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¥ Cordero & Negron, LLC

Certified Public Accountants

Report of Independent Auditors

To the Board of Directors of
Puerto Rico Land Authority
San Juan, Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the Puerto Rico Land Authority (the
“Authority”), a component unit of the Commonwealth, as of and for the year ended June 30, 2013, and
the related notes to the financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Puerto Rico Land Authority at June 30, 2013, and the changes in its net assets
and its cash flows for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

Other Matter
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 3 through 11 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board which considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.
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Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis
Year Ended June 30, 2013

(Unaudited)

This section presents a narrative overview and analysis of the financial performance of the Puerto Rico
Land Authority (“the Authority”) as of and for the year ended June 30, 2013. This discussion was
prepared by management and should be read in conjunction with the financial statements and the notes
thereto.

Background

The Authority is a public corporation and a component of the Commonwealth of Puerto Rico (the
“Commonwealth”). The Authority was created by Act No. 26 approved on April 1, 1941, as amended, to
carry out the provisions of the Land Law of Puerto Rico. By provision of Reorganization Plan No. 1 of
May 4, 1994, the Authority became a programmatic and operational component of the Department of
Agriculture.

The Authority main activity consists of the rental of land held for agricultural purposes principally to
farmers. The Authority is authorized by law to sell land to other governmental entities or private
individuals or entities. Also the Authority provides services to farmers for an agreed fee.

The Authority’s basic financial statements include the balance of the Integral Fund for the Agriculture
Development of Puerto Rico or “Fondo Integral para el Desarrollo Agricola” (“FIDA™), a component
unit. Its primary purpose is to promote the private investment in the farm industry in general, with the
approval of loans, warranties, direct and indirect investments, and other credit financing facilities, with
favorable repayment conditions and interest rates to the agricultural industries.

Financial Highlights

e Total assets at June 30, 2013 amounted to $184.3 million for an increase of approximately $600,000
or .33% from the $183.7 million at June 30, 2012.

e Net assets increased from $82.1 million at June 30, 2012 to $82.8 million at June 30, 2013. Net assets
to total assets increased to 44.9% at June 30, 2013 from 44.7% at June 30, 2012.

e Net capital assets totaled $97.5 million at June 30, 2013.

e The operating income decreased from $11.5 million in 2012 to $8.7 million or $2.8 million in fiscal
year 2013. This decrease represented a reduction of 24.3% from the previous year.

o The operating expenses decreased from $23.4 million in 2012 to $19.1 million or $4.3 million in
fiscal year 2013. This decrease represented a reduction of 18.4% from the previous year.



Puerto Rico Land Authority

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

Year Ended June 30, 2013

(Unaudited)

Overview of the Financial Statements for Business-Type Activities

This discussion and analysis is required supplementary information to the basic financial statements and
is intended to serve as introduction to the basic financial statements of the Authority. 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 accounting principles generally accepted in
the United States of America.

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 non-current. The focus of the statement of net assets is to show a picture of the liquidity and
health of the Authority’s financial position as of the end of the year.

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

e  Net Assets Invested in Capital Assets, Net of Related Debt — this component of net assets consist
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 the
operating grant allocated annually by the Commonwealth, since the capital assets themselves
cannot be used to liquidate liabilities.

e  Unrestricted Net Assets — this component includes all net assets that do not meet the definition of
net assets invested in capital assets.

Statement of Revenues, Expenses, and Changes in Net Assets — The statement of revenues, expenses,
and changes in net assets includes operating revenues, which consist land rentals and services to farmers;
operating expenses, such as salaries and employee benefits, depreciation on capital assets, repairs and
maintenance and other general administrative expenses; and non-operating revenue and expenses, such as
the operating grants from the Commonwealth, interest and investment income, and interest expense. 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.



Puerto Rico Land Authority

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

Year Ended June 30, 2013

(Unaudited)

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, long-term liabilities, defined-benefit pension plans, 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.

Financial Analysis of the Authority’s Business-Type Activities

Total assets and total liabilities of the Authority at June 30, 2013 amounted to $185.4 million and $101.6
million, respectively, for net assets of $83.8 million or 45.2% of total assets. Net assets may serve over
time, as a useful indicator of a government’s financial position. This represents an increase of $1.7
million in 2013.

Statement of Net Assets
The following caption summarizes the changes in the net assets between June 30, 2013 and 2012:

Change
2013 2012 in dollars in %
Assets:
Current assets $ 51,865,629 57,205,059 (5,339,430) -9%
Capital assets 97,540,165 97,341,821 198,344 0%
Other non current assets 34,901,058 29,128,837 5,772,221 20%
Total assets 184,306,852 183,675,717 631,135 0%
Liabilities:
Current liabilities 24,478,031 23,435,705 1,042,326 4%
Long term liabilities 77,071,990 78,120,358 (1,048,368) -1%
Total liabilities 101,550,021 101,556,063 (6,042) 0%
Net assets:
Invested in capital assets 97,540,165 92,341,821 5,198,344 6%
Unrestricted (14,783,334) (10,222,167) (4,561,167) 45%
Total net assets $ 82,756,831 82,119,654 637,177 1%

The change in net assets serves over time as a useful indicator of the Authority’s financial position. The
Authority’s assets exceed its liabilities by $82.8 million at June 30, 2013, compared to $82.1 million at
June 30, 2012.

The largest portion of the Authority’s net assets each year represents its net investment in capital assets
(e.g. land, equipment, etc.)



Puerto Rico Land Authority

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

Year Ended June 30, 2013

(Unaudited)

In addition the Authority through its component unit FIDA provides lines of credit as permitted by law to
certain governmental and private entities. FIDA finances these lines of credit with advances obtained
from Governmental Development Bank (GDB), a component unit of the Commonwealth, under a line of
credit agreement. The notes receivable outstanding, both current and long term, for lines of credit
provided by FIDA at June 30, 2013 amounted to $22.4 million as compared to $25.9 million at June 30,

2012.

Current Assets
Major components of current assets are the following:

Change
2013 2012 in dollars in %
Cash and cash equivalents $21,019,011 $ 13,072,630 $ 7,946,381 61%
Certificates of deposits, with

maturities of more than three months 12,338,659 13,223,746 (885,087) 7%
Notes receivable — 9,773,633 (9,773,633) -100%
Rent and other receivables 18,387,604 21,109,462 (2,721,858) -13%
Prepaid expenses 120,355 25,588 94,767 370%

Total current assets $ 51,865,629 $ 57,205,059 $ (5,339,430) -9%

Capital assets
Capital assets consist principally of land held for sales or rent. During the year ended June 30, 2013 the

Authority sold various tracks of land generating a net gain on the sales of approximately $486,000.

Non-current assets
The largest portion of non-current assets consists of the long-term portion of notes receivable and

investments in private agricultural businesses. FIDA is authorized by law to provide line of credits to
private and governmental entities. The long-term portion represents the estimated amount that will not be
collected during the next fiscal year. In addition, FIDA is authorized by law to invest in private entities
which are dedicated to agricultural activities in Puerto Rico. During the year ended a new investment in
the amount of $100,000, was made in a private agricultural business. At the end of the fiscal year
management evaluates the investments and record valuation allowances for amounts deemed doubtful of

realization.



