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Report of Independent Auditors

Hon. Rubén Hernandez Gregorat, Secretary
Department of Transportation and Public Works
Commonwealth of Puerto Rico

We have audited the accompanying statement of net assets of Puerto Rico Highways and
Transportation Authority (the Authority), a component unit of the Commonwealth of Puerto
Rico, as of June 30, 2011, and the related statements of revenues, expenses and changes in net
assets, and cash flows for the year then ended. These financial statements are the responsibility
of the Authority’s management. Our responsibility is to express an opinion 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 and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. We were not engaged to perform an audit
of the Authority’s internal control over financial reporting. Our audit included consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Authority’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Puerto Rico Highways and Transportation Authority at June 30, 2011,
and the changes in its net assets and its cash flows for the year then ended in conformity with
U.S. generally accepted accounting principles.

As more fully described in Note 22 to the financial statements, net assets as of June 30, 2010
have been restated to correct misstatements in capital assets, interest payable, and accounts and
subcontractors payable as of June 30, 2010. Our previously issued audit report on the June 30,
2010 financial statements dated February 3, 2011 is not to be relied upon because the previously
issued financial statements were materially misstated due to these misstatements.
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In accordance with Government Auditing Standards, we have also issued our report dated
February 7, 2012 on our consideration of the Authority’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Management’s Discussion and Analysis on pages 3 through 15 and the schedule of funding
progress for retiree health plan on page 70 are not a required part of the basic financial
statements but are supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries 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.
St + MLL?

February 7, 2012

Stamp No. 2614199
affixed to

original of

this report.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis

Year Ended June 30, 2011

The following discussion and analysis of the financial performance and activity of the Puerto
Rico Highways and Transportation Authority (the Authority) provides an introduction and
understanding of the basic financial statements of the Authority for the fiscal year ended June 30,
2011. This discussion was prepared by management and should be read in conjunction with the
financial statements and the notes thereto, which follows this section.

June 30, 2011
The Authority’s net assets totaled $3,742.9 million at June 30, 2011.

Net assets decreased by $409.3 million in 2011, as compared to a decrease of approximately
$294.2 million in 2010.

The Authority’s net capital assets totaled $11,097.1 million and $11,146.4 million at June 30,
2011 and 2010, respectively.

Net capital assets decreased by .44% at June 30, 2011, when compared with the balance at
June 30, 2010 of $11,146.4 million. Net capital assets decreased by 1.30% at June 30, 2010,
when compared with the balance at June 30, 2009 of $11,293.7 million.

The Financial Statements

The basic financial statements provide information about the Authority’s business-type activities.
The financial statements are prepared in accordance with U.S. generally accepted accounting
principles as promulgated by the Governmental Accounting Standards Board (GASB).

Overview of the Financial Statements for Business-Type Activities

The financial statements consist of the: (1) statement of net assets, (2) statement of revenues,
expenses, and changes in net assets, (3) statement of cash flows, and (4) notes to the financial
statements. The financial statements are prepared on the accrual basis of accounting, meaning
that all expenses are recorded when incurred and all revenues are recognized when earned, in
accordance with U.S. generally accepted accounting principles.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

Statement of Net Assets

The statement of net assets reports all financial and capital resources of the Authority. The
statement is presented in the format where assets equal liabilities plus net assets. Assets and
liabilities are presented in order of liquidity and are classified as current (convertible into cash
within one year) and noncurrent. The focus of the statement of net assets is to show a picture of
the liquidity and financial health of the Authority as of the end of the year.

The Authority’s net assets are reported in the following categories:

Invested in Capital Assets, Net of Related Debt — This component of net assets consists of all
capital assets, reduced by the outstanding balances of any bonds, notes, or other borrowings
that are attributable to the acquisition, construction, or improvement of those assets.
Although the Authority’s investment in its capital assets is reported net of related debt, it is
noted that the resources required to repay this debt must be provided annually from
operations and from gasoline and petroleum taxes allocated annually by the Commonwealth
of Puerto Rico, since the capital assets themselves cannot be used to liquidate liabilities.

Restricted for Debt Service — This component of net assets consists of restricted assets for the
principal and interest payments of the bonds payable. This restriction is imposed by the
bondholders through debt covenants.

Restricted for Construction — This component of net assets consists of restricted assets for the
specific purpose of paying for construction projects. This restriction is imposed by the
grantors and contributors, as well as the bondholders through debt covenants.

Unrestricted Net Assets — This component consists of net assets that do not meet the
definition of net assets invested in capital assets, net of related debt, or restricted for debt
service or for construction.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

Statement of Revenues, Expenses, and Changes in Net Assets

The statement of revenues, expenses, and changes in net assets includes operating revenues,
which consist of toll, train fares, impact fee and other, and operating expenses, such as costs of
operating the mass transportation system, administrative expenses, and depreciation on capital
assets; and non-operating revenue and expenses, such as gasoline, diesel, oil and petroleum
taxes, vehicle license fee, interest and investment income, and interest expense. The statement
also includes capital grants. The focus of the statement of revenues, expenses, and changes in net
assets is the change in net assets. This is similar to net income or loss and portrays the results of
operations of the Authority for the entire operating period.

