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Dear Shareholder:

The Puerto Rico Fixed Income Fund I, Inc. (the “Fund”) is pleased to present its Annual
Report to Shareholders for the fiscal year ended November 30, 2007.

INVESTMENT OBJECTIVE

The Fund’s investment objective is to provide current income as is consistent with the
preservation of capital. To achieve its investment objective, the Fund invests at least
67% of its total assets in a non-diversified portfolio of taxable and tax-exempt securities
issued by Puerto Rico issuers (the “Puerto Rico Securities”) and up to 33% in securities
issued or guaranteed by the U.S. Government and its agencies and instrumentalities and
other non-Puerto Rico issuers.

On May 10, 2007, the Board of Directors of the Fund approved an extension to the share
repurchase program of the outstanding shares of common stock (the "Repurchase
Program”). The Repurchase Program was increased from 5% to 10% and extended for
one year. The Repurchase Program is intended to enhance sharcholder value by
providing additional liquidity to Fund shareholders. During the fiscal year ended
November 30, 2007, the Fund repurchased 202,361 shares of common stock in the open
market with a Net Asset Value (NAV) of $1,777,415 at a cost of $1,775,167. The total
shares repurchased since the beginning represent 2.31% of the shares outstanding at the
inception of the Repurchase Program.

THE BENEFITS AND RISKS OF LEVERAGE

The Fund is permitted to use leverage in an amount not to exceed 50% of the Fund’s total
assets. The Fund obtains leverage by borrowing using its investment portfolio as
collateral. .

Leverage can produce additional income when the income derived from investments
financed with borrowed funds exceeds the cost of such funds. In such an event, the
Fund’s net income will be greater than it would be without leverage. On the other hand,
if the income derived from securities purchased with borrowed funds is not sufficient to
cover the cost of such funds, the Fund’s net income will be less than it would be without
leverage.

*

FUND PERFORMANCE

The fiscal year ended November 30, 2007 produced a total return of 9.41% based on the
market value of the Fund’s shares and 5.10% based on NAV. This compares to a market
return of (2.42%) and NAV return of 4.40% for fiscal year 2006. At November 30, 2007,
the market value of the Fund's shares was $9.10, representing 103% of the net asset value

#  The following discussion contains financial terms that are defined in the attached Glossary of
Fund Terms.



per share of $8.82. The comparable figure for 2006 was a market value of $8.85
representing 99% of the 8.93 net asset value per share.

The average dividend yield during the fiscal year ended November 30, 2007, computed
over the original investment of $10 per share, was 5.48%. This compares to a dividend
yield of 5.57% during fiscal year 2006. The basis for the dividend distributions is the net
investment income for tax purposes. Footnote 11 to the Fund’s financial statements sets
forth reconciliation between the book net investment income and the tax investment
income used for dividend payments.

At November 30, 2007, the weighted-average effective duration of the Fund’s investment
portfolio was 5.97 years with an average credit quality of AA. The Fund’s investment
portfolio is comprised of three major investment classes with different duration profiles.
The three classes are Puerto Rico bonds, Puerto Rico Preferred Shares and U.S.
Government Agency securities. The weighted average duration of the whole portfolio
results from the shorter effective duration of the U.S. Government Agency class (due to
their short callable dates), the medium-term duration of the Puerto Rico bond class
(depending on the different callable dates) and the Puerto Rico Preferred Shares
(perpetual securities with different call dates). UBS Asset Managers of Puerto Rico, a
division of UBS Trust Company of Puerto Rico, considers the full characteristics of each
asset class, including duration, in an effort to meet the investment objective of the Fund.
The call dates and final maturities of the portfolio are included in the Schedule of
Investments in the accompanying financial statements.

Figure 1 below reflects the breakdown of the investment portfolio as of November 30,
2007. For details of the below security categories, please refer to the enclosed Schedule
of Investments.

Asset Allocation as of November 30, 2007

US Govt. Agencies 1.63%
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PUERTO RICO FIXED INCOME FUND Il, INC,

NOTICE TO SHAREHOLDERS

On March 27, 2008, the Annual Meeting of Shareholders (the “Meeting”) of the Puerto
Rico Fixed Income Fund Il, Inc. (the “Fund”) was adjourned pursuant to the Fund’s By-Laws until
May 9, 2008. The adjournment will allow the appropriate distribution of the Fund’s Certified
Financial Statements among all shareholders, after a technical printing problem delayed such
distribution. As a result of the foregoing, the adjourned Meeting shall continue, by designation
of the shareholders attending the Meeting in person or by proxy, as follows:

Date: May 9, 2008
Time: 10:30 AM

Location:  #1 Street 1, Fourth Floor,
Metro Office Park
Guaynabo, Puerto Rico 00968

This notice, accompanied by the Fund’s Certified Financial Statements for the period
ending November 30, 2007, is being sent to all shareholders of the Fund so that they may
attend the Meeting in person or vote by proxy on the matters to be decided at the Meeting.

By UBS Trust Company of Puerto Rico
as Administrator



INVESTMENT STRATEGY

The Fund's Investment Adviser selects assets that seek to maximize risk/return
relationships while adhering to the Fund's credit quality and asset class constraints.
Efficient funding strategies aimed at obtaining lower cost of funds for the Fund's leverage
program have been implemented. These include the issuance of Tax-Exempt Secured
Obligations, Medium Term Notes and Equity Linked Notes. At November 30, 2007 the
Fund had issued $176.2 million of these securities.

The Fund can invest up to 20% of its assets in preferred shares and other subordinated
debt of corporations which, at the time of purchase, had a senior unsecured investment
grade rating (or if unrated, in the opinion of the investment advisers had a similar credit
quality). The Fund owns securities from several Puerto Rico financial institutions which
have seen their ratings downgraded as a result of the re-statement of their financial
statements. Two of the institutions, Doral Financial and First BanCorp, have already
restated. R&G Financial has restated 2004; 2005 to 2007 remain. W Holdings is still in
the process of restating 2006 and 2007. For a detail of these investments, please refer to
the attached Schedule of Investments.

ECONOMIC OVERVIEW

The economic scenario during the Fund’s most recent fiscal year was characterized by
volatile reactions to the unfolding economic scenario. An economic slowdown that
commenced in the sub-prime mortgage market commenced to spillover into other
economic sectors. Global financial institutions disclosed increased losses in this sector
that eventually affected other markets such as commercial paper, the London Inter-bank
Rates (“LIBOR”) and corporate lending in general. By July 2007, liquidity was being
impacted by the turmoil in the markets. The Federal Reserve’s initial response was to
lower the discount rate by 50 basis points in August 2007. This was followed by a 50
basis point cut in the Fed Funds rate in September 2007 and 25 basis points in October
2007. The Fed Funds rate stood at 4.50% at November 30, 2007.

The yield curve, which had been either flat or inverted during most of the last tightening
cycle, began to return to a more normal shape on May 2007. At November 30, 2007, the
spread of the two-year note yield of 2.99% to the ten-year note yield of 3.93% was 94
basis points. This compares to a negative spread of 15 basis points one year earlier when
the two-year note yield was 4.60% and the ten- year note was 4.45%.

The Puerto Rico economy is closely linked to that of the United States. Many of the
important variables that affect economic growth in Puerto Rico, such as imports, exports,
direct investment, interest rates, transfer payments, inflation, and tourism expenditures,
are directly related to developments in the United States.

The latest available estimate for Puerto Rico’s GDP (expressed in constant prices) for
fiscal year 2007, which is prepared by the Puerto Rico Planning Board, projects a



decrease in GDP of 1.8%. This compares to growth of 0.7% in 2006, 2.0% in 2005 and
2.8% in 2004. The uncertainty created by the instability of the Puerto Rico government’s
finances and the increase in the price of oil has affected the economy.

The credit rating of the Government of Puerto Rico was downgraded to Baa3 by Moody’s
Investors Services on May 8, 2006. The reasons given by that rating agency were the
central government’s recurring deficit and the lack of consensus between the Executive
and Legislative Branches which caused the closing of several governmental agencies
during the first two weeks of May 2006. In 2007 the outlook returned to stable.

Standard and Poor’s, the other major rating agency, downgraded the credit ratings of the
central government and the Government Development Bank to BBB- on May 22, 2007,
one year later. The outlook was increased to stable. On December 13, 2007 Standard
and Poor’s upgraded the GDB back to BBB, stable outlook.

During July 2007, the Puerto Rico Government created the Sales Tax Finance Authority
(COFINA) to issue revenue bonds backed by the newly implemented sales and use tax
(IVU) to refinance the so-called extra constitutional debt. The COFINA bonds were
rated A+ by all three major rating agencies. The goal of this new entity is to eventually
refinance 100% of extra constitutional debt, thus reducing the future debt service of the

general fund.

For details of the Puerto Rico government bonds owed by the Fund, including the new
COFINA bonds, please refer to the attached Schedule of Investments.

