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GALINDEZ-

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS” REPORT

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

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Puerto Rico Trade and
Export Company (the Company), a component unit of the Commonwealth of Puerto Rico, as of and for the
year ended June 30, 2014, and the related notes to the financial statements which collectively comprise the
Company’s basic financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors” 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 opinions.
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To the Board of Directors of
Puerto Rico Trade and Export Company
Page 2

Opinions

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

Other Matters

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 10, be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of the 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 of America, which consisted of inquires of management about the
methods of preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our audit
of the basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide
any assurance.
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San Juan, Puerto Rico
February 6, 2015



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

Management'’s Discussion and Analysis

June 30, 2014

This section of the Puerto Rico Trade and Export Company’s (the Company) annual financial report presents
management’s discussion and analysis of the Company’s financial performance during the fiscal year that
ended on June 30, 2014. Please read it in conjunction with the Company’s basic financial statements, which
follow this section.

Financial Highlights

e Net position of the Company decreased from $105.4 million as of June 30, 2013 to $104.5 million as of June
30, 2014, $900 thousands or .86%.

e The Company’s net position reflects its investment in capital assets (93%) (e.g., buildings, land,
machinery, and equipment, net of related debt). The Company uses these capital assets to provide rental
warehouse facilities and services to exporting corporations, as well as for the overall administration of the
Company.

Overview of the Financial Statements

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

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

e The remaining statements are fund financial statements of the Company’s major and non-major
governmental funds, for which activities are funded primarily from Commonwealth appropriations and
for which the Company follows a modified accrual basis of accounting, and the Company’s proprietary
fund, which operates similar to business activities and for which the Company follows an accrual basis of
accounting.

e The basic financial statements also include the notes to financial statements section that explains some of
the information in the government-wide and fund financial statements, and provides more detailed data.

Government-Wide Financial Statements

The government-wide financial statements report information about the Company as a whole using
accounting methods similar to those used by private sector companies. The statement of net position includes
all of the Company’s assets and liabilities. All of the current year’s revenues and expenses are accounted for
in the statement of activities regardless of when the cash is received or paid.
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Puerto Rico Trade and Export Company
(A Component Unit of the Commonwealth of Puerto Rico)

Management'’s Discussion and Analysis

Fund Financial Statements

June 30, 2014

The fund financial statements provide more detailed information about the Company’s most significant funds

and not the Company as a whole. The Company has two fund types:

e  Governmental Funds — Governmental funds are used to account for essentially the same functions as

governmental activities in the government-wide financial statements. Governmental funds financial
statements focus on current inflows and outflows of expendable resources, as well as on balances of
expendable resources available at the end of the fiscal year. This information may be useful in evaluating

the Company’s current financing requirements.

governmental funds.

The Company maintains seventeen individual

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

accounted for in a manner similar to businesses operating in the private sector. Funding has primarily

arisen through revenue derived from the rental of commercial facilities.

Financial Analysis of the Company as a Whole

We provide the readers of these basic financial statements with the following summarized discussion and

analysis of the relevant facts that affected the government-wide financial statements for the fiscal years ended

June 30, 2014 and 2013:

Statements of Net Position

Governmental Business-type
Activities Activities Total
2014 2013 2014 2013 2014 2013
Assets:
Current assets $ 8255107 $ 7,600,254 $ 16,228,799 $ 19,243,302 $ 24483906 $ 26,843,556
Non-current assets - - 251,425,811 356,266,182 251,425,811 356,266,182
Capital assets 3,972,730 4,082,970 108,054,156 110,361,583 112,026,886 114,444,553
Total asset 12,227,837 11,683,224 375,708,766 485,871,067 387,936,603 497,554,291
Liabilities: - -
Current liabilities 972,560 330,328 8,958,065 10,836,640 9,930,625 11,166,968
Long-term liabilities - 2,859,054 273,517,686 378,137,004 273,517,686 380,996,058
Total liabilities 972,560 3,189,382 282,475,751 388,973,644 283,448,311 392,163,026
Net position:
Net invested in capital assets 3,972,730 4,082,970 93,428,252 95,011,295 97,400,982 99,094,265
Restricted 7,296,674 3,265,714 - - 7,296,674 3,265,714
Unrestricted (14,127) 1,145,158 (195,237) 1,886,128 (209,364) 3,031,286
Total net position $ 11,255,277 $ 8,493,842 $ 93233015 $ 96,897,423 $ 104,488,292 $ 105,391,265




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

Management'’s Discussion and Analysis

June 30, 2014

Financial Analysis of the Company as a Whole — (continued)

In overall, the net position of the Company decreased $900 thousands or .86% from $105.4 million to
$104.5 million. Key elements for the decrease in net position are as follows:

> Investment in restricted securities notes included in non-current assets decreased by $104.8 million as a
result of unrealized fair value depreciation and $95 million on called securities during fiscal year.

> Capital assets decreased by $2.4 million due to depreciation expense of $3.2 million offset by $800
thousands on capital additions.

> Long term liabilities decreased by $107.4 million mainly as a result of the depreciation of the market
value of the collateralized promissory notes and the $95 million called securities.

Statements of Activities

Governmental Activities Business-type Activities Total
2014 2013 2014 2013 2014 2013
Revenues
Program revenues:
Operating grants and contributions $ 3,000,000 $ - $ - $ - $ 3,000,000 $ -
Charges for services - 38,413 17,024,806 17,309,090 17,024,806 17,347,503
General revenue:
Interest and investment earnigs 5,831 4,045 16,861,491 18,070,097 16,867,322 18,074,142
Redeployment of funds 2,854,970 - - - 2,854,970 -
Other 665,758 258,481 - - 665,758 258,481
Total revenues 6,526,559 300,939 33,886,297 35,379,187 40,412,856 35,680,126
Program expenses
Administration 663,506 183,594 - - 663,506 183,594
Economic development incentive 410,479 377,821 - - 410,479 377,821
Promotion and commercial development 559,344 - - - 559,344 -
Rental activities expenses and other - - 23,121,609 20,888,951 23,121,609 20,888,951
Interest expense - - 16,560,891 17,611,509 16,560,891 17,611,509
Total expenses 1,633,329 561,415 39,682,500 38,500,460 41,315,829 39,061,875
Transfer in (out) (2,131,795) - 2,131,795 - - -
Increase (decrease) in net position $ 2,761,435 $ (260,476) $ (3,664,408) $ (3,121,273) $ (902,973) $  (3,381,749)

During the year ended June 30, 2014, the Company’s total revenues increased by approximately $4.7 million
or 13.3% from $35.7 million for the year ended June 30, 2013 to $40.4 million for the year ended June 30, 2014.
The fluctuation is mainly due to the increase in legislative appropriations for $3 million, the $2.8 million of
redeployment of funds, expired funds for which the Company obtain authorization for use, net by a decrease
of $1.2 million of interest income on investment securities.



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

Management'’s Discussion and Analysis

June 30, 2014

Governmental Fund Results

The Company’s governmental activities have one major governmental fund, and sixteen non-major
governmental funds. Governmental funds received $3 million in appropriations from the Commonwealth of
Puerto Rico during the fiscal year ended on June 30, 2014. Following is a description of each governmental
fund:

Administrative Fund

The fund’s operating objective is to provide funds for administrative functions of the Company not accounted
for in other governmental funds such as accounting, personnel, purchases and general services among other.
The fund had no significant activity during the current fiscal year.

Direct Employment for Urban Centers Fund

The fund’s operating objective is to provide grants of salary incentives for small and medium size entities
located in the urban centers. This program wants to strengthen and revitalize the urban centers. The fund had
no significant activity during the current fiscal year.

Key for Your Business Fund

This fund was created with the objective of providing incentives for the creation and strengthening of small
and medium businesses. On December 18, 2013, the Legislature of Puerto Rico approved the Joint Resolution
number 113-2013 allowing the re-assignment of expired unused balances of $1.5 million.

Economic Incentive for Roosevelt Roads Fund

This fund is used to account for resources and expenditures related to the grant of economic incentives for
new business development for persons within the east coast of Puerto Rico, which were affected by the
closing of the naval base of Roosevelt Roads. The objective is to improve the probabilities of success of the
new merchant, increasing its working capital and providing technical advice to them. The fund had no
significant activity during the current fiscal year.

