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INDEPENDENT AUDITOR’S REPORT

To: The Board of Directors of
Puerto Rico Tourism Company:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, and each major fund of the Puerto Rico Tourism Company, a Component Unit of the
Commonwealth of Puerto Rico, as of and for the year ended June 30, 2014, and the related notes to the
financial statements, which collectively comprise the Company’s basic financial statements as listed in the
table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
.accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are fiee from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment-
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements,

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, and each major
fund of the Puerto Rico Tourism Company as of June 30, 2014, and the respective changes in financial
position, and where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

RSM ROC & Company is a member of the RSM nelwork. Each member of the RSM
network is an independent accounting and advisory firm which practices in its
own right. The RSM network is not itself a separate legal enlily in any jurisdiction.



Emphasis of Matter

As discussed in Note 3 to the financial statements, the Puerto Rico Tourism Company has identified certain
accounting errors related to the fiscal year ended June 30, 2013 financial statements. In addition, effective
July 1, 2013, the Puerto Rico Tourism Company adopted the provisions of Governmental Accounting
Standard Board (GASB), Statement No. 65, ltems Previously Reported as Assets and Liabilities. Our
opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 15 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic or historical context. We have applied
certain limited procedures to the required supplemental information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the basic financial statements that
collectively comprise the Puerto Rico Tourism Company’s basic financial statements. The combining
schedules of balance sheet — general fund and revenues, expenditures, and changes in fund balances —
general fund included as other information on pages 65 and 66 are presented for purposes of additional
analysis and are not a required part of the basic financial statements.

The combining schedules are the responsibility of management and were derived from and relate directly
to the underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the basic financial statements or to
the basic financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the combining schedules are
fairly stated in all material respects in relation to the basic financial statements as a whole.

San Juan, Puerto Rico

November 14, 2014, %/‘/ /Qg //g)W

Stamp No. E138098 of the Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of this report.
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PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

As management of the Puerto Rico Tourism Company (the Company), we offer readers of these basic
financial statements our discussion and analysis of the Company’s financial performance during the fiscal
year that ended on June 30, 2014. Please read the information presented in this section in conjunction
with the Company’s basic financial statements, including the notes thereto, which follow this section.

This discussion and analysis is intended to serve as an introduction to the Company’s basic financial
statements, which comprise the following components: (1) Government-Wide Financial Statements,
composed of (i) statement of net position and (ii) statement of activities; (2) Governmental Fund
Financial Statements, composed of the General Fund, including (i) balance sheet, (ii) reconciliation of the
balance sheet to the statement of net position, (iii) statement of revenues, expenditures, and changes in
fund balances, and (iv) reconciliation of the statement of revenues, expenditures, and changes in fund
balances to the statement of activities; (3) Proprietary Fund Financial Statements, composed of two
proprietary funds, including (i) statement of net position, (ii) statement of revenues, expenses, and
changes in net position, and (iii) statement of cash flows; and (4) notes to basic financial statements.

Financial Highlights

e The Company’s governmental activities reflect an increase in the net position of approximately
$16.8 million during the year ended June 30, 2014.

e Hotel room tax and slot machines’ operations revenues amounted to approximately $70.0 million and
$156.0 million, respectively, for the year ended June 30, 2014. This represents an increase in hotel
room tax revenue and a decrease in slot machines operations revenues of approximately $4.4 million
and $7.3 million, respectively, when compared to the year ended June 30, 2013.

e The Company incurred approximately $45.9 million in expenses to promote Puerto Rico as a premier
international tourist destination.

e The Hotel Development Corporation, (HDC), a blended Component Unit of the Company, received
approximately $1.0 million from the Puerto Rico Sales Tax Financing Corporation (also known as
COFINA) for the payment of interest accrued on notes payable.

Overview of the Financial Statements

The basic financial statements of the Company are prepared in conformity with U.S. generally accepted
accounting principles as applicable to governmental entities. Accordingly, the basic financial statements
include two kinds of statements that present different views of the Company:

The first two statements are government-wide financial statements that provide both short and long-term
information about the Company’s overall financial position and results of operations. These statements
are presented on the accrual basis of accounting and comprise a statement of net position and a statement
of activities.

