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Independent Auditors’ Report

To the Board of Directors .of
Puerto Rico Trade and Export Company
San Juan, Puerto Rico

* We have audited the accompanying financial staternents of the governmental activities, the business-type '

activities, each major fund, and the aggregate remaining fund information of the Puerto Rico Trade and
Export Company (the Company), 2 component unit of the Commonwealth of Puerto Rico, as of and for
the year ended June 30, 2010, which collectively comprise the Company’s basic financial staternents, as
Listed in the table of contents. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our andit.

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 of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An aundit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our zudit provides a reasonable
basis for our 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, each major find,
and the aggregate remaining fund information of the Puerio Rico Trade and Export Company as of June
30, 2010 and the respective changes in financial position and where applicable, cash flows thersof, for the
year then ended in conformity with accounting principles generally accepted in the United States of
America, o :

'The management’s discussion and analysis and budgetary comparison schedule presented on pages 2 -

through 9 and page 33, respectively, are not a required part of the basic financial statements, but are
supplementary information required by the accounting principles generally accepted in the United States

of America. - We have applied certain limited procedures, which consisted principally of inquires of

management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

October 13, 2010
San Juan, Pue_rto Rico

Stamp No. 2570185 was affixed
. to the original of this repert. _
License Exp. December 1, 2011
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Puerto Rico Trade and Export Company

(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis

June 30, 2010 ' :

This section of the Puerfo Rico Trade and Export Company’s (the Company) annual financial report presents

management’s. discussion and analysis of the Company’s financial performance during the fiscal year that

ended on June 30, 2010. Please read i in conjunction with the Company’s basic financial statements, which
* follow this section. '

FINANCIAL HIGHLIGHTS

*  Net assets of the Company decreased from $120.2 million as of June 30, 2009 to $115.3 million as of
June 30, 2010, comprised of a decrease in net assets of the Company’s business-type activities of $5.3
million. - : . '

* The Company continued with an interim loan facility with Banco Popular of Puerto Rico originatéd
during the year 2008 for the construction of new warehousing facilities in the Free Trade Zone. The
loan facility amounts to $42.9 million bearing interest at a rate of 6.142% of which $16.3 million is
outstanding as of June 30, 2010.. '

«  The largest portion of the Company’s net assets (92%) reflects its investment in capital assets (e.g.,

' buildings, :land, machinery, and equipment). The Company uses these capital assets to provide
warehouse: facilities and services to exporting corporations, as well as for the overall administration of
the Company. :

- D.uring December 2009 and February 2010, $80 million of the collateralized ‘promissory notes were

redeemed with such proceeds used for the payment of the related collateralized notes in the same
amount. During August 2009 and April 2010, the Company issued additional collateralized promissory

notes in the amount of $73.9 million. The proceeds from such notes were invested in obligations that -

qualify as permitted investments. The net effect of such transactions generated interest income jn the
amount of approximately $527 thousand. '

OVERVIEW OF THE FINANCIAL STATEMENTS

The financial statements consist of three pafcs — management’s discussion and analysis (this section), the
basic financial statements and supplementary information. The basic financial statements include two kinds
of statements that present different views of the Company: .

¢ The first twb statements are government-wide financial statements that provide information about the
Company’s overall financial position and results of operations. These statements, which are presented
on an accrual basis of accounting, consist of the statement of net assets and the statement of activities.

¢ The remaining statements are fund financial statements of the Company’s major and non-major
governmental funds, for which activities are funded primarily from Commontvealth appropriations and
for which the Company follows a modified accrual basis of accounting, and the Company’s proprietary

fund, which:operates similar to business activities and for which the Companty follows an acorual basis

of accounting.
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Puerto Rico Trade and Export Company |
(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis

June 30, 2010

¢ The basic financial statements also include the notes to financial statements section that explains some
of the information in the government-wide and fond financial statements, and provides mors detailed
data. ‘ ' '

GOVERNMENT-WIDE FINANCIAY. 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 assets includes
all of the Company’s assets and liabilities. All of the current year’s revenues and expenses are accounted for
in the statement of activities regardless of when the cash is received or paid. '

. FUND FINANCIAL STATEMENTS

The fund finaricial statements provide more detailed information abouf the Company’s most significant
funds and not the Company as a whole. The Company has two fund types:

*  Governmental Funds — Governmental finds are used to account for essentially the same functions as
governmental activities in the government-wide financial statements. Governmental funds finaneial
staternents -focus on current inflows and outflows of expendable resources, as well as on balances of
expendable resources available at the end of the fiscal year. This information may be usefil in
-evaluating the Company’s current financing requirements. The Company maintains eleven individual
governmental funds. '

° Proprietary Fund — The Company’s primary activities are included in its proprietary fund, which is

- accounted for in a manner similar to businesses operating in the private sector. Funding has primarily
~ arisen through revenue derived from the rental of commercial facilities. '

This Space Is Intentionally Left In Blank




Puerto Rico Trade and Export Company
(A Component Unit of the Commonwenlth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2010

FINANCIAL ANALYSIS OF THE COMPANY AS A WHOLE

We provide the readers of these basic financial statements with the following summarized discussion and _
analysis of the relevant facts that affected the government-wide financial statements for the fiscal years
ended June 30, 2010 and 2009: '

Governmental Business-type -

Activities Activities : Taotal
2010 2008 20i0 . 2063 2019 2609
Agsets; -
Cu_rreut assets . 3 17482693 17,052,301 17,693,259 14,291,406 35.457,958 _ 31344307 .
Other assets 110,759 - 79,894 180,978,004 187,693,507 181,088,763 187,773,501
Capital asseis 4,526,328 4,684,059 117,753,684 118.851.891 123280,012. 133.533,950
Total assets: 22,099,786 21,816,854 316,726,947 320,836,904 338,826,733 342,653,758
Liahilities; ' ' : ' -
Current ligbilities 11,678,531 11,816,723 24,784,584 20,266,569 36,463,115 . | 32,083,602
Long-term Hlabilities - — . — 187,039,380 . 1590.357,749 137,039,380 190,357 249
Total Tiabilities . 1t,678,531 11,816,723 211,823,964 210,624218 223,502,495 222,440,941
Net assets: '
Tnvested in capital assets, _
netof related debt 4,526,328 4,684,059 101,480,484 105,281,526 106,006,312 109,965,585
Restricted 1,096,366 593,538 — R— -1,096.366 993,538
Unresmicted - 4,798,561 4,322,534 3,422,499 4,931,161 8.221.060 9,253,695
Total net assets ' 10421055 10,000,131 - i04.902,983 110212 687 115324238 120,212,818

In overall, the net assets of the Company decreased $5.3 million or 4% from $120.2 million to
$115.3 million. - Key elements for the decrease in net assets are as follows: ' :

»  Current assets increase in mainly due to an increase of $3.7 million in cash accounts in the business-
type activities. '

- > Capital assets decrease is mainly due to depreciation expense of $4.1 million and the transfer of the
building Edificio Juan Bigas Molina to the Municipality of Ponce, P.R. by $547 thousand in the
business-type activities, net of an increase of $2.7 million in construction in progress related to the new
warshouse facilities in the Free Trade Zone. - : -

> - Current liabilities increased $4.4 million or 13.7% from $32.1 million to $36.5 million. In the business-
type activities there was an increase in notes payable of $2.7 million due to the construction of new
warehousing facilities and an increase in accrued expenses for $1.3 million mainly due to the accrual of
vacation and sick leave due to the transfer of the salaries paid by the governmental administrative fund
to the proprietary fund. '

> Long term liabilities decreased $3.3 million or 1.7%. At June 30, 2010 the Company had investment
- securities and note payable debt outstanding of $180.9 million, as a result of the collateralized
promissory notes redeemed of $80 million and the issuance of $73.9 milkion during the current year.