Business School Fund

This fund is used to account for expenditures related to activities for continued training on commercial
development to individuals or enterprises engaged in commercial activities through the Business School
Division. During fiscal year 2014, the revenues and related expenditures were transfer to the proprietary fund
since the tuition fees charged represent own sources. The fund generated approximately $47 thousand in fees
collected from training and seminars provided as part of the tuition services.
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Puerto Rico Trade and Export Company
(A Component Unit of the Commonwealth of Puerto Rico)

Management'’s Discussion and Analysis

June 30, 2014

Governmental Fund Results — (continued)

Commercial Impact to Urban Centers Fund

This fund is used to account for resources and expenditures related to activities conducted to revitalize the
commerce on the traditional urban centers through the performance of activities designed to attract the flow
of clients to the urban centers. The fund had no significant activity during the current fiscal year.

PYMES (Pequeiia y Mediana Empresas) Programs

This fund is used to account for redeployed funds that were reprogrammed to provide economic incentives to
small and medium businesses.

World Trade Center Fund

This fund is used to account for resources and expenditures related to the development of enterprises in
Puerto Rico, and the development and maintenance of information systems for the service management of the
enterprises in Puerto Rico. The fund had no significant activity during the current fiscal year.

Ideal Certification Fund

This fund was created with the objective of providing businessmen interested in establishing, operating or
expanding their business, certifications from the government agencies in order to expedite such process. No
appropriations from the Commonwealth to fund these expenditures were received during the fiscal year 2014.
The fund had no significant activity during the current fiscal year.

Merchant’s Register Fund

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

Business Women Fund

This fund was created to implement an economic incentive program to assist women that are heads of family
and carry out small business operations. During the fiscal year 2014, no new funds have been received from
appropriations from the Commonwealth of Puerto Rico. The remaining balances of past year have been used
to pay incentives during the current year.



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

Management'’s Discussion and Analysis

June 30, 2014

Governmental Fund Results — (continued)

Law of Jobs Now Fund- “Ley de Empleos Ahora”

This fund was created to facilitate new jobs in a period of eighteen months from January 1, 2013 through June
30, 2014. The law establish incentive program in collaboration with other governmental agencies to promote
sustainable business, create new small and medium business, and increase the labor employment through
granting special incentives. Legislative appropriations from the Commonwealth were received for the amount
of $1 million during the current fiscal year.

Community Microenterprises Economic Incentive Fund

This fund was created to provide to the communities, institutions and organized groups the necessary tools
for a permanent economic and social development of their environment, through promoting productive
projects that contribute to the economic livelihoods and that promote social responsibility. This program
addresses existing microenterprises in the communities and of new creation granting an economic incentive
up to a maximum of $5,000. Legislative appropriations from the Commonwealth were received for the
amount of $1 million during the current fiscal year.

Franchises Fund

This fund provide economic incentive up to a maximum of $20,000 to develop a business plan focus on the
creation of franchises of local small and medium enterprises. This program address the growth strategies, and
the creation of a valuable brand with potential of local and international marketing. It was assigned $350
thousand from the redeployed funds.

Entrepreneurship Camp

This summer camp offer 80 hours entrepreneurship education to youngs between 13 to 18 years. The summer
camp provides education through training, site visit to manufacturing and development of business plan.
This initiative was reach in collaboration with the Department of Education, municipalities, non-profit
institution and trust. The Company received as pass-thought entity Title I funds. During the fiscal year 2014,
the Company received reimbursement for summer camp under the grant award for $185 thousands.

Voluntary Chains Programs
The program of voluntary chains is a tool that gives local businesses the opportunity to compete with big
stores since they can share resources and inventory together and get better prices from its suppliers. These

voluntary chains have to be endorsed by the Company to benefit from some tax exemptions. The Company
received a fee from the voluntary chains. The fund had no significant activity during the current fiscal year.
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Puerto Rico Trade and Export Company
(A Component Unit of the Commonwealth of Puerto Rico)

Management'’s Discussion and Analysis

June 30, 2014

Federal Grants

The Company obtained State Trade and Export Promotion Grants (STEP or the Program) by the amounts of
$455,559 for the fiscal year 2013. The Program objective is to increase the number of small business that are
planning exporting and/or are currently exporting goods and services. During the fiscal year 2014, the
Company received reimbursement of expenditures under the grant award by $240 thousands. An extension
for use of the 2013 grant award was obtained through June 30, 2014, which is the expiration date. The STEP
grant program audit has reserve for possible unallowable expenses, which are estimated at approximately
$184 thousands. Such amount was recorded as a reduction in other income and a payable in the
accompanying governmental funds financial statements.

Proprietary Fund Results

Net position of the Company’s proprietary fund, decreased during the year ended June 30, 2014 by $3.7
million. Following is an analysis of the financial position and results of operations of the proprietary fund.

The Company’s rental operations resulted in a loss of approximately $6.1 million of which $3.2 million is
related to depreciation of the commercial real estate. The operating loss was partially offset by a transfer of
funds from the governmental activities of approximately $2.1 million during the current fiscal year. The non-
operating revenues mostly consist of net interest spread of $1 million on the Company’s collateralized notes
and investment program. In addition, the Company incurred approximately $784 thousand in interest cost in
its mortgage loan.

Collateralized Promissory Note Administration

At June 30, 2014, the Company had collateralized promissory notes in the amount of $251 million. The debt is
fully collateralized by permitted and qualified investments for the same amount, with an approximated fair
value of $251 million. See note 11 to the basic financial statements for additional information.

Capital Assets

The Company’s net investment in capital assets for its business-type activities as of June 30, 2014 amounted to
approximately $93 million, net of accumulated depreciation, amortization and related debt. Capital assets
include rental property, information systems, leasehold improvements, office furniture, equipment, capital
leases and vehicles. Net capital asset decreased during the fiscal year 2014 by approximately $2.3 million (2%)
mainly due to net effect of $3.2 million of depreciation expenses partially offset by capital additions of
approximately $875 thousands plus consolidation of business school funds. See note 6 to the basic financial
statements for additional details on capital assets at the end of the year and the activity during the fiscal year.



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

Management'’s Discussion and Analysis

June 30, 2014

Requests for Information

This financial report is designed to provide a general overview of the Puerto Rico Trade and Export Company
finances. Questions concerning any of the information provided in this report or requests for additional
financial information should be addressed to the Puerto Rico Trade and Export Company, Controller’s Office,
PO Box 195009, San Juan, Puerto Rico 00919-5009.

-10 -



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

Statement of Net Position

June 30, 2014
Governmental Business-Type
Activities Activities Total
Assets:
Cash $ 507 3,097,102 $ 3,097,609
Interest bearing deposits - 7,024,591 7,024,591
Rent receivable, net disclosed on Note 4 - 907,082 907,082
Account receivable-other, net of allowance for uncollectibles of $2,898,638 432,337 842,339 1,274,676
Accrued interest receivable 1,059 3,412,820 3,413,879
Prepaid expenses 11,223 82,118 93,341
Internal balances (862,747) 862,747 -
Cash - restricted 7,396,608 - 7,396,608
Interest bearing deposit - restricted 1,276,120 - 1,276,120
Investment securities - restricted - 251,425,811 251,425,811
Capital assets:
Non-depreciable assets 578,720 59,696,219 60,274,939
Depreciable assets, net 3,394,010 48,357,937 51,751,947
Total assets 12,227,837 375,708,766 387,936,603
Liabilities:
Accounts payable 922,986 2,604,450 3,527,436
Accrued interest payable - 3,173,065 3,173,065
Accrued liabilities 49,574 1,578,341 1,627,915
Termination benefit obligation- current portion - 353,028 353,028
Compensated absences- current portion - 558,958 558,958
Obligations under capital leases- current portion - 53,366 53,366
Mortgage note- current portion - 541,234 541,234
Liabilities - Due over one year:
Termination benefit obligation- long term portion - 2,005,514 2,005,514
Compensated absences- long term portion - 1,408,886 1,408,886
Obligations under capital leases- long term portion - 95,623 95,623
Deposits from tenants - 2,742,805 2,742,805
Collateralized notes payable - 251,425,811 251,425,811
Mortgage note- long term portion - 14,084,670 14,084,670
Accrual for legal claims - 1,850,000 1,850,000
Total liabilities 972,560 282,475,751 283,448,311
Net position:
Net invested in capital assets 3,972,730 93,428,252 97,400,982
Restricted 7,296,674 - 7,296,674
Unrestricted (14127) (195,237) (209,364)
Total net position $ 11,255,277 93,233,015 $ 104,488,292