Statement of Cash Flows

The statement of cash flows discloses net cash provided by or used for operating activities,
investing activities, noncapital financing activities, and from capital and related financing
activities. This statement also portrays the health of the Authority in that current cash flows are
sufficient to pay current liabilities.

Notes to Financial Statements

The notes to financial statements are an integral part of the basic financial statements and
describe the significant accounting policies, related-party transactions, deposits and investments,
capital assets, capital lease obligations, bonds payable, long-term liabilities, defined-benefit
pension plans, derivative financial instruments, and the commitments and contingencies. The
reader is encouraged to review the notes in conjunction with the management discussion and
analysis and the financial statements.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

Financial Analysis of the Authority’s Business-Type Activities
Statements of Net Assets

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

Assets

Current assets
Restricted assets
Capittal assets, net
Other assets
Total assets

Liabilities

Current liabilities
Long-term liabilities, net
Total liabilities

Net assets

Invested in capital assets, net
ofrelated debt

Restricted for debt service

Restricted for construction

Unrestricted

Total net assets

Total liabilities and net assets

1110-1303312

June 30

2011

2010

$ 42,126,457
841,396,278
11,097,113,203
175,783,151

(as restated)

$ 36,783,728
838,033,788
11,146,441,190
242,748,121

$ 12,156,419,089

$12,264,0006,827

$ 583,929,310

$ 547,806,022

7,829,544,001  7,563,894,428
8,413,473,311 _ 8,111,700,450
3,262,710,495  3,586,268,777
520,346,513 572,320,648
65,696,842 68,689,451
(105,808,072) (74,972,499)
3,742,.945,778  4,152,306,377

$ 12,156,419,089

$12,264,0006,827




Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

June 30, 2011 and 2010

Current assets increased by 14.52% to $42.1 million in 2011 and decreased by 33.8% to $36.7
million in 2010. For fiscal year 2011, the change in current assets is primarily due to a increase
in accounts receivable of approximately $3.9 million due to a transfer of funds and operational
expenses paid belonging to Maritime Transportation Authority (MTA) by $3.8 million; for fiscal
year 2010, the change in current assets was primarily due to a decrease in accounts receivable of
approximately $16.9 million due to a resolution approved by the Puerto Rico Legislative Body to
collect $10.0 million from the Puerto Rico Department of Treasury.

The restricted assets increased by .40% to $841.3 million in 2011, increased by 1.2% to $838.0
million in 2010. For fiscal year 2011, the increase consisted of an increase in cash and cash
equivalents, and cash and investments with trustee of approximately $11.9 million, for fiscal year
2010, the increase consisted basically of a decrease in cash and cash equivalents and cash in

investments with trustee of approximately $9.3 million and an increase in restricted receivables
0f $19.3 million.

For fiscal year 2011, capital assets decreased by .44% to $11,097.1 million mainly due to a net
decrease in construction in progress of approximately $106.3 million and an increase in
accumulated depreciation of approximately $408.7 million; for fiscal year 2010, capital assets
decreased by 1.30% to $11,146.4 million mainly due to a net decrease in construction in progress
of approximately $220.5 million and an increase in accumulated depreciation of approximately
$395.7 million. Capital assets are funded mainly with the proceeds of bonds and notes and with
capital grants from the Federal Highways Administration (FHWA). Total capital grants from
FHWA during fiscal years 2011 and 2010 used to fund capital assets amounted to approximately
$137 million and $98 million, respectively.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

For fiscal year 2011, other assets decreased by 27.5% to $175.7 million due to a decrease in
deferred unrealized loss on derivative instruments in 2011 by $63.2 million. For fiscal year 2010,
other assets increased by 20.6% to $242.7 million due to an increase in deferred unrealized loss
on derivative instruments in 2010 by $126 million. For 2011 and 2010, there was a decrease in
revenue bonds issuance cost resulting from the current year amortization.

For the years ended June 30, 2011 and 2010, the current liabilities increased by 6.5% to $583.9
million in 2011 and increased by 10.5% to $547.8 million in 2010. In 2011, the factors that
caused the increase were mainly the net effect of an increase in accrued interest payable and
current portion of bonds payable offset by a decrease in accounts payable and accrued liabilities.
In 2010, the factors that caused that increase were mainly the net effect of an increase in
subcontractor payable, current accrued legal claims, and current portion of bonds payable offset
by a decrease in accounts payable.

Long-term liabilities, net, increased by 3.5% to $7,829.5 million due principally to a net effect of
a increase non-revolving lines of credit and a decrease in bonds payable, net, in 2011; long-term
liabilities, net, increased by 1.7% to $7,563.9 million due principally to a net effect of an
increase in accrued legal claims and non-revolving lines of credit and a decrease in bonds
payable, net, in 2010.

For fiscal years 2011 and 2010 net assets decreased by 9.84% to $3,743.5 million and decreased
by 6.62% to $4,152.3 million, respectively, principally due to a reduction in the invested in
capital assets and unrestricted net assets.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

Condensed Statements of Revenues, Expenses and Changes in Net Assets

The following table reflects a condensed summary of the revenues, expenses, and changes in net
assets for the years ended on June 30, 2011 and 2010.