THE




Puerto Rico Trade and Export Company

(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis

June 30, 2010 :

This resulted in a decrease in long term debt of $6.1 million, net by an increase of §3 miilidn in the
legal claims accrual.

Governmental A.ctivities Business-type Activities Total
2010 2009 - 2010 2009 2010 2069
Revenues ’

Program revenues: . :

Charges for services : 3 0 173,612 184,855 16,138,323 16,712,089 18,313,935 16,896,944

Operating grants and contributions 5,159,851 4,179,699 — — 5,159,851 4,179,609
General revenue; :

Interest and invegtment earnigs ) 16,011 281,233 9411,154 15,703,548 9427,1685 159848012

Other incoma 898,895 53,366 224 047 2,526,802 1,122,942 2,380,168
" Transfer . 1,161,174 . — (1161174 — . — —

Total revenues . 7,411,543 4,699,173 24,612,350 34,942 439 32.025 893 39 641,612
Program expenses . )

Administeazion 2,350,348 3,061,108 —_ — 2,350,348 3,061,106
Employment development incentive 2,528,119 3,377,110 — — 2,528,119 3,377,110
Economic development incentive 235,354 330,975 —_ _— 255,854 350,975
Tuition services 283,146 274,816 — —_ 283,146 74816
Promotion and commercial development 35,783 799,711 —_ — 35,783 799,711
Payment due to Commonwealin 1,517,169 10,216,427 : . 1,517,169 10,216,427
Rental activities expenses and othar —~— I— 20,512,081 18,405,567 20,513,081 18,405,567
Titerest expense —_ .- 8,862,870 13,910,756 8,852,870 13,910,756
Loss on disposition of real estate — — 547,103 — 347,103 —

Total expenses 6,890,419 18,080,145 29,922 054 32,316,323 36,012.473 - 50,396.468
Increase (decrease) in not assets 5 431,134 {13,380.877)  (5309,704) 2,626,116 (4,888,580} (10,734.856)

During the year ended June 30, 2010, the Company’s total revenues decreased by approximately $7.6
million or 19.2%, from $39.6 million for the year ended June 30, 2009 to $32.0 million for the year ended
June 30, 2010. The decrease is the net effect of an increase in operating grants approved during the fiseal
yvear by the Legislature of Puerto Rico (the Legislature), included within the governmental funds of

approximately $1 million for the Business Women Fund and $864 thousand included in other income related -

to a favorable legal settlement, combined with a decrease in rental revenues for an approximated $600
thousand, a decrease in other income of approximately $2.3 million related to the gain on sale of real estate
in prior year and a decrease in interest and investment earnings of approximately $5.7 million related to the
collateralized notes in the business-type activities, o ' =

- Total expenses decreased by approximately $13.5 million or 26.8%. Key elements for this decrease ars, in
the governmental activities, there was a decrease in the payment due to the Commonwealth for $8.7 million
related to unused expired grants, a decrease in all the program expenses of $1.7 million and a decrease in the
. administrative fund of $711 thousand. In the business-type activities, the decrease is due to the interest

- expense of $5.1 million related to the collateralized notes, nét of an increase of $3 million related to a legal

~claim accrual. ' '

- GOVERNMENTAL FUND RESULTS

The Cdrnpany has two major govennneﬁtal funds, and nine non-major goﬁemmeﬁal_ﬁﬁds. Following is an
analysis of the financial position and results of operations of the Company’s major governmental funds:




Puerto Rico Trade and Export Company
(A Component Unit of the Commonweaish of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2010

Adim'nistmﬁye Fund

The fund’s operating objective is to provide funds for administrative functions of the Company not
accounted for in other governmental funds such as accounting, personnel, purchases and general services.
The fund received appropriations from the Commonwealth to fund these expenditures,

During fiscal ‘year 2010, deficit- was eliminated due to the transfer of employee’s salaries from the
administrative find to the proprietary fund. Effective, fiscal year 2011 the Company will not receive funds
from the Commonwealth and should become fnancially independent. :

Direct Emjloymem for Urban Centers Fund

The fund’s operating objective is to provide grants of salary incentives for small and medium size entities
located in the urban centers. This program wants to strengthen and revitalize the urban centers. The fund’
receives appropriations from the Commeonwealth to find these incentives.

During the year ended June 30, 2010, this find received appropriations from the Commonwealth of Puerto
Rico in the amount of $1.3 million. Net assefs were used or its intended purpose during the current year
with the remaining balance to be used in the upcoming years. This fund also generated approximately §12
thousand in interest revenue derived from mterest-bearing deposits and $864 thousand related to the
settlement of a legal case.

Following is an analysis of the financial position and results of operations of the Company’s ndn—major
governmental funds: ' : : - '

Key for Your Bﬁsz'ness Fund

This fimd was created with the objective of providing incentives for the creation and strengthening of small
and medinm businesses. : :

During the fiscal year 2010; no appropriations were received from the Commonwealth of Puerto Rico. As of
June 30, 2010 the amount of approximately $1.5 million of the operating grant expired uwnused and is
payable to the Commonwealth of Puerio Rico. ' :

Economic Incentive for Roosevelt Roads Fund

This fund is used to account for resources and expenditures related to the grant of economic incentives for
new business development for persons within the east coast, which were affected by the closing of the naval
base of Roosevelt Roads. . The objective is to improve the probabilities of success of the new merchant,
increasing its working capital and providing techmical advice to them. .

During the ﬁscai vear 2010, the Tund continued to prox}ide incentives for the eli_giblé_merchants of the east
coast, with the unexpended balance from funds received in previous years for the amount of approximately

$93 thousand. During the current fiscal year, no additional fimds were provided by the Legislature. As of |

- June 30, 2010 approximately $8.4 million of the operating grant expired unused and is payable to the
Commonwealth of Puerto Rico. '

e




Puerto Rico Trade and Export Company

(A Component Unit of the Commomwealth of Puerto Rico)
Management’s Discussion and Analysis

June 30, 2010

Business School Fund

This fund is used to account for expenditures related to activities for continued training on commercial
development to individuals or enterprises engaged in commercial activities through the Business School
Division. ' : :

During the fiscal year 2010, no funds were provided by the Legislature. The find generated approximately
$134 thousand in fees collected from traming and seminars provided as part of the tuition services.