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

Statement of Activities

June 30, 2014

Program Revenue

Net Revenue (Expense) and Changes in Net Assets

Charges for Operating Grants Governmental Business-Type
Functions/Programs Expenses Services & Contributions Activities Activities Total
Governmental activities:
Administration $ 663,506 - - (663,506) - $ (663,506)
Economic development incentive 410,479 - 1,500,000 1,089,521 - 1,089,521
Employment development incentive - - 500,000 500,000 - 500,000
Promotion and commercial development 559,344 - 1,000,000 440,656 - 440,656
Total governmental activities 1,633,329 - 3,000,000 1,366,671 - 1,366,671
Business-type activities-
Rental activities 23,121,609 17,024,806 - (6,096,803) (6,096,803)
Total 24,754,938 17,024,806 1,366,671 (6,096,803) (4,730,132)
General revenue (expenses):
Interest income on investment held as collateral earnings 5,831 16,861,491 16,867,322
Interest expenses on collateralized notes - (15,769,514) (15,769,514)
Interest on mortgage notes - (784,068) (784,068)
Interest on capital leases - (7,309) (7,309)
Redeployment of funds 2,854,970 - 2,854,970
Other income 665,758 - 665,758
Total general revenue 3,526,559 300,600 3,827,159
Transfer in (out) (2,131,795) 2,131,795 -
Change in net position 2,761,435 (3,664,408) (902,973)
Net position - beginning of year 8,493,842 96,897,423 105,391,265
Net position - end of year $ 11,255,277 $ 93,233,015 $ 104,488,292

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

Balance Sheet — Governmental Funds

June 30, 2014

Assets

Cash

Interest bearing deposits - restricted
Restricted cash

Accrued interest receivable

Due from other funds

Other receivables - net

Prepaid expenses

Total
Liabilities and Fund Balances
Liabilities:
Accounts payable

Accrued liabilities
Due to other funds

Total liabilities

Fund Balances:
Restricted for:
Economic development incentive
Employment development incentive
Promotion and comercial development
Unassigned
Total fund balances

Total

See accompanying notes to basic financial statements
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Other Total
PYMES Minor Governmental

Programs Programs Funds
$ - % 507 % 507
- 1,276,120 1,276,120
1,746,804 5,649,804 7,396,608
- 1,059 1,059
1,167,169 1,097,799 2,264,968
- 432,337 432,337
- 11,223 11,223
$ 2913973 $ 8468849 § 11,382,822
$ - % 922986 % 922,986
12,092 37,482 49,574
1,000,000 2,127,715 3,127,715
1,012,092 3,088,183 4,100,275
1,901,881 3,438,430 5,340,311
- 1,515,707 1,515,707
- 440,656 440,656
- (14,127) (14,127)
1,901,881 5,380,666 7,282,547
$ 2913973 $ 8468849 § 11,382,822




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

Reconciliation of the Balance Sheet to the
Statement of Net Position — Governmental Funds

June 30, 2014

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

Total fund balance of governmental funds $ 7,282,547

Capital assets used in governmental activities are not current financial resources
and therefore are not reported in the funds, net accumulated depreciation of $1,626,137 3,972,730

Net position of governmental activities $ 11,255,277

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

Statement of Revenues, Expenditures and
Changes in Fund Balances — Governmental Funds

Year Ended June 30, 2014
Minor Total
PYMES Governmental Governmental
Programs Funds Funds
Revenues:
Appropiation from Legislature $ - $ 3,000,000 $ 3,000,000
Redeployment of funds 2,504,970 350,000 2,854,970
Interest - 5,831 5,831
Others - 665,758 665,758
Total revenues 2,504,970 4,021,589 6,526,559
Expenditures:
Administration 136 553,130 553,266
Economic development incentives - 410,479 410,479
Promotion and commercial development - 559,344 559,344
Total expenditures 136 1,522,953 1,523,089
Transfer-out (1,000,000) (1,131,795) (2,131,795)
Revenues in excess of expenditures 1,504,834 1,366,841 2,871,675
Fund balances - beginning of year 397,047 4,013,825 4,410,872
Fund balances - end of year $ 1,901,881 $ 5,380,666 $ 7,282,547

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

Reconciliation of the Statement of Revenues, Expenditures and
Changes in Fund Balances to the Statement of Activities — Governmental Funds

Year Ended June 30, 2014

Net change in fund balance - total governmental funds $ 2,871,675

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

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets is
allocated over their estimated useful lives as depreciation
expense. The amount by which depreciation ($114,041) and a
transfer ($1,000) exceed capital outlays ($4,801) in the current

period. ___ (110,240)

Net change in net position of governmental activities $ 2,761,435

See accompanying notes to basic financial statements

-16-



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

Statement of Net Position — Proprietary Fund

Assets

Current Assets:
Cash
Interest bearing deposits

June 30, 2014

Rent receivable, net of allowance for uncollectibles of $2,656,490
Other receivable, net of allowance for uncollectibles of $2,392,872

Accrued interest receivable
Prepaid expenses
Due from other funds

Total current assets

Noncurrent Assets:

Investment securities - restricted
Capital assets:
Non-depreciable assets

Depreciable assets, net
Total capital assets, net
Total noncurrent assets

Total

Liabilities and Net Position

Current Liabilities:
Accounts payable
Accrued interest payable
Accrued expenses
Termination benefits obligation - current portion
Compensated absences - current portion
Current portion on mortgage loan
Current portion of obligations under cavital leases
Due to other funds
Total current liabilities

Noncurrent Liabilities:

Obligations under capital leases

Termination benefits obligation - long term portion
Compensated absences - long term portion
Deposits from tenants

Collateralized notes payable

Mortgage loan- long term portion

Accrual for legal claims

Total noncurrent liabilities
Total liabilities

Net Position:
Net invested in capital assets
Unrestricted
Total net position
Total

See accompanying notes to basic financial statements
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3,097,102
7,024,591
907,082
842,339
3,412,820
82,118

1,115,482
16,481,534

251,425,811

59,696,219

48,357,937
108,054,156
359,479,967

375,961,501

2,604,450
3,173,065
1,578,341
353,028
558,958

541,234
53,366

252,735

_ous177

95,623
2,005,514
1,408,886
2,742,805

251,425,811
14,084,670
1,850,000

273,613,309
282,728,486

93,428,252

(195,237)
93,233,015
375,961,501



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

Statement of Revenues, Expenses and
Changes in Fund Net Position — Proprietary Fund

Year Ended June 30, 2014

Operating revenue:
Rent revenue
Other

Total operating revenue

Operating expenses:
Salaries and employees benefits
Employees and termination benefits
Provision for uncollectible accounts
Depreciation and amortization
Occupancy and related expenses
Insurance
Administrative and management services
Security services
Professional services
Advertising
Office supplies
Travel expenses
Commercial development
Provision for legal reserve
Other

Total operating expenses

Operating loss

Non operating revenue (expenses):
Interest income and other
Interest expense on capital leases
Interest expense on mortgage loan
Interest expense on collaterized notes

Total non operating revenue, net
Transfer-in
Change in net assets
Net position - beginning of year
Net position - end of year

See accompanying notes to basic financial statements

-18-

$ 16,818,180
206,626

17,024,806

8,925,061
170,300
1,279,063
3,183,636
3,942,706
624,708
504,851
627,305
664,904
818,833
116,510
89,534
11,718
1,775,540

386,940
23,121,609

(6,096,803)

16,861,491
(7,309)
(784,068)

(15,769,514)

300,600

2,131,795

(3,664,408)

96,897,423

$ 93,233,015



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

Statement of Cash Flows — Proprietary Fund

Year Ended June 30, 2014
Cash flows from operating activities:
Collection of rent $ 15,141,257
Payments to employees (9,606,823)
Payments to suppliers (9,190,840)
Other operating revenues 206,626
Net cash used in operating activities (3,449,780)

Cash flows used in non-capital financing activities:

Transfer from governmental to propietary funds 2,131,795
Interest paid on collateralized notes (15,769,514)
Net cash used in non-capital financing activities (13,637,719)

Cash flows used in capital and related financing activities:

Acquisitions of capital assets (876,209)
Payments on capital leases interest (7,309)
Payments of obligations under capital leases (55,709)

Net cash used in capital and related financing activities (939,227)

Cash flows from investing activities:

Interest collected on interest-bearing deposits and restricted investments 16,861,491
Repayment on mortgage loan (519,686)
Payment on mortgage notes interest (784,068)
Interest on notes payable (1,759,267)
Other interest 1,878,622
Increase in interest-bearing deposits (3,315,993)
Net cash provided by investing activities 12,361,099
Net change in cash and cash equivalents (5,665,627)
Cash, beginning of year 8,762,729
Cash, end of year $ 3,097,102