Puerto Rico Land Authority

(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis
Year Ended June 30, 2013

(Unaudited)

Current liabilities
Current liabilities at June 30, 2013 and 2012 consist of:

Change
2013 2012 in dollars in %
Accounts payable and accrued $21,558,789 $21,201,845 $ 356,944 2%
liabilities
Deposits on sales and rent of land —_ 9,363,345 (9,363,345) -100%
Advances for farming development 2,919,242 2,223,860 695,382 31%
Total current liabilities $24,478,031 $32,789,050 $ (8,311,019) -25%

Long-term Liabilities

Long-term liabilities at June 30, 2013 include a long-term financing related to the real estate program
with the Puerto Rico Public Finance Corporation (PFC), a component unit of the Commonwealth. This
financing is repaid through appropriations made by the Commonwealth. In addition, FIDA has a non-
revolving line of credit with Government Development Bank with an outstanding balance of
approximately $37 million. Borrowings under the note are paid from the coffee and sugar tax allocations
and are due in March 2027.

Statement of Revenues, Expenses and Changes in Net Assets

The following table reflects a condensed summary of revenues, expenses, and changes in net assets of the
Authority for the years ended June 30, 2013 and 2012:

Change
2013 2012 in dollars in %
Operating revenues $ 8,682,072 $ 11,508,137 $ (2,826,065) -25%
Operating expenses 19,092,793 23,393,881 (4,301,088) -18%
Operating loss (10,410,721) (11,885,744) (1,475,023) 12%
Non-operating income 11,047,898 19,325,515 (8,277,617) -43%
Change in net assets 637,177 7,439,771 $ 6,802,594 91%
Net assets:
Beginning of year 82,119,654 74,679,883
End of year $ 82,756,831 $ 82,119,654




Puerto Rico Land Authority

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

Year Ended June 30, 2013

(Unaudited)

Operating revenues during the year ended June 30, 2013 and 2012 consisted of:

Rental income

Services to farmers
Interest income

Other

Total operating revenues

The Authority as permitted by law enters into lease agreements on the land and properties it owns with
governmental and private entities. Sales are generally made at the estimated market value of the property.
Interest income consists of the amounts charged by FIDA on the financing provided to governmental and
private entities. Service to farmers consists of assistance provided to farmers principally related to the

development of the agricultural business.

Operating revenues decreased by approximately $600,000 principally due to a decrease in services to

farmers and interest income.

Operating expenses during the years ended June 30, 2013 and 2012 consist of:

Program for production of
farming products

Payroll and fringe benefits

Repairs and maintenance

Utilities

Professional services

Depreciation

Bad debts

Loss on impairment investment

Other

Total operating expenses

Change
2013 2012 in dollars in %
$ 7,148,027 $ 5,816,003 $ 1,332,024 23%
301,705 1,208,404 (906,699) -75%
943,206 1,754,635 (811,429) -46%
289,134 577,000 (287,866) -50%
$ 8,682,072 $ 9,356,042 $  (673,970)

Change

2013 2012 in dollars in %

$ 3,305,456 $ 3,565,927 $  (260,471) -7%
9,885,338 10,143,591 (258,253) 3%
622,448 372,707 249,741 67%
974,485 1,070,391 (95,906) 9%
658,684 333,298 325,386 98%
1,018,549 890,308 128,241 14%
1,173,061 2,471,747 (1,298,686) -53%

- 1,043,500 (1,043,500) -100%
1,454,772 3,502,412 (2,047,640) -58%

$ 19,092,793 $ 23,393,881 $ (4,301,088) -18%




Puerto Rico Land Authority

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

Year Ended June 30, 2013

(Unaudited)

During the year ended June 30, 2013 operating expenses decreased by $4.3 million principally due to the

effort made by management to reduce expenses.

Non-operating revenues (expenses) during the years ended June 30, 2013 and 2012 consisted of the

following:
Change
2013 2012 in dollars in %
Sales of Land $ 486,217 $ 2,152,095 $ (1,665,878) -17%
Coffee and sugar tax appropriations 13,589,441 13,932,814 (343,373) 2%
Grants from the Commonwealth 401,828 10,264,419 (9,862,591) -96%
Interest expense (3,441,401) (4,960,743) 1,519,342 -31%
Interest income 11,813 143,911 (132,098) -92%
Loss on debt refunding - (54,886) 54,886 -100%
Total non-operaing income $ 11,047,898 § 21,477,610 $ (10,429,712) -49%

FIDA receives an allocation from the coffee and sugar tax collected by the Commonwealth to finance its
operations. In addition, the Commonwealth provides operating grants to finance the operations of the real

estate program.

Interest expense represents the amount charged to FIDA and the real estate program for approved lines of

credit and other financings.

Capital assets

The Authority as permitted by law enters into lease agreements on the land and properties it owns with
governmental and private entities. The agreements vary in prices and terms depending on the public
interest, use, and benefits to the Commonwealth. In addition, the Authority acquires and sells to other
governmental agencies or private entities, land and other property that have been determined to be used or
developed for public interest. Sales are generally made at the estimated market value of the property.



Puerto Rico Land Authority

(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis
Year Ended June 30, 2013

(Unaudited)

The following table summarizes the capital assets of the Authority at June 30, 2013 and 2012.

Change
2013 2012 in dellars in %
Assets not being depreciated
Land held for sale or rent $ 87,530,050 $ 87,546,893 $ (16,843) 0%
Construction in progress 667,736 409,203 258,533 63%
Total 88,197,786 87,956,096 241,690 0%
Assets being depreciated
Buildings and improvements 6,961,450 6,946,125 15,325 0%
Infrastructure 16,057,958 16,053,613 4,345 0%
Industrial equipment 2,413,817 2,413,817 - 0%
Machinery and equipment 7,463,671 7,066,294 397,377 6%
Motor vehicles 772,192 862,324 (90,132) -10%
Furniture and fixtures 2,773,486 2,335,493 437,993 19%
36,442,574 35,677,666 764,908 2%
Accumulated depreciation (27,100,195) (26,291,941) (808,254) 3%
9,342,379 9,385,725 (43,346) 0%
Capital assets - net $ 97,540,165 $ 97,341,821 $ 198,344

Debt Administration

FIDA maintains a non-revolving line of credit with GDB in which FIDA may borrow up to $94 million.
Proceeds from this line of credit are used by FIDA to fund investments in agricultural business, loans to
farmers and contributions as permitted by laws and regulations. Repayment of principal and interests are
made from the collection of coffee and sugar taxes allocated by the Commonwealth The outstanding
amount bears interest at a rate of 5.00% and is due on March 1, 2027.