June 30
2011 2010
(as restated)

Total operating revenues $ 227916,473 $ 222,363,310

Total operating expenses
Depreciation and amortization
Operating loss

Non-operating revenues
Non-operating expenses
Loss before capital grants

Capital grants
Change in net assets

Net assets at beginning of year
Net assets at end of year

1110-1303312

334,654,082 261,586,692
424,041,251 411,698,825
(530,778,860)  (450,922,207)
304,445,431 314,177,438

(365,683,858)

(325,187,043)

(592,017,287)

182,656,688

(461,931,812)

167,685,344

(409,360,599)

4,152,306,377

(294,246,468)

4,446,552,845

$ 3,742,945,778 $ 4,152,306,377




Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

Years Ended June 30, 2011 and 2010

Operating revenues, which consisted of toll fares, train fares and other revenues increased by
2.5% to $227.9 million in 2011 mainly due to an increase in toll fares of $3 million, and a
decrease by 2.9% to $222.3 million in 2010 mainly due to a decrease in impact fee and other
income of $3.9 million. During fiscal year 2011, the increase is due to the upward turn in retail
sales of automobile and light trucks contributing to improve the increase in toll revenues. During
fiscal year 2010, the decrease is due to a reduction in the construction industry as a result of
general economic conditions in Puerto Rico.

Operating expenses increased by 27.93% to $334.6 million in 2011 and decreased by 18.07% to
$261.5 million in 2010. For 2011, the increase is mainly due to a program that provides benefits
for early retirement and/or economic incentives for voluntary employment termination to eligible
employees of the Authority with a financial impact of $77.1 million; for 2010, the decrease was
due to decreases in repairs and maintenance of roads and bridges and in operating and
maintenance costs for train, and integrated transportation system costs.

Non-operating revenues, which consist principally of gasoline, oil, diesel and petroleum tax
revenues, vehicle license fees allocated by the Commonwealth of Puerto Rico to the Authority,
reflected a decrease of 3% and 3.6%, in 2011 and 2010, respectively. During fiscal year 2011,
the decrease is mainly due to the fact that during that year the Authority collected less gasoline,
oil, diesel and petroleum tax revenues due to result of general economic conditions in Puerto
Rico.

During fiscal year 2010, the decrease was mainly due to the fact that during year 2009, the
Authority collected additional vehicle license fee of approximately $4 million as part of a
reconciliation procedure with the Puerto Rico Treasury Department.

Non-operating expenses, which consist principally of interest expense on bonds and line of
credit, net of investment income increased by 12% to $365.6 million and by 15% to $325.1
million in 2011 and 2010, respectively. For 2011, this increase is due to a net effect of an
increase in the interest expense on swap agreements by $4.9 million and a decrease in fair value
upon hedge termination investment income by $35 million, and for 2010, this increase is a net
effect of an increase in the interest on line of credit by $31.2 million and a decrease in
investment income by $13.5 million.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

At June 30, 2011 and 2010, the Authority had invested approximately $11,096.8 million, and
$11,146.4 million, respectively, in capital assets (net of related depreciation) including roads,
bridges, transportation equipment, buildings, land and equipment and construction in progress.

At the end of fiscal year 2005, the Authority started operating the mass rail transportation system
for the San Juan Metropolitan area known as “Tren Urbano”. The Authority incurred
approximately $2.42 billion in costs, $685.7 million paid with federal funds, for this project
which consists of approximately 17 km. of track running from Bayamoén to Santurce.
Maintenance services are partially funded with capital grants from the Federal Transit
Administration (FTA). Total capital grants received from FTA during fiscal year 2011 and used
for maintenance services amounted to $12 million.

The Authority extended the original five-year contract for the operation and maintenance of the
Tren Urbano with a private company, for five (5) additional years ending on June 5, 2015. Under
this agreement, the private company is responsible for operating and maintaining Tren Urbano
and is entitled to receive for such services an annual base compensation, subject to inflation
adjustment for changes in cost of labor and materials. The base compensation does not include
the cost of insurance and electricity which is paid by the Authority.

Debt Administration

As of June 30, 2011 and 2010, the principal amount of the Highways and Senior Transportation,
and Grant Anticipation Revenues Bonds outstanding, net of unamortized discounts and net losses
on advance refunding, which approximated $6,386.9 million and $6,517.7 million, respectively,
were insured and rated Baa3 by Moody’s Investors Service (Moody’s), respectively, and BBB by
Standard & Poor’s (S&P) for the Senior Bonds and BBB+ for the other bonds. The remaining
uninsured bonds are rated Baal by Moody’s and A by S&P, except for the Subordinated
Transportation Revenue Bonds, which are rated Aaa and A, respectively.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

On May 1, 2008, the Authority issued $400 million of Subordinated Transportation Revenue
Bonds (Series 2008A). The Proceeds from the Series 2008A bonds were used to repay the
Subordinated Transportation Revenue Bonds from Series 2006A, 2007A and 2007B.