Reconciliation of operating loss to net cash provided by operating activities:
Operating loss $  (6,096,803)

Adjustments to reconcile change in net position to cash provided by operating activities:

Depreciation and amortization 3,183,636
Provision for uncollectible accounts receivable 1,279,063
Changes in assets and liabilities:
Increase in rent receivable (1,606,394)
Increase in prepaid expenses (17,651)
Increase in due from other fund (885,654)
Increase in due to other fund 16,885
Decrease in accounts payable (304,155)
Decrease in accrued expenses (86,716)
Increase in compesated absences 65,028
Decrease in termination benefits accrual (576,490)
Decrease in deposits from tenants (70,529)
Increase in accrual for legal claims 1,650,000
Total adjustments 2,647,023
Net cash used in operating activities $  (3,449,780)
(continues)
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Puerto Rico Trade and Export Company
(A Component Unit of the Commonwealth of Puerto Rico)

Statement of Cash Flows — Proprietary Fund (Continued)

Year Ended June 30, 2014

Supplemental information of non-cash transactions:
From investing and financing activities:

Decrease in investment securities and collateralized notes payable

Called investment securities and collaterized notes payable

See accompanying notes to basic financial statements

(concluded)
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$ 9745371
$ 95,095,000



Note 1 -

Note 2 -

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

Notes to Basic Financial Statements

Year Ended June 30, 2014

Reporting entity

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

In accordance with Article 18 of Law No. 323, the balances and other funds available through
other laws and special funds of the Puerto Rico Export Development Corporation and the
Commerce Development Administration, which are under the custody of the Puerto Rico
Department of Treasury, were transferred to the Company to allow it perform the functions,
faculties and powers commended by this Law. A transition period of six years is expressly
established to let the Company become financially independent. For fiscal years subsequent to the
transition period, the Legislature of the Commonwealth of Puerto Rico, in the performance of its
powers, could grant additional funds to maintain the incentive programs and services. The
transition period ended effective June 30, 2010.

Basis of Presentation and Summary of Significant Accounting Policies

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

Effective July 1, 2012 the Company adopted Governmental Accounting Standards Board (GASB)
Statement No. 62, Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989
FASB and AICPA Pronouncements. The objective of this statement is to incorporate into the GASB’s
authoritative literature certain accounting and financial reporting guidance that is included in the
following pronouncements issued on or before November 30, 1989, which does not conflict with or
contradict GASB pronouncements: (1) Financial Accounting Standards Board Statements and
Interpretation; (2) Accounting Principles Board Opinions; and (3) Accounting Research Bulletins of
the American Institute of Certified Public Accountants’” (AICPA) Committee on Accounting
Procedure. This Statement also supersedes Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting, thereby
eliminating the election provided in paragraph 7 of that Statement for enterprise funds and
business-type activities to apply post-November 30, 1989 FASB Statements and Interpretations
that do not conflict with or contradict GASB pronouncements. However, those entities can
continue to apply, as other accounting literature, post-November 30, 1989 FASB pronouncements
that do not conflict with or contradict GASB pronouncements, including this Statement.
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Note 2 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Uses of estimates

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.

Government-Wide and Fund Financial Statements

Government-Wide Financial Statements — The statement of net position and the statement of activities
report information on all activities of the Company. The effect of interfund balances has been
removed from the government-wide statement of net position. The Company’s activities are
distinguished between governmental and business-type activities. Governmental activities
generally are financed through intergovernmental revenues, and other non exchange revenues.
Business-type activities are financed through rental activities in connection with the proprietary
fund’s principal ongoing operations. Following is a description of the Company’s government-
wide financial statements.

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

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

e Restricted net position result when constraints placed on net assets use are either externally
imposed by creditors, grantors, contributors, and the like, or imposed by law through
constitutional provisions or enabling legislation.

e Unrestricted net position consists of net assets that do not meet the definition of the two
preceding categories. Unrestricted net assets often are designated, in order to indicate that
management does not consider them to be available for general operations. Unrestricted net
assets often have constraints on use that are imposed by management, but such constraints
may be removed or modified.
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Note 2 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Government-Wide and Fund Financial Statements — (continued)

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment is offset by program revenues. Direct expenses are those that are clearly
identifiable within a specific function. Program revenue include: charges paid by the tenants for
the leasing of commercial facilities, amounts received from those who use or directly benefit from
a program, and operating grants and contributions from parties outside the Company. Other
items not meeting the definition of program revenues are reported as general revenues.

Fund Financial Statements — Fund accounting is designed to demonstrate legal compliance and to
aid financial management by segregating transactions related to certain government functions or
activities. A fund is a separate accounting entity with a self-balancing set of accounts. The
financial activities of the Company that are reported in the accompanying basic financial
statements have been classified into governmental and proprietary funds.

Separate financial statements are provided for governmental funds and proprietary funds. Major
individual governmental funds are reported as separate columns in the fund financial statements,

with non-major funds being combined into a single column.

Measurement Focus, Basis of Accounting, and Financial Statements Presentation

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

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Note 2 -  Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Measurement Focus, Basis of Accounting, and Financial Statements Presentation — (continued)

Governmental Funds — The following governmental activities of the Company are classified as
major governmental funds:

e PYMES Programs- This fund is used to account for redeployed funds that were reprogrammed
to provide economic incentives to small and medium size businesses.

Other governmental funds were considered minor funds since most of them do not have
operations during the year or their operations were not significant when compared to the
proprietary funds operations. The following are accounted for in other governmental funds:

e Administrative Fund — This fund is used to account for resources and expenditures related to
administrative function not accounted for in other funds such as accounting, personnel
purchase and general services. These functions are constituted by several departments
independent from each other which are responsible for the supervision and coordination of all
administrative matters of the Company.

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

e Key for Your Business Fund — This fund was created with the objective of providing incentives
for the creation and strengthening of small and medium businesses.

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

e Business School Fund — The Company provides continuous training and commercial

development to individuals or enterprises engaged in commercial activities through the
Business School Division.
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Note 2 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Measurement Focus, Basis of Accounting, and Financial Statements Presentation — (continued)

Commercial Impact to Urban Centers Fund — This fund is used to account for resources and
expenditures related to activities conducted to revitalize the commerce on the traditional
urban centers through the performance of activities designed to attract the flow of clients to
the urban centers.

World Trade Center Fund Project — This fund is used to account the resources and expenditures
related to the development and maintenance of information systems for the service
management of the enterprises in Puerto Rico, a sponsorship of a council of exportations
among others activities related to the development of services and programs in accordance
with the development plan of the Company.

Ideal Certification —This fund was created with the objective of providing businessmen
interested in establishing, operating or expanding their business, certifications from the
government agencies in order to expedite such process.

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

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

Small Trade and Export Program Grant— This fund is a federal program which objective is to
increase the number of small business that are planning exporting and/or are currently
exporting goods and services.

Law of Jobs Now Fund “Ley de Empleos Ahora”- The law establish incentive program in
collaboration with other governmental agencies to promote sustainable business, create new
small and medium business, and increase the labor employment through granting special
incentives.

Community Microenterprises Economic Incentive Fund - This fund was created to provide to the
communities, institutions and organized groups the necessary tools for a permanent economic
and social development of their environment, through promoting productive projects that
contribute to the economic livelihoods and that promote social responsibility.
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Note 2 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Measurement Focus, Basis of Accounting, and Financial Statements Presentation — (continued)

e Franchises Fund - This fund provide economic incentive to develop a business plan focus on the
creation of franchises of local small and medium enterprises. This program address the growth
strategies, and the creation of a valuable brand with potential of local and international
marketing.

e  Entrepreneurship Camp - This summer camp offer 80 hours entrepreneurship education to
youngs between 13 to 18 years. The summer camp provide education through training, site
visit to manufacturing and development of business plan.

e Voluntary Chains — The program of voluntary chains is a tool that gives local businesses the
opportunity to compete with big stores since they can share resources and inventory together
and get better prices from its suppliers. These voluntary chains have to be endorsed by the
Company to benefit from some tax exemptions.

Proprietary Fund Financial Statements — The financial statements of the proprietary fund are
reported using the economic resources measurement focus and the accrual basis of accounting,
similar to the government-wide statements described above.

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

Interfund Balances — Interfund receivables and payables have been eliminated from the statement of
net position.

