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INDEPENDENT AUDITORS® REPORT

Lion. Rubén A. Herndndez Gregorat, MLM, P.E.
Sceretary Department of Transportation and Public Works

We have audited the accompanying statement of net assels of Puerto Rico Metropulitan Bus
Authority (the Authority), a component unit ol the Commonwealth of Puerto Rico, as ol June 30,
2012, and the related statements of revenues, expenscs and changes in net asscts, and cash [lows
for the year then ended. These financial statements arc the responsibilily ol the Authorily’s
management, OQur responsibility is to express an opinion on these linancial statements based on

our andit.

Lxcept as discussed in the following pavagraph, we condueted our audit in accordance with
auditing standards generally accepled in the Uniled States ol America. Thosc standards requite
that we plan and perform the audil (o obtain reasonable assurace about whether the financial
ciatements are fice of malerial misstalements. An audit includes consideration of' internal control
over financial reporting as a basis for designing audil procedures that are appropriate in the
circumstances, bul not for the purpose of expressing an opinion on the effectivencss of the
Authority’s internal control over linancial reporting. Accordngly, we express no such opinion.
An audit ineludes examining, on a lest basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating (he overall financial statements
presentation. We belicve thal our audit provides a reasonable basis for our opinion,

The Authority did not provide an actuarial valuation repor! to record the lahility and current year
cost of the certain post-employmeni benefits desceribed in Note 13 to the [inancial statements as
required hy accounting principles generally accepled in the United States of America (“GAADP™).
The cost of these benefits are recorded in the financial statements when paid which is a method
not aceepted by GAAP.

In our opinion, excepl for the eflects of such adjustments, 11 any, as might have been determined
to be necessary had the Authorily heen able to obtain an actuarial report to record (he cost and
the liahility of the post-cmployment benefits as required by GAAP as described in the preceding
paragraph, the financial statements refcrred to above present [airly, in all material respects, the
financial position of the Puerto Rico Metropohilan Dus Authority at June 30, 2012 and the
changes in its net assets and its cash lows for the ycar then ended in conformily with accounling
principles gencrally accepted in the United States of America.

AD0 Amérco Miranda fve, &b 787.622.0029
Cosvi Building 3rd Howr i 787.G22.0049
San Juan, FR 00926 9 vovew uemantones.com



As described in Note 12 to the financial statements, the Authorily received operaling assislance
from the Commonwealth of Pucrto Rico to assist in the financing of the Authorily’s operations.
The amount of such assistance indicates that the Authority may require continued assistance in
order to operate at its current level an as a going concern.

Accounting principles gencrally accepted in the United States ol America require thal the
management’s discussion and analysis on pages 4 through 12 be presenled (o supplement the
basic financial statemenis. Such information, although not a part of the basic [linancial
slatements, 1s required by the Governmental Accounting Standards Board, who considers it to be
an essenbial parl ol [inancial reporting lor placing the basic financial statcments in an appropriate
operational, economic, or historical conlext. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally aceepted in
the United States of America, which consisted of inguiries of management aboul the methads of
preparing the information and comparing the information for consistency with management’s
responses to our inguiries, lhe basic [inancial statements, and other lnowledge we obtained
during our audit of the basic [inancial stalements. We do nol express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sulficicnt
evidenee to cxpress an opinion or provide any assurance.

Guzméan, Towes Castro & Diaz, (PH 15056

Certilied Public Acecounlants
Movember 5, 2012

Stamp # 2667366
wis afTixed 1o the original of Lhis reporl.



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANAT.YSIS
YHEARS ENDED JUNL 30, 20012 AND 2011

(Unaudited)

The following discussion and analysis of the financial performance and aclivity of the Puerto
Rico Melropolitan Bus Authority (“lhe Authorily™) provides an introduction and understanding
of the basic (inancial slatements of the Authority for the fiscal years ended June 30, 2012 and
2011, This discussion was prepared by management and should be read in conj unction with the
[inancial stalements and the notes therelo, which follow (his section.

Financial Ilighlights for 2012

Net assets deficieney lotaled $25.3 million at June 30, 2012,
Net assets deflicicney increased by $11 million in 2012, as compared to a decreasc of
approximaltely $1.3 million in 2011.

o Nel capital assets lolaled $52.3 million at June 30, 2012

s Net capilal asscts decreased by 18.2% at June 30, 2012, when comparcd with the balance al
June 30, 20171 of $63.9 million.

Financial Highlights for 2011

e Net assets deliciency totaled $14.4 million at June 30, 2011.

o Nel assels deficiency decreased by $1.3 million in 2011, as compared Lo a decrease ol
approximately $3.4 million in 2010.

o Nt capital assets totaled $63.9 million at Junc 30, 201 |

o Nel capital assets increased by 3.5% at June 30, 2011, when compared with the balance at
Tune 30, 2010 of $61.8 million.

The Financial Statements
The basic financial statements provide information aboul the Authority s business-type activitics.

The [linancial statements are preparcd in accordance with accounting principles generally
accepled in the United Siates of Amecrica as promulgated by (he Governmental Accounting

Standards Board (GASB).

Overview of the Financial Statements for Business-Type Activities

The financial statements consist of the (1) statement of net assets, (2) statement of revenucs,
expenscs, and changes in net assets, (3) slatement of cash Mows, and (4) notes to the linancial
statements. ‘The financial statements are prepared on the acerual basis ol accounting, meaning
that all expenses are recorded when incurred and all revenues arc recognized when earned, in
accordance with accounting principles generally acecpted in the Lnited States of America.



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT?S DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 30, 2012 AND 2011

(Unaidited)

Statement of Net Assets
The statement of net assets reports all financial and capital resources of the Authority. The

statement is presented in the formal where assels equal liabilities plus net asseis. Asscts and
liabilitics ate presented in order of liquidity and are classified as current (convertible into cash
within one year) and non-current. The [ocus of the stalemcnt of net assel is to show a picture of
the liquidity and health of the Authority’s financial position as of the end of the year.

The Authorily’s net assets are reported in (he following calegorics:

o Net Assets Tvested in Capital Asseis, Net of Related Debt - this componenl ol not asscts
congists of all capital assets, reduced by the outstanding balances of any bonds, notes, or
other borrowings (hat arc attributable to the acquisition, construction, or improvement of
those asscts. Although the Authorily’s investment in its capital assels is reported net of
related debt, it is noted that the resources required (o repay this debt must be provided
annually [rom operations and from (he operating grant allocated annually by the
Commonweallh of Pucrto Rico, since the capital assets themselves can notl be used to

liguidate liabililies.

o Unrestricted Net Assels - this component includes all net assets that do not meet the
delinition of net assels invested in capilal asscts,

Statement of Revenues, Expenses, and Changes in Netf Assets

The statement of revenucs, expenses, and changes in net assels includes operating revenues,
which consist of passenger and cargo revenues and equipment and properly rentals and operaling
cxpenses, such as salaries and cmployees benefits, depreciation on capital asscts, repairs and
maintenance and other general administrative cxpenses; and non-operaling revenus and
expenscs, such as the operating grants from (he Commonwealth of Puerto Rico, interest and
investment income, and interest expense. The focus of the statement of revenues, expenses, and
changes in net assels is the change in net asscts, This is similar to nel income or loss and porirays
the resulls of operations of the Authaorily for the entire operating period.