The Authority’s bond sales must be approved by the Secretary of Transportation and Public
Works, who exercises the powers of the Governing Board of the Authority in coordination with
the Government Development Bank for Puerto Rico and the Fiscal Agent of the Commonwealth
of Puerto Rico. The Authority must comply with certain rules and regulations of the United
States Treasury Department and the United States Securities and Exchange Commission relating
to such sales.

In connection with the issuance of the CPI and LIBOR Bonds, the Authority has entered into
interest-rate swap agreements. In general, the swap agreements provide that, subject to the terms
thereof, the Authority will pay to the swap provider a fixed rate and the swap provider will pay
to the Authority a floating rate based on the CPI or LIBOR Rate, based on a notional amount
equal to the principal amount of the CPI and LIBOR Bonds outstanding. The purpose of the
swap agreement is generally to convert the Authority’s floating rate obligations with respect to
the CPI and LIBOR Bonds to fixed rate obligations.

ECONOMIC FACTORS AND 2011 BUDGET

The economy of Puerto Rico must be analyzed as a region of the U.S. economy, since it is part of
the U.S. monetary and banking system and it is located within its custom and territorial
boundaries. The main driver of the Puerto Rico economy is a huge external sector closely tied to
the flow of merchandise, tourists, and capital between Puerto Rico and the U.S. Thus,
historically, the real growth rate of the Puerto Rican economy has followed that of the U.S.
economy, except in periods of energy crisis, when the rise in oil prices exerted a more profound
negative effect on the level of economic activity in Puerto Rico than in the United States.
According to the National Bureau of Economic Research (NBER), the U.S. economy entered
into a recessionary period in December 2007, which turned into a deep recession in the third
quarter of 2008, concurrent with a U.S. and global financial and housing market crises. The
current recession has been the longest and deepest since the Great Depression of the nineteen
thirties. In fiscal year 2009, real Gross National Product (GNP) dropped by -3.55% in the United
States, concurrently with a loss of 3.84 million payroll workers and a rise in the unemployment
rate to an average of 7.6%. Although the NBER declared that the Great Recession was officially
over as of June 2009, the U.S. economy has improved moderately, posting a meager increase of
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

0.25% increase in real GDP in fiscal year 2010, then expanding at a rate of 2.62% in fiscal year
2010, but is expected to slow again in fiscal years 2012 and 2013. According to the latest
forecast of Global Insight, U.S. real GDP will grow at low rates of 1.44% in fiscal year 2012 and
1.61% in fiscal year 2013. Payroll employment experienced a loss of 4.22 million workers in
fiscal year 2010, while the unemployment rate climbed to a yearly average of 9.74%. The
employment situation started to improved quite moderately in the U.S. in fiscal year 2011, when
payroll employment increased by 0.73 million workers and the unemployment rate dropped
slightly to 9.3%. The net creation of payroll employment is expected to remain below one
million workers in fiscal years 2012 and 2013, and the pre-recession level (137.7 million) will
not be reach until fiscal year 2015.

In fiscal year 2011 Puerto Rico real GDP declined by -0.96%, according to the latest estimate of
the Planning Board. This behavior of real GNP represents a relative improvement over the steep
declines, greater than -3.5%, experienced by the Puerto Rican economy in fiscal years 2009 and
2011. However, the fact remains that the Puerto Rican economy failed to expand in fiscal year
2011. The moderate decline in Puerto Rico real GNP during fiscal year 2011 was caused by the
interaction of several factors. First, the U.S. economic recovery lost steam in the last two
quarters of fiscal year 2011, posting very low growth rates of 0.36% and 1.33% in real GDP.
The energy crisis was ignited again in fiscal year 2011, when the U.S. average refiners’
acquisition cost increased by 23.0% and the retail price of gasoline in Puerto Rico rose by
18.1%, advancing from $2.63 to $3.10 per gallon. The overbuilding in the housing and business
sectors continued to exert a negative impact on the construction industry. Cement consumption
dropped again by -5.0% reaching 18.5 million bags, the lowest level since fiscal year 1983, while
payroll construction employment dropped by -20.1%. The average payroll employment in the
construction sector (28,700 workers) was 42% of the pre-recession level in fiscal year 2005.
And finally, the serious fiscal crisis of the Central Government of Puerto Rico developed prior to
2009, continued to restrain government current consumption and investment in fiscal year 2011,
due to the strict measures that had to be implemented to resolve the fiscal crisis. According to
the Planning Board estimates, in fiscal year 2011 real government consumption declined by
-3.3%, while public investment in construction decreased by -7.8%.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

In spite the adverse macroeconomic environment that still prevailed in Puerto Rico during fiscal
year 2011, revenues of the Highway and Transportation Authority have shown a great resilience
to avoid a significant contraction. The total of the main five categories of recurrent revenues
amounted to $516.62 million, a drop of only -$6.7 million or -1.3% over the amount in fiscal
year 2010 ($523.30 million), which can be mostly attributed to the negative impact of the
renewed energy crisis on the three revenue sources related to taxes on petroleum products, i.e.,
gasoline tax, diesel tax and petroleum products tax. However, the analysis of the Authority's
revenues in fiscal year 2011 reveals significant good news, since toll revenues increased in fiscal
year 2011 for the second year in a row, although at a modest pace, after experiencing a
significant decline from fiscal year 2007 to fiscal year 2009.