Fund Balances - The Company implemented GASB Statement No. 54, Fund Balance Reporting and
Governmental Fund Type Definitions. In accordance with GASB 54, fund balance is composed of five
classifications designed to disclose the hierarchy of constrains placed on how fund balance can be
spent, as follow:

¢ Non-spendable fund balances- amounts that cannot be spend because they are either: (a) not in
spendable or (b) legally or contractually required to be maintained intact.
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Note 2 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Measurement Focus, Basis of Accounting, and Financial Statements Presentation — (continued)

Restricted fund balance- amounts that are restricted for specific purposes externally imposed
by creditors or imposed by law. The Company’s restricted fund balance consist of the Direct
Employment for Urban Center fund, Key for Your Business fund, Economic Incentive for
Roosevelt Roads fund, Business School, Commercial Impact to Urban Center fund, World
Trade Center fund, Ideal Certification, Merchant’s Register fund, Business Woman fund,
“PYMES Programs”, Small Trade and Export Program, “Ley de Empleos Ahora”, Community
Microenterprises Economic Incentive fund, Franchises fund, Entrepreneurship Camp,
Voluntary Chains fund. These fund balances amounts arise from special resolutions of the
Government of the Commonwealth of Puerto Rico and private entities and can only be spent
in specified activities.

Committed fund balance- amounts that can be used only for the specific purposes imposed by
formal action (resolution) of the Board of Directors (the “Board”).

Those committed amounts can not be used for any other purpose unless that Board removes
or changes the specific use by taking the same type of action (resolution) it employed to
previously commit those amounts. In contrast, the fund balance that is restricted by enabling
legislation, committed fund balance classification may be redeployed for others purposes with
appropriate due process.

Assigned fund balance- amounts in the assigned fund balance classification are intended to be
used by the Company for specific purposes but do not meet the criteria to be classified as
restricted or committed. In the Administrative Fund, assigned amounts represent intended
uses established by the Board of Company official delegated that authority by Board
resolution.

Unassigned fund balance- the portion of fund balance that has not been restricted, committed,
or assigned to specific purposes or other funds. The Company’s unassigned fund balance
consists of the fund balance amount in the Administrative Fund. This fund balance is available
for any purposes and management may determine how to spend it.

The Company uses the restricted resources first, when expenditures are incurred for purposes for
which restricted amounts are available. Similarly, within unrestricted fund balance, committed
amounts are reduced first followed by assigned, and then unassigned amounts when expenditures
are incurred for purposes for which amounts in any of the unrestricted fund balance classifications
could be used.
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Note 2 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Measurement Focus, Basis of Accounting, and Financial Statements Presentation — (continued)

The Company does not have a formal minimum fund balance policy.

Concentration of Credit Risk - The Company maintains cash on deposit with high rated financial
institutions, with the Puerto Rico Treasury Department, with the Puerto Rico Government
Development Bank and with Puerto Rico Economic Development Bank. The laws of the
Commonwealth of Puerto Rico require public funds deposited in commercial banks to be
collaterized by the bank when funds exceed the amount federally insured. The securities pledged
by the banks as collateral for those deposits are under the custody of the Secretary of the Treasury
in the name of the Commonwealth of Puerto Rico. Deposit with the Government Development
Bank and with the Economic Development Bank of Puerto Rico are exempt from the
collaterization requirement and represent a custodial credit risk, since in case of bankruptcy of the
bank, the entity may not recover its deposits.

Cash and Cash Equivalents - Cash and cash equivalents include petty cash, checking, certificates of
deposit and other instruments with original maturities of three months or less.

Restricted Cash and Restricted Time Deposits- Restricted cash and time deposits represent funds that
may only be disbursed pursuant to the provisions of the granting law or authority.

Investments — The Company follows GASB Statement No. 31, Accounting and Financial Reporting for
Certain Investments and for External Investment Pools. This statement establishes accounting and
financial reporting standards for all investments held by governmental external investment pools.
For most other governmental entities it requires that most investments be reported at fair value in
the statement of net position. The Board established limitations and other guidelines on amounts
invested and which investment transactions can be entered into. In addition, the Board may
approve, as necessary, other transactions that the Company may enter into.

Allowance for Uncollectibles — The allowance for uncollectible receivables is an amount that
management believes will be adequate to absorb possible losses on existing receivables that may
become uncollectible based on evaluations of the collectibility of the receivables and prior credit
loss experience. Because of uncertainties inherent in the estimation process, the related allowance
may change in the future.
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Note 2 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Measurement Focus, Basis of Accounting, and Financial Statements Presentation — (continued)

Capital Assets — Capital assets, which include leasehold improvements, information systems, office
furniture, equipment and vehicles, are reported in the business-type activities column and in the
government-wide financial statements. Capital assets are defined by the Company as assets which
have a cost of $500 or more at the date of acquisition and have an expected useful life of three or
more years. Purchased capital assets are valued at historical cost. Donated fixed assets are
recorded at their fair market value at the date of donation. The costs of normal maintenance and
repairs that do not add to the asset’s value or materially extend the asset’s useful life are not
capitalized.

Capital assets are depreciated on the straight-line method over the assets” estimated useful lives.
Leasehold improvements are amortized over the terms of the respective leases or the estimated
useful lives of the improvements, whichever is shorter. Generally, estimated useful lives are as
follows:

Buildings 40 - 50 years

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

Vehicles 5 years

Accounting for the Impairment or Disposal of Long-lived Assets — The Company follows GASB
Statement No. 42, Accounting and Financial Reporting for Impairment of Capital Assets and 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, 2014, the Company
evaluated its capital assets for impairment under the guidance of this Statement and determined
that the possible impairment amount, if any, would not have a material impact in the Company’s
basic financial statements.

Compensated Absences — The employees of the Company are granted 30 days of vacation and
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 days and sick leave up to the maximum allowed.
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Note 2 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Measurement Focus, Basis of Accounting, and Financial Statements Presentation — (continued)

Rental Income — The Company leases commercial facilities under the operational method of
accounting recognizing the rental income as earned during the term of the lease. The rent
receivable is presented as the unpaid balance less the allowance for uncollectible accounts.

Property, Income and Other Taxes — The Company is exempt from the payment of Puerto Rico taxes,
except real property taxes and excise taxes on certain purchases.

Risk Financing — The Company carries commercial insurance to cover for casualty, theft, claims and
other losses. The current insurance policies have not been cancelled or terminated. The Company
also pays premiums for workmen’s compensation insurance to another component unit of the
Commonwealth of Puerto Rico. There has been no settlement in excess of coverage amounts
during the last three years.

Accounting for Pension Cost - The Company accounts for pension cost in accordance with the
provisions of GASB No. 27, Accounting for Pensions by States and Local Governmental
Employers, as amended by GASB No. 50, Pension Disclosures. GASB No. 27 establishes standards
of accounting and financial reposting for pension expenditures/expenses and related pension
liabilities, pension assets, financial statement disclosures, and required supplementary
information in the financial reports of state and local government employers. The Statement
defines that the pension expense is equal to the statutory required contribution to the employees’
retirement system. A pension liability or asset is reported equal to the cumulative difference
between statutory required and actual contributions.

Termination Benefit - The Company accounts for termination benefits in accordance with the
provisions of GASB No. 47, Accounting for Termination Benefits, which indicates that employers
should recognized a liability and expenses for voluntary termination benefits when the offer is
accepted and the amount can be estimated. A liability and expense for involuntary termination
benefits should be recognize when a plan of termination has been approved by those with the
authority to commit the government to the plan, the plan has been communicated to the
employees, and the amount can be estimated.
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Note 2 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

New Accounting Standards Adopted

The following new accounting standards were adopted by the Company effective July 1, 2013:

In March 2012 the GASB issued Statement No. 65, Items Previously as Assets and Liabilities. This
Statement establishes accounting and financial reporting standards that reclassify, as deferred
outflows of resources or deferred inflows of resources, certain items that were previously reported
as assets and liabilities and recognizes, as outflows of resources or inflows of resources, certain
items that were previously reported as assets and liabilities. In addition, this Statement amends or
supersedes requirements for the determination of major funds and addresses other statement of
net position and government funds balance sheet presentation issues. There was no impact on the
Company’s financial statement as a result of the implementation of GASB Statement No. 65.

In March 2012 the GASB issued Statement No. 66, Technical Corrections 2012 an amendment of GASB
Statements No. 10 and No. 62. The objective of this Statement is to improve accounting and financial
reporting for a governmental financial reporting entity by resolving conflicting guidance that
resulted from the issuance of two pronouncements, Statements No. 54, Fund Balance Reporting
and Governmental Fund Type Definitions, and No. 62, Codification of Accounting and Financial
reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements.
There was no impact on the Company’s financial statement as a result of the implementation of
GASB Statement No. 66.