The remaining statements are fund financial statements that focus on individual parts of the Company’s
government, thus reporting the Company’s operations in more detail than the government-wide financial
statements. The governmental funds statements show how services, such as promotional activities and
tourism development, were financed in the short-term as well as what remains for future spending.



PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiseal Year Ended June 30, 2014

Proprietary funds statements offer short and long-term financial information about the activities in which

the government operates similar to private sectors companies.

The notes to the basic financial statements provide additional information that is essential to a full
understanding of the data provided in the financial statements. The notes are an integral part of the basic

financial statements.

Required Components of Annual Financial Report

Puerto Rico Tourism

Company

Management's Discussion
and Analysis

Basic Financial
Statements

Government Wide | Fund Financial

Notes to the Financial
Financial Statements ~ Statements Statements
Summary » Detail

Government-Wide Financial Statements

The government-wide financial statements report information about the Company as a whole using
accounting methods similar to those used by private-sector companies. The statement of net position

includes all of the government’s assets and liabilities.



PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

Net position is composed of three categories: net investment in capital assets, restricted, or unrestricted.
Restricted amounts are further classified as either net position restricted by enabling legislation or net
position as otherwise restricted.

All of the current year’s revenues and expenses are accounted for in the statement of activities, regardless
of when cash is received or paid. All changes in net position are reported as soon as the underlying event
gives rise to the change that occurs, regardless of the timing of the related cash flows. The
government-wide financial statements report the Company’s net position and how they have changed.
Net position is one of the measures of the Company’s financial health or position.

Increases or decreases in the Company’s net position are indicators of whether its financial health is
improving or deteriorating. To assess the overall health of the Company, the reader needs to consider
additional nonfinancial factors, such as increased competition for tourism industries of other Latin
American and Caribbean locations.

The government-wide financial statements of the Company are divided into two categories:

e Governmental activities — Most of the Company’s basic services, such as tourism promotions,
development, general administration, regulation of gaming, tourism-related transportation services,
and other related regulatory matters are included herein. These activities are mainly financed through
hotel room taxes, legislative appropriations from the Commonwealth of Puerto Rico
(the Commonwealth), and transfers from the slot machines operations.

e Business-type activities — The Company charges fees to the hotels and other administrators of gaming
activities in Puerto Rico. Such fees are substantially based on parameters established by law, taking
into consideration the Company’s regulatory and oversight activities for the slot machines operations.

Fund Financial Statements

Funds are groupings of related accounts that the Company uses to keep track of specific sources of
funding and spending for particular purposes. The Company has two kinds of funds:

e Governmental funds — Most of the Company’s basic services are included in governmental funds,
which focus on (1) how cash and other financial assets can readily be converted to cash flows in and
out and (2)the balances left at year-end that are available for spending. Consequently, the
governmental funds statements provide a detailed short-term view that help readers determine
whether there are more or fewer financial resources that can be spent in the near future to finance the
Company’s programs. Because this information does not encompass the additional long-term focus
of government-wide statements, we provide additional information as a separate statement following
the applicable fund statement that explains the relationship (or differences) between them.

e Proprietary funds — Services for which the Company charges users a fee that are reported in the
proprietary funds. Proprietary funds provide both short and long-term financial information. In fact,
the Company’s enterprise funds (one type of proprietary fund) are the same as its business-type
activities, but provide more detail and additional information, such as cash flows.



PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

Government-Wide Financial Analysis

The following is an analysis of the financial position and changes in financial position of the Company’s
governmental and business-type activities:

Governmental Activities

Condensed financial information of governmental activities in the statement of net position as of June 30,
2014 and 2013 is as follows:

As of June 30 Increase Variance
2014 2013 (Decrease) Percentage
(As restated)
Assets:
Current assets 5 56,755,875 § 58,327,445 § (1,571,570) 2.7%
Capital assets 31,284,191 32,104,589 (820,398) -2.6%
Noncurrent assets 1,200,000 1,350,000 (150,000) -11.1%
Total assets 89,240,066 91,782,034 (2,541,968) -2.8%
Liabilities:
Current liabilities 25,802,414 29,202,138 (3,399,724) -11.6%
Noncurrent liabilities 34,949,932 50,859,818 (15,909,886) -31.3%
Total liabilities 60,752,346 80,061,956 (19,309,610) 24.1%
Deferred Inflow of Resources:
Unearned Revenues 7,503,774 7,503,774 - 0.0%
Total deferred inflows of resources 7,503,774 7,503,774 - 0.0%
Net position:
Net investment in capital assets 31,216,384 31,766,603 (550,219) -1.7%
Restricted for debt service 3,000,000 3,717,689 (717,689) -19.3%
Unrestricted (deficit) (13,232,438) (31,267,988) 18,035,550 S5T.7%
Total net position $ 20983946 $ 4,216,304 $ 16,767,642 397.7%

As of June 30, 2014, total assets of governmental activities amounted to approximately $89.2 million,
total liabilities amounted to approximately $60.7 million and total deferred inflows of resources amounted
to approximately $7.5 million, for net position of approximately $21.0 million. Net position reflects an
increase of approximately $16.8 million, when compared to prior year.

Net position has been broken down into net investment in capital assets of approximately $31.2 million
and a deficit of approximately $10.2 million. Restricted net position in 2013 was for debt service
payment related to the revolving credit facility.



PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

Total liabilities decreased by approximately $19.3 million during 2014 mainly due to a payment made of
approximately $16.1 million to the revolving credit facility, a reduction in payables to the Commonwealth
of Puerto Rico of approximately $6.4 million, payments of legal settlements made during the year of
approximately $500 thousands, a reduction of approximately $2.5 million due to Parques Nacionales;
payments of approximately $600 thousand made for termination benefits, payments for capital lease
obligation of approximately $200 thousand; offset by an increase in internal balances of approximately
$8.1 million.

Condensed financial information of governmental activities in the statement of activities for the years
ended June 30, 2014 and 2013 is shown below:

Year ended June 30 (Decrease) Variance
2014 2013 Increase Percentage
(As restated)
Program revenues:
Operating grants and contributions $ 5,540,000 § 25,000 § 5,515,000 22060.0%
Charges for services 1,301,047 1,244,084 56,963 4.6%
Total program revenues 6,841,047 1,269,084 5,571,963 439.1%
General revenues:
Hotel room taxes 69,998,894 65,641,949 4,356,945 6.6%
Gain (loss) on sales of capital assets 600 5,084,589 (5,083,989) -100.0%
Investment earnings 397,048 375,946 21,102 5.6%
Total general revenues 70,396,542 71,102,484 (705,942) -1.0%
Tofal revenues 77,237,589 72,371,568 4,866,021 6.7%
Functions/programs:
General government 70,074,425 74,563,523 (4,489,098) -6.0%
Advertising and promotion 45,922,772 41,629,172 4,293,600 10.3%
Programs and services 3,324,048 2,117,974 1,206,074 56.9%
Public relations 3,491,806 2,287,021 1,204,785 52.1%
Total functions/programs 122,813,051 120,597,690 2,215,361 1.8%
Net expenses before transfers (45,575,462) (48,226,122) 2,650,660 -5.5%
Transfers 55,955,009 55,497,764 457,245 0.8%
Special item revenue 6,386,095 - 6,388,095 0.0%
Change in net position 16,767,642 7,271,642 9,496,000 130.6%
Net position (deficit) - beginning of year, as restated 4,216,304 (3,055,338) 7,271,642 -238.0%
Net position - end of year $ 20983946 $ 4,216,304 § 16,767,642 397.7%




PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

Total revenues increased by approximately $4.9 million included the contribution of the Commonwealth
of Puerto Rico under Act No. 80 of approximately $5.5 million. On July 2013, the government signed a
new incentives package into Act No. 80 to spur more activity in the local cruise ship sector.

Hotel room taxes revenue increased approximately $4.4 million as a result of new hotels and luxury
hotels that opened facilities during 2014 and the increase in the volume of rooms occupied. Furthermore,
a campaign was launch to increase the tax base of the short term rentals which double the amount
registered of such market segment.

Gain in sale of assets in 2013 was due to the sale of “Escuela Hotelera de San Juan”.