Revenues of the gasoline tax in fiscal year 2011 declined from $173.9 million in fiscal year 2010
to $169.5 million in fiscal year 2011, a relatively minor decline of $4.4 million or 2.5%,
considering the double-digit increase in the price of gasoline (18.1%) amid a stalemate in the
macroeconomic environment. Revenues of the petroleum tax were also affected by the reignited
energy crisis, dropping from $98.9 million in fiscal year 2010 to $94.4 million in fiscal year
2011, thus showing a decline of $4.5 million or 4.6%. Revenues from the diesel tax, a minor
source of Authority’s revenues declined from $9.0 million to $7.5 million, mainly due to
adjustments from the Treasury Department to disbursements of previous years, amounting to
$2.7 million. The decline in taxes related to the consumption of petroleum products ($11.6
million), was partially offset by an increase of $3.05 million in toll revenues, which rose from
$209.12 million in fiscal year 2010 to $212.17 million in fiscal year 2011. The upward turn in
retail sales of automobile and light trucks in fiscal year 2011, which increased to 90,547
automobiles and light trucks in fiscal year 2011 vehicles, exceeding by 8.4% the level of fiscal
year 2010 (83,569 vehicles), was a factor contributing to improve the increase in toll revenues.
The increase in automobile and light truck sales also helped revenues of license fees, which also
show a minor increase of $0.6 million or 2.1% in fiscal year 2011.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management Discussion and Analysis (continued)

The Authority anticipates that it will continue to face a tough macroeconomic environment in
fiscal year 2012. As indicated above, IHS Global Insight is projecting a significant decline in the
growth rate of real GDP, which is expected to advance at a rate of 1.44% as compared to 2.62%
in fiscal year 2010. According to the latest projection of the Puerto Rico Planning Board real
GNP will remain stable in fiscal year 2012. Thus, Authority’s revenues will not experience the
positive impact of a growing economy. Although the intensity of the energy crisis has declined
in recent months, prices of petroleum products remain at high levels. The average price of
gasoline in the first five months of fiscal year 2012 (July-November) averaged $3.54 per gallon,
surpassing by $0.89 per gallon or 31.6% the level of the same period of fiscal year 2011 ($2.69
per gallon). Authority’s revenues collected in the first quarter of fiscal year 2012 reflect the
severe economic situation still prevailing in Puerto Rico, since gasoline tax revenues amounted
to $41.9 million in the first quarter of fiscal year 2012, posting a -4.1% decline over the same
quarter of fiscal year 2011. Finally, we have to stress that the Public-Private Alliance (APP)
agreement to operate the toll highways of PR-22 and PR-5 will affect the year-to-year
comparison of toll revenues, as well as total revenues, starting in fiscal year 2012, when
compared to the amount of revenues collected in previous fiscal years. The decrease in
Authority’s revenues resulting from the APP of PR-22 and PR-5, which started operations on
September 27, 2011, will be compensated by lower operating costs to be incurred by the
Authority, especially costs related to debt service.

CONTACTING THE AUTHORITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our bondholders, patrons, and other interest parties
with a general overview of the Authority’s finances and to demonstrate the Authority’s
accountability for the money it receives. If you have question or need additional financial
information, contact the Puerto Rico Highways and Transportation Authority, Finance Area, P.O.
Box 42007, San Juan, Puerto Rico 00940-2007.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Statement of Net Assets

June 30, 2011

Assets
Current assets:
Cash and cash equivalents $ 26,957,862
Accounts receivable, net of allowance for
doubtful accounts of $47,654,248 9,773,994
Prepaid expenses and other assets 5,394,601
Total current assets 42,126,457
Restricted assets:
Cash and cash equivalents 35,005,197
Cash and cash equivalents and investments
with trustee 780,129,654
Receivables:
Puerto Rico Treasury Department 609,303
U.S. federal government 24,844,089
Accrued interest and other 808,035
Total restricted assets 841,396,278

Capital assets, net

11,097,113,203

Deferred unrealized loss on derivative instruments 63,299,248
Revenue bonds issuance cost, net of accumulated

amortization of $49,553,946 112,345,959
Advances to government entity, net of allowance

for doubtful accounts of $18,790,466 137,944

Total assets

1110-1303312

$12,156,419,089

(Continued)
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Statement of Net Assets (continued)

June 30, 2011

Liabilities and net assets
Current liabilities:

Checks i1ssued over bank balance $ 8,443,349
Accounts payable 38,638,374
Accrued and other liabilities 30,492,655
Total current liabilities 77,574,378

Current liabilities payable from restricted assets:

Accounts and subcontractors payable 129,385,089
Accrued interest payable 246,989,843
Current portion of bonds payable 129,980,000
Total current liabilities payable from restricted assets 506,354,932

Noncurrent liabilities:

Accrued legal claims 92,666,626
Accrued vacations and sick leave 10,911,007
Fair value of derivative instruments 97,546,551
Voluntary Termination Incentive Plan Liability 77,132,035
Nonrevolving lines of credit 1,294,307,024
Bonds payable, net 6,256,980,758
Total noncurrent liabilities 7,829,544,001
Total liabilities 8,413,473,311
Net assets:
Invested in capital assets, net of related debt 3,262,710,495
Restricted for debt service 520,346,513
Restricted for construction 65,696,842
Unrestricted (105,808,072)
Total net assets 3,742,945,778
Total liabilities and net assets $12,156,419.089

See accompanying notes.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Statement of Revenues, Expenses and Changes in Net Assets

Year Ended June 30, 2011

Operating revenues:
Toll and train fares
Impact fee and other

Total operating revenues

Operating expenses:
Salaries and related benefits
Post-employments benefits
Toll highways administration and maintenance
Train operating and maintenance costs
Integrated transportation system
Repairs and maintenance of roads and bridges
Utilities
Other

Total operating expenses

Operating loss before depreciation and amortization

Depreciation and amortization
Operating loss

Non-operating revenues (expenses):
Gasoline, diesel, oil and petroleum tax revenues
Vehicle license fee
Interest on bonds and lines of credit
Investment income:
Interest income
Decrease in fair value upon hedge termination
Total non-operating expenses, net
Loss before capital grants

Capital grants
Change in net assets

Net assets at beginning of year, as restated
Net assets at end of year

See accompanying notes.
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220,219,632
7,696,841

227,916,473

20,911,664
77,132,035
31,953,733
54,355,084
25,447,052
27,928,179
13,623,750
83,302,585

334,654,082

(106,737,609)

424,041,251

(530,778,860)

271,387,767
33,057,664
(353,533,274)

23,377,198
(35,527,782)

(61,238,427)

(592,017,287)

182,656,688

(409,360,599)

4,152,306,377

$ 3,742,945,778
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Statement of Cash Flows

Year Ended June 30, 2011

Operating activities
Receipts from toll and train fares $ 220,219,632

Receipts from other sources

Payments to employees and related benefits
Payments to suppliers for goods and services
Net cash flows used in operating activities

Noncapital financing activities
Net change in checks issued over bank balance
Net cash flows used in noncapital financing activities

Capital and related financing activities

Receipts from U.S. federal government grants

Acquisition and construction of capital assets,
net of capitalized interest

Receipts from gasoline, petroleum and
vehicle license fees

Net advances from line of credit

Payments of bonds

Interest paid

Net cash flows provided by capital and related
financing activities

Investing activities

Payments for cash and investments with Trustee
Deposits to cash and investments with Trustee
Investment and interest income received

Net cash flows provided by investing activities
Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

1110-1303312

3,793,557
(24,012,900)
(284,078,157)

(84,077,368)

70,432

70,432

185,627,103
(353,732,807)

305,062,457
364,994,024
(120,095,000)
(314,868,087)

66,987,690

(446,867,821)
435,220,990
22,838,673

11,191,842

(5,827,904)

67,790,963

61,963,059

(Continued)
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Statement of Cash Flows (continued)

Year Ended June 30, 2011

Reconciliation to cash and cash equivalents
presented in the statements of net assets

Cash and cash equivalents $ 26,957,862
Cash and cash equivalents - restricted 35,005,197
Total $ 61,963,059

Reconciliation of operating loss to net cash flows

provided by operating activities
Operating loss $ (530,778,860)
Adjustments to reconcile operating loss to net cash

flows used in operating activities:

Depreciation and amortization 424,041,251
Loss on disposition of assets 139,129
Net change in operating assets and liabilities:
Accounts receivable (3,903,284)
Prepaid expenses and other assets (3,312,402)
Accounts payable (10,186,758)
Accrued liabilities (29,876,495)
Accrued legal claims (4,231,248)
Accrued vacations and sick leave (3,101,236)
Accrued voluntary incentive plan liability 77,132,035
Net cash flows used in operating activities $  (84,077.868)

Supplemental cash flows information
Noncash transactions:

Capital appreciation bonds $ 5,729,425
Change in fair value of derivative instruments S (300,420)
Decrease in fair value upon hedge termination S 35,527,782

See accompanying notes.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements

June 30, 2011

1. Organization

Puerto Rico Highways and Transportation Authority (“the Authority”) is a public corporation
and instrumentality of the Commonwealth of Puerto Rico, created by Act No. 74 of June 23,
1965, as amended, to provide roads and other facilities for the movement of persons, vehicles
and vessels, and for the planning, promotion and feasibility of mass transportation systems. The
Authority is a component unit of the Commonwealth of Puerto Rico and accordingly is included
in the general-purpose financial statements of the Commonwealth of Puerto Rico. The powers
normally exercised by a Board of Directors are vested with the Secretary of the Department of
Transportation and Public Works (DTPW). The Authority is exempt from the payment of any
taxes on its revenues and properties.

2. Summary of Significant Accounting Policies
Measurement Focus and Basis of Accounting

The accounting policies of the Authority conform to generally accepted accounting principles in
the United States of America, as promulgated in pronouncements of the Governmental
Accounting Standards Board (GASB) and the pronouncements of the Financial Accounting
Standards Board (FASB) issued before December 1, 1989, which are not in conflict with GASB
pronouncements. As permitted by GASB Statement No. 20, Accounting and Financial Reporting
for Proprietary Funds and Other Governmental Entities that Use Proprietary Fund Accounting,
the Authority has elected to not apply FASB pronouncements issued after November 30, 1989.