- Commercial Impact to Urban Centers Fund
This fimd is used to account for resources and expenditures related to activities conducted to revitalize the

commerce on the traditional urban centers through the performance of activities designed to attract the flow
of clients to the urban centers. ’

- Duzing the fiscal year 2010, this fond received $643 thousand in appmpriations from the Commonwealth of

Puerto Rico. A portion of its net assets were used to pay incentives during the curent year with the
remaining balance to be used in the upcoming vears. '

Mitigation Fund

This fund was created with the objective of providing flood mitigation. During the fiscal year 2010, no finds
- were appropriated by the Legislature. As of June 30, 2010 the amount of approximately $1.3 million

expired unused and is payable to the Commonwealth of Puerto Rico. _ : ‘

World Trade Center Fund

This fund is used to account for resources and expenditures related to the development of enterprises in
Puerto Rico, and the development and maintenance of information systems for the service management of
the enterprises in Puerto Rico. ' : : ' ' :
During the fiscal year 2010, this fund provided incentives in accordance with its objective, but did not

generate any revenues, as no grants were provided by the Legislature. The fund generated approximately $1
thousand in interest revenue dertved from interest-bearing deposits. ' ' o

Ideal Certification Fund

This fund was created with the objective of providing businessmen interested in establishing, operating or

expanding their business, certifications from the government agencies in order to expedite such process. The -

-fund had no significant activity during the current fiscal year.
Merchant’s Register F und

This fund was c.r:eated with the objective of preparing a Merchant’s Register for the preparation of statistical
- and economic studies. The fund had no significant activity during the current fiscal year. '

HE




Puerto Rico Trade and Export Company

(A Component Unit of the Commonwealth of Puerto Rico)
Maonagement’s Discussion and Analysis

June 30, 2010 '

Business Women Fund

This fund was created to implement an economic incentive program to develop women that are family heads
in' small business. During the fiscal year 2010, this fund received $1 million in appropriations from the
Commonwealth of Pnerto Rico. A portion of its net assets were used to pay incentives during the current
year with the remaining balance to be used in the upcoming years. ' '
PROPRIETARY FUND RESULTS

Net assets of the Company’s proprietary fund, decreased during the year ended June 30, 2010 by $5.3
million. Following is an analysis of the financial position and results of operations of the propristary fund.

- The total net assets for the proprietary fund amount to $104.9 million, of which $101.5 million, ninety-seven
percent (97%) is reflected as invested in capital assets, net of related debt, with an unrestricted fund of 334
million. The proprietary fund total assets as of June 30, 2010 amounted to $317 million, versus $321 million
in fiscal year 2009 which represents a decrease of 54 million (1.3%) as a result of the redemption of
collateralized notes for $80 million and the issuance of additional collateralized notes for $73.9 million. The
uet capital asssts for the year then ended amount to $117.8 million, which represents thirty seven percent
(37%) of total assets, the same as 2009 net capital assets which amounted to $118.9 million, thirty saven
percent (37%) of total assets. Current assets and non current assets amount to $18.2 million and $298.7

million, respectively in fiscal vear 2010, while in 2009 such captions amounted to $14.5 million and $306.5
million, respectively.

During the fiscal year ended June 30, 2010, the Company decreased their rent-derived operating revenue in
the amount of approximately $600 thousand. Operating expenses increased by approximately $2.1 million,
mainly due to the legal claim accrual of $3 million and the increase in depreciation and amortization of $643
thousand, net by the decreases in voluntary separation costs by $481 thousand and occupancy and related
expenses by $813 thousand. Non-operating revenues decreased from $4.3 million in 2009 to $225 thousand
in 2010 or 95% mainly due to the decrease in interest incoms related to the collateralized notes by $1.2
- million, also, in 2009 there was a gan on sale of real estate of $2.3 million while in 20160 there was a loss on

disposition of real estate of $547 thousand.
COLLATERALIZED PROMISSORY NOTE ADMINISTRATION

| At June 30, 2010, the Company had a collateralized promissory note in the amount of $180.9 million. The
.debt is fully collateralized by permitted and qualified investments in the same amount, with an approximated
fair value of $182.7 million. See note 9 to the basic financial statements. . '

 CAPITAL ASSETS

The Company’s investment in capital assets for its business-type activities as of June 30, 2010 amounted to
approximately $101.5 million, net of accumulated depreciation, amortization and related debt. Capital assets
include rental property, information systems, leasehold improvements, office furniture, equipment, capital
leases and vehicles. The decrease for fiscal year 2010 of approximately $1.1 million (1%) is the net effect of
capital expenditures of approximately $2.7 million, net of the accumulated depreciation recorded during
fiscal year 2010 ‘of approximately $4.1 million. See note 6 to the basic financial statements for additional
details on capital assets at the erid of the year and the activity during the fiscal year.




Puerto Rico Trade and Export Company
(4 Component Unit of the Commonwenlth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2010

Major capital ‘asset events during the fiscal year included the completion of one of the two warehouse
facilities under construction in the Free Trade Zone. The Company expects to complete the construction of
the second warehouse facilities duriug fiscal year 2011, which would increass its client’s base and enhance
the Company’s contribution 1o the government’s economic development policy.

ADMISTFATIVE FUND BUDGETARY HIGHLIGHTS

During the fiscal year ended June 30, 2010, there was no amendment to the administrative fund original
budget. A total positive variance of $1.1 million was noted between budget and actual figures. The main
reason for such variance is due to the transfer of payroll and related accruals to the proprietary fund, as the
Company will ot receive funds assigned by the Legislature because the transition period ended June 30,
2010. . :

REQUESTS EOR INFORMATION
This financial report is designed to provide a general overview of the Puerto Rico ‘Trade and Bxpért
Company finances. Questions conceming any of the information provided in this report or requests for

additional financial information should be addressed to the Puerto Rico Trade and Export Company,
Controller’s Office, PO Box 195009, San Juan, Puerto Rico 00919-5009.

*® %k ook ok ok




Puerto Rico Trade and Export Company

(A Component Unit of the Commonwealth of Puerto Rico)
Statement of Net Assets

June 30, 2010

Governmental  Business-Type
Activities Activities Total
Asszets: _ .
Cash . . _ _ i 7,026,501 11,770,843 18,797,744
Funds held by Commonwealth of Puerto Rico 7,246 = 7,246
Interest bearing deposits (including $1,095.366 restricted) 10,238,007 3,646,260 13,884.267
Rent receivable, net of allowance for uncollectibles of ' — 1,034,403 1,034,403
Accrued interr;st receivable - 15,009 1,659,104 1,674,113
Prepaid expenses : 750 59,435 60,185
Internal balances - 174,786 - {174,786) —
Investment securities - restricted — 180,915,000 180,915,000
Other receivables _ 110,759 63,004 173,763
Capital assets: ' '
Non-depreciable assets 578,720 | 68,712,167 69,250,887
Depreciable assets, net 3,047,608 49,041,517 52,989,125
Total assets 22,099,786 316,726,947 338,826,733
Liabilities: . .
Notes payable : : : - 16,273,200 16,273,200
Accounts payable _ 1,723,302 2,004,939 3,728,241
Payment due to Commonwealth of Puerto Rico 9,922.118 - 9,922,118
Accrued interest payable — 1,585,008 1,585,008
Accrued liabilifies : 33,111 4,875,082 (4,312,193
Current poriion cbligations under capital eases - R — 42,355 42,355
Liabitities - Due over one year: _ EUEE o -
' Obligaﬁons under capital leases . _ ' — 38,907 38,907
Deposits from tenants. - ' ' _ — .2,585,621 2,585,621
Borrowed funds payable from restricted assets =~ _ = 180,913,000 180,915,000
Accrual for legal claims - ' — © 3,499 852 3,499,852
Total liabilities 11,678,531 211,823,964 223,502,495
Net assefs: : ; i .
Invested in capital assets, net of related debt ' 4,526,328 101,480,434 106,006,812
Restricted -~ - : 1,096,366 = 1,096,366
Unrestricted s o 4,798,561 3,422,499 8,221,060
Total miet assets $_ 10421,255 104,902,983 115,324,238