The special item revenue of approximately $6.4 million relates to the Commonwealth’s Treasury
Department certification of elimination of a debt from the Company to the Treasury Department in
relation to Room Tax Act No. 272.

The following chart summarizes the Company’s revenues by sources for the governmental activities for
the fiscal year ended June 30, 2014.

Revenues by Source - Governmental Activities

0.47%. 15.82%

83.71%

M Program revenues
B Hotel Room Tax
M Gain on sales of capital assets and Investments earnings

General government expenses decreased approximately by $4.5 million mainly due to the
administration’s plan established for the year ended June 30, 2014, which was directed towards reduction
of general and administrative expenses,

Advertising and promotion and public relations expenses increased by approximately $4.3 million and
$1.2 million, respectively, because the Company changed its advertising and promotion providers, which
revisited its advertising programs and launched new tourism commercials. In addition, the Company,
invested in promotion for new airlines routes, participated on more road shows in USA, Latin America
and Europe and promoted intensively the “Puerto Rico, The All Star Island” campaign.



PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

The following chart summarizes the Company’s function/programs expenses for the governmental
activities for the fiscal year ended June 30, 2014,

Expenses- Governmental Actlvities

2.65%

M General Government | Advertising and promotion
U Programs and services i Publicrelations

Business-Type Activities

Condensed financial information of business-type activities in the statement of net position as of June 30,
2014 and 2013 is as follows:

As of June 30 Increase Variance
2014 2013 (Decrease) Percentage
(As restafted)
Assels:

Current assets S 24,799,006 S 17,575,549 § 7,223,457 41.1%

Capilal assels - 3,516 (3,5106) -100.0%

Other noncurrent assets 4,198,324 4,953,452 (755,128) -15.2%
Total assets 28,997,330 22,532,517 6,464,813 28.7%

Deferred Inflows of Resources:

Deferred loss on note refunding 1,677,292 1,794,060 (116,768) -6.5%
Total deferred inflows of 1,677,292 1,794,060 (116,768) -6.5%
resources

Liabilities:

Current liabilities 21,128,515 12,200,664 8,927,851 73.2%

Noncurrent liabilities 47,392,678 45,356,179 2,036,499 4.5%
Total liabilities 68,521,193 57,556,843 10,964,350 19.0%

Net position:

Net investment in capital assets — 3,516 (3,5106) -100.0%

Unrestricted (deficit) (37,846,571) (35,919,684) (1,926,887) 5.4%
Total net position (deficit) S (37,846,571) S (35,916,168) $ (1,930,403) 5.4%




PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

Business-type activities include the HDC Fund and Slot Machines Operations Fund. Total assets
increased approximately $6.5 million, from approximately $22.5 million as of June 30, 2013 to
approximately $29.0 million as of June 30, 2014, The increase is mainly due to the collection of an
account receivable of approximately $1.7 million from the Condado Vanderbilt Hotel which had been
fully reserved in prior year. The proceeds of such sale was invested in Government Development Bank’s
certificate of deposits. Also, there was an increase in interfund balances of approximately $8.1 million
for the payment of slot machine participants.

Condensed financial information of business-type activities in the statement of activities for the years
ended June 30, 2014 and 2013, is shown below:

Year ended June 30 Increase Variance
2014 2013 (Decrease) Percentage
(As restated)
Program revenues:
Operating grants and contributions $ 1,056,269 $ 1,048,235 § 8,034 0.8%
Charges for services — financing
and investing 1,047,949 3,531,855 (2,483,906) -70.3%
Charges for services — other 156,019,491 163,280,338 (7,260,847) -4.4%
Total program revenues 158,123,709 167,860,428 (9,736,719) -5.8%
Functions/programs:
Hotel Development Corporation 4,034,621 31,377,143 (27,342,522) -87.1%
Slot Machines Operations 100,064,482 104,477,965 (4,413,483) -4.2%
Total functions/programs 104,099,103 135,855,108 (31,756,005) 23.4%
Net revenues before transfers 54,024,606 32,005,320 22,019,286 68.8%
Transfers (55,955,009) (55,497,764) (457,245) 0.8%
Change in net position (1,930,403) (23,492,444) 21,562,041 -91.8%
Net deficit — beginning of year, as restated (35,916,168) (12,423,724) (23,492,444) 189.1%
Net deficit - end of year $ (37,846,571) §$ (35,916,168) $ (1,930,403) 54%

Total revenues decreased by approximately $9.7 million during the year ended June 30, 2014, mainly due
to a reduction of Slot Machines Operations. Casino revenues decreased by 4.4% for the fiscal year 2014
compared to 2013, a downward trend that has been consistent for seven years since 2007.