In June 2012, the GASB issued Statement No. 67, Financial Reporting for Pension Plans, an amendment
of GASB Statement No. 25. The objective of this Statement replaces the requirements of Statements
No. 25, Financial Reporting for Defined Benefits Pension Plans, and Note Disclosures for Defined
Contribution Plans, and No. 50, Pension Disclosures, as they relate to pension plans that are
administered through trusts or equivalent arrangements that meet certain criteria. There was no
impact on the Company’s financial statement as a result of the implementation of GASB Statement
No. 67.

In April 2013, the GASB issued Statement No. 70, Accounting and Financial Reporting for
Nonexchange Financial Guarantees. The objective of this Statement is to improve accounting and
financial reporting by state and local governments that extend and receive nonexchange financial
guarantees. This Statement requires a government that extends a nonexchange financial guarantee
to recognize a liability when qualitative factors and historical data, if any, indicate that it is more
likely than not that the government will be required to make a payment on the guarantee. The
amount of the liability to be recognized should be the discounted present value of the best
estimate of the future outflows expected to be incurred as a result of the guarantee.
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Puerto Rico Trade and Export Company
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

New Accounting Standards Adopted — (continued)

When there is no best estimate but a range of the estimated future outflows can be established, the
amount of the liability to be recognized should be the discounted present value of the minimum
amount within the range. This Statement requires a government that has issued an obligation
guaranteed in a nonexchange transaction to report the obligation until legally released as an
obligor. This Statement also requires a government that is required to repay a guarantor for
making a payment on a guaranteed obligation or legally assuming the guaranteed obligation to
continue to recognize a liability until legally released as an obligor. When a government is
released as an obligor, the government should recognize revenue as a result of being relieved of
the obligation. This Statement also provides additional guidance for intra-entity nonexchange
financial guarantees involving blended component units. This Statement specifies the information
required to be disclosed by governments that extend nonexchange financial guarantees.

In addition, this Statement requires new information to be disclosed by governments that receive
nonexchange financial guarantees. There was no impact on the Company’s financial statement as a

result of the implementation of GASB Statement No. 70.

Recently Issued Accounting Guidance

The GASB has issued the following accounting pronouncements that have effective date after June
30, 2014:

In June 2012, the GASB issued Statement No. 68, Accounting and Financial Reporting for Pensions
Plans as amendment of GASB Statement No. 27. The primary objective of this Statement is to
improve accounting and financial reporting by state and local governments for pensions. It also
improves information provided by state and local governmental employers about financial
support for pensions that is provided by other entities. This Statement replaces the requirements
of Statement No. 27, Accounting for Pensions by State and Local Governmental Employers, as well as
the requirements of Statement No. 50, Pension Disclosures, as they relate to pensions that are
provided through pension plans administered as trusts or equivalent arrangements that meet
certain criteria. The requirements of Statements 27 and 50 remain applicable for pensions that are
not covered by the scope of this Statement. The Statement is effective for fiscal years beginning
after June 15, 2014.

In January 2013, the GASB issued Statement No. 69, Government Combinations and Disposals of

Government Operations. This Statement establishes accounting and financial reporting standards
related to government combinations and disposals of government operations.
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Year Ended June 30, 2014

Basis of Presentation and Summary of Significant Accounting Policies — (continued)

Recently Issued Accounting Guidance — (continued)

As used in this Statement, the term government combinations include a variety of transactions
referred to as mergers, acquisitions, and transfers of operations. The distinction between a
government merger and a government acquisition is based upon whether an exchange of
significant consideration is present within the combination transaction. Government mergers
include combinations of legally separate entities without the exchange of significant consideration.
This Statement requires the use of carrying values to measure the assets and liabilities in a
government merger. Conversely, government acquisitions are transactions in which a government
acquires another entity, or its operations, in exchange for significant consideration. This Statement
requires measurements of assets acquired and liabilities assumed generally to be based upon their
acquisition values. This Statement also provides guidance for transfers of operations that do not
constitute entire legally separate entities and in which no significant consideration is exchanged.
This Statement defines the term operations for purposes of determining the applicability of this
Statement and requires the use of carrying values to measure the assets and liabilities in a transfer
of operations. A disposal of a government's operations results in the removal of specific activities
of a government. This Statement provides accounting and financial reporting guidance for
disposals of government operations that have been transferred or sold. This Statement requires
disclosures to be made about government combinations and disposals of government operations
to enable financial statement users to evaluate the nature and financial effects of those
transactions. The requirements of this Statement are effective for government combinations and
disposals of government operations occurring in financial reporting periods beginning after
December 15, 2013.

The impact of these statements on the Company basic financial statements, if any, has not yet been
determined.

Cash and Interest Bearing Deposits

The information presented below discloses the level of custodial credit risk assumed by the
Company at June 30, 2014. Custodial credit risk is the risk that in the event of a financial
institution failure, the Company’s deposits may not be recovered. The Commonwealth requires
that public funds deposited in commercial banks in Puerto Rico must be fully collateralized for the
amount deposited in excess of federal depository insurance. Funds deposited with the
Government Development Bank (GDB) or the Economic Development Bank for Puerto Rico
(EDB), component units of the Commonwealth, are not covered by this Commonwealth
requirement.
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Cash and Interest Bearing Deposits (continued)

As of June 30, 2014, the Company had $7.8 million deposited with GDB. The Company has
certificates of deposit with EDB amounting to approximately $706 thousand as of June 30, 2014.
The remaining balances of approximately $10.3 million are maintained in commercial banks.

Receivables and Allowances for Uncollectible Accounts

As of June 30, 2014, rent and other receivables of the business-type activities were as follows:

Rent Other
Rent and land leases $ 3,563,572 $ -
Rent under repayment plan and other - 3,235,211
3,563,572 3,235,211
Less: Allowance for uncollectible accounts 2,656,490 2,392,872

$ 907,082 $ 842,339

Changes in the allowances for uncollectible accounts during the fiscal year ended June 30, 2014 are
as follow:

Rent Other
Allowances for uncollectible accounts, beginning of year $ 1,591,883 $ 4,245,506
Provision for doubtful accounts 1,240,683 38,380
Write-off (176,076) (1,891,014)
Allowance for uncollectible accounts, end of year $ 2,656,490 $ 2,392,872
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Investments Securities

As of June 30, 2014, the Company had the following investments:

Fair
Coupon Maturity Market Unrealized
Investment Type Rate  Rating Date Cost Value Gain

New York State Dorm Authority Bonds 5.00% AAA  3/152024 $§ 45000000 $ 50,197,500 $ 5,197,500
Tacoma, Washington Electric System Revenues Bonds 579%  AA 1/1/2032 29,500,000 34,827,700 5,327,700
Pensylvania State Bonds 535%  AA 5/1/2030 29,200,000 32,271,840 3,071,840
Kansas Development Finance Authority Bonds 550%  AA 5/1/2034 17,305,000 19,101,259 1,796,259
Florida State Build America Bond 590% AAA  6/1/2035 43,915,000 48,262,585 4,347,585
Illinois State General Obligations Bonds 6.88%  AA- 7/1/2025 15,000,000 17,469,000 2,469,000
NY City, Transitional Fin, Auth, Future Tax Secure, Build America Bond 540% AAA  2/1/2027 4,605,000 5,403,047 798,047
NY City, Transitional Fin, Auth, Future Tax Secure, Build America Bond 551% AAA  8/1/2037 2,000,000 2,400,800 400,800
NY City, Transitional Fin, Auth, Future Tax Secure, Build America Bond 577% AAA  8/1/2036 3,000,000 3,604,200 664,200
Dorm Authority of NY, Series 2010 D 550% AAA  3/15/2030 20,000,000 23,532,000 3,532,000
Dorm Authority of NY, Series 2010 H 529% AAA  3/15/2033 5,000,000 5,792,500 792,500
Dist of Columbia Income Tax Rev Bond 491% AAA  12/1/2023 3,000,000 3,396,300 396,300
Dist of Columbia Income Tax Rev Bond 528% AAA  12/1/2026 4,400,000 5,107,080 707,080

$ 221925000 $ 251425811 $ 29,500,811

The investments relate to the collateralized notes payable program, which involves matched
transactions that generate a fixed spread of income to the Company. These investments are
pledged as collaterals to the notes issued during the fiscal year for the same amount (refer to Note

11).