Statement af Cash Flows
The statement of cash flows discloses net cash provided by or used for operaling activities,

investing activities, noncapital linancing activities, and from capital and relaled financing
activitics. This stalement also portrays the health of the Authority in (hat current cash [lows are

suflicient to pay current liabilities.

Notes fo Financial Statenents
‘The noles to financial statements are am intcpral part of the basic financial statemenls and

deseribe the significant accounting policies, related-party transactions, deposils and investments,
capital assels, long-term labilities, defined-bencfit pension plans, and the commitments and



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commeonwealth of I'nerto Rico)

MANAGEMENT"S DISCUSSION AND ANALYSIS
YEARS ENDED JUUNE 30, 2012 AND 2011
(Unandited)

contingeneies. The reader is encouraged to review the notes in conjunction with the management
discussion and analysis and the financial statements.

Financial Analysis of the Authority’s Business-Type Activilies
Statements of Net Assels

The following table reflects a condensed summary ol assets, liabilitics, and net assets of the
Authority as of June 30, 2012, 2011, and 2010:

o _«June 30,
2012 2001 2010

ASELTS
Current assets $ 17286855 3% IRI088% % 31217692
Capital assets 52,263,013 63 888,985 61,736,522
(Jther assets 542,071 542071 542,071
Total assets 70,091,939 % B2539910 0§ 934967285
LIABILITIES
Cirrent liabilities b 480651648 0 S4004849 5 69,1097362
Long-term labilitics 46776737 42208715 39,960,553
‘Potat Habilitics 95428385 96,873,504 108,069,915
NET ASSLETS
Invesied in capilal asscls,

net of related debl 32263013 a6l 378 014 44597923
Deficiency in urestricied nel asscls {(77.599459) (75,711,698) {60,171,553)
Total net assels deliciency (25.336.446) (14333654)  (15.573,630)

Total linbilities and net assels $ 70091939 § 82539910 § 93496285

June 30, 2012

Current assets decreased by 4.5% to §17.3 malhon. All eategorics ol current asscts remained
comparable to prior year,

Capital asscts decreased by 18.2% (o $52.2. This decrease is the nel vesult of the depreciation for
the year amounting to $9 million nel of capilal assets additions of $1.2 million. In addition
during the year the Authority charged to expense aboul $5 million previously recorded as
construction in progress for cost incurred in the overhaul of certain transportation equipment



PUERTO RICO METROPOLITAN BUS AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 30, 2012 AND 2011

(Uneruedited)

because new evidence obtained during the year indicated (hat such overhaul does not increase the
useful life of the related asset, Capital assets are funded with the proceeds from operations and
opetating and capital grants from (he Commonwealth of Puerlo Rico. In addition, the Authouity
is a recipient ol certain funds under Federal program 20.507 “Urban Mass Lransportation Capital
and Operating Assistance Lornla Grant” granted by the TS, Federal Iransit Administration
which iz used to finance the acquisition and maintenance of capilal assets.

During the year ended June 30, 2012 the Authority completed an evaluation of its capital assels
as part of the implementation of a capital ledger system. To perform this analysis the Authorily
obtained all capital asscts acquisitions and records from year 2000 to present fiscal year and
based on that information and analysis determined that (he net book value of capital asscts as of
July 1, 2009 was overstated by approximately $2.6 million. Thercfore prior years inancial
statemcnts were restated to refleet the effect of this adjustments.

Current Hahilitics decreased by 11% to $48.7 million. This incrcase consisls principally of a
decrease in amounts outstanding under a line of credit which was refinanced on a long-term basis
as cxplained above and a decrease in aceounts and acerued expenses payable of $4 million.

Gitective March 2012 the Authority refinanced amounts outstanding wilh a private bank under a
line of eredit in the amount of' $3 million and a long-term loan in the amount ol $34.5 million
into a long-term loan with the same bank. 'The new loan matures on March 2015 and is payable
in monthly principal installments of $209,000 plus interest. nterest on outstanding balance is
based on a margin over TIBOR based on the debt rating given to the Commonwealth ol Tuerto
Rico’s gencral obligations by Moddy’s Corporation and Standard & Poors Financial Services
LLC as delined in the agreement (2.62% at June 30, 2012). The nole is sccurcd by the
assignment ol the diesel tax revenues allocated by the Commonwealth of Puerto ico.

Net assets deficiency increased by 77% (o a net deficiency of $25.3 million. This increase was
fhe result of an cxcess of expenses (operating and non-operating) over revenues (operating and
non-operating) and capital grants of $11 million, The largest portion of the Authority’s net assels
represents its investment in capital assets net of related debt outstanding used o acquire those

capital assels.
June 30, 2011

Current asscts decreased by 42% to $18.1 million. The change in current asscts is primarily due
lo a deercase in account receivable from Federal Transit Administration of $18 million.

Capilal assets increased by 3.5% to $63.9 million principally for the acquisition of transportation
cquipment net of related depreciation for the year, Capital assets are funded with the proceeds
from operations and operating and capital grants from (he Commonwealth ol Puerto Rico. In
addition, the Authority is a recipient ol certain funds under Federal program 20.507 “Urban Mass



PUERTO RICO METROPOLITAN BUS AUTIHLORITY

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMUENT’S DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 30, 2012 AND 2011

({naudited)

Transportation Capital and Operating Assistance Formula Grant” granted by the U.S. Federal
Transit Administration which is used to finance the acquisition and maintenance of capilal asscls.
Tolal capital grants reccived during fiscal year 2011 from the Commonwealth of Puerto Rico and
the Transit Administration amounted Lo approximately $12.2 million.

Current liahilities deercased by 20.9% Lo $54.7 million. ‘The decrease is relaled to deercase in the
accounts payable related to acquisition ol capilal asscts which were paid with capital grants for
from U.S. Federal Transit Administration.

Tong-Term Debt consists principally of amounts due to Scotia Bank of Puctto Rico related o a
long-term financing obtained in prior years. The loan with Scolia Bank is payable in monthly
principal installment of $143,334 plus interests at fixed rate of 5.43% plus a spread as defined
the loan agreement (6.68% at Junc 30, 2011) due in lebruary 12, 2012. As explaincd above,
cffcetive March 2012, (he amount outstanding on this loan together with the amounl outstanding
under a linc of credit was reliminced on a long-term basis.

Net assels deliciency decrcased 8% lo a net deficicncy of $14.3 million. This deercase was (he
result of an excess of revenues (operating and non-operating) over expenses (operating and non-
operating) and capital grants of $1.3 million. The largest portion of the Authorily’s net assets
represents its investment in capital asscts net of related debl outstanding used to acquire lhose

capilal asscls.