In 2013, the Company recognized a recoverability of a rent receivable of approximately $1.7 million that
had been fully reserved in previous year; reason for the decrease of approximately $2.5 million on charge
for services. This amount was collected during fiscal year 2014.
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PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

HDC’s expenses decreased by approximately $31.8 million, mainly due to the net effect of the
recognition of an impairment loss in tourism projects of approximately $27.3 million, during fiscal year
2013. No major impairment losses in tourism projects were made in fiscal year 2014, Slot Machine
expenses decreased by approximately $4.4 million due to decrease in distributions to the Commonwealth
and the University of Puerto Rico directly related to the decrease in casino revenues.

Analysis of Fund Financial Statements

The Company has one major governmental fund (the General Fund) and two major proprietary funds (the
Hotel Development Corporation and the Slot Machine Operations). The following is an analysis of the
financial position and changes in financial position by major fund.

General Fund

General Fund’s assets at June 30, 2014, consist substantially of cash and cash equivalents of
approximately $14.9 million, investments of approximately $34.9 million, and accounts receivable of
approximately $6.6 million. The Company pools all of its cash and investments in the General Fund and,
as a result, the General Fund owes approximately $19.3 million to the proprietary funds. Fund balance
decreased by approximately $2.0 million when compared to the previous year.

Cash increased approximately $1.0 million, from approximately $13.9 million in 2013 to approximately
$14.9 in 2014 million, due to an increase in collections from hotel room tax. Hotel room taxes
receivables, net of uncollectible amounts, increased approximately $700 thousand, from approximately
$5.9 million to approximately $6.6 million as a result of an increase in hotel room taxes revenues, which
was the result of an increase in occupancy rate and new hotel facilities during 2014.

Other liabilities decreased by approximately $2.5 million as a result of unremitted distributions to the
Puerto Rico National Parks Company of approximately $2.4 million

Revenue from hotel room taxes increased approximately by $4.4 million, from approximately
$65.6 million in 2013 to approximately $70.0 million in 2014 due to new hotels and luxury hotels
opening their facilities during 2014 and an increase in occupancy.

General government expenditures increased approximately by $17.3 million from approximately
$69.4 million in 2013 to approximately $86.6 million in 2014 due to a payment of a line of credit of
approximately $16.3 that was used primarily to finance HDC investments and loans in tourism
projections.

During fiscal year ended 2014, the Company and the Puerto Rico Treasury Department reached an
agreement whereby an amount aggregating approximately $6.4 million, resulting from collection of room
tax by the Company as required by Act n0.272, are to be retained by the Company. As such, the Company
reversed the accounts payable recorded in prior years.

11



PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

Meanwhile, advertising and promotion expenditures increased approximately $4.2 million, from
approximately $41.6 million in 2013 to approximately $46.0 million due to new open markets in Latin
America and Europe and launching of the Puerto Rico All Star Island campaign. The promotion and
marketing efforts where integrated with public relations. The increase in this area was of approximately
$1.2 million, from approximately $2.3 million in 2013 to approximately $3.5 million in 2014.

The General Fund received approximately $56.0 million of the total transfer from the Slot Machines
Operations Fund.

The Company is not required to present a budgetary comparison schedule (or statement) for the General
fund since the General Fund does not have a legally adopted budget.