The investments are classified as restricted and recorded at fair value.

This Space Is Intentionally Left In Blank
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Capital Assets

Capital assets activity for the year ended June 30, 2014, consists of the following;:

Governmental Activities:
Properties not being depreciated
Land
Total capital assets, not being depreciated
Properties being depreciated
Building and building improvements
Furniture and equipment
Less accumulated depreciation
Total capital assets, being depreciated
Total governmental activities

capital assets, net

Business-type Activities:
Rental Properties not being depreciated
Land and land improvements

Total capital assets, not being depreciated

Rental Properties being depreciated
Building and building improvements

Furniture and equipment

Sub-total

Other Properties Not For Rent being depreciated
Building and building improvements
Furniture and equipment
Capital leases
Vehicles

Sub-total
Total cost of depreciable assets

Less accumulated depreciation
Rental properties
Other properties not for rent

Total accumulated depreciation

Total capital assets, being depreciated

Total business-type capital assets, net

Balance Balance
July 1,2013 Additions Retirements Reclassifications June 30, 2014

$ 578,720 - - - % 578,720
578,720 - - - 578,720
4,306,956 - - (2,500) 4,304,456
743,233 4,801 - (32,344) 715,690
(1,545,939) (114,041) - 33,844 (1,626,136)
3,504,250 (109,240) - (1,000) 3,394,010

$ 4,082,970 (109,240) - (1,000) $ 3,972,730
$ 59,696,219 - - - $ 59,696,219
59,696,219 - - - 59,696,219
103,382,734 505,633 - - 103,888,367
2,883,973 - - - 2,883,973
106,266,707 505,633 - - 106,772,340
6,701,450 106,312 - 2,500 6,810,262
4,637,912 261,264 - 28,254 4,927,430
456,059 - - - 456,059

370,112 2,000 - - 372,112
12,165,533 369,576 - 30,754 12,565,863
118,432,240 875,209 - 30,754 119,338,203
(58,505,935) (2,563,078) - - (61,069,013)
(9,260,941) (620,558) - (29,754) (9,911,253)
(67,766,876) (3,183,636) - (29,754) (70,980,266)
50,665,364 (2,308,427) - 1,000 48,357,937

$ 110,361,583 (2,308,427) - 1,000 $ 108,054,156
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Note 6 -  Capital Assets — (continued)

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

as follows:
Year Ending
June 30, Amount
2015 $ 12,233,641
2016 10,718,948
2017 8,972,180
2018 5,667,549
2019 2,801,330
2020-2025 93,000
Total $ 40,486,648

Note 7-  Restricted Assets

The Company’s restricted assets as of June 30, 2014, consist of cash and interest bearing deposits
related to the operations of the governmental programs granted by the Commonwealth and
restricted investment securities that are pledged to secure collateralized notes, as follows:

Restricted Assets as of June 30, 2014
Type of Asset Program Description Amount

Governmental Activities:

Restricted cash Econonic Development $ 7,189,864
Business Women fund 206,744
Total restricted cash $ 7,396,608
Restricted interest-bearing deposits ~ Econonic Development $ 1,276,120

Business-type Activities:

Restricted investment securities Pledged for Collateralized Notes Payable $ 251,425,811

Total Restricted Assets $ 260,098,539
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Year Ended June 30, 2014

Restricted Assets — (continued)

Restricted assets for economic development were granted through funds assigned in prior years
by executive orders and Commonwealth of Puerto Rico Appropriations. Those grants have time
restrictions as to the use of the funds which elapsed, during the fiscal year 2012. On December 18,
2013, the Legislature of Puerto Rico approved the Joint Resolution number 113-2013 allowing the
re-assignment of such funds to programs related to employment and economic development.

Internal Balances

Internal balances as of June 30, 2014 are comprised of amounts due to and from the business-type
fund and governmental funds, as shown below:

Business
Type Activities
(PRTEC) Others Total
Puerto Rico Trade and Export Company (PRTEC) $ 1,115,484 (252,737) % 862,747
Others 2,264,968 (3,127,715) (862,747)
$ 3,380,452 (3,380,452)  $ -

The transactions resulting in the balances shown in the table above are mainly due to payments
made to (by) a fund(s) on behalf other fund(s) as result of cash shortage in such funds. Such
transactions are non-interest bearing and short term in nature.

Transaction with the Department of Economic Development and Commerce

The Department of Economic Development and Commerce (DEDC) provides certain services to
the Company and charges a management and administrative fee under a management contract.
During the year ended June 30, 2014, the Company paid $464,000 to the DEDC.

Mortgage Loan

On May 17, 2007, the Company entered into a Credit Agreement with various financial
institutions. The Company was granted a non-revolving loan facility convertible to term loan
advances in an aggregate principal amount of up to $42,925,000 to be used for the development
and construction cost of a project and to cover certain expenses in connection with closing of the
transaction.
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Mortgage Loan- (continued)

Pursuant to the provisions of the amendment agreements No. 1 (on September 1, 2010), No. 2 (on
February 28, 2011), and No. 3 (on June 23, 2011 the closing date), the credit facility was reduced to
an aggregate principal amount of up to $16.3 million, and converted into a mortgage loan. The
mortgage loan was issued by two financial institutions composing 46.5% and 53.5%, respectively,
of the total principal amount, with interest based on a fixed rate of 5.20%. The mortgage loan
requires 59 monthly payments of principal and interest amounting to approximately $108,646, and
a final balloon payment of the outstanding principal on June 23, 2016. The loan is secured by a
mortgage over certain warehouse facilities and land located in Buchanan, San Juan, Puerto Rico,
and a pledge over certain rental agreements.

Pursuant to the provisions under the credit agreement, the Company must comply with some
specific financial ratios and covenants which, in the event of non-compliance, provide the bank
with the right to declare the outstanding balance as due and payable and to terminate the loan
agreement. As of June 30, 2014 the Company was in compliance with the reporting requirements
set for in sections 5.01(f)(i), 5.01(f) and (ii), and 5.01(f)(vii) of the Credit Agreement.

The following summarizes the activity related to the mortgage note for the fiscal year ended June
30, 2014.

Beginning Ending Current
Balance Additions Payments Balance Portion
$ 15,145,590 - (519,686) $ 14,625904 $ 541,234

At June 30, 2014, the future minimum principal payments on the mortgage notes payable are as
follows:

Year Ending
June 30, Principal Interest Total
2015 $ 541,234 $ 762520 $ 1,303,754
2016 14,084,670 717,510 14,802,180

$ 14625904 $ 1,480,030 $ 16,105934
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Collateralized Notes Payable

In September 2005, the Company was authorized to issue up to $500 million in collateralized
promissory notes. The proceeds received by the Company from the issuance of these notes shall
be invested in obligations that qualify as “permitted investments” under applicable laws, and the
investment guidelines adopted by the Company. Such notes have maturities not exceeding 20
years. These notes contain certain call and put options agreed by the Company and the creditor.
The put options grant the Company the exercisable right, at the Company’s sole discretion, to
require the note holder to purchase, on established exercise dates, the collateral of this note at a
price equal to 100% of the outstanding principal amount of the collateral securities. The call
option permits the note holders, on the same established dates of the Company’s put option, to
require the Company to redeem the promissory notes at their outstanding principal amount. The
call options on the notes are considered clearly and closely related to the notes, while the mirror
put options held by the Company are considered in accounting for the fair value of the underlying
investments. As a result no separate asset or obligation is recorded related to the put and call
options.

These promissory notes are collateralized with investment securities with an aggregate fair value
of $251,425,811, as disclosed on note 5. At June 30, 2014, the principal balance of the promissory
notes outstanding under this program amounted to $251,425,811, with interest rates ranging from
4.60% to 6.48% and maturity dates from December 1, 2023 through August 1, 2037. The
collateralized notes are matched to their respective investment, and as such are presented at the
same fair value of the underlying collateral. The unrealized appreciation for the fiscal year ended
on June 30, 2014 amounted to approximately $29,500,811.