The following table refleets a condensed sunnnary of the revenues, expenses, and changes in nel
asscts for the three years ended June 30, 2012:



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 30, 2012 AND 2011

{Unaudited)
Years Ended June 30,
2012 2011 2010

Operating revenues L 5395378 % 0 0248546 F 0 6313102
Oiporating expenses 100,517,106 88747879 85,153,876
Operating loss (95,121,728) {79.490.,333) (78.840,774)
MNan-operaing revenuss;

Operating grants 86,134,166 73,723,710 66,952 4949

Interest income (expense), net (4,193476)  (5,166,258) (4.131,901)

Total non-operating reveuucs 41,940,690 ~ OB,557452 62,820,598

Loss belore capital contributions {13.181,038) (10,941,881 (16,020,176)
Capilal comdribuations ) 2178246 12181857 22,833 561
Change in nei assets (11,002,792) 1,239.976 6,813,388
Met assels deficil al bepinning of year (14.333,654) (155736300  (22387,018)
M™et assets delicit al cd of year % {25,336,44{:} § (14333650 5 (15573,630)

Year Ended June 30, 2012

Operating revenues which consisted principally of fares [or transportation and other scrvices,
decreased by 42% to $5.4 million. During the year ended June 30, 2012 the Authority recognived
revenue from a contract with the Puerto Rico Highways and Transportation Authority (PRPHA)
in the amount of $1,1 million. This revenue consists of the amount hilled for scrvices performed
during the year ended June 30, 2012. Operating revenucs decreased because of 2011 the
Authority reecognized revenue under the contract with PRPHA related to fiscal years 2010 and
before in the amount of approximalely $3 million as explained below.

Operating expenses, which consisted principally of salaries and employces benefits, depreciation
and amortization, vepairs and maintenance, dicscl, insurance, prolessional services and geneval
and administrative increased by 13.2% to $100.5 million. 'This increase is duc to the following:

During the vear ended June 30, 2012 the Authority, following guidelines [rom U.S. l'ederal
Transit Authority, performed a mid-life overhaul Lo certain of its transporfation equipment. This
overhaul is performed when (he units reach its mid-life, generally 6 years, in order lor the unit to
last its estimated uscful life of 12 years. Since the overhaul docs not result in an increasc in the
nseful life of the unit it is recorded as an operating expensc. Total cost of this overhaul is



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth ol Puerto Rico)

MANAGEMENTS DISCUSSION AND ANALYSIS
YEARS LENDED JUNE 30, 2012 AND 2011

(Unaudifed)

amounted (o approximately $11 million and recorded as repairs and maintenance in the
accompanying [nancial statements.

During the year ended the Authority conlinued with the implementation of the voluntary
retirement plan that commenced during fiscal year 201 1.

On July 2, 2010, the Commonwealth enacted Acl No. 70 to establish a program thal provides
benefils lor catly retirement or cconomic incentives lor voluntary employment {ermiation to
cligible employces, as defined, including employees of the Authority. Act No. 70 established
{hat carly retirement benefits will be provided to eligible cmployees (hat have completed
hetween 15 to 29 years of credited service in the Retirement System and will consist of biweekly
benelits ranging from 37.5% to 50 % of each employee’ salary, as defined. In this early
retirement benefit program, the Authority will make the employer contribulions fo the
Retirement System and pay the corresponding pension until the employce complies with the
requirements of age and 30 years of credited scrvice in the Refirement System. Feonomic
incentives are available to eligible cmployees whe have less than 15 years of credited service mn
(he Retirement System or who have at least 30 years of credited service in the Relirement System
and the age for retirement ot who have the age for retirement. Economic incentives will consist
of a Jump-sum payment ranging from onc-month lo six-month salary based on employment
years. Additionally, cligible employees thal choose to parlicipate in the early retirement benefit
program or thal choose the economic incentive and have less than 15 years of credited service in
{he Retirement System arc cligible to reeeive health plan coverage for up lo 12 months in &
health plan sclected by management ol the Commonwealth of Puerfo Rico.

The financial impact resulting for the benelits granted (o participants on this program was the
recognition within the Authority’s financial statoments ol a liability of approximately 8.1
million in the stalement of net assels as of June 30, 2012 and a charge of $5 million in the
stalement of activities for the vear ended June 30, 2012, At June 30, 2012, unpxd long-term
benefils grantcd on this program were discounted at 1.46%. The impaci of $5 million is recorded
as salaries and related benelits in the accompanying financial statements.

Non-operating revenucs consisted principally of operating grants from (he Commonwealth of
Puetto Rico and Federal Government. These operating grants [rom the Commonwealth of Puerto
Rico arc annual appropriations from the general fund. The amount appropriated  annually
depends on the approved budget of the Commonwealth of Puerto Rico.

In sddition, the Authorily reecives operating and capital contributions from the T1.8. Federal
Iransit Administration which arc restricted to the acquisition and repairs of certain capital assets.

During the year ended June 30, 2012 non-operating revenucs increased by 13.7% due o an
increase in grants reecived from 1.8, Federal Transportation Authority used to finance part of



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGLEMENT?S DISCUSSION AND ANALYSIS
YLARS ENDED JUNE 30, 2012 AND 2011

(Unaudited)

mid-lile overhaul deseribed above and an increase in operating grants received from (he
Commonwealth of Puerto Rico used to finance the Authority’s eperating defieit.

Year Ended June 30, 2011

Operating revenues which consisted principally ol fares for lransportation and other serviecs,
incrcased by 46.5% to $9.3 million. During the ycar ended Junc 30, 2011 the Authority
recopnized revenue from a contract with the Puerto Rico Highways and Transportation Authority
in the amount of $4,451,768. This revenue consist of (he amount billed for services performed
during the year ended June 30, 2011 plus prior years unrecorded amounts because such revenue
was considered uncolleetible in prior years in accordance with a resolution approved by the
Sceretary of the Department of Transportation and Public Works which authorizes the payment

ol all the smounts billed,

Operating cxpenses, which consisted principally of salaries and employees benefits, depreciation
and amortization, repairs and maintenance, diescl, insurance, professional scrvices and general
and administrative increased by 4.2% to $88.8 million. This increasc is due cost of a voluntary
retirement lermination plan implemented during this year as explained above.

The financial impact resulting for the benefits granted to participants on this program was the
recognition within (he Authorily’s financial statements of a liability of approximately 54
million in the statement of not assels as of June 30, 2011 and a charge ol $4.9 million in the
statement ol activities for the year ended June 30, 2011, At Junc 30, 2011, unpaid long-lerm
benefits granted on this program were discounted al 2.99%. The impact of $4.9 million is
recorded as salaries and related benefits in the accompanying financial statements.

Non-operating revenues consisted principally of opcrating grants from (he Commonwealth of
Pucrto Rico and Liederal Governmenl. These operating grants (rom the Commonwealth ol Pucito
Rico are ammual appropriations from the general fund. The amount appropriated annually
depends on the approved budget of the Commonwealth ol Pucrto Rico.

In addition, the Authority receives operating and capital contributions from the 11.8. Federal
L'ransit Administration which are restricted to (he acquisition and repairs ol certain capital assets,

10



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commomwvealth of Puerto Rico)

MANAGEMENT’S DISCUSSTON AND ANALYSIS
YEARS LNDED JUNE 30, 2012 AND 2011

(Unaudited)

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

AL June 30, 2012, the Authority had invested approximately $52.2 million i capital assels (net
of related depreciation) including transportalion equipment, land, buildings and structures and
machinety and equipment used in the operations. At June 30, 2011, the Authority had invested

approximately $63.9 million in capilal asscts.

