financing for certain capital
improvements, which notes are being repaid from a portion of the proceeds of the 1998
Bonds.

Principal and Interest Requirements

The Principal and Interest Requirements for the outstanding Highway Revenue Bonds and the 1998 Bonds (after
taking into account the refunding of the Refunded Bonds) as of the date hereof are set forth in the following table:
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Principal and Interest Requirements*

Outstanding

Highway
_ Revenue 1998 Bonds
Year Ending Bonds® Total Debt
June 30 Debt Service Principal Interest @ Total Service
1998 $183,433,400 $ 0 $19,086,564 $19,086,564 $202,519,964
1999 180,786,775 11,980,000 52,852,008 64,832,008 245,618,783
2000 181,988,425 12,490,000 52,342,858 64,832,858 246,821,283
2001 181,726,950 13,020,000 51,812,033 64,832,033 246,558,983
2002 181,358,650 13,530,000 51,304,253 64,834,253 246,192,903
2003 158,474,800 14,205,000 50,627,753 64,832,753 223,307,553
2004 168,830,400 14,785,000 50,045,348 64,830,348 233,660,748
2005 168,866,600 15,395,000 49,439,163 64,834,163 233,700,763
2006 156,935,200 16,040,000 48,792,573 64,832,573 221,767,773
2007 156,909,300 16,720,000 48,110,873 64,830,873 221,740,173
2008 156,911,500 17,440,000 47,391,913 64,831,913 221,743,413
2009 156,900,800 18,310,000 46,519,913 64,829,913 221,730,713
2010 156,949,000 19,320,000 45,512,863 64,832,863 221,781,863
2011 156,797,100 20,380,000 44,450,263 64,830,263 227,627,363
2012 156,809,400 21,500,000 43,329,363 64,829,363 221,638,763
2013 156,806,200 22,685,000 42,146,863 64,831,863 221,638,063
2014 156,811,500 23,930,000 40,899,188 64,829,188 221,640,688
2015 156,806,500 10,845,128 53,987,910 64,833,038 .221,639,538
2016 156,813,300 10,235,845 54,597,193 64,833,038 221,646,338
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