See accompanying notes to basic ﬁhancial'statements. '
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Puerto Rico Trade and Export Company
(A Component Unit of the Commonwealth of Puerto Rico)

Reconciliation of the Balance Sheet to the Statement of Net Assets — Governmental Funds
June 30, 2010 : .o '

Amounts reported for governmental activities in the statement of net assets
are different because:

Total fund balance of governmental funds 3 5,894,937
Capital assefs used in governmental activities are not eurrent financial resources

and therefore are not reported in the finds, net accumulated depreciation of $1,116,169 4,526,328

Net assets of governmental activities ' $ 10,421,255

See accompanying notes to basic financial staternents.
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Puerto Rico Trade and Export Company
(A Component Unit of the Commonwealth of Puerto Rico)

Reconciliation of the Statement of Revenues, Expenditures and Chan ges in Fund Balances
- 10 the Statement of Activities — Governmental Funds ' '
Year Ended June 30, 2010

Amounts reported for governmental activities ini the staternent of activities
are different because: . : '

Net change in fund balance - total governmental funds . $ 578,855

Governmental funds report capital outlays as expenditures, However, in the
statement of activities, the cost of those assets is allccated -over their
estimated useful lives as depreciation expense. The amount by which capital

outlays ($9,297) exceed depreciation ($167,028) for the year. . (157,731)
Net éhange m net assets of governmental activities 3 421,124

- See accompanying notes to basic financial statements.
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Puerto Rico Trade and Export Company

(A Component Unit of the Commonwealth of Puerto Rico)
Statement of Net Assets — Proprietory Fund

June 30, 2010

Assets
Curreat Asssts:
Cash .
Interest bearing deposits
Rent receivable, net of allowance for uncollsctibles of $1,874,180 '
Accrued interest receivable ’
Prepaid expenses
Due from other funds -

" Total cui'rgnt assats

Noncurrent Assets:
Investment securities - restricted
Other assefs.
Capital assets:
Non-depresiable assets
Depreciable assets, net

Totel capital assets, net .
Total noneurrent assets

Total

- Liabilities and Net Assets

Current Liabilities:

Notes payzble

Accounts payable

Accrued interest payable

Acerued expenses ' _

Current portion of obligations under capital leases

Due to other finds

Total current Jiabilities
Nonecurrent Liabilities:
Obligations under capitat leases
Peposits from tenants
Borrowed funds -Due over one year, payable from resirictad assets
* Accrnal for legal claims '

Total noncurrent lisbilities
Total iabilities

Nat Asseis: _
Invested in capital assets, net of relaied debt
Unrestricted '

Total net assets
Total

See accompanying notes to basic fhancial statsments.

i6

§ - 11,770.843

3,646,260
1,034,403
1,659,104
39,435
60,763

18,230,808

180,915,000
63,004

68,712,167
49,041,517

’

117,753,684

—— e —

208,731,688

5 316962496

$ 16273200
L 2.004,939
1,585,008
4,879,082
42,355
235,549

38,907
2,585.621
180,915,000

3,499,852
187,039,380 -

101,480,484

©3,422.499
104,902,983
$ 316,962,496




Puerto Rico Trade and Export Company
(A Component Unit of the Commonwealth of Puerto Rico)

Statement of Revenues, Expenses and Changes in Net Assets — Proprietary Fi und

Year Ended June 30, 2010

Operating revenue:
Rent revenne
Other

Total operating revenue

Operating expenses:
Salaries and emplayees benefits
Legal reserve .
Occupancy and related expenses
Depreciation and amortization
Professional fees
Advertising
Insurance _
Security services
Comimnercial development
Travel expenses
Office supplies
Other |

Total operating expenses
O?erating loss

Non operating revenue (expenses):
Loss on disposition of real estate
Other income '

. Interest income and other -

. Interest expense -

Total non operating expenses, net

Transfer
Change in net assets
Net assets - bégi'nnin"g of year

' Net assets - end of year

See accompanyiﬁg noties to basic financial statements.
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- $ 15,809,799
328,524

16,138,323

7,405,291
3,052,487
3,001,602

4,174,279

649,341
426,959
805,284
610,428
57,061
80,994
151,861
96,494

20,512,081

(4,373.758)

(547,103)
224,047
9,411,154

(8,862,870)

225228

(1,161,174)
(5,309,704)

110,212,687
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Puerto Rico Trade and Export Compan 'y
(A Component Unit of the Commonwealth of Puerto Rico)
Statement of Cash Flows — Proprietary Fund

Year Ended June 30, 2010

Cash flows from operating activities:

Collection of rent : 5 13,646,586
Payments to employces (9,060,312}
Payments to suppliers ‘ ©{2,327,946)
Other operating revenues 269,521
Net cash provided by operating activities ' ' 4,527 849

Cash flows used in non capital financing activities:

Proceeds from issuance of borrowed funds - 73,915,000
Principal paid on collateralized notes ' {80,000,000)
Interast paid on borrowed fimds : ) (8.851,631)
Transter of payroll acervals from governmental to proprietary fimd ) (1,161.174)
Net advances to and from other funds _ . . o {16}
Net cash vsed in non-capital financing activities : ' ' (16,097.815)
Cash fiows used in capital and refated financing activities: .
Acquisitions of capital assets . ) {3,076.072)
Payments of obligations under capital leases (56,516)
Net cash nsed in capital and related fmancing activities (3,132,588
Cash flows from Investing activitiss:
Interest collected on interest-bearing deposits and restricted investments . 9.410.957
Proceeds from non-operating activities ) 224,047
Proceeds from Issuance of notes payzble 2,702,835
Purchase of investment securitics - (73,915,000
Investment securities redeemd ’ ’ ' : 80,000,000
Net increase-in interest-bearing deposits o ' (39.519)
Net cash provided by investing actvities _ o _ 18,383,321
Net change in cash and cash equivalents : ' 3,680,767
Cash, beginning of year : _ . . : . 8,090,076
Cash, end of year ' : o _ ' : $ 11,770,843
Reconcﬂiationjof operating loss to net cash provided by operating activities: _ ) ' _ . .
Operatingloss . ' _ ' 3 (4,373,738)
Adjustments to reconcile changs in net assets to cash provided by operating activities:
Depreciation and amortization ) : E ) 4,174.27%
Changes in assets and Habilities: o :
Decrease in rent receivable _ _ _ 6272
- Decrease in prepaid expenses _ S ) ) . 10367
Decrease in other assets : I . i 83,501
Increase in accoumts payable _ . C ) - 440 478 _
Increase in accrued expenses : R : _ . 1,311,710
Decreass in deposits Fom tenants : . . _ : (169.485)
" Increase in accrual for lepal claims ' - 3035487
Total adjustmerts . e 8901607
Net cash provided by operating activities - - . - 3 4,527.349 .