Mujor capital assels events during the ycars cnded June 30, 2012 and 2011 inchude the
acquisition and repairs of transportation cquipment which were funded principally by capital
contributions reecived.

Debt Administration

Flfective March 2012 the Authority refinanced amounts outstanding with & private bank under a
line of credit in (he amount of $3 million and a long-term loan in the amount of $34.5 milhon
into # long-term loan with the same bank. The new loan matures on March 2015 and is payable
in monthly principal installments of $209,000 plus interest. Interest on outstanding halance Is
hased on & margin over LIBOR bhascd on the debl rating given to the Conunonwealth ol Pucrto
Rico’s general obligations by Moddy’s Corporation and Standard & Poors Financial Services
IT.C as defined in the agrecment (2.62% at June 30, 2012). ‘Lhe note is sccured by the
assignment of the diesel tax revenues allocated by the Commonwealth of Puerto Rico.

CONTACTING THE AUTHORITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide onr customers, investors, creditors, and fie
general public with a general overview of the Puerto Rico Metropolitun Bus Anthority's
finances and to how it utilizes the economic resonrces that it receives, If you lhave questions
about this report or need additional financial information, contuct the administration Office at
Pucrto Rico Metropolitan Bus Anthority, 37 De Diego Avenue, Sun Juan, Puerto Rico.

L1



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF NET ASSETS
JUNE 30, 2012

Assets:
Current Assels:
Cush and cash equivalents

Accounts receivable

Inventory
Prepaid expenses
T'otal current asscts

Capital assets, nel of accumulated depreciation

Oiber assets

Total assels

Liabilities:

Current liabilities:
Aceounts and accrued cxpenses payable
Deferred revenuc

Current portion of long-lerm debt

Total current labilitics

Non-Currenl Liabilitics
Noles payable, nel of current portion

Other non-current labilities

T'otal non-current liabilities

Net assels (deficit)
Invested in capital assets, net ol related debt
Unrestricted deficil
Net assels (deficit)

Total liabilities and nct assels {deficit)

The accompanying noles are integral part of the financial statemenls

12

4,103,874
7,982,562

3,148,861
2,051,558

17,286,855
52,263,013
542,071

70,091,939

43,701,832
2,038,354

2,711,462

48,651,648

34,336,590
12,440,147

46,776,737

52,263,013
(77,599,459)

(25,336,446)

70,091,939




PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of 'uerto Rico)
STATEMUNT OF REVENULS, BXPENSLS AND CHANGES IN NET ASSETS

YLEAR ENDED JUNLE 30, 2012

Onperating revenues:

Passenger [arcs 5,022,797
Adverlising and other 372,581
Total operating revenucs 5,395,378
Operfing expenses:
Salarics and employee benefits, including voluntary
termination benelits of 34,939,000 63,390.100
Dicsel, gasoline, oil and lubricants 6,917,722
Depreciation and amortization D.097.168
Materials, spare patts and repairs and maintenance 15,794,723
Utilities 1,362,534
Professional services 2,545,721
General and administrative 1,409,138
Tolal operating cxpenses 100,517,106
Operating loss (95,121,728)
Non-operaling revenucs (expenses)
Gasoline, diesel, pelroleum and tax oil revenues 10,118,207
CQperating grants:
Commonwealth of Tuerto Rico operaling grant 61,623,228
Federal Transit Administration 14,392,731
Inierest and other financing cxpenses (4,196,228)
Tntercst income 2,752
Total non-operaling revenues 81,940,690
T.oss before capital confributions (13.181,038)
Capital contributions 2,178,246
Change in nef asscts (11,002,792)
Net asscts deficiency
Leginning of ycar:
As previously reported (11,514,366)
Restatement of prior years financial statements (2,819.288)
As restated (14,333,654}

End of year

The accompanying notes are integral part of the financial statcments

13
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PUERTO RICO METROPOLITAN BUS AUTIIORITY
(A Component Unit of the Commonwealth of Pnerto Rico)
STATEMENT OF CASH FLOWS

YEAR ENDED JUNE 30, 2012

Cash flows [rom operating activities:
Cash received lrom customers and uscrs
Cash payments to suppliers lor goods and services
Cash payments to employees [or services

Nel cash used i operating activitics

Cash flows from non-capital financing activities:
Operating grants reccived from:
1.8, Federal Transit Administration
Commonwealth of Puerto Rico
Interest paid
Payment of notes payable
Net cash provided by non-capital linancing aclivities

Cash flows from capital and related financing activities:
Acquisilion of capilal assets
Capital contribulions

Net cash used in capital and rclated financing
activities

Cash flows from investing activitics:
Interest received

Nel deerease in cash and cash equivalents

Cash and cash equivalents:
Beginning ol year
End of year

The accompanying noles are integral part of the financial statements
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¥ 4,290,286
(33.065,359)
(51,398,284)

(80,173,357)

16,534,342
70,939,585

(2,900,714)
(1,785,248)

82,787,965

(4,982,424)
2,178,246

(2,804,178)

2,752

(186,818)

4,290,692

$ 4,103,874




PUERTO RICO METROPOLITAN BUS AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
STATEMENT OF CASH FLOWS

YEAR ENDEDR IUNE 30, 2012

Reconciliation of operating loss to nef cash
used in operating activities:
Operating loss
Adjustments to reconcile operating loss (o nef cash used
in aperating aclivilies:

5 {95,121,728)

Depreciation and amortization 9,097,168
Decrcase in capital assets 5,000,287
Changes in operating assefs and liabililies:
Accounts receivable (1,105,092)
Inveniory 171,495
Prepaid expenscs 229,017
Accounts and acerued expenses payable (1,635,229)
3,190,725

Voluntary tormination benefits long-term

Net cash used in operating activities

§  (80,173,357)

Schedule of Non-Cash Transaclions:
Refinancing of line of credit and term loan

$ 37,543,294

The accompanying noles are integral parl of the financial stalements
15



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCTAL STATEMENTS
YHEAR ENDLD JUNE 30, 2012

1.

Organization and Summary ol Significant Accounting Policies

The Puerto Rico Melropolitan Bus Authority (the "Authority") is a public corporation crealed
by Act No. 5 of May 11 1959, as amended, to provide, develop, manage and mainfain a
public low-cost land (ransportation system for citizens within the Metropolitan Area of San
Juan, Bayamon, Carolina, Guaynabo, Catafio, Loiza, Toa Baja and Trujillo Alto of Puerto
Rico. This service is principally [inanced by appropriations from (he Commonwcealth of
Puerto Rico, grants from the Federal Government and by passenger fares. The Authority is a
component unit of the Commonwealth of Pucrto Rico, and accordingly is included in the
general-purpose linancial statements of the Commonwealth. The powers normally exercised
by a Bomd of Directors are vested with the Secretary of the Department of Transportation
and Public Works (DTPW). The Authority is exempt from the payment of any taxes on ils

revenucs and properties.