In addition, the Real Estate Program has a long-term debt with PFC which consists of the Authority’s
participation in various appropriation bonds issued by PFC. The outstanding balance bears interest at an
annual rate equal to the rate of the related bonds and is due in fiscal year 2031. The annual debt service is
funded with appropriations from the Commonwealth.

Contacting the Authority’s Management
The financial report has the purpose of providing the Commonwealth’s residents and taxpayers, and our
clients with a general financial overview of the Authority’s finances and to comply with the Authority’s
accountability of the assets, funds and appropriations it holds and receives. If you have any questions
about this report or need additional information, contact, Finance Director, at Puerto Rico Land Authority,
1311 Fernandez Juncos Avenue, 19 ¥, San Juan, Puerto Rico.
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Puerto Rico Land Authority

(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF NET ASSETS
JUNE 30, 2013
Real
Estate
Program FIDA Total
Assets:
Current assets:
Cash and cash equivalents $ 4975848 $16,043,163 $ 21,019,011
Certificates of deposit, with maturities
over three months 338,659 12,000,000 12,338,659
Rent and other receivables - net 12,319,111 6,068,493 18,387,604
Internal balances (1,889,046) 1,889,046 -
Prepaid and other current assets 117,674 2,681 120,355
Total current assets 15,862,246 36,003,383 51,865,629
Capital assets:
Assets not being depreciated 88,197,786 - 88,197,786
Assets being depreciated 9,283,858 58,521 9342 379
Total capital assets 97,481,644 58,521 97,540,165
Other assets:
Notes receivable, net 3,824,296 22,429,575 26,253,871
Investments in agricultural businesses - 6,439,474 6,439474
Due from Commonwealth of Puerto Rico 887,096 - 887,096
Escrow deposits 1,320,617 - 1,320,617
Total other assets 6,032,009 28,869,049 34,901,058
Total assets $ 119,375,899 $64930953 $ 184,306,852

(Continued)

The accompanying notes are an integral part of the financial statements



Puerto Rico Land Authority

(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF NET ASSETS
JUNE 30, 2013
Real Estate
Program FIDA Total
Liabilities:
Current liabilities:
Accounts payable and accrued liabilities $ 20,279,232 $ 1,279,557 $ 21,558,789
Advances for farming development 2,919,242 - 2,919,242
Total current liabilities 23,198,474 1,279,557 24,478,031
Non-current liabilities:
Notes and loans payable 17,051,349 37,018,382 54,069,731
Deposits on sale and rent of land 10,959,125 - 10,959,125
Compensated absences 861,956 - 861,956
Accrued legal claims 11,181,178 - 11,181,178
Total non-current liabilities 40,053,608 37,018,382 77,071,990
Total liabilities 63,252,082 38,297,939 101,550,021
Net assets:
Invested in capital assets 97,481,644 58,521 97,540,165
Unrestricted (41,357,827) 26,574,493 (14,783,334)
Total net assets 56,123,817 26,633,014 82,756,831
Total liabilities and net assets $ 119,375,899 $ 64,930,953 $ 184,306,852

(Concluded)

The accompanying notes are integral part of the financial statements.
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Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
YEAR ENDED JUNE 30, 2013

Real Estate
Program FIDA Total
Operating revenues:
Rental income $ 7,148,027 - $ 7,148,027
Services to farmers 301,705 - 301,705
Interest income - 943,206 943,206
Other 99,112 190,022 289,134
Total operating revenues 7,548,844 1,133,228 8,682,072
Operating expenses:
Program for the production of farming products - 3,305,456 3,305,456
Payroll and fringe benefits 8,720,702 1,164,636 9,885,338
Repairs and maintenance 600,936 21,512 622,448
Utilities 974,485 - 974,485
Professional services 475,924 182,760 658,684
Depreciation and amortization 1,003,872 14,677 1,018,549
Bad debts 1,173,061 - 1,173,061
Other 1,044,575 410,197 1,454,772
Total non-current liabilities 13,993,555 5,099,238 19,092,793
Operating loss (6,444,711) (3,966,010) (10,410,721)

(Continued)

The accompanying notes are integral part of the financial statements.
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Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
YEAR ENDED JUNE 30, 2013

Real Estate
Program FIDA Total

Operating loss from previous page $ (6,444711) $ (3,966,010) § (10,410,721)
Non-operating income (expenses):

Sales of Jand 486,217 - 486,217

Coffee and sugar tax appropriations - 13,589,441 13,589,441

Grant from the Commonwealth of Puerto Rico 401,828 - 401,828

Interest income 11,813 - 11,813

Interest expense (975,439) (2,465,962) (3,441,401)

Total non-operating income (75,581) 11,123,479 11,047,898

Change in net assets (6,520,292) 7,157,469 637,177
Net assets:

Beginning of year 62,644,109 19,475,545 82,119,654

End of year $ 56,123,817 $ 26,633,014 § 82,756,831

(Concluded)

The accompanying notes are integral part of the financial statements
14



Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF CASH FLOWS
YEAR ENDED JUNE 30, 2013

Real
Estate
Program FIDA Totals
Operating activities:
Cash received from customers for:
Rental charges $6.984.400 $ - $ 6,984,400
Services to farmers 301,705 - 301,705
Miscellaneous collections 99,112 190,022 289,134
Payments to employees for services (8,820,691) (1,164,636) (9,985,327)
Payments to suppliers for goods and services (3,190,109) (4,220,381) (7,410,490)
Net cash used in operating activities (4,625,583) (5,194,995) (9,820,578)
Non-capital finaneing activities:
Contribution from Commonwealth 401,828 - 401,828
Deposits received from sale and rent of land 2,164,236 - 2,164,236
Repayment on deposits on sale and rent of land (568,456) - (568,456)
Proceeds from advances from farming development 3,687,449 - 3,687,449
Repayment of advances from farming development (3,002,067) - (3,002,067)
Coffee and sugar tax appropriations - 15,301,865 15,301,865
Interest paid (407,602) (2,465,962) (2,873,564)
{ssuance of notes payable - 2,389,643 2,389,643
Repayment of notes payable - (4,254,935) (4,254,935)
Internal Balances 2,091,199 (2,091,199) -
Net cash provided by non-capital
financing activities 4,366,587 8,879,412 13,245,999
Total to next page (258.,996) 3,684,417 3425421
(Continued)

The accompanying notes are integral part of the financial statements

15



Puerto Rico Land Authority

(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF CASH FLOWS
YEAR ENDED JUNE 30, 2013

Total from previous page

Capital and related financing activities:
Proceeds from sales of land
Capital expenditures
Net cash used in
financing activities

Investing activities:

Collection of principal of notes receivable
Origination of notes receivable
Investment in private agricultural business
Increase in escrow deposits
Redemption of certificate of deposits
Redemption of investment in private

agricultural business
Interest income collected

Net cash provided by

investing activities

Net increase (decrease) in cash
and cash equivalents

Cash and cash equivalents:
At July 1, 2012, beginning of year

At June 30, 2013, end of year

Real
Estate
Program FIDA Totals
$  (258,996) $ 3,684417 $ 3425421
611,401 - 611,401
(1,339,253) (2,.824) (1,342,077)
(727,852) (2,824) (730,676)
376,421 6,847,135 7,223,556
(9,277) (3,372,940) (3,382,217)
- (160,833) (100,833)
(333,976) - (333,976)
885,087 - 885,087
- 5,000 5,000
11,813 943,206 955,019
930,068 4,321,568 5,251,636
(56,780) 8,003,161 7,946,381
5,032,628 8,040,002 13,072,630
$ 4975848 $ 16,043,163 $ 21,019,011

The accompanying notes are integral part of the financial statements



Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF CASH FLOWS
YEAR ENDED JUNE 30, 2013

Real
Estate
Program FIDA Totals
Reconciliation of operating loss with
net cash used in operating activities:
Operating loss (6,444,711) (3,966,010) (10,410,721)
Adjustment to reconcile net operating loss
to net cash used in operating activities:
Depreciation 1,003,872 14,677 1,018,549
Bad debts 1,173,061 - 1,173,061
Interest income - (943,2006) (943,206)
Net change in operating assets and liabilities:
Rental and other accounts receivable (163,627) - (163,627)
Prepaid and other assets (94,767) - (94,767)
Investments in private agricultural business - -
Accounts payable and accrued liabilities (99411) (300,456) (399,867)
net cash used in operating activities (4,625.,583) (5,194,995) (9,820,578)
(Concluded)

The accompanying notes are integral part of the financial statements.
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Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2013

Reporting Entity

The Puerto Rico Land Authority (“the Authority™) is a public corporation and a component unit of the
Commonwealth of Puerto Rico (the “Commonwealth”). The Authority was created by Act No. 26
approved on April 12, 1941, as amended, to carry out the provisions of the Land Law of Puerto Rico. By
provision of Reorganization Plan No. 1 of May 4, 1994, the Land Authority became a programmatic and
operational component of the Department of Agriculture.

The Authority main activity consists of the rental of land held for agricultural purposes principally to
farmers (the real estate program). The Authority is authorized by law to sell land to other governmental
entities or private individuals or entities. Also the Authority provides services to farmers for an agreed
fee.

Act No. 26 authorizes the Authority to carry out the following:

e Acquiring land with agricultural potential through purchase, transfer, exchange, bequest and
donation or by the exercise of power of forceful expropriation.

e Selling land that has no agricultural use.

e Maintaining land with agricultural potential under lease.

e Leasing heavy agricultural machinery and equipment.

e Conducting all types of transactions related to land purchase, sale and leasing applications.
e Making appraisals of land to be sold.

e Preparing plans and control of land for sale and rent.

The Authority manages infrastructure projects on behalf of the Department of Agriculture. Legislative
funds were appropriated to create and improve drainage systems, water and sewer systems, bridges, roads,
lakes, lighting systems and others. The Authority’s basic financial statements do not reflect effects of
transactions related to such infrastructure projects.

The Authority’s basic financial statements include the balances of the Integral Fund for the Agriculture
Development of Puerto Rico or “Fondo Integral para el Desarrollo Agricola” (“FIDA”), a component
unit. FIDA was created during fiscal year 2002. Its primary purpose is to promote private investment in
the farm industry in general, with the approval of loans, warranties, direct and indirect investments, and
other credit financing facilities, with favorable repayment conditions and interest rates to the agricultural
industries.
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Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2013

Basis of Presentation and Summary of Significant Accounting Policies

The accounting and reporting policies of the Authority conform to generally accepted accounting
principles in the United States of America (“U.S. GAAP”), as applicable to governmental entities. The
Authority follows Governmental Accounting Standards Board (GASB) statements under the hierarchy
established by Statement No. 55, The Hierarchy of Generally Accepted Accounting Principles for State
and Local Governments, in the preparation of its financial statements. The Authority has elected to apply
all Financial Accounting Standards Board’s pronouncements issued after November 30, 1989, in
accounting and reporting for its business type activities to the extent they do not conflict with GASB
pronouncements.

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.

A summary of the Authority’s significant accounting policies applied in the preparation of the
accompanying financial statements is summarized as follows:

Measurement Focus and Basis of Accounting

The operations of the Authority are accounted for as an enterprise fund. Enterprise funds are accounted
for on the flow of economic resources measurement focus and use the accrual basis of accounting. Under
this method, revenue is recorded when earned and expenses are recorded when a liability is incurred.
Enterprises funds are used to account for those operations for which the pricing policies of the entity
establish fees and charges designed to recover its costs, including depreciation and interest.

Cash Equivalents

In the statement of cash flows, cash equivalents are defined as short-term, highly liquid investments that
are readily convertible to known amounts of cash and are so near to their maturity that they present
insignificant risk of changes in value because of changes in interest rates. In particular, they include
short-term investments with original maturities of three months or less.

Allowance for Doubtful Accounts
The allowance for doubtful accounts is an amount that management believes will be adequate to absorb
possible losses on existing notes, rent, and other receivables that may become uncollectible based on
collection analyses 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.
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Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2013

Investments in Agricultural Businesses

Investments in private entities are reported at cost, since these are not intended to obtain profit, but rather
to promote agricultural and related businesses. During the year ended June 30, 2013, the Authority
evaluated its investments in agricultural businesses for impairment and determined that no impairment of
investments had occurred.

Capital Assets
The Authority defines capital assets as assets with an individual cost of more than $100 and a useful life

of three (3) years or more. Assets to be depreciated were assigned a residual value of 10% of original
cost. Capital assets are stated at cost. 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.

Depreciation expense is computed using the straight-line method over the estimated useful lives of the
respective assets, as follows:

Useful Life

Description (in years)
Building and improvements 20-40
Infrastructure 10-20
Machinery equipment 5-20
Furniture and fixtures 3-7
Vehicles 3-7

At the time capital assets are sold or otherwise disposed, the cost and related accumulated depreciation
are removed from books and the resulting gain or loss, if any, is credited or charged to operations

Accounting for Impairment of Capital Assets

The Authority follows GASB Statement No. 42, “Accounting and Financial Reporting for Impairment of
Capital Assets and for Insurance Recoveries”. This Statement establishes 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. During the year ended June 30, 2013, the Authority
evaluated its capital assets for impairment under the guidance of such statement and determined that no
impairment of capital assets had occurred.

Compensated Absences

The employees of the Authority are granted 30 days of vacation and 18 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 accumulated vacation and sick leave days
up to the maximum allowed. The financial statements present the cost of accumulated vacation and sick
leave as a liability.
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Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2013

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

Invested in capital assets, net of related debt

This component of net assets consists 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.

Unrestricted
This component of net assets consists of net assets that do not meet the definition of “restricted” or

“invested in capital assets, net of related debt”.