 Ses accompanying notes to basic financial staterents,
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Puerto Rico Trade and Export Company

(4 Component Unit of the Commonwealtly of Puerto Rico)
Notes to Basic Financial Statement

Year Ended June 30, 2010

1. REPORTING ENTITY

. The Puerto Rico Trade and Export Company (the Company) is a component unit of the
Commeonwealth of Puerto Rico (the Commonwealth) created by Law No. 323 of December 28, 2003.
The Company has the responsibility to promote the highest efficiency in the services provided to the
corumercial sector, with emphasis on small and medium-sized enterprises, and the export of products
and services from Puerto Rico to other countries to strengthen the economy of the Commonwealth
and promote the creation and retention of employments. '

In accordance with Article 18 of Law No. 323, the balances and other funds available through other
laws and special funds of the Puerto Rico Export Development Corporation and the Commerce
Development Administration, which are under the custody of the Puerto Rico Department of
Treasury, were transferred to the Company to allow it perform the functions, faculties and powers
commended by this Law. A transition period of six years is expressly established to let the Company
become financially independent. During such period, the Company shall submit an annual petition of
funds to the Puerto Rico Office of Management and Budget (the OMB), subject to the approval of the
Legislature of Puerio Rico of the Commonwealth of Puerto Rico, to camry on its govemmental
activities, and to provide incentives and services to the enfreprenewrs and merchants of the
Commonwealth. . For fiscal years subsequent to the transition period, the Legislature of the

Commonwealth of Puerto Rico, in the performance of its powers, could grant additional funds to

maintain the incentive programs aud services. The transition period ended effective June 30, 2010.

2. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES '

The accounting and reporting policies of the Company conform to aécountiﬁg principles generally
accepted in the United States of America (U.S. GAAP), as applicable to governmental entities.

Under. Governmental Accounting Standards Board (GASR) Statement No. 20, Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Fntities that Use Proprietary
Fund Accounting, the Company elected to apply all applicable statements and interpretations issued
by the Financial Accounting Standards Board, Accounting Principles Board Opinions, and
Accounting Research Bulletins of the Committee on Accounting Procedures issued on or before
November 30, 1989 and all FASBE statements and interpretations issued after November 30, 1989,
except for those that conflict or contradict GASB pronouncements. . - - . g

The preparation of financial statements in conformity with U.S. GAAP requires management to make _

estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure
of contingent assets and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reported period. Actual results could differ from those estimates.

o Gavén’zment— Wide and Fund Financial Statements

Government-Wide Financial Statements — The statement of net assets and the statement of activities
report information on all activities of the Company- The effect of interfund balances has been
removed from the government-wide statement of net assets. The Company’s activities are
distinguished between governmental and business-type activities. Governmental activities gseneraily
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Puerto Rico Trade and Export Company

(A Component Unit of the Commonwealth of Puerto Riéo)
Notes to Basic Financial Statement

Year Ended June 30, 2010

are financed through intergovernmental revenues, and other non exchange revenues. Business-type
activities are financed through rental activities in connection with the proprietary fund’s principal
ongoing : operations.  Following is a description of the Company’s government-wide financial
statements. ‘ ' '

The statement of net assets presents the Company’s assets and liabilities, with the difference reported
as net assets. Net assets are reported in three categories:

o -Invested in capital assets, consists of capital assets, net of accumulated depreciation and
amortization and any related debt. ' o

* Restricted net assets result when constraints placed on net assets use aré sither externally imposed

by creditors, grantors, contributors, and the like, or imposed by law throush constitational

provisions or enabling legislation.

- »  Unresiricted net assets consist of net assefs that do not meet the definition of the two preceding
categories. Unrestricted net assets often are designated, in order to indicate that management does
not consider them to be available for general operations. Unrestricted net assefs often have
constraints on use that are imposed by management, but such constraints may be removed or
modified.

The statement of activities demonstrates the degree to which the direct expenses of a given function
or segment is offset by program revenues. Direct expenses are those that are clearly iderntifiable
within a specific function. Program revenue inclnde: charges paid by the tenants for the leasing of

- commercial facilities, amounts received from those who use or directly benefit from a program, and
operating grants and contributions from parties outside the Company. - Other items not meeting the
definition of program revenues are reported as general revenues,

Fund Financial Statements — Fund accounting is designed to demonstrate legal compliance and to-

aid financizl management by segregating transactions related to cerfain government functions or -
activities. ' A fund is a separate accounting entity with a self-balancing set of accounts. The financial

activities of the Company that are reported in the accompanying basic financial statements have been
classified into govermmental and proprietary funds. : : :

Separafe financial statements are provided for governmental funds and pr'oprietaxy'ﬁlnd's. Major -

individual governmental funds are reported as separate columns in the fund financial statements, with
non major funds being combined into a single column. ' i

Measurement Focus, Basis of Accounting, and Financial Statements Presentation

Government-Wide Financial Statement — The government-wide financial statements are reported
using the economic resources measurement focus and the accrual basis of accounting. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing
. of related cash flows. Grants and similar items are recognized as revenues as soon as all eligibility
requirements imposed by the provider have been met. : :
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Puerto Rico Trade and Export Company

(A Component Unit of the Commonwealtl af Puerto Rico)
Notes to Basic Financial Statement

Year Ended June 30, 2010

Governmental Funds Financial Statements — The governmental funds financial statements are
reported using the current financial resources measurement focus and the modified accrual basis of
accounting. Revenues are recognized as soon as they are both measurable and available. Revenues
are considered to be available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the Company considers revenues
~ to be available if they are collected within 60 days after the end of the fiscal year. Other revenues are
considered to be measurable and available only when cash is received. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. : '

Governmenial Funds — The following governmental activities of the Company are classified as

major governmental funds:

®  Administrative Fand — This fund is used to account for résources and expenditures related to
administrative finctions not accoupted for in other fimds such as accounting, personnel,
purchiases and gemeral services. These functions are constituted by several departments
independent from each other which are responsible for the supervision and coordination of all
administrative matters of the Company. Effective June 30, 2010 the Company transferred all
employees paid under the administrative fund to the proprietary fund, since for fiscal year 2011
the Company should become financially independent.

* - Direct Employment for Urban Centers Fund — This fund is used to account for resources and
expenditures related to the grant of salary incentives for the small and medium size entities
located in the urban centers. This program wants fo strengihen and revitalize the urban centers.

The following governmental activities of the Company are accounted for in other governmental
funds: '

s Key for Your Business Fund — This fund was created with the objective of providing incentives
-+ for the creation and strengthening of small and medium businssses.

. o Economic Incentive Jor Roosevelt Roads Furd — This fund is used to account for resources and
expenditures related to the grant of economic incentives for new business development for
- persons within the east coast, which were affected by the closing of the naval base of Roosevelt
Roads. The objective is to improve the probabilities of success of the new merchant, increasing

its working capital providing technical advice to them, '

‘o Business School Fund — The Company provides continudus training and commercial
development to individuals or enterprises engaged in commercial activities through the Business
School Division. - : :

»  Conmmercial Impact to Urban Centers F. und — This fund is used to account for resources and
expenditures related to-activities conducted to revitalize the commerce on the traditional urban
centers through the performance of activities designed to attract the flow of clents to the urban
centers. - ' : : :
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Puerto Rico Trade and Export Company

(4 Component Unit of the Commonwealth of Puerto Rico)
Notes 10 Basic Financial Statement

Year Ended June 30, 2010

* Mitigation Fund — This fund was created with fhe objective of provi&ing flood mitigation
subsidies to small and medium businesses. During the fiscal year 2010, no funds were
appropriated by the Legislature. '

*  World Trade Center Fund Project — This fund is vsed to account the resources and expenditures
related to the development and maintenance of information systems for the service management
of the enterprises in Puerto Rico, a sponsorship of a council of exportations among others

activities related to the development of services and programs in accordance with the

development plan of the Company.

e Jdeal Cémﬁcatian —This fund was created with the objective of providing businessmen interested

in establishing, operating or expanding their business, certifications from the government

agencies in order to expedite such process.