'The accounting and reporling policics of the Authorily conform lo accounting principles
gencrally accepted in the Uniled States of America, as applicable lo governmental cntities.
The Authority follows the Governmental Accounting Standard Boards (*GASB”) under the
hierarchy established by Statement No. 55, The Hierarchy of Generally Accepled Accounting
Principles for States and Local Governments, in the preparation of its financial statements.

The Authority adopted the provisions of Governmental Accounling Standards Doard
Statement No. 20, Accomnting and Financial Reporting for Proprictary Funds and Other
Governmental Entities that use Proprietary Fund Accownting (“GASB 207). Tn adopting
GASD 20, the Authorily cleeted to apply all Stalements and Interpretations of the Financial
Accounting Standads Board (“IASB™), Accounting TPrinciples Board Opinions and
Accounting Rescarch Bulleting ol the Committee on Accounting Procedure issued on or
helore November 30, 1989, unless those pronouncements conflict with or contradiet GASB
pronouncements. The Authority has elecled not lo apply FASD statemenls issued after

November 30, 1989.

Following is a description ol the Authority’s most significant accounting policies:

Measurement Focus and Basis of Accounting

The operations ol the Authority are accounted for as enterprisc fund. Enterprise funds arc
accounted [or on the low of cconomic resources measurcment focus and use the accrual
basis of accounting. Under this method, revenue is recorded when carned, and expenses arc
recorded at the time labilitics are incurred. Enterprise lunds ave used to account for those
operations for which (he pricing policics of the entily establish lees and charges designed Lo
recover its costs, including capital costs such as deprecialion and debi service.
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PUERTO RICO METROPOILITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL SIATEMENTS
YEAR ENDED JUNE 30, 2012

Usc of Estimates

The preparation ol (inancial statements in conformity with accounting principles generally
accepled in the Uniled States of Amcrica requires management to make estimates and
assumptions that alfect the reported amounts of asscts and liabilitics and disclosure of
contingent asscts and Tiabilitics at the datc of the linancial statements and the reported
amounts of revenue and expenses during the period. Actual results could differ from those

estimates.
Cash and Cash Equivalents

I the statement of cash flows, cash equivalents arc defined as shorl-term, highly liquid
invesiments that are readily convertible to known amounts of cash and are so near o (heir
maturity that they present insignificant risk of changes in value because of changes in interesl
rates. In particular, they include cash on hand and on deposit and shorl-ternt investments with

maturities ol three months or less.
Allwvance for Doubtful Aceounts

The allowance for doubtful accounts is an amount that management believes will be adequatc
fo absorb possible losses on exisling accounts reccivable thal may become uncollectible
based on evaluations of collectabilily of accounts receivable and prior eredit loss experience,
Beeause ol uncertainties inherent in the estimation process, management’s estimale of credit
lnsses inherent in the existing accounts receivable and related allowance may change in the

fulure.

Inventories

Inventories, congisting ol fucl, spare parts, materials and supplies are valued at the lower of
cost (weighted average mcthod) or market,

Capital Assels

Capital assets arc recorded at historical cost or estimated historical cost, nct of accumulated
depreciation and amortization. Capital assct is defined by the Authority as assels with an
initial cost of morc than $500 and @n cstimated useful life of more than one year
Depreciation and amortization is compuled on a straight-lne method over estimated usciul
lives of the relaled assct. Maintenance and vepairs are charged to operations, while renewals
and betterments are capitalized. When property and cquipment arc disposed ol, the cosl and
applicable accumulated depreciation and amortization are removed from the respeclive
accounls and the resulting gain or loss is recorded in operations.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commaonwealth of Puerto Rico)

NOTLS TO FINANCIAL STATEMENTS
YEAR ENDED JUNLE 30, 2012

The estimated useful lives of the capital asscts follow:

Buildings and structures 40 years
I ransportation equipment 5-12 years
Terminals 20 years
Machinery and cquipment 5-10 years

The Authority periodically reviews long-lived assets for impairment whenever events or
changes in circumstances indicate that the carrying amount of an assct may not be
recoverable. No impairment of capital asset was identified during the year ended June 30,

2012,
Vacation and Sick Teave

Compensated absences are accrued when emmed by the employees. Employees may
carryforward their compensated absences as permitted by statute and may settle them in a
cash payment from the Authority, if cmployment has ccased.

Mot aysets

Met assets are classificd in the following two components in the accompanying statemenl of
nel assets:

Tnvested in Capital Assels, Nel of Related Debt

This component ol net assets consist of capifal assels net of accumulated depreciation and
reduced by the outstanding balance ol any bonds, morlgages, noles, or other horrowings that
arc attributable to the acquisition, construction or improvement of those assefs. 11 there are
significant unspent related debt proceeds at year end, the portion of the debt attributable fo
the unspent procceds 15 not included in the caleulation of this component of net assets. Rather
thal portion of the debt 1s included in the same net asset component as the unspent proceeds.

Unrestricled nel assets consist of net assels that do not meet the definition of invested in
capital assets, nel ol related debL
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTES 10 FTINANCIAL STATEMENTS
YCAR ENDLED JUNE 30, 2012

Operating Revenues and LLxpenses

The Authority distinguishes between operaling and nonoperaling revenues and cxpenses in
its Statement of Revenucs, Lxpenses, and Chamges in Net Assels. The principal revenues of
the Authority are charges received [rom patrons [or the transporlation services provided. The
Authority also recognizes as operaling revenue advertising charges to customers and other
related transportation services. Operaling cxpenses for the Authorily include the costs of
operating (he transportation facilities, administrative expenses, and depreciation on capital
asscts. All revenucs and expenses not meeting this delinition are reporled as nonoperating

revenues amd EXPENECE.

Contributions

The Authority is a recipicnt of Federal funds received under grants with U.S, Federal ‘L'ransit
Administration (FTA) for the exclusive purpose ol acquisition and repairs of cerlain capital
assets with certain matching funds provided by the Commonwealth ol Puerto Rico. Capital
orants of the Authority are reported as non-operating revenues rather than contributed capital
as required by GASD Statement No 33, Accounting and Financial Reporting for Non-
exchange Transactions. Capital funding provided nnder these grants is considered carned as
the related allowable expenditure is imeurred.

In addition, the Authority reccives operating and capital grants from the Commonweallh al
Puctto Rico. This grant, which is subject lo anmual appropriations, is used fo finance the
Authority’s operations and acquisition of capilal asscts. Amounts reccived under (his grant are

recorded as revenues in the period stated in the grant.

Risk Finuncing

‘The Authority catries commercial insuranee to cover casualty, thefl, claims and other losscs,
The eurrent insurance policies have not been cancelled or ferminated, The Authority has not
scttled any claims in cxcess ol its insurance coverage during the three years. The Authorily
also pays premiums for workers compensation insurance (o another component unit of the
Commonwealth of Puerto Rico.