Hotel Development Corporation (HDC) Fund

HDC Fund’s assets and deferred outflows of resources at June 30, 2014, consist primarily of investments
of approximately $1.5 million, investment in tourism projects of approximately $3.9 million and a
balance due from the Commonwealth of Puerto Rico of approximately $877 thousand, and deferred loss
on note refunding of approximately $1.6 million. Total liabilities consist of interest payable of
approximately $899 thousand, notes payable of approximately $45.3 million. Fund deficit increased
approximately $1.9 million when compared to the previous year. Investment increased by approximately
$1.5 million, since the Fund collected in rent payment of $1.7 million from the Condado Vanderbilt Hotel
and invested such amount in the Government Development Bank.

Total operating revenues decreased by approximately $2.4 million mainly due to the reversal in 2013 of
rent receivables of approximately $1.7 million, due from Condado Vanderbilt Hotel. Such amount had
been fully reserved in previous years.

Total operating expenses decreased by approximately $27.0 million, from approximately $28.4 million in
2013 to approximately $1.5 million in 2014 due to recognition of impairment loss in tourism projects of
approximately $27.4 in 2013. No major impairment losses in tourism projects were recorded in 2014,

Slot Machines Operations Fund

Slot Machines Operations Fund’s assets at June 30, 2014, consist primarily of accounts receivable of
approximately $3.1 million, and due from other fund of approximately $19.1 million, Total liabilities
consist of unremitted distributions to the Commonwealth of Puerto Rico, the University of Puerto Rico,
and Participants of Slot Machines Operations of approximately $1.8 million, $5.2 million, and
$11.0 million, respectively, and accrued compensated absences of approximately $3.0 million.

Accounts receivable increased by approximately $483.0 thousand, from $2.6 million to $3.1 million, due
to amounts due by slot machines operations’ participants that were not collected as of June 30, 2014.

Due from other fund increased by approximately $7.9 million, from $11.2 million to $19.1 million, due to
the Slot Machines Operations Fund transfer to the General Fund to pay June’s distributions to the
Commonwealth of Puerto Rico, the University of Puerto Rico, and Participants of Slot Machines
Operations. As a result of this interfund transfer, the unremitted distributions to the Commonwealth of
Puerto Rico, the University of Puerto Rico, and Participants of Slot Machines Operations increased
approximately $8.1 million.
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PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

Total operating revenues decreased approximately by $7.3 million, from $163.3 million to
$156.0 million, mainly due to reductions of the houl ly operation and continued declining trend in casinos
revenues in the last seven years,

Total nonoperating expenses (distributions to the Commonwealth of Puerto Rico and the University of
Puerto Rico) decreased by approximately $4.3 million, from $90.4 million to $86.1 million as a result of
the decrease in operating revenues. Consequently, interfund transfers to the General Fund decreased by
approximately $2.8 million, from approximately $58.8 million to approximately $56.0 million.

Capital Assets

As of June 30, 2014 and 2013, capital assets are composed of the following:

As of June 30 Increase Yariance
2014 2013 (Decrease) Pereentage
(As restated)

Land $ 10,535,000 $ 10,535,000 $ e 0.0%
Work of Arts 2,007,529 2,007,529 — 0.0%
Total capital assets-not depreciated 12,542,529 12,542,529 — 0.0%
Infraestructure 12,528,670 13,160,302 (631,632) -4.8%
Building & Improvements 5,251,580 5,404,021 (152,441) -2.8%
Leasehold Improvements 275,410 321,215 (45,805) -14.3%
Furniture & Fixture 521,884 609,901 (88,017) -14.4%
Vehicles 164,118 66,621 97,497 146.3%
Total capital assets $ 18,741,662 19,562,060 (820,398) -4.2%
Total $ 31,284,191 § 32,104,589 $ (688,280) 2.1%

The Company’s capital assets as of June 30, 2014 and 2013 amounted to approximately $31.4 million and
$32.1 million, respectively, net of accumulated depreciation. Capital assets included land, works of art,
infrastructure, buildings and improvements, leasehold improvements, furniture and equipment, and
vehicles. The decrease from 2013 results primarily from retirements of capital assets. See note 10 to the
basic financial statements for additional details on capital assets at year-end and on activity during the
fiscal year.