The Authority’s operations are accounted for as a proprietary fund (enterprise fund) using the
flow of economic resources measurement focus and the accrual basis of accounting. With this
measurement focus, all assets and all liabilities associated with the Authority’s operations are
included on the statement of net assets. Revenue is recognized in the period in which it is earned
and expenses are recognized in the period in which incurred.

The Authority accounts for its operations and financings in a manner similar to private business
enterprises; the intent is that costs of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Cash and Cash Equivalents

The Authority considers as cash and cash equivalents all highly liquid investments with original
maturities at the date of purchase of three months or less.

Investments

The Authority follows the provisions of GASB No. 31, Accounting and Financial Reporting for
Certain Investments and for External Investment Pools. This statement requires investments to
be reported on the statement of net assets at fair value and investment income, including changes
in the fair value of investments, to be reported as non-operating income in the statement of
revenues, expenses and changes in net assets. Fair values have been determined using quoted
market values at June 30, 2011.

Allowance for Doubtful Accounts

The allowance for doubtful accounts is an amount that management believes will be adequate to
absorb possible losses on existing accounts receivable that may become uncollectible based on
evaluations of collectibility of accounts receivable and prior credit loss experience. Because of
uncertainties inherent in the estimation process, management’s estimate of credit losses inherent
in the existing accounts receivable and related allowance may change in the future.

Capital Assets

Cost basis — Capital assets are recorded at historical cost. The cost of property and equipment
includes costs for infrastructure assets (rights-of-way and bridge substructures and highways and
bridges), toll facilities, equipment and other related costs (including software), buildings and
furniture and equipment. Highways and bridge substructures include road sub-base, grading, land
clearing, embankments, and other related costs. Costs for infrastructure assets include
construction costs, design and engineering fees and administrative and general expenses paid
from construction monies.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Capital Assets (continued)

Capitalization policy — Infrastructure capital assets (road, bridges, highways, transportation
equipment, etc.) are defined by the Authority as assets with an initial, individual cost of more
than $500,000 and an estimated useful life of more than one year. Other capital assets, such as
equipment, vehicles, etc. are defined by the Authority as assets with an initial individual cost of
more than $100 and an estimated life of more than three years.

Costs to acquire additional capital assets, which replace existing assets or otherwise prolong their
useful lives, are generally capitalized.

The costs of normal maintenance and repairs that do not add to the value of the assets or
materially extend assets lives are not capitalized.

Interest cost is capitalized as part of the historical cost of acquiring certain assets. To qualify for
interest capitalization, assets must require a period of time before they are ready for their
intended purpose. Interest earned on proceeds of tax-exempt borrowings arrangements restricted
for the acquisition of qualifying assets is offset against interest cost to determine the net amount
to be capitalized. Interest cost is not capitalized on costs paid with the proceeds of grants or
donations restricted solely for construction.

Depreciation of capital assets — Depreciation is provided using the straight-line method over an
estimated useful live of 40 years for roads and highways, 50 years for bridges and transportation
system (including transportation equipment and facilities) and 10 years for equipment, vehicles
and other. Depreciation and amortization for the year ended June 30, 2011, amounted to
approximately $417.1 million.

Impairment of capital assets — The Authority has implemented GASB No. 42, Accounting and
Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries. The
objective of GASB 42 is to establish accounting and financial reporting standards for impairment
of capital assets. A capital asset is considered impaired when its service utility has declined
significantly and unexpectedly. This statement also clarifies and establishes accounting
requirements for insurance recoveries.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Capital Assets (continued)

Governments are required to evaluate prominent events or changes in circumstances affecting
capital assets to determine whether impairment of a capital asset has occurred. Such events or
changes in circumstances that may be indicative of impairment include evidence of physical
damage, enactment or approval of laws or regulations or other changes in environmental factors,
technological changes or evidence of obsolescence, changes in the manner or duration of use of a
capital asset, and construction stoppage among others.

The Authority evaluated its capital assets as required by GASB 42 and no impairment was
identified during the year ended June 30, 2011.

Claims and Judgments

The estimated amount of the liability for claims and judgments is recorded on the accompanying
statement of net assets based on the Authority’s evaluation of the probability of an unfavorable
outcome in the litigation of such claims and judgments. The Authority consults with legal
counsel upon determining whether an unfavorable outcome is expected. Because of uncertainties
inherent in the estimation process, management’s estimate of the liability for claims and
judgments may change in the future.

Vacation and Sick Leave

Employees earn annual vacation leave at the rate of 30 days per year up to a maximum
permissible accumulation of 60 days for regular employees. Employees accumulate sick leave at
the rate of 18 days per year. Sick leave is only payable if the regular employee resigns and has
more than 10 years of employment, or retires and takes a pension. Maximum permissible
accumulation for sick leave is 90 days for all employees, and the excess is paid within the next
year. The Authority records as a liability and as an expense the vested accumulated vacation and
sick leave as benefits accrue to employees.