Accrual for legal claims

The estimated amount of the liability for legal ¢laims is rccorded on the accompanying
Statements of Net Assels based on (he Authority’s evaluation of the probability ol an
unfavorable oulcome in the litigation of such legal claims. The Authority consults wilh legal
counsel upon determining whether an unfavorable outcome is expecled. Because ol
uncertainties inherent in the estimation provess, management’s cstimate ol the liability for

legal claims may change in the near term.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commomwealth of Puerto Rico)

NOTLES TO TINANCIAL STATEMENTS
YEAR ENDLD JUNE 30, 2012

Recently Adopted GASDE Statements

The Authority has completed (he process of evaluating GASB Siatement No. 54, Fund
Balance reporting and Govermmental lund Type Definitions. This statement establishes
aceounting and financial reporting standards for all governments thal report governmental
funds. It cstablishes erilcria for classifying fund balances into specifically defined
clussilications and clarifies definitions for governmental lund types. The Authority has
determined that GASB No. 54 will have no impact on its financial position, results of
operations, and cash flows and thercfore it is not applicable Lo 1ls apcration.

The Authority has complcted the process of evaluating the impact that will resull [rom
implementing GASB Statement No. 59, Financial Tnstruments Omunibus which is effeclive
for fiscal years beginning alter June 15, 2010 . The Stalement updates and improves existing
standards regarding financial reporting ol certain financial instruments and external
investment pools. The Authority has determined that GASB No. 59 will have no impact on
its financial position, results of operations, and cash (fows and therefore it is not applicable to

ils operation at the present time,
Recently Statements Issned by GASDB

The GASB has issued Statement No. 57, OPER Mcasurcments by Agent Employers and
Agent Multiple-Employer Plans which is cffective lor [iscal years beginning after June 15,
2011, This statcment amends Statemenl No. 45, Accounting and Tinancial Reporting by
Lmployers for Postemployment Benefits other Than Pensions, and Stalement No. 43,
Financial Reporling for Postemployment Benefit Plans Other Than Pension Plans. This
Siatement clarifies actuarially determined OPFER measurcs reporled by an agent multiple-
employer OPER plan and its participating employers. Thosc measures should be determined
by a common date and al & minimum [requency to satisfy the agent mulliple-employer OI'FR
plan’s financial reporting requirement. The Authority has not yct determined the cffect, if
any, that the adoption of GASB 57 may have on ifs financial statements,

The GASD has also issued Slatement No. 60, Accounting and Financial Reporling for
Service Concession Arrangements (SCA) which is elfective for fiscal years beginning alter
December 15, 2011, The requiremeni of this slatement improve [(inancial reporting by
eslablishing recoguition, measurement and disclosure requirements for SCAs for both
transferors and povernmental operators, requiring governments to aceount for and report
SCAs in (he same manner, which improves the comparability of financial stalements. The
Authority has not yet delermined the effect, il any, that (he adoption of GASE 60 may have

on its financial statements.

The GASD has also issucd Stalement No. 61, The Financial Reporling Lintity: Ommnibus- An
Amendnent of GASBE Statemenis Nos. 14 and 34 which is elfective for fiscal years
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Pucrto Rico)

NOTES 10O FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

beginning after December 31, 201 1. The requirements of this Statement resull in linancial
reporting cntity financial slalements being more relevant by improving guidance for
including, presenting and disclosing information about component unils and equily interest
transactions of a financial reporting entily. The Authority has not yet determined (he ellect, i
any, that the adoption of GASB 61 may have on ils financial statements.

The (GASB has also issucd Statement No. 62, Codilication of Accounting and Financial
Reporling Guidance Contained in Pre-November 1989 FASB and AICPA Pronouncements
which is effective lor [iscal years beginning after December 15, 201 1. The objective of this
statement is to incorporate inlo the GASB’s authoritative literalure cerlain accounting and
financial reporting puidance included in the FASD and AICPA pronouncements issued on or
before November 30, 1989, This stalement will improve financial reporting by contribution
o (he GASB’s cllort to codify all sources ol generally accepted accounting principles lor
stale and local governments so that they derive from a singe source. The Authority has not
vet determined the eflect, i any, that the adoption of GASB 62 may have on ifs financial

statciments.

The GASB has also issued Statement No. 63, Financial Reporting of Deferred Outflows of
Resources, Delerred Inflows of Resources, and Net Position which is cffective for fiscal
vears beginning afler December 15, 2011, The Statement objective is lo provide a new
statement of net position format Lo report all assets, deferved outflows ol resources, liabilitics,
deferred inflows of resources, and net position (which is the net residual amount of the other
elements). The Statement requires that delerred oulllows of resources and deferred inflows ol
resources be veported scparvately from assets and liabilities, The Authority has not yet
determined the effect, il any, that the adoption of GASB 63 may have on its financial

statcincnts.

The (GASB has also issucd Statement No. 64, Derivalive Instruments: Application ol TTedge
Accounting Termination Provisions which is ellective lor liscal ycars beginning after June
15, 2011. The Statemenl will improve financial reporling by state and local governments by
clarifying the circumstances in which hedge accounting continues Lo be applied when a swap
counterparty, or a swap counlerparly’s credit support provider, is replaced, The Statement
clarifics that when certain condilions are met, the use of hedge accounting should not be
terminaled. Those conditions are: (1) the collectability of swap payments is considered Lo be
probable, (2) the replacement of the counlerparty or credit support provider meets the criteria
ol an assignment or in-substance assignmenl as described in the Statement, and (3) the
counlerparty or counterparty credit support provider (and not the government) has committed
the act of defaull or lermination cvent. When all of (hese conditions exist, the GASD believes
that the hedging relationship continucs and hedge accounting should continue to be applied.
The Authority has nol yel determined the effect, if any, that the adoption of GASB 64 may

have on its financial statements.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commeonyealth of Puerto Rico)

NOTES TO FINANCIAL STATEMEN'TS
YEAR ENDED JUNE 30, 2012

2. Cash and Cash Equivalents
Cash and eash cquivalents al June 30, 2012 consist of cash on hand and on bank deposit.

The Authority is restricted by law Lo deposit funds only in institutions approved by the Puerto
Rico Treasury Department, and such deposits arc required to be kepl in separatc accounts in

the name ol the Authority.

Pursuant to (he Investment Guidelines for the Commonwealth adopted by Government
Development Bank for Puerto Rico (“GDR™), the Authority may invest in obligations ol the
Commonwcalth, obligations of the United States, certificales ol deposit, commercial paper,
repurchasc agrecements, bankers acceptances, or in pools of obligations of the municipalities ol
TPuerto Rico, among others. There are no investments at June 30, 2012,

I'or deposits, custodial credit risk is the visk that in the event of bank failure, the Authority’s
deposits may not be returned to it.  Under Puerto Rico statutes public funds deposiled in
commereial bank must be [ully collateralized for the amount deposiled in execss of federal
depository insurance. All securities pledged as collateral are held by the Scerctary of the
Treasury ol the Commonwealth of Puerto Rico. The bank balance of the Authority’s deposit
at June 30, 2012, excluding deposits in Government Development Bank for Puerlo Rico
described below, amounted to approximately $3,183,404 ol which $1,325,727 is insured by
Federal Deposit Insurance Corporation at June 30, 2012,

In addition, al June 30, 2012, the Aulhority maintained eash deposited al (he Governmental
Development Bank for Pucrto Rico (GDB), in the amount approximately $108,520. Thesc
amounts are uncollateralized sinee by law, the governmental banks of the Commonwealth of
Puerto Rico arc exempt of the requirement of insuring the deposits ol lunds of the entities of

the Commonwealth of Puerto Rico.