OUTLOOK

The Federal Reserve cut the Fed Funds rate 25 basis points in December 2007 and 125
basis points in January 2008 (75 basis points were cut in a rare inter-meeting action).
The instability in the credit markets has expanded into the bond insurers and municipal
markets. Financial institutions continue to write-off huge amounts of securities. Most
market participants expect further cuts in the coming months. Market volatility has
remained high and vigilance is warranted as conditions can change rapidly.

UBS Asset Managers of Puerto Rico remains committed to providing professional asset
management services to the Fund under any economic condition or financial environment
that may materialize in the future, in order to seek profitable opportunities for the benefit
of the Fund’s shareholders.

"
¢

Miguel A. Ferrer
Chairman of the Board of Directors and President



GLOSSARY OF FUND TERMS

Bifurcation - A term used in finance that refers to a splitting of something into two separate pieces

Bond — security issued by a government or corporation that obligates the issuer to pay interest income to the
bondholder at reqular intervals and to repay the entire amount borrowed at maturity date.

Closed-end fund - a fund that issues a fixed amount of capital and shares.

Coupon- the interest rate that a bond promises to pay over its life, expressed as a percent over its face value. Inthe
case of a portfolio, the weighted average coupon of all the bonds in the portfolic is provided.

Credit quality- a measure of the quality and safety of a bond. This measure is provided by a rating from one or
more rating agencies and measures the likelihood that a debt issuer will be able to meet scheduled repayments on
the debt. The rating agencies assign values to their ratings, AAA being the highest and D the lowest. The Funds
typically use the ratings of one or more of the following agencies: Moody's Investors Service, Inc., Standard & Poor’s

or Fitch, Inc.

Dividend - a per share distribution of the income earned from the fund's portfolio holdings. When a dividend
distribution is made, the Fund's net asset value drops by the amount of the distribution because the distribution is

no longer considered part of the Fund’s assets.

DJIA-AIG Commodity Index Preferred Stocks = Preferred stocks issue by the fund whose dividend payment is
linked to the DJIA AIG Commodity index performance. Commodities are most often used as inputs in the
production of other goods or services, some examples are grains, gold, beef, oil and natural gas.

DJIA Preferred Linked Preferred Stocks - Preferred stocks issue by the fund whose dividend payment is finked to
the Dow Jones Industrial Average Index (D}IA) performance. The DJIA is a price-weighted average of 30 significant
stocks traded on the New York Stock Exchange and the Nasdag.

Duration- a mathematical measure of the price sensitivity of a bond’s portfolio to changes in interest rates. It
measures the change in value of the portfolio that should result from a 1% change in interest rates. Duration is
stated in years. In general, the shorter the duration the less sensitive a Fund's portfolio is to changes in interest
rates. For a portfolio of bonds, the weighted average of all the Fund's individual securities is provided.

Effective duration- a calculation of duration (see duration above) that takes into account the embedded options in
the securities of the portfolio and their expected changes in the cash flow of the portfolio caused by those options.

Embedded derivative - An embedded derivative is part of a contract (a clause or section) which causes the cash
flows from that contract to be modified, based on a specified variable such as interest rate, foreign exchange rate,

equity index, etc.

Expense ratio- the percentage of a Fund's average net assets attributable to common shareholders used to pay
Fund operating expenses. The expense ratio takes into account, investment management fees, administration fees
and other operating expenses such as legal, audit, insurance and shareholder communications.

Fund - a company, which combines the investment money of many people whose financial goals are similar and
invests that money in a variety of securities.

Index Basket Principal Protected Notes - Notes linked to a basket of stacks that provides for 100% principal
protection if held to maturity and the potential for additional returns based on the performance of a basket of

stocks.



Interest Rate Swap ~ an agreement to exchange one interest rate stream for another. No principal changes
hands.

Investment Adviser ~ an investment professional who is responsible for managing a portfolio’s assets prudently
and making appropriate investment decisions, such as which securities to buy, hold and sell, based on the
investment objectives of the portfolio.

Leverage - closed-end funds may issue preferred stock or other debt, reverse repurchase agreements or borrow
money to increase the amounts available for investment (“leverage”). This gives the Investment Advisers of closed-
end funds in the fixed income area in particular the opportunity to enhance yield. The use of leverage, of course,
increases the likefihood of share price volatility and market risk. There is also the risk that the cost to a fund of its
leveraged capital, such as preferred stock or debt, will exceed the earnings on the related assets which will have the
likely effect of reducing the Fund's yield and the value of your investment in the Fund.

Maturity- the date on which the face value of a bond must be repaid. For a portfolio it is represented in years and
measures the average length to maturity of all the bonds in the portfolio. This measure does not take into account
embedded options in the bonds comprising the portfolio.

Net Asset Value (NAV) Per Share — the NAV per share is determined by subtracting the fund’s total liabilities from
its total assets, and dividing that amount by the number of fund shares outstanding.

Notional amount - refers to the specified dolfar amount of the swap on which the exchange of interest payments
is based.

Premium/discount- the difference between the market price of the shares of a Fund and their NAV. In a case of a
premium, the market value is above the NAV. In the case of a discount, the market value is below the NAV. These
amounts can be expressed as numerical values or percents. The higher the percent, the larger the difference
(positive or negative) between the market and the NAV of a Fund.

Realized Gain (Loss) - the profit (loss) from the sale of securities. Realized gains are paid to Fund shareholders on
a per share basis. When a gain distribution is made, the Fund's net asset value drops by the amount of the
distribution because the distribution is no longer considered part of the Fund’s assets.

Repurchase Agreéments ~ transactions in which the Fund seils securities to a bank or dealer, and agrees to
repurchase them at a mutually agreed date and price.

Total Investment Return - the change in value of a Fund investment over a specified period of time, taking into
account the change in a Fund's market price and the reinvestment of all Fund distributions.

Turnover Ratio - the Turnover ratio represents the Fund's level of trading activity. The Fund divides the lesser of
purchases or sales (expressed in dollars and excluding all securities with maturities of less than one year) by the
Fund's average monthly assets.

Undistributed income- the net income of a Fund that has not been distributed to common shareholders as of a
particular date. It includes the income earned during the month to be distributed on the 15" of the following
month as well as any other amounts retained for future distributions. In the case of the Target Maturity Funds it
also includes the amounts to be distributed after the target date to return the initial $10 investment.

Yield - the annualized rate of income of a Fund. it can be measured as a percent of the initial offering price, the
IPO yield or as a percentage of the current price, the market yield..



erto Rico Fixed income Fund i, Inc
1e following table includes selected data for a share outstanding throughout each period and other perfomance information derived from the financial
atements. 1 should be read in conjunction with the financial statements and notes thereto.

For the period from

For the fiscal For the fiscal  For the fiscal year January 23, 2004
year ended yearended  ended November ¢ - ;‘VNO’ .
November 30,  November 30, 30, 2005 '3:92004 )’,‘;‘2 oF
2007 2008 'As Restated Restated
‘crease {Decrease} in Net Asset Value:
sr Share Net asset value applicable to common stock, beginning of period $ 893 § 911 § 962 § 9.53
perating Net investment income (a} 0.48 0.51 061 0.54
aformance: Net realized (loss) gain and oni swaps
and other derivative (0.04) (0.13) {0.44} {0.08)
Total from investment operations .44 0.38 017 0.48
Less: dividends from net investment income to common shareholders {0.55) (0.56) {0.68) (0.39)
Net asset value applicable to common stock, end of period s 882 § 893 § 9118 9.62
Market value, end of period $ 210§ 885 S 965 § 980
stal Investment
sturn: (f) {b} Based on markel price per share 8.41% (2.42%) 5.11% 7.145%
{g) Based on net asset value per share 5.10% 4.40% 1.62% 5.18%
atios: (c) {d) (e) Expenses to average net assets applicable to common shareholders - net of waived fees 8.14% 5.88% 4.28% 2.06%
(c) {e) Operating expenses to average net assets to common t of waived fees 1.31% 1.33% 1.31% 0.88%
{c) Interest and leverage related expenses to average net assels applicable to cammon shareholders 4.83% 4.55% 2.87% 1.18%
(c) {e} Net investment income to average net assets i to common 1 of waived fees 5.51% 5.69% 6.31% 8.55%
pplemental Net assels o common end of period (in S 415955 § 416,140 § 425,207 $ 436,917
Ma: Portfolio turnover 33.20% 23.12% 59.66% 134.01%
Portfolio turnover excluding the proceeds from calls and maturities of portfolio securities and from morigage
backed securities paydowns 23.19% 23.12% 28.97% 67.59%

N Commencement of operaticns.
- As discussed in Note 13, the Fund has restated the financial statements for the periods ended November 30, 2005 and November 30, 2004 and to correct the reported per share operating

periormance.
(@) Based on average outstanding common shares of 46,865,621; 46,767.483 and 46,069,999 for the fiscal yaars ended November 30, 2007, November 30, 2006 and
November 30, 2005, respectively; and 33,128,858 for the period from January 23, 2004 through November 30, 2004
(b} Caleulations are based an beginning and end of period market values provided by UBS Financia! Services Incorporated of Puerto Rico, a dealer of the Fund's shares and an affiiiated party.