The cost of vacation and sick leave expected to be paid in the next twelve months is classified as

current and accrued liabilities while amounts expected to be paid after twelve months are
classified as noncurrent liabilities.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Unamortized Gains/Losses on Advance Refunding

Gains/losses resulting from current or advance refunding of debt are deferred and amortized over
the shorter of the life of the new debt and the remaining life of old debt. The amount deferred is
reported as a reduction of the debt and the amount amortized is reported as a component of
interest expense.

Bond Premiums (Discounts) and Bond Issuance Costs

Bond premiums (discounts) are presented in the accompanying statement of net assets as an
increase/reduction of the face amount of bonds payable. Bond issuance costs are presented as a
deferred asset in the accompanying statement of net assets. The premiums (discounts) and
issuance costs are amortized over the life of the bonds using the effective interest method.

Amortization related to bond premiums (discounts) was approximately $21.4 million for the year
ended June 30, 2011, and are included as a component of interest expense in the accompanying
statements of revenues, expenses and changes in net assets.

Depreciation and amortization expense in the accompanying statement of revenues, expenses and
changes in net assets includes amortization of bond issuance costs for the year ended June 30,
2011 of approximately $7 million.

Net Assets

Net assets are classified in the following four components in the accompanying statement of net
assets:

Invested in Capital Assets, Net of Related Debt — This component of net assets consist of capital
assets net of accumulated depreciation and reduced by the outstanding balance of any bonds,
mortgages, notes, or other borrowings that are attributable to the acquisition, construction or
improvement of those assets. If there are significant unspent related debt proceeds at year end,
the portion of the debt attributable to the unspent proceeds is not included in the calculation of
this component of net assets; rather, that portion of the debt is included in the same net asset
component as the unspent proceeds.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Net Assets (continued)

Restricted for Debt Service — Net assets restricted for debt service consists of restricted assets for
payment of principal and interest related to bonds payable. This restriction is imposed by the
bondholders through debt covenants.

Restricted for Construction — Net assets restricted for construction consists of restricted assets
for the specific purpose of financing the construction projects. This restriction is imposed by the
grantors and contributors, as well as the bondholders through debt covenants.

Unrestricted — Unrestricted net assets consist of net assets that do not meet the definition of

“restricted for debt service”, “restricted for construction” or “invested in capital assets, net of
related debt”.

Revenue Recognition

The Authority distinguishes operating revenues and expenses from non-operating items.
Revenues associated with toll and train fares are recorded as operating revenues when cash is
received, except for prepaid amount which are recorded when earned. Expenses related to the
administration and maintenance of toll highways and transportation system, repair and
maintenance of roads and bridges, and administrative expenses are recorded as operating
expenses. All other revenues and expenses are considered non-operating.

Non-operating revenues consist principally of gasoline, diesel, oil and petroleum taxes and
vehicle license fees which are allocated to the Authority by the Commonwealth of Puerto Rico as
approved by law to finance the acquisition and construction of capital assets and for the payment
of the related debt. These taxes and fees are recorded as non-operating revenues when the Puerto
Rico Treasury Department collects such taxes and informs the Authority of such collection.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Contributions

Contributions are funds assigned by the federal and local governments, agencies and/or private
companies such as Federal Highway Administration (FHWA), Federal Transit Administration
(FTA), and Federal Emergency Management Agency (FEMA) to the Authority for the exclusive
purpose of the construction of specific projects or infrastructure repairs and maintenance. Capital
grants of the Authority are reported as non-operating revenues rather than contributed capital as
required by GASB Statement No 33, Accounting and Financial Reporting for Nonexchange
Transactions.

Financial Instruments

The Authority uses derivative financial instruments to manage the economic impact of
fluctuations in interest rates. Effective July 1, 2009, the Authority implemented the provisions of
GASB No. 53, Accounting and Financial Reporting for Derivative Instruments, in accounting
for its derivative financial instruments, which requires derivative instruments to be reported at
fair value in the statement of net assets.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expenses during the period. Actual results could differ from those estimates.

The implementation of GASB No. 34, Basic Financial Statements and Management’s
Discussion and Analysis for State and Local Governments, involved the use of assumptions and
estimates in the determination of the cost of general infrastructure assets, such as roads,
highways, bridges and land. The cost of such assets was estimated based on current costs for
similar assets deflated using the general price index through the estimated average age of the
assets.
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Puerto Rico Highways and Transportation Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Risk Financing

The Authority carries commercial insurance to cover casualty, theft, claims and other losses. The
current insurance policies have not been cancelled or terminated. The Authority has not settled
any claims in excess of its insurance coverage the years ended June 30, 2011. The Authority also
pays premiums for workers compensation insurance to another component unit of the
Commonwealth of Puerto Rico.

Newly Issued Accounting Pronouncements
Statement No. 60

In November 2010, GASB issued Statement No. 60 Accounting and Financial Reporting for
Service Concession Arrangements. The objective of this Statement is to improve financial
reporting by addressing issues related to service concession arrangements (SCAs), which are a
type of publ