3. Accounis Reccivable
Accounts receivable al June 30, 2012 consist of:

Operating and capital grants:

LS. Federal Transit Adminisiraiion 5 586,698

Commonwealth of Puerto Iico 2,106,513
Pucrto Rico 1 lighways and ‘Transportation Authority 5,617,660
(ther 718,390
Total 9,029,261
Less allowance for doubtful accounls 106,699
Total F 7932562

Account reecivable from 1.8 Federal 'Iransit Administration (“FTA”) consists principally of
operaling and capital contributions pending to be reccived at June 30, 2012.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Pucrto Rico)

NOTES TO FINANCTAT. STATUEMENTS
YLEAR ENDED JUNL 30, 2012

The account receivable from the Tuerlo Rico Highways and Transportation Authority
(PRTHA) consists of amounts due under a confract with TRTHA in which the Authority
provides transportation services to passengers using the utban train system. Under the lerm of
the contract PRITIA will reimburse the Authority certain amounts specified in the contract
for each passenger served. The amount outslanding represents the amount billed to FRTHA
for services performed since July 2005 to June 30, 2012, At June 30, 2012 managemenl is m
the process of discussing the amounts billed with PRTHA in order to seille the amount
outstanding. Management believes that the amount outstanding represents billings for
serviees performed under the texm of the coniract and that (he amount will be collected.

4. Imvenfory
Invenlory at June 30, 2012 consists of:

Spare parts % 178,606
Dicsel and gasoline 2832811
Supplics 137444
Total £ 3148861
5. Accounts and Accrued Expenses Payable

Accounts payable and accrued expenscs payable at Tune 30, 2012 consist ol
Supplicrs 5 2924402
Agencics and public corporations of the

Clommonwealth of PPucrio Rico 26,842 361
Clompensated absences and other relaled benefits T.958.091
Payroll taxes and willibolings 4055118
Vohmtary termination and other

related employce henetits 1,508,588
Accrued inlerast 80,757
Cither 331,612
Total 5 43,701,832

Amount due to agencics and public corporation of the Commonwealth of Puerto Rico consist
principally of lisbilities for payroll fax withholdings, ulililies, workmen's compensation
insurance and other services.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIATL STATEMENTS
YLEAR ENDED JUNL 30, 2012

6. Capital Assets
The following schedule summarizes the capital assets held by the Authority as of June 30,

2012:

Balance at Balanec at
_ June 30,2011 Tncrenses Deereases June 30,2012

(Restafed)
Assets not being depreciated:
Land and improvements Y 2500000 F - F - % 2,500,000
Construction in process 3,753,781 LOSG345 (5.001,599) | 802,727
Capilul assets not heing depreciated 253,781 LUs0,545 (50015399 4,302,727
Assets being depreciated:
Buildings and improvenwents 19,825,789 5 |9, E25, 780
Temainals 5,504,102 5,584,102
Transpostation cquipmeni 0. RR3 Rd2 779430 (20,618,838) 71,014,434
Muchinery and equipment 237380921 457,050 (Tinoid) 24,146,277
Tolal 144),042.654 1, 266480 (20,728,552) 120,580,602
Less aeoymilated depreciation 84,256,430 9,097,169  (20,733283) 72,6203 16
Capilul assets being

deprecialed, net 55,786,224 (7,830,688 4,751 47,960,286

Tuotal capital assects, nel 5 64,040,005 5 (6,780,144} § (4,996,845) bl 52,263,013

During the year ended Junc 30, 2012 the Authority completed an analysis of its capital asscts
towards the implementation of a capilal assct ledger. To complete the analysis the Authorily
analyzed capital assets records from year 2000 to present. As the result of such analysis the
Authority determined that net book value of capital asscts at June 30, 2010 was overstated by
approximately $2.8 million. Therefore prior years linancial statements were restated for the

ellect of this adjustments.

7. Long-Term Deht
Long-term debt at June 30, 2012 consists of:

IEalance af Balanee af Due Within

2011 Increases i Necreases 2012 One Yenr
MNotes payable 4§ 35833300 % - 5 (35833300) & - % =
Motes payuble - 375132M (495,242) 37,045,052 2,711,462
Todal 5 35833300 % 37543704 % (3'5,328,542] & 37048052 F 0 2711462

Effective March 2012 the Authority refinanced amounts outstanding with a private bank
under a line of credit in the amount ol $3,000,000 and a long-term loan in the amount ol
$34.543,294 into a long-term loan with (he same bank. The ncw loan matures on March
2015 and is payable in monthly principal installments of $208,574 plus interesl. Tnterest on



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealih of Puerto Rico)

NOTES TO FINANCIAT, STATEMLUNTS
YEAR ENDED JUNL 30, 2012

ontstanding balance is based on a margin over LIBOR based on [he debt rating given to the
Commonwealth of Puerlo Rico’s peneral obligations by Moddy’s Corporation and Standard
& Poors Uinancial Services LLC as defined in the agreement (2.62% al June 30, 2012). The
note is sceured by the assignment of the diesel tax revenues allocated by the Commonwealth
of Pucrto Rico.

The estimated maturitics of the note payable during the next years arc as follows:

Year Ending Junc 30,

2013 $ 2,711,462
2014 2,711,462
2015 31,625,128
Total $37.048,052

8. Noncurrent Liabilitics
Changes in noncurrent liabilitics, other (han the notes payable described above, for the year

ciided June 30, 2012 are summarizes as follows:

Balance at Balance af True Within
2011 Inercases  _ Decreases 2012 Oune Year

Compensatecd

absences 3 4,520006 % 4437721 5 (33464805 % 5621160 % 4344083
Accmed legal claine H2TOS8Y (123.078) 4,147,509 -
Voluntary tenminilion

benelils 39721806 4,038,185 (802,225} 8,108,146 | 343,918
Other 416,963 = {06} 416,003 161,670
Toiul § 13189652 5 9375509 $(1272,743) § 18292818 3 5,852,671

9, Retivement Plan

Detined Benefit Plan
The Governmeni ol Pucrto Rico Fmployecs Retirement Syslem (ERS) is a cost-sharing

multiple-employer defined benefit pension plan sponsored by, and reported as a component
unit of, the Commonwealth of Puerto Rico (“the Commonwealth™). All regular ecmployees of’
the Authority inder the age of 55 at the date ol cmployment become members of the LRS as

a conscquence of their employment,

The BRS provides retirement, death, and disabilily benefits pursuant to Act 447, approved on
May 15, 1951, as amended, which became effective on January 1, 1952, Disability retireiment
benelits for occupational and non-occupational disabilities arc available to members enrolled
in the plan helore January 1, 2000. Bencfits vest after ten years of plan participation,
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The amount of the annuily shall be one and onc half percent (1.53%) ol the average
compensation multiplied by the number of years of creditable service up to twenly (20)
yeats, plus two percent (2%) of the average compensation multiplicd by the number ol years
ol creditable service in excess of twenly years. Tn no casc shall the annnity be less than $200

per month.