The market prices shown may reflect fimited trading in the shares of the Fund.
{©) Based on average net assets applicable to common shareholders of of $411,192,754; $417,630,678 and $446,092,523 for the fiscal years ended November 30, 2007, November 30, 2006 and
November 30, 2005, respectively: and $316,717,208 for period from January 23, 2004 through November 30, 2004.
(d) “Expenses” include both operating and interest and leverage related expenses.
(@) The efiect of the expenses waived for the fiscal years ended November 30, 2007; November 30, 2006 and November 30, 2005 and for the period January 23, 2004 through November 30, 2004
was 1o decrease the expense ratios, thus increasing the net investment income ratio to average net assels by 0.48%, 0.49%, 0.49% and 0.74%, respectively.
4] Dividends are assumed 1o be reinvested at the per share nef asset value on the date dividends are paid. The returns for periods of less than one year were not annualized.
{@) Calculations are based on beginning and end of period net asset values.



Puerto Rico Fixed Income Fund Il. Inc

SCHEDULE OF INVE!

November 30, 2007

Face Amount Issuer Coupon Next Caliable Date ° Maturity Date Market Value

620,000 | H C PueroRico AAA Portfolio Bong Fund Note 763% 08/29/08 08/29/22 818,450

10,850,000 | H € Puerto Rico Fixed income Fund Note 7.63% 08/29/08 08/29/22 10,832,850

380000 | H C TaxFres Puerto Rico Fund Medium Term Note 7.63% 08/29/08 08729122 379,050

1270000 ¢ H C TaxFree Puerto Rico Fund #§ Medium Term Note 7.63% 08/29/08 08/29/22 1,266,825

9870000 t H C TaxFree Puerto Rico Target Maturity Fund Medium Term Note 7.63% 08/20/08 08129722 9,845,325

50,000,000 I F Banco Gooperativo 5.05% 03/30/08 06/30/26 46,187,500

50,000,000 | F Banco Cooperativo 5.20% 08/30/08 12/30/24 47,125,000

17,830,000 i E Puerto Rico Conservation Trust Note 5.90% 04/15/34 13,305,638

10000000 C | G PuenoRico Conservation Trust Note 5.70% 12001108 06/01/32 8,975,000

2,400,000 { G Puerto Rico Conservation Trust Note 6.15% 07/01/36 2,226,000

8,000,000 | E PuerloRico Conservation Trust Note 6.00% 12/15/08 12/15/34 6,240,000

2,000,000 C  AEELA Senior Note 5.30% 08/01/10 08/01/20 1,872,500

B 163,230,000 $ 148,874,138
Puerto Rico Agencies- 83;20% of net assets appticable to common shareholders’

76,000,000 C  Puerto Rico Government Development Bank Notes 5.90% 03/01/08 03/01/31 75,683,840

76,000,000 C  Puerto Rico Government Development Bank Notes 5.90% 03/01/08 04/01/31 75,664,080

80,000,000 | F Economic Development Bank Note 5.20% 03/02/08 12/02121 75,800,000

40,000 Puerto Rico Public Finance Corp. 8.10% 08/01/10 08/01/17 41,705

110,000 Puerto Rico Public Finance Corp. 6.10% 08/0110 08/01/17 111,664

235,000 C  Puerto Rico Public Finance Corp. 7.00% 08/01/08 08/01/15 240,114

1,375,000 C  Puerto Rico Public Finance Corp 515% 08/01/11 08/01/25 1,257,726

6,400,000 C  Puerto Rico Public Finance Corp - Series B 5.80% 08/01/12 08101727 6,266,944

18,000,000 C  Puerto Rico Public Finance Corp - Series B 5.80% 08/01/42 08/01/28 17,606,880

3,300,000 G Puerto Rico Sales Tax 2007 Series B 0.00% 08/O1/17 08/01/30 815,925

6,700,000 C  Puerto Rico Sales Tax 2007 Series B 6.05% 08/01/17 08/01/37 16,710,354

11,500,000 € Puerto Rico Sales Tax 2007 Series B 6.35% 080117 08/01/57 11,533,235

2,090,000 C  Puerlo Rico Sales Tax 2007 Series B 0.00% 0BT 08/01/29 548,607

6,700,000 C  Puerlo Rico Sales Tax 2007 Serfes B 0.00% 08/G1117 08/01/31 1,553,261

16,980,000 C  Puerto Rico Sales Tax 2007 Series B 0.00% 08/01/17 08/01/32 3,693,658

16,700,000 C  Puerto Rico Sales Tax 2007 Series B 6.05% BT 08/01/38 16,607,315

3,700,000 C  Puerto Rico Sales Tax 2007 Series B 6.05% 080117 07/01/39 3,674,100

3,700,000 € Puerto Rico Sales Tax 2007 Series B 6.05% 08/01/17 08/01/38 3,674,100

11,500,000 C  Puerto Rico Sales Tax 2007 Series B 6.35% 0B/0117 05/01/57 11,533,235

11,500,000 C  Puero Rico Sales Tax 2007 Series B 6.35% 08/0117 06101/57 11,533,235

11,500,000 C  Puerto Rico Sales Tax 2007 Series B 6.35% 080117 07/01/57 11,533,235

§ 374,030,000 3 346,084,214

AFICA® Bonds - 0.48% of net assets applicable to common sharehoiders
6.20% 07/01/09 07/01/28 3 2,007,720

$ 2,000,000 ¢ PiazaLas Americas

|
|

Piierto Rico Preferred Stock and Trust Preferred Securities - 9.89% of hetassets applicable to common sharsholders
K

250,000 First Bancorp Series A 7.13% 01/07/08 Perpetual 241,500
4,965,000 First Bancorp Series O 7.25% . 01/07/08 Perpetuat 4,865,810
3,190,500 Popular Inc. Trust Preferred 6.70% 110108 11/01/33 3,189,224

20,000,000 Universal Group Inc. 7.15% 001t Perpetual 19,400,000
1,170,000 W Holding Company Series £ 8.88% 01/07/08 Perpetual 678,800

3,600,000 W Holding Company Series F 6.70% 08/30/08 Perpetual 2,246,400

2.676.000 W Holding Company Series G 8.90% 08/28/08 Perpetual 1,667,060
16.411.900 W Holding Company Series H 8.70% 12/21/08 Perpetual 8,862,426

$ 52,252,400 $ 41,151,020

Principal .
Outstanding

Amount

Mortgage Backed Securities? = 2.99% of net assets applicable to.common shareholders

$ 12423613 i Doral Financial Participation Certificate

Face Amount

6.88%

1201731

$ 12,415,848

US Government, Adency and Instrumentality - 61.23% of net assels applicable to.common ‘shareholders

10,000,000 C Federat Home Loan Bank 6.25% 12115007 0815121 10,006,640
16,500,000 C  Federat Home Loan Bank 6.30% 12122107 12122125 16,518,414
5,000,000 C Federal Home Loan Bank 6.22% 0721408 0s/21/27 5,015,805
70,000,000 C  Federal Home Loan Bank £.00% 02416108 11715424 70,128,520
186,000,000 C  Federal Home Loan Bank 5.00% 02/15/08 11715024 16,028,720
36,000,000 € Federal Home Loan Bank 5.81% 12716107 03/14/25 35,978,580
14,000,000 € Federal Home Loan Bank 5.81% 1272407 0324125 13,984,250
14,000.000 C  Federal Home Loan Bank 8.75% 0107108 07/07/28 13,951,830
26,000,000 C  Federal Home Loan Bank 5.76% 01/03/08 07/03126 25,841,972
18,500,000 C  Federal Home Loan Bank 5.75% 01/21/08 07721125 18,393,681
26,790,000 C  Federal Home Loan Bank 6.00% 02/22/08 0822125 26,840,178
2.000.000 Federal Home Loan Bank 6.00% 01/10/08 10110/28 2.003.867

$ 254,790,000 ) $ 254,692,257
Total investments (193.58% of net assets applicable to common shareholders) $ 805.225,197
Interest rate swaps, {<1.06% of net assets applicable to common shareholders) (4,427,519}
Liabifities and net assets applicable to common sharehoiders minus other assets {-92.52% of net assets to common 384,842,824)
Net assets applicable to common shareholders - 100% B 415,954,854

AFICA - Puerlo Rico industriat Tourism, Medical, Educationat and Environmental Pofiution Controls Financing Authority.
d by the Federal Housing Administration. They are subjecl to prepayments or

@ >

Certificate is ized by mortgage-b:

of the ing morigage il

Notes are collateralized by Fannie Mae Notes.
Notes are collaleralized by Santander Notes.
Note from an affiliated Fund.