* Merchant’s Register Fund - This fund was created with the objective of preparing a Merchant’s
Register for the preparation of statistical and economic studies,. '

* Business Women Fund — This fund was created to implement an economic incentive program to
develop women that are family heads in small business.

Proprz'eta:ry Fund Financial Statememts — The financial statements of the proprietary fund are
teported using the economic resources measurement focus and the accrual basis of accounting,
_ similar to the government-wide statements described above. : '

Proprietary funds distinguish operating revenues and expenses from non operating items. Operating
revepues and expenses are those that result from the Company providing the services that correspond
to their principal ongoing operations. Operating revenues are generated from charges paid by the
tenants for the leasing of commercial facilities and other related activities. Operating expenses for the
proprietary fund include among others, the cost of personnel and contractual services, supplies and
depreciation on capital assets. Revenues and expenses not meeting thess definitions are reported as

non operating revenues and expenses.

AInterfund Balances — Interfund receivables and payables have been eliminated from the statement of
net assets. ' : o

Investments — The Comi)any follows GASB Statement No, 3 1, Accounting and Financial Reporting
Jor Certain Investments and for External Investment Pools. This statement establishes accounting

and financial reporting standards for all investments held by governmental external investment pools.

-For most other governmental entities it requires that most investments bé reported at fair value in the
' statement of net assets. The Board of Directors (Board) established limitations and other guidelines

on amounts invested and which investment transactions can be entered into. In addition, the Board
' may approve, as necessary, other transactions that the Company may enter into. Since the Company
- has a put and call options for the investments in portfolio, such investments were recorded at cost.

- Allowance: for Uncollectibles -~ The allowance for mncollectible receivables is an amount that

management believes will be adequate to ahsorb possible losses on existing receivables that may

become uncollectible based on evaluations of the collectibility of the receivables and prior credit loss
‘experience. Because of uncertainties inherent in the estimation process, the related allowance may
change in the future. o
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Puerto Rico Trade and Export Company

(A Component Unit of the Commonweaith of Puerto Rico)
Notes to Basic Financial Statement

Year Ended June 30, 2010

Capital Assets — Capital assets, which include leasehold improvements, information systems, office
fumiture, equipment and vehicles, are reported in the business-type activities column and in the
government-wide financial statements. Capital assefs are defined by the Company as assets which

" have a cost of $500 or more at the date of acquisition and have an expected useful life of three or
more years. Purchased capital assets are valned at historical cost. Donated fixed assets are recorded at
their fair market value at the date of donation. The costs of normal maintenance and repairs that do
not add to the asset’s value or materially extend the asset’s useful life are not capitalized,

Capital assets are depreciated on the straight-line method over the assets’ estimated useful lives.

Leasehold improvements are amortized over the terms of the respective leases or the estimated usefil

lives of the improvements, whichever is shorter. Generally, estimated useful lives are as follows:

" Buildngs - : 40 - 50 years

Leasehold improvements - - Lesser of 10 years or lease term
- Office furniture and equipment 3-5 years '
 Vehicles 5 years

Accounting for the Impairment or Disposal of Long-lived Assets — The Company follows GASB
Statement No. 42, Accounting and Financial Reporting for Impairment of Capital Assets and Jor
Insurance Recoveries. This Statement establishes accounting and financial reporting standards for
impairment of capital assets. A capital asset is considered impaired when its service ntility has
declined significantly and unexpectedly. This Statement also clarifies and establishes aceounting
requirements for insurance recoveries. During the year ended June 30, 2010, the Company evaluated
its capital assets for impairment under the guidance of this Statement and determined that the possible
impainment amount, if any, would not have a material impact in the Company’s basic financial
statements. ' :

Compensated Absences — The employees of the Company are granted 30 days of vacation and
I8 days of sick leave annually. Vacation and sick leave may be accumulated up to a maximum of 60
and 90 days, respectively. In the event of employee resignation, an employee is reimbursed for
accumnulated vacation days up to the maximum allowed and for sick leave up to a maximum of
36 days. For the year ended June 30, 2010 the cost of accumulated vacation and sick leave of
approximately $877 thousand was transferred from the government-wide financial statements to the
proprietary fund as an accrued lability. ' '

Rental Income — The Company'leases commercial facilities under the operational method of -

accounting recognizing the rental income as eamed during the term of the lease. The rent receivable
is presenied as the unpaid balance less the alfowance for uncolléctible accounts.

Property Taxes — The Company is exempt from the payment of Puerto Rico téxes, except real
property taxes and excise taxes on certain purchascs. : .

Risk Financing — The Company carries commercial ingurance to cover for casualty, theft, claims and
other losses. The current insurance policies have not been cancelled or terminated. The Company
also pays premiums for workmen’s compensation insurance to another component unit of the

- Commonwealth of Puerto Rico. There has been no settlement in excess of coverage amounts during
the last three years. ' ' '
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Puerio Rico Trade and Export Company

(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Basic Financial Statement

Year Ended June 30, 2010

3. CASH AND INTEREST BEARING DEPOSITS

The inf_brmation pres'ented below discloses the level of custodial eredit risk assumed by the Company

at June 30, 2010. Custodial credit risk is the risk that in the event of a financial institution failure, the

Company’s deposits may not be returned to it. The Commonwealth requires that public funds

deposited in commercial banks in Puerto Rico must be fully collateralized for the amount deposited in

excess of federal depository insurance. Funds deposited with the Government Development Bank

{(GDB) or the Economic Development Bank for Puerto Rico (EDB), component units of the
- Commonwealth, are not covered by this Commonwealth requirement.

As of June 30, 2010, the Company had $1.4 million deposited with GDB. The Company has
certificates of deposit with EDB amounting to approximately $1.3 million as of June 30, 2010. The
remaining balances of approximately $30.9 million are maintained in commercial banks. The interest

bearing deposits include a certificate of deposit of $1,096,363 maintained with EDB as collateral for

loans granted by EDB under the Program Key for your Business to qualified companies. When the
loans are fully collected, the certificate of deposit plus the interest generated will be returned to the
Company. . ' :

4. RENT AND TUITION RECEIVABLES

AS of Juﬁé 30, 201 0, rent and tuition receivables were as follows:

: Rent - Tuition
Rent and'land leases (including rent from government : - .
entities for approximately $261,042) ' $ 2,908,583 —
Tuition fees receivables — 82,000
S _ ' 2,908,583 82,000
Less: Allowance for uncollectible accounts . 1,874,180 82,000

$ 1,034,403 —

5. INVESTMENTS |
As of Tune 30,2010, the Company had the following investments:

_Fair

: Coupon | Maturity - : Market Unrealized
Investment Type Rate Rating Date - Cost - Value Gain

FHLMC . . 475%  AAA 4792024 - § 137,000,000 137,000,000 —

FﬁstPueﬁoRicoFunds _ 5.90%- AAA 4112030 43,915,000 45,747,573 1,832,573

B 180,915,000 - 182,747,573 1,812,573

The investments relate to the notes payable program, which involvs matchéd-transaction_s. that -
generate afixed spread of income to the Company. These investments are pledged as collaterals to

' the notes issued during the fiscal year for the same amount (refer to Note ).