Operating Revenues and Expenses

The Authority distinguishes between operating and non-operating revenues and expenses in its Statement
of Revenues, Expenses, and Changes in Net Assets. The principal revenues of the Authority are charges
for land rental and service to farmers. The Authority also recognizes as operating revenue interest income
generated on loans granted by FIDA. Operating expenses for the Authority include the costs of
developing farming products, payroll and fringe benefits, and other administrative expenses, such as
utilities, repairs and depreciation on capital assets. All revenues and expenses not meeting this definition
are reported as non-operating revenues and expenses.

Revenue recognition

All leases are deemed operating leases, therefore rental income is recognized as operating revenue over
the term of the lease. Advance lease payments are recorded as deferred revenue and recognized as rental
revenue when earned over the lease period. Rental income consists of the rent charge plus the property
tax calculated using the Municipal Revenues Collection Center tax rate times the number of lots leased.

Revenue from services to farmers is recognized as revenue when the service is rendered.

Revenues from sales of land and other properties are recognized when the title is transferred to the buyer.

Pension Costs

The Authority’s employees participate in the retirement system of the Commonwealth, a multiemployer
cost sharing plan. Accordingly, pension costs recorded in the accompanying financial statements equal
the statutory required contributions with a liability recorded for any unpaid required contributions.

Contributions

The Authority receives an operating grant from the Commonwealth. This grant, which is subject to
annual appropriations, is used to partially finance the operations of the real estate program. Amounts
received under this grant are recorded as revenues in the period stated in the grant.

In addition, FIDA receives an allocation of sugar and coffee taxes from the Commonwealth. This
allocation is recognized as non-operating revenue when received by FIDA.
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(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2013

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 during the last three years. The Authority also pays premiums for
workers compensation insurance to another component unit of the Commonwealth.

Accrual for Legal Claims

The estimated amount of the liability for legal claim is recorded on the accompanying Statements of Net
Assets based on the Authority’s evaluation of the probability of an unfavorable outcome in the litigation
of such legal claims. The Authority consults with legal counsel to determine whether an unfavorable
outcome is probable. Because of uncertainties inherent in the estimation process, management’s estimate
of the liability for legal claims may change in the near term.

Future Adoption of Accounting Pronouncements
The GASB has issued the following Statements:

e GASB Statement No. 65, Items Previously Reported as Assets and Liabilities, which is effective
for periods beginning after December 15, 2012.

e GASB Statement No. 66, Technical Corrections - 2012 - an Amendment of GASB Statements
No. 10 and No. 62, which is effective for periods beginning after December 15, 2012.

e GASB Statement No. 67, Financial Reporting for Pension Plans — an Amendment of GASB
Statement No. 25, which is effective for periods beginning after June 15, 2013.

e GASB Statement No. 68, Accounting and Financial Reporting for Pensions — an Amendment of
GASB Statement No. 27, which is effective for periods beginning after June 15, 2014.

e GASB Statement No. 69, Government Combinations and Disposals of Government Operations,
which is effective for periods beginning after December 15, 2013.

e GASB Statement No. 70, Accounting and Reporting for Nonexchange Financial Guaraniees,
which is effective for periods beginning after June 15, 2013.

e GASB Statement No. 71, Pension Tranmsition for Contributions Made Subsequent to the
Measurement Date, the provisions for this Statement should be applied simultaneously with the
provisions of Statement No. 68.

Management is evaluating the impact that these statements will have on the Authority’s basic financial
statements.
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Puerto Rico Land Authority
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2013

Cash and Cash Equivalents
The Authority is restricted by law to deposit funds only in institutions approved by the Puerto Rico
Treasury Department, and such deposits are required to be kept in separate accounts in the name of the

Authority.

Pursuant to the Investment Guidelines for the Commonwealth adopted by Government Development
Bank for Puerto Rico (GDB), the Authority may invest in obligations of the Commonwealth, obligations
of the United States, certificates of deposit, commercial paper, repurchase agreements, bankers
acceptances, or in pools of obligations of the municipalities of Puerto Rico, among others. At June 30,
2013, there was $12,338,659 invested in certificates of deposit.

For deposits, custodial credit risk is the risk that in the event of a financial institution failure, the
Authority’s deposits may not be returned to it. Under Puerto Rico statutes, public funds deposited in
commercial banks must be fully collateralized for the amount deposited in excess of federal depository
insurance. All securities pledged as collateral are held by the Secretary of the Treasury of the
Commonwealth. The bank balance of the Authority’s deposit at June 30, 2013, excluding deposits in
GDB and Economic Development Bank of Puerto Rico (EDB) described below, amounted to $920,206.

In addition, at June 30, 2013 the Authority maintained cash deposited at the GDB and EDB, in the
amount approximately $20,100,000. These amounts are uncollateralized since by law, the governmental
banks of the Commonwealth are exempt of the requirement of insuring the deposits of funds of the
entities of the Commonwealth.

The Authority received cash which is restricted for the payment of matters related to infrastructure
projects and other matters. Cash and cash equivalents at June 30, 2013 included $4,063,333 of restricted
cash. The Authority recognizes a liability when the cash is received until the cash is expended for its
intended purposes.

Notes Receivable
The following summarizes the activity of notes receivable during the year ended June 30, 2013:

Balance Balance
6/30/2012 Increases Decreases 6/30/2013

Real Estate Program
Family Farms Program $ 4,191,440 §$ 9277 $ (376421) $ 3,824.296

FIDA
Private entities 5,399,858 2,383,459 (498,530) 7,284,787
Governmental entities 20,503,912 989,481 (6,348,605) 15,144,788

Total notes receivable  $30,095210  $3,382217  $(7,223,556) $26,253,871
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2013

Family Farms Program

The Family Farms Program (the “Program™) was the main program of Corporacién Para el Desarrollo
Rural (“CDR™), a component unit of the Department of Agriculture of the Commonwealth (“Department
of Agriculture”). The Program was created for the purpose of stimulating the use of agricultural land by
individuals who meet certain requirements. The land transferred to qualified individuals under the
program is granted in usufruct. The usufructuary is obligated to use the land for agricultural purposes
only.

The value of the usufruct is the market value of the land and will be paid by the usufructuary over a
period of 40 years plus annual interest of 3% on the unpaid balance. In case the usufrucutary does not
comply with the payment requirements or with other conditions specified in the program the usufruct is
considered terminated.

During the calendar year 2010, the Legislature of the Commonwealth approved the Reorganization Plan
No. 7 of the Department of Agriculture (“the Reorganization Plan”). Under the Reorganization Plan, the
Program was transferred from CDR to the Authority, which will assume all responsibilities and
obligations under the Program. The Reorganization Plan required CDR to transfer to the Authority all
notes receivable and the title of all agricultural land under the Program.

As the result, during the year ended June 30, 2011, the Authority recorded notes receivable in the amount
of $3,722,000 under the Program which consisted of total notes receivable received from CDR
$11,733,000 net of an allowance for notes receivable considered doubtful of collection in the amount of
$7,611,000.

At June 30, 2013, the notes receivable are recorded net of an allowance for bad debts in the amount of
approximately $6,738,000. In addition, the Authority has not recorded the cost of any land available
under the Program or the land that should be recorded for terminated usufruct as explained above.