Private Placement.

—XTEemMmooO

A portion or all of the security has been pledged as coflateral for securities sold under to
The issuer has the ability, but not the obligation, to call these securities on these dates.
Notes are coliaterafized by R&G Trust Preferred Securifies.

As a result, the average fife may be substantiafly less than the originat maturity.

notes payable or swaps.



Puerto’Rico fixed Income Fund H, Inc. » November 30, 2007
STATEMENT OF ASSETS AND LIABILITIES

Assets:

Investments in securities:
Securities pledged as collateral on repurchase agreements, at market value

(identified cost - $68,764,639) $ 68,758,142
Other securities, at market value (identified cost - $764,489,122) 736,467,055
Cash 87,902
1,781,479

Interest rate swaps, at value

Interest and dividends receivable 10,343,860
Deferred debt issue cost 288,065
Prepaid expenses and other assets 63,300

817,789,803

Total assets

Liabilities:

Securities sold under repurchase agreements 217,225,000
Medium-term notes 128,572,198
Short-term notes 35,751,717
interest rate swaps, at value 6,208,998
Payables:

Interest and leverage expenses 1,755,713

Investment advisory fees 333,373

Administration fees 100,010 2,189,096
Accrued expenses and other liabilities 97,534
Principal Protected Notes Linked to a Global Index Basket, 2007 Series £, with a principal
value of $5,500,000 3,674,134
Principal Protected Notes Linked to a Global index Basket, 2007 Series |, with a principal
value of $5,250,000 4,821,586
Principal Protected Notes Linked to a Global Index Basket, 2007 Series O, with a principal
value of $2,500,000 2,294,686

401,834,949

Total liabilities

|

Net Assets Applicable to Common Shareholders: $ 415,954,854

Net Assets Applicable
to Common Shareholders

consist of:

Capital Stock, $0.01 par value, 88,000,000 shares authorized, 47,159,644 issued and outstanding $ 471,596
Paid-in capital 448,618,856
Accumulated net investment loss (Note 1 and Note 11) (2,366,962)
Accumulated net realized gain from investments, swaps, principal protected notes and other derivatives 807,517
Unrealized net depreciation on investments, swaps, and other derivatives (31,576,153)
Net assets applicable to common shareholders $ 415,954,854

Net asset value applicable to common shares - per share; 47,159,644 shares outstanding $ 8.82




STATEMENT OF OPERATIONS

Puerto Rico Fixed income Fund I, Inc. .

For the fiscal year
ended November
30, 2007

investment income: Interest $ 44,284,897
Dividends 3,620,951
Total income 47,905,848

Expenses: Interest and leverage related expenses 10,873,735
Investment advisory fees 5,934,690
Administration fees 1,186,838
Professional fees 89,018
Directors' fees and expenses 27,999
Insurance expense 48,252
Other 65,108

Total expenses 27,223,739

Waived investment advisory fees (1,878,228)
Net expenses after fees waived by investment advisor 25,245,511

Net investment income: 22,660,337

Realized Loss and Unrealized Net realized loss on investments, swaps, principal protected notes and other derivatives (1,483,253)
Depreciation on Investments, Change in unrealized net depreciation on investments,

Swaps, Principal Protected swaps and other derivatives (495,328)
Notes and Other Derivatives: Total net loss (1,978,581)

Net increase in net assets resulting from operations $ 20,681,756




Puerto Rico Fixed Income Fund II, Inc.
TEMENT OF CHANGES IN.NET ASSETS

For the fiscal year For the fiscal year
ended November ended November
30, 2007 30, 2008

ease (Decrease) in Net Assets:

Net investment income 3 22660337 § 23,772,908
Net realized (loss) gain on investments, swaps, principal protected notes and other derivatives {1,483,253) 9,846,217
Change in unrealized net depreciation on investments,

swaps and other derivatives (495,328) (16,244,941}
Net increase in net assets resuiting from operations 20,681,756 17,374,184

Dividends to Common
Shareholders From: Net investment income (25,526,833) {26,242,177)

Capital Share

Transactions: Offering costs paid - {55,000}
Repurchase of common shares (1,775,167} (7.626,845)

Increase in net assets derived from reinvestment of dividends 6,435,103 7,482,748

4,659,936 (199,089)

Net Assets: Net decrease in net assets applicable to common shareholders (185,141) {9,067,092)
Net assets at beginning of the year 416,139,995 425,207 087
Net assets at end of the year * $ 415,954,854 § 416,139,995

* Including accumulated net investment loss of $2,366,962 as of November 30, 2007 as follows!

Beginning balance at November 30, 2006 $ 499,534
Net investment income available for distribution to common shareholders 22,660,337
Less: dividends paid to common shareholders {25,526,833)

Balance at November 30, 2007 $ {2,366,962)
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Puerto Rico Fixed Income Fund i, Inc.

STATEMENT OF CASH FLOWS

For the fiscal year ended
November 30, 2007

Increase {Decrease) in Cash

Cash Provided by Purchases of portfolio securities $ (422,481,844)
Operations: Sales of portfolio securities 183,155,535
Calls and maturities of portfolio securities 227,244,400
Proceeds from mortgage-backed securities paydowns 2,042,966
Net realized gain on swaps and repurchased of principal protected notes 2,561,298
Amortization deferred debt issued costs 1,018,326
Net investment income 22,660,337
Adjusted by:
Accretion of discounts on investments (153,641}
Amortization of premiums on investments 1,867
Amortization of discount on index notes 380,497
Decrease in interest and dividends receivable 270,491
increase in prepaid expenses and other assets (21,974)
Decrease in Interest payable (289,359)
Increase in administration fees payable 2,105
Increase in investment advisory fees payable 630
Increase in accrued expenses and other liabilities 11,056
Total cash provided by operations 16,402,690

Cash Used by Repurchase agreements and short-term notes transactions,

Financing Activities: net of repayments of $2,371,700,242 (61,008,550)
Issuance medium-term notes 96,700,000
Repayments of medium-term notes (41,362,802)
lssuance of Index Notes 13,250,000
Repayments of Index Notes (2,038,000)
Dividends to common shareholders paid in cash (19,091,730)
Repurchase of common shares (1,775,167}
Debt issue costs (1,299,168)
Total cash used by financing activities (16,625,417)

Cash : Net decrease in cash for the year (222,727}
Cash at the beginning of the year 310,629
Cash at the end of the year $ 87,902

Cash Flow Cash paid for interest and leverage related expenses $ 19,809,325

Information:

Non cash activities - dividends reinvested by common shareholders $ 6,435,103

The accompanving notes are an intearal part of these financial statements.



Puerto Rico Fixed Income Fund Il, Inc.
Notes to Financial Statements
November 30, 2007

1. Reporting Entity and Significant Accounting Policies:

Puerto Rico Fixed Income Fund Il, Inc. (the “Fund”) is a non-diversified, closed-end management
investment company. The Fund is a corporation organized under the laws of the Commonwealth of
Puerto Rico and is registered as an investment company under the Puerto Rico Investment
Companies Act, as amended (the "Puerto Rico Investment Companies Act”). The Fund was
incorporated on January 8, 2004 and started operations on January 23, 2004.

The following is a summary of the Fund's more significant accounting policies:

Valuation of Investments

All securities are valued by the Fund Administrator on the basis of valuations provided by dealers or
by pricing services which were approved by the Fund's management and the Board of Directors. In
arriving at their valuation, pricing sources may use both a grid matrix of securities values as well as
the evaluations of their staff. The valuation, in either case, is based on information concerning actual
market transactions and quotations from dealers or a grid matrix performed by an outside vendor
that reviews certain market and security factors to arrive at a bid price for a specific security. Certain
Puerto Rico obligations have a limited number of market participants and thus, might not have a
readily ascertainable market value and may have periods of illiquidity.

Temporary cash investments are valued at amortized cost, which approximates market value.

Taxation
As a registered investment company under the Puerto Rico Investment Companies Act, the Fund will

not be subject to Puerto Rico income tax for any taxable year if it distributes at least 90% of its
taxable net investment income for such year, as determined for these purposes. Accordingly, as the
Fund intends to meet this distribution requirement, the income earned by the Fund is not subject to
Puerto Rico income tax at the Fund level.

The Fund can invest in taxable and tax-exempt securities. In general, distributions of taxable
dividends to Puerto Rico individuals are subject to a 10% withholding tax, if certain requirements are
met. The 10% tax is withheld by the Fund at the time of payment. Otherwise, taxable distributions
will be subject to the regular income tax. Puerto Rico entities receiving distributions of taxable
income are entitled to claim an 85% dividend received deduction. Fund shareholders are advised to

consult their own tax advisers.

For Puerto Rico income tax purposes, the Fund had capital losses at November 30, 2007 available
to offset future capital gains, if any.