The investments are not recorded 4t fair value since they contain the call and put option described in _-

Note 10, therefore, the investments are reco?ded af cost.
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Puerto Rico Trade and Export Company

(4 Component Unit of the Commonwealth of Puerto Rico)
Notes to Basic Financial Statement

Year Ended June 30, 2010

6. CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2010, consists of the following:

Balance Ny Balance
July 1, 2009 Increases = - Deereases June 30, 2016
Governmental Activities: .
Properties not being depreciated
Land : $ 578,720 — — 578,720
Total capital assets, not being depreciated 578720 — — 578,720
Properties being depreciated _ .
Building and building improvements 4306956 — — 4,306,956
Furniture and equipment ) . 737,696 9,207 — 746,993
Less accumnlated depreciation {939,313} (167.028) — (1,106,341) .
Total capital assets, being depreciated ' 4,105,339 {157.731) — 3,947,608
Total governmental activities .
capial assets, net - § 4,684,059 (157.731) — 4,526,328
Business-type Activities:
Rental Properties uot being depreciated
Land and land improvements § 59,655,145 — — 59,655,145
Construction in progress _ 15,972,113 1,765,668 {8,680,739) 9,057,022
Total capital assets, not being deprociated 75,627,258 1,765,668 (8,680,759) 68,712,167
Rental Propertieé being depreciated _ ' _ ' :
Building and building improvements ' 84,806,610 9,406,117 — 94212727
Fumituze and equipment ] 2,883,975 - — — 2,883,973
- Sub<otal . C _' : 87,690,583 9,406,117 — © 97,096,700
Other Properties Nét For Rent being depreciated : -
’ Building and building improvements 5,253,350 432,390 — 5,687,540 -
Fumitore and equipment i 4,130,901 152,636 — 4.283,557
* Capital l2ases : ' . 206,090 — — 206,090
Vehicles - ’ . ' 370,112 — — 370,112
. Sub-total . _ Co 9,962,653 583,046 — 10,347,699
Total cost of depreciable assets 97653236 9,991,163 — 107,644,399
Less accumulated depreciation ' . N
Rental proparties _ L (48,103,215 (3.287,503) — (31,391,118}
Other properties not fortent - - (6,323,388) {886,376} — (7.211,768)
- Total accumulated depreciation -  (54428603) (4,174.279) - (58,602,882)
Total capital aséeﬁ;, being depreciated ) 43,224 633 5,816,884 — 49041517
Total business-type capital assets, net $ 118,851,801 7,582,552 (8,680,759) 117,753,634

Total aggregate interest costs capitalized as of June 30, 2010 amounts 10 $1,739,335, of which
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$934,720 were capitalized during current fiscal year 2010.

The Company’s principal leasing activities consist of building space rentals under non-cancelable
operating leases. Lease terms expire at various fiture dates. Minimum future réntals to be received on
non-cancelable leases for each of the next five years and thereafter are approximately as follows:

Year Ending
June 30,

2011
2012
2013
2014
2015
2016-2020

Total

7. INTERNAL BALANCES.

Amoant

$ 15,268,192

: 7,841,329
6,338,212
5,446,701
4,616,314
6,308,161

3 46,318,909

In.te.mal balances as of June 30, 2010 are comprised of amounts due to and from the business-type

fund and governmental funds, as shown below:

Business
Type Activities C
C ' _ (PRTEC) Others Total
PRTEC 8 = (174,786) (174,786)
OTHERS . 174,786 — 174,786
$ 174,786 (174,786) —

The transactions resulting in the balances shown in the table above are mainly due to payments made
to (by) a:fund(s) on behalf other fund(s) as result of cash shortage in such funds. Such tramsactions

are non-interest bearing and short ferm’ in mature.

8. NOTES PAYABLE

On May 17, 2007, the Company entered into a Credit Agreement with various financial institutions.

The Company was granted a non-revolving Ioan facility convertible to term loan advances in an

aggregate principal amount of up to $42,925,000 t be used for the development and construction cost
* of a project and to cover certain expenses in comiectipn with closing of the transaction. -

The ﬁon—frevolving loan facility bears an interé_sf rate of 6.142%, is due on demand and is

balance amounted to $16,273,200.

collateralized by real estate and construction of industrial facility. As of June 30, 2010 the outstanding .

2%
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Beginning _ Ending
Balance Increases Decreases Balanee
Notes payable % 13,570,365 2,702,835 — 16,273,200

9. BORROWED FUNDS

In September 2005, the Company was authorized fo issue up to $500 million in collateralized

promissory notes. The proceeds received by the Company from the issuance of these notes shall be
invested in obligations that qualify as “permitted investments” under applicable laws, and the
investment guidelines adopted by the Company. Such notes have maturities not exceeding 20 years.

These notes contain certain call and put options agreed by the Company and the creditor. The put

options grant the Company the exercisable right, at the Company’s sole discretion, to require the note
holder to purchase, on established exercise dates, the collateral of this note at 2 price equal to 100% of
the outstanding principal amount of the collateral securities. The call option permits the note holders,
on the same established dates of the Company’s put option, to require the Company to redeem the
promissory notes at their outstanding principal amount. The call options on the notes are considered
clearly and closely related to the notes, while the mirror put options held by the Company are
considered in accounting for the fair value of the underlying investments. As a result no separate
asset or obligation is recorded related to the put and call options. -

On December 9, 2009 and on February 19, 2019, collateralized promissory notes amousnting to $50
million and $30 million, respectively, were redeemed. On August 20, 2009 and April 6, 2010, the
Company issued additional collateralized promissory notes in the amount of $30 million and $43.9
million, respectively. These notes pay interest semi-annually at a rate of 5.10% and 5.55%,
respectively, and mature on August 19, 2024 and April 1, 2030, respectively,

These promissory notes are collateralized with investment securities with ag aggaregate fair value of
$182,747,573. At Tune 30, 2010, the principal balance of the promissory notes outstanding under this
program amounted to $180,915,000, of which $137 million have an interest rate of 4.75% and its
maturity date is on April 9, 2024 and the other $43.9 million have an interest rate of 5.90% and its
maturity date is on April 1, 2030. : :

- The Iéng-:tenn debt activity for the year ended June 30, 2010, was as .f_ollows:

Beginning : Ending
Balance Increases Decreases Balance
Promissory notes 187,060,000 73,915,000 (80,000,000) 180,915,000
Accrual for legal claims - 464365 3,052,487 {17,000) 3,490,852
' Déposits from tenants 2,755,106 - 96,132 (265,617) 2,585,621
o 190,219,471 77,063,619 {80,282,617) 187,000,473
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Promissory notes principal maturities and related interest payments in firture years are as follows:

Year ending

June 30, Principal Inferest
2011 $ — 8,648,825
2012 — 8,648,825
2013 - — 8,648,825
2014 ' — 8,648,825
2015 ' — 8,648,825

2016-2020 — 43,244,125

2021-2025 137,000,000 43,244,125
2026-2030 . 43,915,000 12,076,625
$ 180,915,000 141,809.000

The Company has a non-cancelable capital lease obligation for office equipment. The term of the
lease is for five years, beginning 2008 through 2014. The firture commitments under fhis Jease are as

follows:
Year Ending .
June 30, - : Amount
2011 | | | $ 42,355
2012 - _ 22,639
2013 _ 16268 -
Total - $ 81262

10. RETIREMENT SYSTEM
Defined Benqﬂr Pension Plan

The Employees’ Retirement System of the Commonwealth of Puerto Rico and its Instrumentalities
(the Retirement System), ereated pursuant to Act No. 447 of May 15, 1951, as amended, is a cost-
sharing, multiple-employer defined benefit pension plan sponsored by and reported as a compenent
unit of the Commonwealth. Al regular employees of the Company hired before Janunary 1, 2000 and
under 55 years of age at the date of employment becanie members of the Retirement System as a

condition- to their employment. No benefits are payable if the participant receives a refund of -

accumnulated contributions.