FIDA

FIDA, as permitted by law, has entered into line of credit agreements with certain governmental entities
and private agricultural businesses. The outstanding balances are unsecured and bear interest at rates
ranging from 5% to 9% for governmental entities and from 7% to 10% for private agricultural businesses.

The outstanding balance at June 30, 2013, is presented net of an allowance for doubtful notes in the
amount of approximately $5,844,000.

During the year ended June 30, 2013, interest income recognized on notes receivable from governmental
entities amounted to approximately $672,000. Also, at June 30, 2013, the Authority has a note a
receivable from a governmental entity with an outstanding balance of approximately $4,992,000 for
which no interest is charged as approved by the Authority’s board of directors.
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Rent and Other Receivables
Rents and other receivables at June 30, 2013 consist of:

Real Estate
Program FIDA Total

Rent receivable

Private entities $ 20,939,681 $ - $ 20,939,681

Governmental entities 4,366,477 - 4,366,477
Coffee and sugar tax appropriations - 6,053,493 6,053,493
Sugar Corporation of Puerto Rico 4,222,808 - 4,222 808
Other 432262 15,000 447262
Total 29,961,228 6,068,493 . 36,029,721
Less allowance for doubtful accounts (17,642,117) - (17,642,117)

Rent and other receivables - net $ 12319,111 $ 6,068493 $ 18,387,604

During the year ended June 30, 2013, the Authority recorded rental income to governmental entities
amounting to $121,290.

The Sugar Corporation of Puerto Rico is a component unit of the Commonwealth and in accordance with
Act. No. 189 of September 5, 1996 is in the process of liquidation. Management expects to collect the
above balance from funds provided by the Commonwealth.

The Commonwealth provides annual appropriations of its coffee and sugar tax revenue to assist in the
financing of FIDA’s operations. Total coffee and sugar tax allocation during the year ended June 30,
2013 amounted to $13,589,441.

The Authority has a policy of including the in allowance for doubtful accounts all balances over one year
old, except for certain balances, principally with governmental entities, that management believes are
collectible.

Investments in Agricultural Businesses
FIDA is authorized by law to invest in private entities which are dedicated to agricultural activities in
Puerto Rico. The activity of such investments during the year ended June 30, 2103 is summarized below:

Balance Balance
at at
June 30,2012  Increases Decreases June 30, 2013

Investments in
Agricultural business _ $ 6,343,641 $ 100,833 $  (5,000) $ 6439474
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The investments are in convertible preferred stock. Under the terms of the investment contracts FIDA
will receive the investment par value plus any accrued and unpaid dividends plus a premium depending
on the year the stocks are redeemed as defined in the investment contracts. Generally the redemption
premiums range from 2.5% to 30%.

The investments require a payment of dividends at a rate that generally range from 5% to 7.5%. The
dividends are cumulative and the investee cannot pay any dividends on common stock until all accrued
dividends on the preferred stocks are paid. Dividends not declared and therefore in arrears at June 30,
2013 amount to approximately $1,855,000.

During each year management evaluates the recoverability of the investments and records a valuation
allowance for investments which are deemed as doubtful of realization. As of June 30, 2013, the balance
of the investments is net of an allowance of $2,650,000 for investments considered doubtful of
realization.

Capital Assets
Capital assets at June 30, 2013 consist of the following:
Beginning
Description Balance Increases Decreases Ending Balance
Capital assets not being depreciated:
Land $ 87546893 § - $ (16,843) § 87,530,050
Construction in progress 409,203 258,533 — 667,736
87,956,096 258,533 (16,843) 88,197,786
Capital assets being depreciated:
Buildings and improvements 6,946,125 15,325 — 6,961,450
Infrastructure 16,053,613 4,345 — 16,057,958
Industrial equipment 2,413,817 e — 2,413,817
Machinery and equipment 7,066,294 568,881 (171,504) 7,463,671
Vehicles 862,324 57,000 (147,132) 772,192
Furniture and fixtures 2,335,493 437993 — 2,773,486
35,677,666 1,083,544 (318,636) 36,442,574
Less accumulated depreciation 26,291,941 1,018,549 (210,295) 27,100,195
9,385,725 64,995 (528,931) 9,342,379
Total capital assets, net $ 97,341,821 $ 323,528 $ (545774 § 97,540,165
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By virtue of Act No. 189 of September 5, 1996, known as the ““Negotiation for the transfer of Assets and
Liabilities of the Sugar Corporation and/or the Land Authority Act”, the Sugar Corporation and the
Authority were authorized to transfer certain assets used in the production, marketing and selling of sugar
to the sugarcane farmers (“Colonos™). The Act imposed several restrictions upon the assets transferred to
the sugarcane owners in order to maintain the benefits of the Act. Because of the restrictions imposed by
the Act and because of the infringement by the sugarcane growers of said restrictions, the assets were
returned to the Sugar Corporation and the Land Authority. On September 2, 2004, the “Agroindustria
Azucarera del Oeste, Inc., the Authority and the Sugar Corporation agreed to return all assets by virtue of
Act. No. 189 in exchange of payments of certain obligations and release of debt owed to the Sugar
Corporation

The assets received have an estimated book value of $4,090,000 and consist of the following:

Land $1,535,000
Buildings 873,000
Machinery and equipment 1,682,000

Total $4.090.000

The Act establishes that in case of infringement, all assets transferred would be returned at cost or fair
market value, whichever is lower. Due to significant adverse environmental damages, equipment
becoming obsolete and unfit for industrial purposes and a projection of future costs associated to clean up
premises and legal actions involved, the Authority considered this property as fully impaired, therefore,
no value had been assigned in the accompanying financial statements. The Authority is trying to
consolidate all impaired equipment and obsolete structures in sugar mills to convert into disposal material
to be sold. As of June 30, 2013, the Authority cannot determine future losses or gains related to these
impaired assets.

Deposits on Sale of Land

The Authority is authorized by the Land Law of Puerto Rico to sell surplus land and properties that have
no agricultural use to other governmental entities and individuals. The liability for deposits reflected in
the accompanying statement of net assets represents amounts received in connection with land
transactions in process. It also includes legal foreclosures and expropriations cases not finally executed
by court.
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Notes Payable
Notes payable at June 30, 2013 consist of the following:

Real Estate Program
Notes payable at June 30, 2013 consist of the following
Participation in bonds payable issued by

Puerto Rico Finance Corporation $17,052,348
Plus unamortized premium on notes payable 301,541
Less:

Deferred loss on current debt refunding (143,796)

Deferred issue costs (158,744)
Total $17,051,349

On December 27, 2001, the Authority entered into a loan agreement (“the Note”) with the GDB to
refinance certain debts, as authorized by Act No. 164 of December 17, 2001. The Puerto Rico Public
Finance Corporation (“PFC”) acquired and restructured the Note through the issuance of its
Commonwealth appropriations bonds (“PFC Bonds”). The PFC Bonds were issued under a trust
indenture whereby the PFC pledged and sold the Note, along with other notes under Act No. 164, to
certain trustees and created a first lien on the revenues of the notes sold.