Capital losses available for carryover expire as follows:

Fiscal year Amount
2012 $ 4,033,088
Total carryforward available $ 4,033,086

Statement of Cash Flows
The Fund issues its shares, invests in securities and distributes dividends from net investment

income and net realized gains which are paid in cash or are reinvested at the discretion of the
common shareholder. These activities are reported in the Statement of Changes in Net Assets.
Additional information on cash receipts and payments is presented in the Staterment of Cash Flows.

Accounting practices that do not affect the reporting of activities on a cash basis include carrying
investments at value and amortizing premiums or discounts on debt obligations. Cash, as presented
on the Statement of Assets and Liabilities, does not include short-term investments.



Puerto Rico Fixed Income Fund li, Inc.
Notes to Financial Statements
November 30, 2007

Dividends and Distributions to Shareholders

Dividends from net investment income are declared and paid monthly. The Fund may at times pay
out less than the entire amount of net investment income earned in any particular period and may at
times pay out such accumulated undistributed income earned in other periods in order to permit the
Fund a more stable level of distributions. The Fund records dividends on the declaration date.

Interest Rate Swaps

In managing its cost of funds and interest rate risk, as well as for hedging purposes, the Fund enters
into interest rate swap agreements. Interest rate swap transactions involve an agreement between
two parties to exchange interest rate payments that are calculated on the basis of a specified amount
of principal (the “notional principal amount”) for a specified period of time. The Fund usually enters
into interest rate swaps on a net basis, (i.e. the two payment streams are netted out), with the Fund
receiving or paying, as the case may be, only the net amount of the two payments.

These types of transactions subject the Fund to the risk that a counterparty will default on its
obligation to the Fund. The Fund attempts to control such risk by entering into these transactions
only with banks and recognized securities dealers believed by the Fund's investment adviser to
present minimal risk in accordance with the guidelines of the Board of Directors. These types of
transactions are also subject to market risk as interest rates and market prices fluctuate. The credit
exposure is represented by the fair value of the instruments with a positive market value. This credit
exposure may change as the fair value of the instrument changes. The Fund’s management entered
into these transactions in an attempt to improve funding costs rather than speculate on interest rate
changes. The Fund may enter into additional transactions as market conditions change.

Swap agreements are marked to prices provided by an independent source. Changes in the value
of the swap agreements are reported separately in the Statement of Assets and Liabilities and as a
component of the change in unrealized net appreciation (depreciation) on investments and swaps in
the Statement of Operations.

The Fund records collections or periodic payments on interest rate swaps as a component of net
realized gain or loss on investments and swaps in the Statement of Operations. For the fiscal year
ended November 30, 2007, the Fund received net collections of $2 549,833 from swap
counterparties. For purposes of dividend distributions and for the determination of compliance with
the 90% threshold for purposes of the Fund's tax exemption, swap periodic collections are included
as a component of net investment income. (See Note 11).

Securities Sold Under Repurchase Agreements (Repurchase Agreements)

Under these agreements, the Fund sells securities, receives cash in exchange and agrees fo
repurchase the securities at a mutually agreed date and price. Ordinarily, those counterparties with
which the Fund enters into these agreements require delivery of collateral and are able to repledge
the collateral, however, the Fund retains effective control over such collateral through the agreement
to repurchase the collateral before their maturity. These transactions are treated as financings and
recorded as liabilities. Therefore, no gain or loss is recognized on the transaction and the securities
pledged as collateral remain recorded as assets of the Fund.

Short-Term and Medium-Term Notes

The Fund has a short-term and medium-term notes payable program as a funding vehicle to
increase the amounts available for investments. The short-term and medium-term notes may be
issued from time to time in denominations of $25,000 or as may otherwise be specified in a
supplement to the Offering Circular. The notes may be coliateralized by the pledge of certain
securities of the Fund. The pledged securities are held by UBS Trust Company of Puerto Rico
("UBSTC"), or its agents, as collateral agents for the benefit of the holders of the notes. Fees related
to the issuance of medium-term notes are amortized throughout the term of the note until its first

callable date.



Puerto Rico Fixed Income Fund Ii, Inc.
Notes to Financial Statements
November 30, 2007

Paydowns
Realized gains or losses on mortgage-backed security paydowns are recorded as an adjustment to

interest income as required by accounting principles generally accepted in the United States of
America ("US GAAP"). The Fund declares and pays monthly dividends from net investment income.
For purposes of compliance with the 90% threshold for the Fund’s tax exemption, gains and losses
related to mortgage-backed security paydowns are not included in net investment income. (See
Note 11). During the fiscal year ended November 30, 2007, the Fund did not have any realized gain
or loss on mortgage-backed security paydowns.

Preferred Shares
Pursuant to the Fund’s certificate of incorporation, as amended and supplemented, the Fund’s Board

of Directors is authorized to issue up to 12,000,000 preferred shares, with a par value of $25, in one
or more series. As of November 30, 2007, the Fund has not issued any preferred shares.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with US GAAP requires the Fund's
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Other
Security transactions are accounted for on the trade date (the date the order to buy or sell is

executed). Realized gains and losses on security transactions are determined on the identified cost
method. Premiums and discounts on securities purchased are amortized over the life or the
expected life of the respective securities. Interest and dividend income is accrued daily except when
collection is not expected.

2. Investment Advisory, Administrative, Custodian, Transfer Agency Agreements and Other
Transactions with Affiliates

Pursuant to an investment advisory contract (the “Advisory Agreement”) with UBS Asset Managers
of Puerto Rico, a division of UBSTC, the Fund receives investment advisory services in exchange for.
a fee. For the fiscal year ended November 30, 2007, investment advisory fees amounted to
$5,934,690 equivalent to 0.75% of the Fund's average weekly gross assets. The Investment
Advisers waived investment advisory fees in the amount of $1,978,228, for a net fee of $3,956,462,
representing an effective annual rate of 0.50%.

UBSTC also provides administrative, custody and transfer agency services pursuant to
Administration, Custodian, and Transfer Agency, Registrar, and Shareholder Servicing Agreements.
UBSTC provides facilities and personnel to the Fund for the performance of administration duties.
For the fiscal year ended November 30, 2007, the gross fee for such services amounted to
$1,186,936, equivalent to 0.15% of the Fund’s average weekly gross assets, as defined above.

No administration, custody or transfer agents fees were waived for the fiscal year ended November
30, 2007.

The Fund is not registered under the U.S, Investment Company Act of 1940, as amended, and
therefore is not subject to the restrictions contained therein regarding, among other things,
transactions between the Fund and UBS Financial Services Incorporated of Puerto Rico ("UBS") or
its affiliates (“Affiliated Transactions”). In that regard, the Board of Directors of the Fund adopted a
set of Procedures (“Procedures”) for Affiliated Transactions in an effort to address potential conflicts
of interest that may arise. Affiliated Transactions are conducted in accordance with those

Procedures.

* 1t is anticipated that Affiliated Transactions will continue fo take place in the future and that any
Affiliated Transactions will be subject to the Procedures.



Puerto Rico Fixed Income Fund Ii, Inc.
Notes to Financial Statements
November 30, 2007

UBS is the Fund's dealer on the offering of short-term and medium-term notes. Selling fees
amounting to $1,289,168 and $6,370 were paid to UBS during the fiscal year ended November 30,
2007 related to the offering of medium-term notes and short-term notes, respectively.

Certain officers and directors of the Fund are also officers and directors of UBSTC. The five
independent directors of the Fund’'s Board of Directors are paid based upon an agreed a fee of
$1,000 per board mesting plus expenses and $500 for each meeting plus expenses of the Fund's
Audit Committee. For the fiscal year ended November 30, 2007, the five independent directors of
the Fund were paid an aggregate compensation of approximately $23,000.

The total amount (in thousands) of other affiliated and unaffiliated purchases and sales of investment
securities and originations of securities sold under repurchase agreements, listed by broker, during

the year were as follows:

Securities

Sold Under

Repurchase

Purchases % Sales % Agreements %

UBS $ 98432 23% $ 1,315 1% $ 241,375 15%
Between funds 24,252 » 6% 2,918 2% - -
Unaffiliated 299,798 71% 178,923 97% 1,338,385 85%
Total $ 422482 100% $ 183,156  100% . $ 1,579,760 100%

A Include purchase of medium-term notes amounted to $23,000,000 issued by an affiliated party, which generated an exempt
interest income of $497,218 during the fiscal year ended November 30, 2007, as follows:

Principal
Amount Principal
held at Amount Value at Realized
beginning held at end end Interest Gain/
Issuer of the year Additions Reductions  of the year  of the year Income Loss
PR AAA Partfolio Bond Fund $ - $ 620000 $ - $ 620000 $ 618450 $ 13403 § -
PR Fixed Income Fund - 10,860,000 - 10,860,000 10,832,850 234,775
Tax-Free PR Fund - 380,000 - 380,000 379,050 8,214
Tax-Free PR Fund !l 1,270,000 - 1,270,000 1,266,825 27,455
Tax-Free PR Target Maturity Func - 9,870,000 - 9,870,000 9,845,325 213,372
$ - $23,000,000 § - $23,000,000 $22,942,500 $ 497,219 §

3. Capital Share Transactions
The Fund is authorized to issue up to 88,000,000 common shares, par value $0.01 per share.

Capital share transactions for the fiscal years ended November 30, 2007 and 2006 were as follows:

Dollar Dollar

Amount Amount
Common Shares 2007 2006
Proceeds from the reinvestment of dividends $ 6,435103 $ 7,482,746
Repurchase of shares (1,775,187) (7,626,845)
Offering costs - (55,000)

Total $ 4659936 $ (199,099)




Puerto Rico Fixed Income Fund Ii, Inc.