The Retirement System provides retirement; death, and disability benefits pursuant to legislation
enacted by the Commonwealth’s Legislature of Pucrto Rico. Retirement benefits depend upon age at
retirement and the number of years of creditable service. Benefits vest after 10 years of plan
 participation. Disability benefits are available to members for occupational and non occupational
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disabilities. However, a member must have at least 10 years of service to receive non oceupational
disability benefits.

Members who have attained at least 55 years of age and have completed at least 25 years of creditable:
service,.or members who have attained 58 vears of age and have completed 10 years of creditable
service, are entitled to an annual benefit payment monthly for life. The amount of the anmuity shall
be 1.5% of the average compensation, as defined, multiplied by the number of years of creditable
service up to 20 years, plus 2% of the average compensation, as defined, multiplied by the number of
years of creditable service in excess of 20 years. Tn no case will the annuity be less than $300 per
month. o '

Pa:ticipz:mts who have completed at least 30 years of creditable service are entitled to receive the
Merit Armuity. Participants who have not attained 55 years of age will receive 65% of the average
compensation, as defined; otherwise, they will receive 75% of the average compensation, as defined,

Commeonwealth legislation requires employees to contribute 5.775% for the first $550 of their
monthly gross salary and 8.275% for the excess over $550 of montlly gross salary. The Company is
required by the same statute to contribute 9.275% of the participant’s gross salary. Total payroil
covered - for fiscal year 2010 was approximately $5,989,000. Total employee and emplover
contributions for the year ended Jume 30, 2010 were approximately $222,000 and $235,000,
respectively, '

Defined Contriburion Plan

The Legislature of Puerto Rico of the Commonwealth enacted Act No. 305 on September 24, 1999,
which amends Act No. 447 to establish, among other things, a defined contribution savings plan
program (the Program) to be administered by the Retirement System. All regular employees hired for
the first time on or after January 1, 2000, and former employees who participated in the defined
benefit pension plan, received a refund of their confributions, and were rehired on or after January 1,
2000, become members of the Program as a condition to their employment. In addition, employses
who at December 31, 1999 were participants of the defined benefit pension plan had the option, up fo
Mearch 31, 2000, to irrevocably transfer their contributions to the defined benefit pension plan plus
interest thereon to the Program. '

Act No. 305 'requires employees to coniribute 8.275% of their 'monﬂliy gross salary to the Program.

Employees may elect to increase -their contribution up to 10% of their monthly gross safary. .

Employee contributions are - credited to individual accounts established under the Program.
Participants have three options to invest their contributions to the Program. Investment income is
credited to the participant’s account semiannually. - : ' : :

The Company is required by Act No. 305 to contribute 9.275% of the parficipant’s gross salary. The
Retirement System will use these contributions to increase its asset level and rednce the unfimded
status of the defined benefit pension plan. : S

Upon retirement, the balance in the pai'ticipant’s account will be used to purchase an ammuity contract,
which will provide for a monthly benefit during the participant’s life and 50% of such benefit to the
participant’s spouse in case of the participant’s death. Participants with a balance of $ 10,600 or less at
retirement will receive a lump-sum payment. In case of death, the balance in the participant’s account
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11.

will be paid in a lump sum to any beneficiaries. Participants have the option of a lump-sum payment
or purchase of an annuity contract in case of permanent disability. The total employee and employer
coniributions for the year ended June 30, 2010 were estimated to approximately $278,000 and
$321,000, respectively. '

Additional information on the Retirement System is provided in its stand-alone financial statements
for the year ended June 30, 2009, a copy of which can be obtained from the Employees® Retirernent
Sy_stem of the Commonwealth of Puerto Rico and its Instrumentalities, PO Box 42004, San Juan, PR,
00940-2004. '

COMMITMENTS AND CONTINGENCIES

Commit;}zem‘s

- The Company leases office spaces under operating leases expiring in various years through 2014.

Renta] expense for the operating leases for the year ended June 30, 2010 amounted to approximately

$778,000. As of June 30, 2010, the Company has entered inio varions construction agreements which
have already been certified and paid, or accrued. Future construction commitments amount to
approximately $45 thousand. :

Minimum future rental payments under non-cancelable operating leases having remaining terms in
excess of one (1) year as of June 30, 2010 are: :

Year Ending

June 30, Amount
2011 S 69,276
2012 - - 60,800
2013 _ . _ - 60,800
2014 : . , 15,200
Total $ 206,076

Contingencies

At June 30, 2010, the Company is a defendant in various lawsuits, claims, legal proceedings and
investigations tesulting from the mormal course of business covering - a wide range of matters
including ‘but not limited to lahor and breach of contracts. Management, after consultation with legal
counsel, has established an accrual, which amounts to approximately $3.5 million as of June 30,
2010, to cover its estimate of the ultimate liability that may result from such legal claims. Legal
counsels for the Company have advised that at this stage in the proceedings, they cannot offer an
opinion as to the probable outcome. ' ' -
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12. SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK

The Company’s rental activities are directed for the most part to private enterprises, usually chain
stores, small businesses and farmers, craftsmen and the like, with the purpose to initiate and keep in
operation all types of agricultural and business activities.

13. SUBSEQUENT EVENTS

On July 1, 2010 and July 27, 2010 collateralized promissory notes for $72 million and $136 million,

respectively, were issued. On July 9, 2010, collateralized promissory notes for $137 million wers
called,

AE:
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Budgetary Comparison Schedule — Administrative Fund
Year Ended June 30, 2010 :

Original
Budget Actual © Variance
Revenue: . _
Appropriations from Legislature of Puerto Rico  § 2,173,000 2,173,000 —
Total revenues : 2,173,000 - 2,173,000 —
Expenditures- . _
Administration 2,173,000 . 2,232.439 59,439
Excess of expenses over expendimres — (59,439) - (59,439)
Transfer : — 1,161,174 1,161,174
Fund deficit - beginning of year (1,008,423) (1,098,423) —
Fund deficit - end of year $ (1,098,423) 3,312 1,101,735

Notes to Schéc_lule:

The Company is coastitutionally required to submit to the Legislature an annual balanced budget of the
Commonwealth for the ensuing fiscal year, which is prepared by the Commonwealth’s OMB. Section 7
of Article VI of the Constitution of Puerto Rico provides that “The appropriations made for any fiscal
year shall not exceed the total revenue, including available surplus. :

For budgetary purposes, encumbrance accounting is used. The encumbrances (that is, purchase orders,
contracts) are considered expenditures when a commiitment is made. For GAAP Teporting purposes,
encumbrances outstanding at yéar-end arc reported as reservations of budgetary appropriations and
GAAP fund balances and do not constitute expenditures or liabilities on a GAAP basis bacause the
commitments’ will be honored during the subsequent year. The unencumbered balance of any
- appropriation-of the general fund at the end of the fiscal year lapses immediately. Appropriations, other
than in the general fund, are continuing accounts for which the Legislature has authorized that an unspent
balance from the prior year be carried forward and made available for current spending. '
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