Long-Term Debt
Significant long-term debt activity during fiscal year 2014 was as follows:

o Long-term debt in the governmental activities amounted to approximately $11.2 million as of
June 30, 2014, Long-term debt consists primarily of termination benefits of approximately
$6.8 million, and accrued compensated absences of approximately $4.0 million. Long-term debt
decreased approximately by $17.8 million, from $29.0 million (as restated) to $11.2 million, mainly
due to a payment made in repayment of the total outstanding debt of the line of credit.
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PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

o Christmas bonus and Retirement incentive Law 70 of 2010 were reduced by approximately $639
thousands and $516 thousands respectively. This was the result of the new Law 66 of 2014 in which
excess of $600 dollars in Christmas bonus and excess vacation is payable to the Commonwealth.

e Long-term debt in the business-type activities amounted to approximately $48.7 million as of June
30, 2014 and consisted primarily of a long-term note payable to the Puerto Rico Public Finance

Corporation of approximately $45.3 million and accrued compensated absences of approximately
$3.3 million.

See note 11 fo the basic financial statements for more detailed information and activity of the
Company’s long-term debt.

Economic Factors

During fiscal year ended June 30, 2014, the number of persons registered in lodgings endorsed by the
Company, including residents of Puerto Rico and outer tourists, was approximately 2.5 million, an
increase of 1.1% over the number of persons registered during the same period of fiscal year ended June
30, 2013. The average occupancy rate in these lodgings during fiscal year ended June 30, 2014 was
69.8%, a minimal decrease of 0.1% from the prior fiscal year. Also, during fiscal year ended June 30,
2014, the average number of rooms available in lodgings endorsed by the Company increased by
approximately 2.6% to 12,528 rooms compared to the same period of fiscal year ended June 30, 2013.

According to a Payroll Survey, employment in the leisure and hospitality sector was approximately
81,000 for fiscal year ended June 30, 2014, an increase of 11.4% over employment for fiscal year ended
June 30, 2013, a substantial growth rate. These figures imply a significant improvement on the labor
productivity of this sector during fiscal year ended June 30, 2014,

The City of San Juan, Puerto Rico, is the largest homeport for cruise ships in the Caribbean and one of the
largest homeports for cruise ships in the world. The following tables summarize the number of visitors
and their expenditures during the last five years:

Tourism Data®™
Number of Visitors

Tourist
Hotels?® Excursionists Other Total
Fiscal year ended June 30:

2009 1,277,749 1,232,010 1,905,503 4,415,262
2010 1,349,449 1,193,549 1,777,070 4,320,068
2011 1,408,536 1,165,758 1,539,931 4,114,225
2012 1,507,984 1,127,842 1,561,103 4,196,929
2013 @ 1,586,100 1,038,000 1,613,600 4,237,700
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PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis (Unaudited)

Fiscal Year Ended June 30, 2014

Total Visitors’ Expenditures

(In millions)
Tourist
Hotels Excursionists Other ¥ Total
Fiscal year ended June 30:

2009 $1,464.4 $173.7 $1,537.7 $3,175.8
2010 $1,541.8 S171.4 $1,497.5 $3,210.7
2011 $1,618.9 $169.3 $1,354.6 $3,142.8
20129 $1,706.9 $167.7 $1,3183 $3,192.9
2013 @ $1,811.8 $156.0 $1,365.8 $3,333.6

m Includes information about non-resident tourists registering in tourist hotels. They are counted

once even if registered in more than one hotel
2 .. .
@ Includes visitors in guesthouses

@ Includes cruise ship visitors and transient military personnel
® Includes visitors in homes of relatives, friends, and in hotel apartments
© Preliminary

Subsequent Events
Refer to Note 19 of the accompanying basic financial statements for a description of subsequent events.
Request for Information

This financial report is designed to provide a general overview of the Company for all those with an
interest in the Company’s finances, Questions concerning any of the information provided in this report or
requests for additional financial information should be addressed to the Office of the Finance Director,
Puerto Rico Tourism Company, Tanca Street #500, Ochoa Building 3" Floor, Old San Juan, San Juan,
PR, 00902-3960.
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PUERTO RICO TOURISM COMPANY
(A Component Unit of the Commonwealth of Puerto Rico)
Statement of Net Position (Deficit)

June 30, 2014
Governmental Business-type
Assets and Deferred Outflows of Resources activities activities Total
Assets
Cas