Notes to Financial Statements
November 30, 2007

Transactions in common shares during the fiscal years ended November 30, 2007 and 2006 were as

follows:

Common shares:

Common shares - beginning of the year
Shares repurchased

Shares issued due to the reinvestment of dividends

Common shares - end of fiscal year

2007 2006
46,626,182 46,681,038
(202,361) (887,994)
735,823 833,138
47,159,644 46,626,182

The Fund's Board of Directors has authorized the repurchase of the Fund's shares on the open
market when the shares are trading at or below NAV of the shares. During the fiscal year ended
November 30, 2007, the Fund repurchased 202,361 common shares in the open market with net

assets valued at $1,777,415 at a cost of $1,775,167.

Investment Transactions

The cost of securities purchased and proceeds from sales, maturities and calls of portfolio securities
(in thousands) for the fiscal year ended November 30, 2007 were as follows:

Puerto Rico Obligations

US Obligations

The Fund has the following swap agreements in place at November 30, 2007:

Counterparty

Barclays
Barclays
Barclays
Bearn Stearns
Bearn Stearns
Bearn Stearns
HSBC

HSBC

HSBC
Santander
Santander
Santander
Santander
Bearn Stearns
Bearn Stearns
Bearn Stearns
HSBC

Merill Lynch
Merill Lynch
Barclays
Barclays
Santander
Santander
Santander

Calls/
Purchases Sales Maturities
417482 $ 152,471 $ 222244
5,000 30,685 5,000
422482 $ 183,158 § 227244

To be Received To be Paid
Notional Amount Fair Value Rate at Rate at Expiration
# # 11/30/2007 _T.ZEE. 11/30/2007  Type Date
2,500,000 $ (116} C Cc 4.39% \%3 09/28/10
10,000,000 $ 7 6.30% F 5.24% V# 07/28/21
5,000,000 § (21) 5.90% F 5.24% Vi# 01/16/22
5,000,000 § 2 6.36% F 5.24% Vi 06/16/22
19,816,198 § 1,268 7.85% F 4.63% v 08/29/22
10,000,000 § (56) 5.84% F 5.24% Vi 03/15/22
7,700,000 3 (18) 6.00% l 4.83% \3 04/30/08
3,462,000 § 231 D D 4.74% 3 03/30/10
4,300,000 § (10) 6.00% 1 4.81% v 04/30/09
5,000,000 § (19) 5.91% F 5.24% Vi 02/28/22
4,521,000 § ] 6.10% F 5.24% Vi 06/15/22
10,000,000 $ (48) 5.89% F 5.24% V# 05/15/22
5,000,000 § ) 5.32% F 5.24% Vi# 12/16/12
13,000,000 § (7) 6.15% F 5.24% V# 03/13/21
7,500,000 $ (4) 6.16% F 5.24% V# 03/24/21
8,000,000 $ 243 5.06% F 5.24% V# 02/28/13
8,000,000 $ {7 5.01% \ 5.24% Vit 09/30/10
5735000 $ (2) 4.91% £ 5.24% V# 12129107
5,000,000 $ 5) 4.72% F 5.24% Vi# 01/31/08
44,490,000 $ 30 6.43% F 5.24% Vit 12120021
5,250,000 § (381) D D 4.55% v 05/30/13
42,335,000 $ (1,788) 5.24% Vi# 4.35% F 06/20/17
38,000,000 % (969) 5.24% Vi 3.93% F 08/06/17
78,700,000 3 (2,744) 524% Vi 4.25% F 05/15/16
$

(4,428)

PPRrPPI00RUO0TOOOTEPHPO>UDEM



Puerto Rico Fixed Income Fund i, Inc.
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November 30, 2007

#  Amount in thousands of dollars
F  Fixed
V  Variable
V# 1 Month Libor
V#1 1 Month Libor minus a predetermined spread specified in the swap agreements.
Vi1 3 Month Libor minus a predetermined spread specified in the swap agreements.

A Counterparty has the option to terminate these swaps on a quarterly basis on the date
specified in the swap agreements.

B Counterparty has the option to terminate these swaps on a monthly basis on the date
specified in the swap agreements.

C  On the termination date the counterparty will pay the fund interests in an amount
equal to the interest payment as defined in Note 8 for the Principal Protection Notes
Linked to a Basket of Stocks.

D On the termination date the counterparty will pay the fund interests in an amount equal to the interest
payment as defined in Note 8 for the Principal Protected Notes Linked to a Global Index Basket.

E  This equity index swap is related to the Principal Protected Notes Linked to a Basket of Stock, 2007
2007 Series O.

G This equity index swap is related to the Principal Protected Notes Linked to a Global Index Basket,
2007 Series E.

H  This equity index swap is related to the Principal Protected Notes Linked to a Global Index Basket,
2007 Serjes 1.

I The coupon is received as long as the 10 year CMT rate is within a specific range, otherwise the

coupon is reduced to 0% for that particutar day, in that case the coupon on the related MTN is also
reduced to 0%.

At November 30, 2007, investment securities amounting to $7,196,900 were pledged as collateral for
swap agreements. The counterparties have the right to sell or repledge the assets during the term of
the swap agreement. Amounts payable on interest rate swaps amounted to $539,780 at November
30, 2007.

The Fund has received.securities pledged as collateral for certain investment securities owned by the
Fund. The fair value of pledged securities held by the Fund as collateral at November 30, 2007
amounted to $130,000, which has been repledged entirely as collateral for swap agreements.

5. Securities Sold Under Repurchase Agreements

Securities sold under repurchase agreements amounted to $217,225,000, from which $61,075,000
are with an affiliated party at November 30, 2007; related information is as follows:

Weighted average interest rate at end of the year 4.59%
Maximum aggregate balance outstanding at any time of the year $ 314,125,000
Average balance outstanding during the year $ 217,861,137
Average interest rate during the year 5.20%

At November 30, 2007, interest rates on securities sold under repurchase agreements ranged from
4.45% to 4.74%, with maturities dates up to February 19, 2008.

At November 30, 2007, investment securities amounting to $61,561,242 were pledged as collateral
for securities sold under repurchase agreements. The counterparties have the right to sell or
repledge the assets during the term of the repurchase agreement with the Fund. Interest payable on
securities sold under repurchase agreements amounted to $807,727 at November 30, 2007.



Puerto Rico Fixed Income Fund il, Inc.
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The Fund has received securities pledged as collateral for certain investment securities owned by the
Fund. The fair value of pledged securities held by the Fund as collateral at November 30, 2007
amounts to $130,000, which has been repledged entirely as collateral for swaps agreements.

6. Short-Term Notes

Short-term notes amounted to $35,751,717 at November 30, 2007; related information follows:

Weighted average interest rate at end of the year 4.27%
Maximum aggregate balance outstanding at any time of the year $ 43,366,659
Average balance outstanding during the year $ 33,260,364
Average interest rate during the year 4.44%

At November 30, 2007, interest rates on short-term notes ranged from 4.00% to 4.40%, with
maturities dates up to June 3, 2008.

At November 30, 2007, investment securities amounting to $59,604,291 are pledged as collateral for

these notes. The counterparties do not have the right to sell or repledge the assets. Interest payable
on short-term notes amounted to $80,546 at November 30, 2007.

7. Medium-Term Notes

Weighted average interest rate at end of year 5.27%
Maximum aggregate balance outstanding at any time during the year $ 173,706,000
Average balance outstanding during the year 3 125,709,870
Average interest rate during the year 5.13%

At November 30, 2007, the Fund had issued and outstanding the following medium-term notes:

Amount # Interest Rate Maturity
$ 6,000,000 4.55% 9/30/2010
5,735,000 4.55% 12/29/2007
5,000,000 4.37% 1/31/2008
13,000,000 5.75% 3/13/2021
7,500,000 5.75% 312412021
10,000,000 6.00% 7/28/2021
5,000,000 5.00% 12/15/2012
5,000,000 5.60% 1/16/2022
6,000,000 4.90% 2/28/2013
5,000,000 5.55% 2/28/2022
10,000,000 5.50% 3/15/2022 A
7,700,000 B 4/30/2009
4,300,000 B 4/30/2009
10,000,000 5.50% 5/15/2022 A
4,521,000 5.75% 6/15/2022 A
5,000,000 6.00% 6/15/2022
19,816,198 7.63% 8/29/2022

$ 129,572,198



Puerto Rico Fixed Income Fund I, Inc.
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#  Amount in thousands of dollars
A These notes may be redeemed prior to their stated maturity dated at
the option of the Fund on a monthly basis.