Participants who have completed at least thirty years of creditable service are entitled to
receive g Merit Annuily. Such participants who have not allained [ily-live years ol age will
receive 65% of the average compensation or if they have attained ily-live years ol age will
reeeive 75% of the average compensation. Disability retirciment benefits are available Lo
members for oceupational and non-occupational disability. However, for non-occupational
disability a member nust have at least len years of service. No benefits arc payable if
parlicipants receive a velund of their accumulated contribulions.

Commonwealth legislation requires that employces hired before April 1, 1990 contribule
5.775% of the first $550 of their monthly gross salary and 8.275% of their gross moni(hly
salary in excess of $550. Lmployees hived afler April 1, 1990 contribute 8.275% of their
gross monthly salary. The Authority’s contributions are 10.275% ol the gross monthly salary.
Total employer contributions during years ended June 30, 2012 amounied to approximatcly
$1.8 million which represented 100% of required contributions.

Defined Contribution Plan
On September 24, 1999, an amcndment to Act No. 447 of May 15, 1951, which created the

RS, was enacted for the purposc of cstablishing a new pension program (System 2000).
System 2000 became effective on JTanuary 1, 2000, Lmployces participating in the ERS as of
December 31, 1999 had the option lo stay in the defined benefit plan or transfer to Syslem
2000. Employees joining the Authority on or afler January I, 2000 arc only allowed to
become members ol System 2000,

System 2000 is a defined contribution plan, also known as a cash balance plan. Under this
new plan, there is a pool of pension assets, which arc invested by the ERS, logether with
thosc of the current defined benefit plan. Benelils at retivement age are not guaranteed by the
Commonwealth. The annuity is based on a lomnula that assumes that each year the
employee’s contribution (with a minimum of” 8.275% ol the cmployee’s salary up to a
maximum ol 10%) is invested in an account, which will either: (1) carn a fixed rate bascd on
the two-year Constanl Maturity Trcasury Note or (2) earn a vale equal to 75% of the return of
the ERS" investment porllolio (net of management fees), or (3) earn a combination of both
alternatives. Participanls receive periodic account statements similar to those ol defined

cantribution plans showing their accrucd balances.

System 2000 reduces the retirement age [rom 65 years to 60 for those employees who joined
the ERS on or after April 1, 1990. Disabilily pensions arc not granted under System 2000,
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1tk

11.

The Authority’s contiibutions of 10.275% of the employee’s salary ave used to fund the
defined benefit plan. Total Authority’s contributions during the fiscal year ended Junc 30,
2012 amounted to approximately $1.3 which represented 100% of required contributions.

Additional information on the FRS is provided in its financial statements for the year ended
June 30, 2012 a copy of which can be oblained from the Administrator of the Relirement

Systen: P.O). Box 42003, San Juan, Puerlo Rico (0940.
Commitments and Contingent Liabilities

Litigation

The Authority is invelved in liligalion arising in the normal course of operalions.
Management believes that its ultimate Hability, il any, i conncetion with these matters will
not have g material effect on the Authority’s fnancial condition and results of operations.
Due to uncerfainlies in the settlement process, it is al least reasonably possible that
management’s view of the oulcome of these claims will change in (he near lerm. Bascd on
advice of legal counsel, management has recorded an cstimated litigation and claim loss of

approximately $4.1 million as of June 30, 2012,

Federal Assistance Programs

‘The Authority is a subrecipient of a federal financial assistance progvam. This program is
subjcet to audits in accordance with the provisions of OMD Circular A-133, Audils ol States,
Local Governments, and Non-Profit Organmizations, or to compliance audits by granlor
agencies, The amount, i any, of cxpenditures which may be disallowed by the granting
agencies cannol be defermined at this time, although the Aulhorily expecis such amounts, if

any, not to be significant.

Warehouse Management
During the year ended June 30, 2012 the Authority made an agreement with a private cntity

[or services velaled to the administration, operation, management and control of (he
Authority’s sparc parts inventory. The agreement is duc on May 2012 and the Authority will
pay a maximum of approximately $1 million for services under (his contrael.

Voluntary Termination Benefits

On July 2, 2010, the Commuonwealth cnacted Act No. 70 to establish a program that provides
benefits for early retirement or economie incentives for voluntary employnient lermination to
cligible employees, as defined, including cmployees of the Authority. Act No. 70 established
that carly retirement benefits will he provided to cligible cmployees that have completed
between 15 to 29 years of crediled service in the Retirement System and will consist of
biweekly benefits ranging from 37.5% to 50 % ol cach employee” salary, as defined. In (his
early retirement benelit program, the Authorily will make the employer contributions to the
Relirement System and pay the corresponding pension uniil the employee complics with the
requirements of age imd 30 years of credited service in the Retivement System,
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13.

Liconomic incentives arc available to cligible employccs who have less than 15 years of
credited service in the Retirement System or who have at least 30 years of credited service in
the Retircment System and the age for retirement or who have the age for retivement.
Economic incentives will consist of a lump-sum payment ranging from one-month fo six-

month salary based on employment years.

Additionally, eligible employees thal choose to parlicipate in (he early relirement benelil
program or that choose the economic incentive and have less than 15 years of crediled
scrvice in the Retircment System are eligible to receive health plan coverage for up to 12
moinths in a health plan scleeted by management of the Commonwealth of Puerto Rico.

The linancial impacl resulling lor the benelits granted (o participants on (his program was the
recognition within the Authorily’s linancial stalements of a liahilily of approximaiely 8.1
million in the statement of net assets as of June 30, 2012 and a charge of $5 million in the
stateiment of activitics for the year ended June 30, 2012, At June 30, 2012, unpaid long-term
benelits granted on this program were discounted at 1.46%.

Operating Financial Assistance from the Commonwealth of Puerto Rico

As shown in the accompanying financial statements, the Authority has incurred in
accumulated losscs after operating and capital contributions in the amount of $77.6 million
and as ol June 30, 2012 the Authority’s liabilitics excecded its assets by approximately $25.3
million, Tn addition, al June 30, 2012 the Authority has a workimg capital deliciency of
approximately $31.4 million making it dillicull lor the Authority to pay its Habilities in (he
normal couwrse of business. These facts indicate that the Authority needs the continued
support from the Commonwealth of Puerto Rico in the form of operating grants to continue
lo operate al s present level and to continue as a going concern. The Commonwealth of
Puerlo Rico has experienced budget constrains during the current amd prior years which have
resulted in reductions in the operating granls provided fo (he Authority. Management
believes that since the transportation service provided by the Authority is an essential service
to the people of Pucrto Rico, the Commomnwealth of Puerto Rico will continue to fund the
operational deficits incwred by the Authority. Any significant reduetion in these operating
grants and [inancial support will affect the ability of the Authority to provide the
framsporiation services and (o continee as a going concer.

Other Post-Employment Benefits

The Authority provides cerlain post-employmen! benefits (o eligible employees in
accordance with collective bargain agreemenis. These benefits consist principally of medical
insurance coverage for a period not to exceed 5 years after retirement and bonus at retirement
date bazed on years of scrvices. The cost of these benefits is recorded in the financial

statcments whon the related bencfit is paid.
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