During June 2004, the PFC issued PFC 2004 series A and B bonds and advance refunded a portion of
certain of its outstanding Commonwealth appropriation bonds issued in 2001 under Act No. 164 of
December 17, 2001. The Authority recognizes a mirror effect of this advance refunding by the PFC in its
own notes payable in proportion to the portion of the Authority’s notes payable included in the PFC
refunding. The aggregate debt service requirements of the notes will be funded with annual
appropriations from the Commonwealth.

During the fiscal year ended June 30, 2012, PFC issued PFC 2011 Series A and B and PFC 2012 Series A
bonds and refunded a portion of certain of its outstanding Commonwealth appropriation bonds issued in
2004 and before under Act No. 164 of December 17, 2001, including $15,099,000 of the Authority
corresponding portion of the debt. The Authority recognizes a mirror effect of these current refundings
by the PFC in its own notes payable in proportion to the portion of the Authority’s notes payable included
in the PFC refundings. As a result of the PFC refundings, the Authority recognized a deferred loss on
defeasance, prepaid expenses for the bond issuance costs and a premium on note payable of $163,053,
$179,273, and $363,645, respectively.

The Authority recorded a due from Commonwealth amounting to $887,096 at June 30, 2013 for advances

made to the bond trustee to cover future debt service requirements of the refunded notes. The aggregate
debt service
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requirements of the refunded notes in excess of the advances already made to the bond trustee will be
funded with annual appropriations from the Commonwealth.

In December 2011, the Puerto Rico Sales Tax Financing Corporation (known as “COFINA” by its
Spanish acronym), issued bonds and a portion of the proceeds from such bond issuance was used to
cancel certain appropriations bonds of the Commonwealth and its agencies, departments and certain
component units, including $8,355,950 of the Authority’s note payable to PFC. As a result of this bond
defeasance, the Authority recognized a contribution from COFINA of $8,555,495 and recognized a loss
on extinguishment of debt of $54,886 for the year ended June 30, 2012.

The Note’s outstanding balance at June 30, 2013, was $17,051,349 and matures throughout August 1,
2030. Interest on the unpaid principal amount of the Note is equal to the applicable percentage of the
aggregate interest payable on the PFC Bonds. Applicable percentage is the percentage representing the
proportion of the amount paid by the PFC on the PFC Bonds serviced by the Note to the aggregate
amount paid by the PFC on all the PFC Bonds issued by the PFC under Act No. 164.

The activities of the notes payable during the year ended June 30, 2013 is as follows:

Balance Balance
at at
June 30,2012 Increases Decreases June 30, 2013

Notes Payable $ 17,073,394 (22,045) § 17,051,349

The estimated repayment schedule of the notes payable during the next years follows:

Year ending June 30, Principal Interest Total
2014 $ - $ 952,879 $ 952,879
2015 - 952,879 952,879
2016 501,967 939,912 1,441,879
2017 407,204 925,611 1,332,815
2018-2022 2,280,051 4,363,069 6,643,120
2023-2027 2,322,464 3,827,408 6,149,872
2028-2032 11,540,662 1,039,287 12,579,949

Total $ 17,052,348 13,001,045 30,053,393
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FIDA

FIDA maintains a non-revolving line of credit with the GDB in which FIDA may borrow up to $94
million. Proceeds from this line of credit are used by FIDA to fund investments in agricultural
businesses, loans to farmers and contributions as permitted by laws and regulations.
principal and interest is made from the collection of coffee and sugar taxes allocated by the
Commonwealth. The note does not have a formal repayment schedule. The outstanding bear interest at

an annual rate of 5.00% and is due on March 1, 2027.

A summary of the activity in the line of credit during the year ended June 30, 2013 follows:

Balance at

June 30,2012 Increases

Line of credit payable
to GDB $ 38,883,674

2,389,643

Decreases

(4,254,935)

Balance at
June 30, 2013

$ 37,018,382

10. Non-Current Liabilities

Changes in noncurrent liabilities, other than the notes and loans payable due to governmental entities

described above, for the year ended June 30, 2013 are summarized as follows:

Balance at

June 30,2012 Increases Decreases

Balance at

Due Within

June 30,2013 One Year

Compensated
absences $ 1,965,748 $ 17,924 $ (136,571) $ 1,847,101 $ 985,145
Accrued legal claims 11,838,000 - (656,822) 11,181,178 -

$ 13,803,748 $ 17924 $ (793,393) $ 13,028,279 $ 985,145

11. Accounts and Accrued Expenses Payable

Accounts and accrued expenses payable at June 30, 2013 consist of the following:

Suppliers

A gencies and public corporations of the
Commonwealth of Puerto Rico

Payroll and withholdings

Compensated absences

Accrued interest

Real Estate

Balance at

Program FIDA 2013
$ 1,055,879 $ 520,382 $ 1,576,261
16,187,738 16,187,738
1,852,549 1,852,549
838,426 146,719 985,145
344,640 612,456 957,096
$ 20,279,232 $ 1,279,557 $ 21,558,789
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Operating Leases

The Authority leases land, principally for agricultural purposes, to farmers and certain governmental
entities under operating leases. The lease terms varies from 5 to 100 years and in certain instances
includes renewal additional periods. Applicable real estate taxes, insurance and maintenance are paid by
lessees.

Future minimum lease payments receivable on existing non-cancelable operating leases at June 30, 2013,
which have an initial term of one year or more are approximately as follows:

Year ending June 30, Amount
2014 $ 6,879,900
2015 7,017,498
2016 7,157,848
2017 7,301,005
2018 7,447,025

2019-2023 37,235,123
2024-2028 37,235,123
2029-2033 37,235,123
2034-2038 37,235,123
2039-2043 37,235,123
Thereafter 409,586,353

$631,565.244

13. Contingencies

The Authority is a defendant on various claims most of them resulting from the closing of several sugar
mills throughout the years and from events generally incidental to its operations. Also, it has various
environmental claims and penalties imposed by The Environmental Protection Agency (EPA), mainly
from the handling of pesticide warehouses. The Authority is in the process of litigating such claims. The
accompanying statement of net assets includes a reserve of approximately $6.2 million in relation to these
matters but the ultimate outcome is uncertain at this time and accordingly, the ultimate liability, if any
cannot be presently determined.