B The coupon of 6.00% is paid if the related swap agreement coupon is
received, as long as 10 year CMT rate is within a specific range,
otherwise the coupon is reduced to 0% for that particular day.

At November 30, 2007, investment securities amounting to $281,329,115 were pledged as collateral
for these notes. Interest payable on medium-term notes amounted to $327,660 at November 30,

2007.

At November 30, 2007 the Fund had outstanding Principal Protected Notes Linked to a Basket of
Stocks, 2007 Series O and Principal Protected Notes Linked to a Global Index Basket, 2007 Series E
and 2007 Series |. The Notes are part of a Series of debt securities entitled “Medium-Term Notes,
2007 Series O,” “Medium Term Notes, 2007 Series E” and “Medium Term Notes, 2007 Series |.”

(a) Principal Protected Notes Linked to a Basket of Stocks, 2007 Series O

The notes are medium-term notes issued by the Fund on September 25, 2007, which provides 100%
principal protection if held to maturity and the potential for additional returns based on the positive
performance of a basket of stocks. The basket (the “Basket”) is composed of ten stocks, which are
listed on the New York Stock Exchange under the ticket symbol appearing next to their name: Bank
of America Corporation; Bristol-Myers Squibb Company, China Mobite Limited; Corning Incorporated:
General Electric Company; Goldman Sachs Group, Incorporated; Intel Corporation; McDonald’s
Corporation; Procter & Gamble Company; and Walgreens Company.

The Fund offered $2,500,000 worth of 100% Principal Protected Notes Linked to a Basket of Stocks,
2007 Series O (the “Notes”). In the future, the Fund may issue additional 100% Principal Protected
Notes Linked to a Basket of Stocks in one or more series, by means of other supplements to the
Offering Circular. The Fund may only issue preferred stock, debt securities, or other forms of leverage
to the extent that immediately after any such issuance, the value of the Fund's total assets, less all
the Fund’s liabilities and indebtedness that are not represented by preferred stock, debt securities, or
other forms of leverage being issued or already outstanding, is equal to or greater that the total of
200% of the aggregate par value of all outstanding preferred stock and the total amount outstanding
of debt securities and other forms of leverage issued by the Fund. On September 28, 2010 (the
‘Maturity Date”), the Notes will mature and the Fund will make a cash payment per Note equal to
100% of the principal amount per Note of $1,000. The Notes are not subject to redemption prior to

the Maturity Date.

Note payments will consist of (i) an Annual Interest Payment on the Notes to be paid on September
29, 2008, September 28, 2009 and September 28, 2010 (each, an "Annual Interest Payment Date");
and (i) the return of 100% of the principal amount of the Notes on the Maturity Date. On each Annual
Interest Payment Date, the Fund will make a cash payment per Note equal to the Annual Interest
Payment, which will be an amount at least equal to a minimum annual interest payment of 1.00%.
The Annual Interest Payment on the Notes will be linked in equal parts to the performance of the
Basket. The performance of the Basket will be measured by the percentage change in the closing
value of each stock (each, a “Stock Return") from September 25, 2007 (with respect to each stock,
the “Initial Stock Value”), to the fifth Exchange Business Day prior to the respective Annual Interest
Payment Date (each, a “Valuation Date,” and the closing value of each stock on each such Valuation
Date, the “Annual Stock Ending Value”). The Maximum Annual Return caps the Annual Interest
Payment per Note at a maximum rate of 9.25% per year.
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The effective yield to maturity on the debt component on the Note as of November 30, 2007 is 5.43%.
As of November 30, 2007, an embedded derivative amounting to $89,334 is linked fo the Note. The
Notes have a fair value of $2,428,675 and a carrying value of $2,294,686 including the embedded
derivatives.

(b) Principal Protected Notes Linked to a Global Index Basket, 2007 Series |

The notes are medium-term notes issued by the Fund on May 24, 2007, offering full principal
protection and participation in the appreciation of certain Indices each subject to the Maximum Annual
Index Return of 9.00%. The Notes are linked in equal parts to the performance of a basket consisting
in three (3) equity indices, namely, the S&P 500® index, the Nikkei® 225 Index and the Dow Jones
EURO STOXX 50® Index.

The Fund offered $5,250,000 worth of 100% Principal Protected Notes Linked to a Global index
Basket, 2007 Series | (the "Notes”). In the future, the Fund may issue 100% Principal Protected
Notes Linked to a Global Index Basket in one or more series, by means of other supplements to the
Offering Circular. The Fund may only issue preferred stock, debt securities, or other forms of
leverage to the extent that immediately after any such issuance, the value of the Fund’s total assets,
less all the Fund's liabilities and indebtedness that are not represented by preferred stock, debt
securities, or other forms of leverage being issued or already outstanding, is equal to or greater than
the total of 200% of the aggregate par value of all outstanding preferred stock and the total amount
outstanding of debt securities and other forms of leverage issued by the Fund. On May 31, 2013 (the
"Maturity Date"), the Notes will mature and the Fund will make a cash payment per Note equal to
100% of the principal amount per Note of $1,000. The Notes are not subject to redemption prior to the

Maturity Date.

Note payments will consist of (i) an Annual Interest Payment on the Notes to be paid on May 30,
2008; May 29, 2009, May 28, 2010; May 31, 2011; May 31, 2012 and May 31, 2013 (each, an
"Annual Interest Payment Date"); provided, that if any such date is not an Exchange Business Day,
any scheduled Annual Interest Payment will be paid the next following Exchange Business Day; and
(ii) the return of 100% of the principal amount of the Notes on the Maturity Date.

On each Annual Interest Payment Date, the Fund will make a cash payment per Note equal to the
Annual Interest Payment, which will be an amount at least equal to the minimum annual interest
payment of 1.00%. The Annual Interest Payment on the Notes will be linked in equal parts to the
performance of a basket consisting of three (3) equity indices, namely, the S&P 500® Index, the
Nikkei® 225 Index and the Dow Jones EURO STOXX 50® Index. The performance of the indices will
be measured by the percentage change in the closing value of each Index from May 24, 2007 (the
“Trade Date”), (with respect to each index, the “Initial Index Value”), to the fifth Exchange Business
Day prior to the respective Annual Interest Payment Date. Each such percentage change being
capped at the Maximum Annual Index Retumn. The Initial Index Value for the S&P 500® Index is
1,507.51. The Initial Index Value for the Dow Jones EURO STOXX 50® Index is 4,452.70. The Initial
index Value for the Nikkei® 225 Index is 17,696.97.

The effective yield to maturity on the debt component on the Notes as of November 30, 2007 is
4.68%. As of November 30, 2007, an embedded derivative amounting to $531,495 is linked to the
Notes. The Notes have a fair value of $5,118,958 and a carrying value of $4,821,586 including the
embedded derivatives.
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(c) Principal Protected Notes Linked to a Global Index Basket, 2007 Series E

The notes are medium-term notes issued by the Fund on March 28, 2007, offering full principal
protection and participation in the appreciation of certain Indices each subject to the Maximum Annual
Index Return of 7.60%. The notes are linked in equal parts to the performance of a basket consisting
in three (3) equity indices, namely, the S&P BRIC 40® Index and the Dow Jones EURO STOXX 50®

Index.

The Fund offered $5,500,000 worth of 100% Principal Protected Notes Linked to a Global Index
Basket, 2007 Series E (the "Notes"). In the future, the Fund may issue 100% Principal Protected
Notes Linked to a Global Index Basket in one or more series, by means of other supplements to the
Offering Circular. The Fund may only issue preferred stock, debt securities, or other forms of
leverage to the extent that immediately after any such issuance, the value of the Fund's total assets,
less all the Fund's liabilities and indebtedness that are not represented by preferred stock, debt
securities, or other forms of leverage being issued or already outstanding, is equal to or greater than
the total of 200% of the aggregate par value of all outstanding preferred stock and the total amount
outstanding of debt securities and other forms of leverage issued by the Fund. On March 30, 2010
(the "Maturity Date"), the Notes will mature and the Fund will make a cash payment per Note equal io
100% of the principal amount per Note of $1,000. The Notes are not subject to redemption prior to the
Maturity Date.

Note payments will consist of (i) an Annual Interest Payment on the Notes to be paid on March 31,
2008; March 30, 2009; March 30, 2010 (each, an "Annual Interest Payment Date"); provided, that if
any such date is not an Exchange Business Day, such scheduled Note payment will be paid the next
Exchange Business Day thereafter; and (i) the return of 100% of the principal amount of the Notes on

the Maturity Date.

On each Annual Interest Payment Date, the Fund will make a cash payment per Note equal to the
Annual Interest Payment. The Annual Interest Payment on the Notes will be linked in equal parts to
the performance of a basket consisting of two (2) equity indices (each, an “Index and together, the
“Indices”), namely, the S&P BRIC 40® Index and the Dow Jones EURO STOXX 50® Index. The
performance of the Indices will be measured by the percentage change in the closing value of each
Index from March 29, 2007 (with respect to each Index, the “Initial Index Value”), to the value of each
Index on March 24, 2008; March 23, 2009 and March 23, 2010, respectively, each such percentage
change being capped at the Maximum Annual Index Return. The Initial Index Value for the S&P
BRIC 40® Index is 2,124.07. The Initial Index Value for the Dow Jones EURO STOXX 50® Index is

4,180.07.

The effective yield to maturity on the debt component on the Note as of November 30, 2007 is 3.63%.
As of November 30, 2007, an embedded derivative amounting to $493,214 is linked to the Note. The
Notes have a fair value of $3,555,059 and a carrying value of $3,674,134 including the embedded

derivatives.
8. Short-Term and Long-Term Financial Instruments

The fair value of short-term financial instruments, which include $217,225,000 of securities sold under
repurchase agreements and $35,751,717 of short-term notes, are substantially the same as the
carrying amount reflected in the Statement of Assets and Liabilities, as these are reasonable
estimates of fair values, given the relatively short period of time between origination of the instrument
and their expected realization. Medium-term notes have a fair value of $129,546,448 and a carrying
value of $129,572,198.
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9.

10.

M.

Concentration of Credit Risk

Concentration of credit risk that arises from financial instruments exist for groups of customers or
counterparties when they have similar economic characteristics that would cause their ability to meet
contractual obligations to be similarly affected by changes in economic or other conditions.

The major concentration of credit risk arises from the Fund'’s investment securities in relation to the
location of issuers. For calculating concentration, all securities guaranteed by the U.S. Government
or any of its subdivisions are excluded. At November 30, 2007, the Fund has investments with an
aggregate market value of approximately $550,532,940 which were issued by entities located in the
Commonwealth of Puerto Rico and are not guaranteed by the U.S. Government or any of its
subdivisions.

As stated in the Prospectus, the Fund will ordinarily invest at least 67% of its total assets in taxable
and tax-exempt securities issued by Puerto Rico issuers (“the 67% Investment Requirement”). These
include securities issued by the Commonwealth of Puerto Rico and its political subdivisions,
organizations, agencies, and instrumentalities, Puerto- Rico morigage-backed and asset-backed
securities, corporate obligations and preferred stock of Puerto Rico entities, and other securities,
consistent with the Fund’s investment objective and policies as defined in the Prospectus (the “Puerto
Rico Securities”). Therefore, the Fund is more susceptible to factors affecting issuers of Puerto Rico
Securities than an investment company that is not concentrated in Puerto Rico Securities to such

degree.
Investment and Other Requirements and Limitations

The Fund is subject to certain requirements and limitations related to investments and leverage.
Some of these requirements and limitations are imposed by statute or by regulation while others are
imposed by procedures established by the Board of Directors. The most significant requirements and
limitations are discussed below.

The Fund must invest at least 67% of its total assets in Puerto Rico Securities. Up to 33% of its total
assets may be invested in taxable and tax-exempt securities issued by the United States government,
its political subdivisions, agencies and instrumentalities and municipal securities issued in the United
States. From time to time, the Fund may not comply with the 67% Investment Requirement due to a
lack of availability of acceptable Puerto Rico Securities.

The Fund's leverage, as measured in relation to total assets, may not exceed 50%. Should this ratio
be exceeded, the Fund is precluded from further leverage transactions until the maximum 50% ratio
is restored.

Reconciliation Between Taxable and Book Net Investment income

As a result of certain reclassifications made for financial statement presentation, the Fund's net
investment income according to the financial statements is not the same net investment income for
income tax purposes, as follows:

Net investment income $ 22,660,337
Reclassification of swap periodic collections 2,549,833
Accretion of index notes 380,497

Net investment income for tax purposes $ 25,590,667
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12.

13.

The basis for the dividend distributions is the net invest_ment ipcqme for tax purposes as determined
above. The Fund's policy, as stated in the Prospectus, is to distribute substantially ail net investment
income. In order to maintain a stable level of dividends, however, the Fund may at times pay more or
less than the net investment income earned in a particular year.

For the fiscal year ended November 30, 2007, the Fund had distributed $25,526,833 of the total net
investment income for tax purposes of $25,590,667. The undistributed net investment income (for tax
purposes) at November 30, 2007 was as follows:

Undistributed net investment income for tax purposes

at the beginning of the year $ 2,656,269
Net investment income for fax purposes 25,590,667
Dividends paid to common shareholders (25,526,833)

Undistributed net investment income
for tax purposes at end of year $ 2,720,103

Subsequent Events

On December 10, 2007, the Board of Directors declared an ordinary net investment income dividend
of $0.04792 per common share, totaling $2,259,890 and payable on December 17, 2007, to common
shareholders of record as of November 30, 2007.

On January 10, 2008, the Board of Directors declared an ordinary net investment income dividend of
$0.04833 per common share, totaling $2,282,898 and payable on January 15, 2008, to common
shareholders of record as of December 31, 2007.

On February 8, 2008, the Board of Directors declared an ordinary net investment income dividend of
$0.04917 per common share, totaling $2,326,379 and payable on February 15, 2008, to common
shareholders of record as of January 31, 2008.

Restatement of Financial Information

During the preparation of the November 30, 2007 financial statements, the Fund noted that the per
share dividend information included in the Financial Highlights section of the fiscal years 2005 and
2004 financial statements were incorrectly based on the Fund's outstanding shares at the end of the
period instead of the actual per share dividend amount for the period. Also, the net asset value per
share movement for the fiscal years ended November 30, 2005 and November 30, 2004 were based
on the outstanding shares at the end of the period instead of the average outstanding shares
throughout the period.

The financial highlights for the fiscal years ended November 30, 2005 and November 30, 2004 have
been restated to reflect the correction of prior year per share operating performance. The following is

. a summary of the effects of the restatement described above on the information presented in the

financial statements.
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Increase (Decrease)
in Net Asset Value:

Per Share
Operating
Performance:

For the fiscal
year ended
November 30, 2005

For the fiscal
year ended
November 30, 2004

As As
As previously As previously
Restated Reported Restated Reported
Net asset value applicable to
common stock, beginning of period $ 962 § 962 § 953 § 9.53
Net investment
income 0.61 0.60 0.54 0.39
Net realized loss and unrealized
(depreciation) appreciation from
investments and swaps (0.44) (0.49) (0.06) 0.01
Total from investment operations 0.17 0.11 0.48 0.40
Less: Dividends from net
investment income to common
shareholders (0.68) (0.62) (0.39) (0.30)
Net asset value applicable to
common stock, end of period $ 911 $ 9.11 $ 962 % 9.63
Market value, end of period $ 965 $ 965 % 980 $ 9.80

The restatement did not affect the expense ratios, the total investment return and turnover ratios and
the net asset value per share presented for the fiscal years ended November 30, 2005 and November

30, 2004.
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Report of Independent Auditors

To the Board of Directors and Stockholders of
Puerto Rico Fixed Income Fund |l Inc.

In our opinion, the accompanying statement of assets and liabilities, including the schedule of
investments, and the related statements of operations, of changes in net assets and of cash flows and
the financial highlights present fairly, in all material respects, the financial position of Puerto Rico Fixed
Income Fund ll, Inc. (“the Fund”) at November 30, 2007, the results of its operations and its cash flows
for the year then ended, the changes in its net assets for each of the two years in the period then
ended, and the financial highlights for each of the three years in the period then ended and for the
period from January 23, 2004 (commencement of operations) to November 30, 2004, in conformity with
accounting principles generally accepted in the United States of America. These financial statements
and financial highlights (hereafter referred to as “financial statements”) are the responsibility of the
Fund's management. Our responsibility is to express an opinion on these financial statements based
on our audits. We conducted our audits of these financial statements in accordance with auditing
standards generally accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 13 fo the financial statements, the Fund has restated the financial statements for
the fiscal year ended November 30, 2005 and for the period from January 23, 2004 through November
30, 2004.

Pricsan Lo

March 11, 2008

CERTIFIED PUBLIC ACCOUNTANTS
(OF PUERTO RICO)

License No. 216 Expires Dec. 1, 2010

Stamp 2287639 of the P.R. Society of

Certified Public Accountants has been

affixed to the file copy of this report
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Remember that:

e  Mutual Fund’s units are not bank deposits or FDIC insured.

o Mutual Fund's units are not obligations of or guaranteed by UBS Financial Services Incorporated of Puerto Rico
or any of its affiliates.

o Mutual Fund's units are subject to investment risks, including possible loss of the principal amount invested.
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