The Authority deposited in the Superior Court in San Juan, the amount of $5 million for expropriation of
land from “Comunidad Agricola Bianchi”. The case is still in court because “Comunidad Agricola
Bianchi” does not consider the amount given as fair value of the property. The Authority’s management
believes that the case will be settled for an additional $5 million, which was considered in the reserve for
contingencies included in the accompanying basic financial statements.
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During 2006, the “Compaiiia de la Central Roig, Inc.”, which is one of the two corporations organized by
sugarcane farmers that received 50% of the transferred assets of the Sugar Corporation (the sugar mills
known as Central Roig, Central Coloso, Central Plata and Central Mercedita, together with the “Refineria
Mercedita”) in compliance with and according to the provisions of Public Law No. 189 of December 26,
1997, is suing, among other parties, the Authority, alleging all sorts of action in damages against the
different parties, based upon their inability to produce sugarcane as contemplated by Public Law No. 189
at the time that the aforementioned assets were transferred to them. The plaintiffs are basically alleging
that because of the failure of the different governmental agencies and third parties involved, to comply
with certain, undefined and allegedly multiple obligations and commitments to which they were bound,
they suffered economic damages in excess of $100 million. This case is related to two other cases
considered in our contingency reserve. Management, based on advice from legal counsel, believes that no
potential loss is forecasted as of this date, other that attorney’s fees and litigation expenses.

Retirement Plan

Defined Benefit Plan

The Government of Puerto Rico Employees Retirement System (ERS) is a cost-sharing multiple-
employer defined benefit pension plan sponsored by, and reported as a component unit of, the
Commonwealth. All regular employees of the Authority under the age of 55 at the date of employment
become members of the ERS as a consequence of their employment.

The ERS provides retirement plan, death, and disability benefits pursuant to Act 447, approved on May
15, 1951, as amended, which became effective on January 1, 1952. Disability retirement benefits for
occupational and non-occupational disabilities are available to members enrolled in the plan before
January 1, 2000. Benefits vest after ten years of plan participation.

The amount of the annuity shall be one and one half percent (1.5%) of the average compensation
multiplied by the number of years of creditable service up to twenty (20) years, plus two percent (2%) of
the average compensation multiplied by the number of years of creditable service in excess of twenty
years. In no case shall the annuity be less than $200 per month.

Participants who have completed at least thirty years of creditable service are entitled to receive a Merit
Annuity. Such participants who have not attained fifty-five years of age will receive 65% of the average
compensation or if they have attained fifty-five years of age will receive 75% of the average
compensation. Disability retirement benefits are available to members for occupational and non-
occupational disability. However, for non-occupational disability a member must have at least ten years
of service. No benefits are payable if participants receive a refund of their accumulated contributions.
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Commonwealth legislation requires that employees hired before April 1, 1990 contribute 5.775% of the
first $550 of their monthly gross salary and 8.275% of their gross monthly salary in excess of $550.
Employees hired after April 1, 1990 contribute 8.275% of their gross monthly salary. The Authority’s
contributions are 11.275% of the gross monthly salary. Total employer contributions during the year
ended June 30, 2013 amounted to approximately $581,000, which represented 100% of required
contributions.

Defined Contribution Plan

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the ERS, was
enacted for the purpose of establishing a new pension program (System 2000). System 2000 became
effective on January 1, 2000. Employees participating in the ERS as of December 31, 1999 had the
option to stay in the defined benefit plan or transfer to System 2000. Employees joining the Authority on
or after January 1, 2000 are only allowed to become members of System 2000.

System 2000 is a defined contribution plan, also known as a cash balance plan. Under this new plan,
there is a pool of pension assets, which are invested by the ERS, together with those of the current defined
benefit plan. Benefits at retirement age are not guaranteed by the Commonwealth. The annuity is based
on a formula that assumes that each year the employee’s contribution (with a minimum of 8.275% of the
employee’s salary up to a maximum of 10%) is invested in an account, which will either: (1) earn a fixed
rate based on the two-year Constant Maturity Treasury Note or (2) earn a rate equal to 75% of the return
of the ERS’ investment portfolio (net of management fee), or (3) earn a combination of both alternatives.
Participants receive periodic account statements similar to those of defined contribution plans showing
their accrued balances.

System 2000 reduces the retirement age from 65 years to 60 for those employees who joined the ERS on
or after April 1, 1990. Disability pensions are not granted under System 2000.

The Authority’s contributions of 11.275% of the employee’s salary are used to fund the defined benefit
plan. Total Authority’s contributions during the fiscal year ended June 30, 2013 amounted to
approximately $513,000, which represented 100% of required contributions.

On April 4, 2013, by means of Act No. 3, an amendment to Act No. 447 of May 15, 1951, which created
the ERS, was enacted for the purpose of establishing a new pension program effective July 1, 2013 for all
active participants. Under the Act No. 3, all active participants at July 1, 2013 under Act No. 447 and Act
No. 1 will join a “hybrid” program, a combination of defined benefits and defined contribution plans.

All active participants under Act No. 447 and Act No. 1 will preserve benefits accrued as of June 30,
2013. The annuity for these participants will be computed based on the average compensation multiplied
by the credited years of service as of June 30, 2013 and contributions made to the new defined
contribution program after June 30, 2013. For participants under System 2000, all contributions made
before June 30, 2013 will be transferred to the new defined contribution program.
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To qualify for an annuity under the new “Hybrid Program”, participants have to meet two conditions: five
years of credited service and $10,000 or more in contributions made under this program. The annuity will
be based on a distribution of all contributions made, divided by a factor of life expectancy of the
participant at the age of retirement.

Effective July 1, 2013, all participants will contribute a minimum of 10% with no maximum restriction of
their gross monthly salary to the program. Commencing in fiscal year 2014, the Authority will contribute
12.275% of the employee’s gross monthly salary that will increase 1% per year until fiscal year 2016 and
1.25% per year until fiscal year 2021.

The new pension program also establish a new age for retirement as follows:

For participants who entered the program before April 1, 1990 Act No. 447:

Age at June 30, 2013 Age Under New Program
57 years or more 59 years
56 years but not more than 57 60 years
55 years or less 61 years

For participants who entered the program on or after April 1, 1990 through December 31, 1999 (Act No.
1):

Age at June 30, 2013 Age Under New Program

65 years or less 65 years

For participants who entered the program on or after January 1, 2000 through June 30, 2013 (System
2000):

Age at June 30, 2013 Age Under New Program
59 years 61 years
58 years 62 years
57 years 63 years
56 years 64 years
55 years or less 65 years

For participants who entered into the program on or after July 1, 2013 (Act 3) the retirement age will be
sixty-seven (67) years.

Additional information on the ERS is provided in its financial statements for the year ended June 30,
2013 a copy of which can be obtained from the Administrator of the Retirement System: PO Box 42003,
San Juan, Puerto Rico 00940.
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Subsequent events

Subsequent events were evaluated through February 7, 2014, the date the financial statements were
available to be issued, to determine if any such events should either be recognized or disclosed in the
2013 financial statements.

On February 2, 2014, Standard & Poor’s Rating Services (S&P) downgraded its rating on the general
obligation bonds of the Commonwealth from “Baa3” to “BB+”. On February 7, 2014, Moody’s
downgraded its rating on such bonds from “Baa3” to “Ba2” with a negative outlook; and Fitch, Inc.
downgraded its rating on the Commonwealth’s general obligation and appropriation debt from “BBB-" to
“BB” with a negative outlook. The ratings reflect only the opinions of such rating agencies and an
explanation of the significance of such ratings may be obtained only from the relevant rating agency.
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