The long-term debt activity for the year ended June 30, 2014, was as follows:

Beginning Ending Due in
Balance Increases Decreases Balance One Year
Promissory notes $ 356,266,182 - (104,840,371) 251,425,811 $ -
Accrual for legal claims 200,000 1,775,540 (125,540) 1,850,000 -
Deposits from tenants 2,813,334 175,956 (246,485) 2,742,805 -
Obligation under capital leases 204,698 - (55,709) 148,989 53,366
$ 359,484,214 1,951,496 (105,268,105) 256,167,605 $ 53,366
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Note 11 - Collateralized Notes Payable — (continued)

Promissory notes principal maturities and related interest payments in future years are as follows:

Year Ending
June 30, Principal Interest Total
2015 $ - $ 11,505,454 $ 11,505,454
2016 - 11,505,454 11,505,454
2017 - 11,505,454 11,505,454
2018 - 11,505,454 11,505,454
2019 11,505,455 11,505,455
2020-2024 53,593,800 58,220,212 111,814,012
2025-2029 27,979,127 41,891,486 69,870,613
2030-2034 163,787,884 16,194,674 179,982,558
2035-2039 6,065,000 801,055 6,866,055

$ 251,425,811 $ 174,634,698 $ 426,060,509

Note 12 - Capital Leases

The Company has a non-cancelable capital lease obligation for office equipment. The term of the
lease was for six years, beginning 2012 through 2018. The future commitments under this lease are

as follows:
Year Ending
June 30, Amount
2015 $ 53,366
2016 47,485
2017 35,689
2018 12,449
Total $ 148989

Note 13 - Fund Balances

Fund Balance is classified as non-spendable, restricted, committed, assigned and/or unassigned
based primarily on the extent to which the Company is bound to observe constraints imposed
upon the use of the resources in the government funds. Funds received by the Company from the
Commonwealth prior year’s appropriations were not used by the Company and as a result the
programs expired. Funds not used by the Company are presented as restricted fund balance in the
governmental funds.
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Retirement System

The Employees” Retirement System of the Government of the Commonwealth of Puerto Rico (the
Retirement System), created pursuant to Act No. 447 of May 15, 1951, as amended, is a cost-
sharing, multiple-employer, defined benefit pension plan sponsored by and reported as a
component unit of the Commonwealth. The Retirement System consists of different benefit
structures, including a cost-sharing, multi-employer, defined benefit program, a defined
contribution program (System 2000 Program) and a defined contribution hybrid program.

Defined Benefit Program

Pursuant to Act No. 447 of May 15, 1951, as amended, all regular employees of the Company hired
before January 1, 2000 and less than 55 years of age at the date of employment became members of
the Retirement System, under the Defined Benefit Program, as a condition of their employment.
No benefits are payable if the participant receives a refund of their accumulated contributions.

The Defined Benefit Program provides retirement, death, and disability benefits pursuant to
legislation enacted by the Legislature. Retirement benefits depend upon age at retirement and the
number of years of creditable service. Benefits vest after 10 years of plan participation. Disability
benefits are available to members for occupational and nonoccupational disabilities. However, a
member must have at least 10 years of service to receive nonoccupational disability benefits.

Members who have attained 55 years of age and have completed at least 25 years of creditable
service, or members who have attained 58 years of age and have completed 10 years of creditable
service, are entitled to an annual benefit payable monthly for life. The amount of the annuity shall
be 1.5% of the average compensation, as defined, multiplied by the number of years of creditable
service up to 20 years, plus 2% of the average compensation, as defined, multiplied by the number
of years of creditable service in excess of 20 years. The annuity for which the participant is eligible,
is limited to a minimum of $500 per month and a maximum of 75% of the average compensation,
as defined.

Participants who have completed 30 years of creditable service are entitled to receive the Merit
Annuity. Under the Merit Annuity, participants who have not attained 55 years of age will receive
65% of the average compensation, as defined; otherwise, they will receive 75% of the average
compensation, as defined.

Commonwealth’s legislation requires employees to contribute 10% of their monthly gross salary to
the Defined Benefit Program.
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Retirement System (continued)

Defined Benefit Program — (continued)

Act No. 1 of February 16, 1990, made certain amendments applicable to new participating
employees joining the Retirement System effective April 1, 1990. These changes consist principally
of an increase in the retirement date from 55 to 65, a decrease in the benefit percentage of the
average compensation in the occupational disability and occupational death benefits annuities
from 50% to 40%, and the elimination of the Merit Annuity for participating employees who have
completed 30 years of creditable service.

On September 24, 1999, the Legislature enacted Act. No. 305 which amended Act No. 447 to
establish a new retirement program (System 2000 Program). In addition, on April 4, 2013, the
Legislature enacted Act No. 3 which amended the provisions of the different benefit structures
under the Retirement System, including the Defined Benefit Program.

System 2000 Program

The Legislature enacted Act No. 305 on September 24, 1999, which amended Act No. 447 to create,
among other things, the System 2000 Program, a new benefit structure, similar to a cash balance
plan (defined contribution plan). All regular employees hired for the first time on or after January
1, 2000, and former employees who participated in the Defined Benefit Program, received a refund
of their contributions, and were rehired on or after January 1, 2000, became members of the
System 2000 Program as a condition to their employment. In addition, employees who at
December 31, 1999 were participants of the Defined Benefit Program had the option, up to March
31, 2000, to irrevocably transfer their prior contributions to the Defined Benefit Program plus
interest thereon to the System 2000 Program.

Commonwealth’s legislation requires employees to contribute 10% of their monthly gross salary to
the System 2000 Program. Employee contributions are credited to individual accounts established
under the System 2000 Program. Participants have three options to invest their contributions to the
System 2000 Program. Investment income is credited to the participant’s account semiannually.

Under the System 2000 Program, contributions received from participants are pooled and invested
by the Retirement System, together with the assets corresponding to the Defined Benefit Program.
Future benefit payments under the Defined Benefit Program and the System 2000 Program will be
paid from the same pool of assets. As a different benefit structure, the System 2000 Program is not
a separate plan and the Commonwealth does not guarantee benefits at retirement age.

Corresponding employers’ contributions will be used by the Retirement System to reduce the
unfunded status of the Defined Benefit Program.
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Retirement System (continued)

System 2000 Program — (continued)

The System 2000 Program reduced the retirement age from 65 years to 60 years for those
employees who joined this plan on or after January 1, 2000.

Upon retirement, the balance in each participant’s account will be used to purchase an annuity
contract, which will provide for a monthly benefit during the participant’s life and 50% of such
benefit to the participant’s spouse in case of the participant’s death. Participants with a balance of
$10,000 or less at retirement will receive a lump-sum payment. In case of death, the balance in each
participant’s account will be paid in a lump sum to the participant’s beneficiaries. Participants
have the option of receiving a lump sum or purchasing an annuity contract in case of permanent
disability.

Defined Contribution Hybrid Program

On April 4, 2013, the Legislature enacted Act. No. 3 which amended Act No. 447, Act No. 1 and
Act. No. 305 to establish, among other things, a defined contribution program similar to the
System 2000 Program (the Defined Contribution Hybrid Program) to be administered by the
Retirement System. All regular employees hired for the first time on or after July 1, 2013, and
former employees who participated in the Defined Benefit Program and the System 2000 Program,
and were rehired on or after July 1, 2013, become members of the Defined Contribution Hybrid
Program as a condition to their employment. In addition, employees who at June 30, 2013, were
participants of previous plans will become part of the Defined Contribution Hybrid Program. Act
No. 3 frozen all retirement benefits accrued through June 30, 2013 under the Defined Benefit
Program, and thereafter, all future benefits will accrue under the defined contribution formula
used for the 2000 System Program participants.

Participants in the Defined Benefit Program who as of June 30, 2013, were entitled to retire and
receive some type of pension, may retire on any later date and will receive the annuity
corresponding to their retirement program, as well as the annuity accrued under the Defined
Contribution Hybrid Program. Participants who as of June 30, 2013, have not reached the age of 58
and completed 10 years of service or have not reached the age of 55 and completed 25 years of
service can retire depending on the new age limits defined by the Defined Contribution Hybrid
Program and will receive the annuity corresponding to their retirement program, as well as the
annuity accrued under the Defined Contribution Hybrid Program.
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Retirement System (continued)

Defined Contribution Hybrid Program — (continued)

Participants in the System 2000 Program who as of June 30, 2013, were entitled to retire because
they were 60 years of age may retire on any later date and will receive the annuity corresponding

to their retirement program, as well as the annuity accrued under the Defined Contribution
Hybrid Program. Participants in the System 2000 Program who as of June 30, 2013, have not reach
the age of 60 can retire depending on the new age limits defined by the Defined Contribution
Hybrid Program and will receive the annuity corresponding to their retirement program, as well
as the annuity accrued under the Defined Contribution Hybrid Program.

In addition, Act No.3 amended the provisions of the different benefit structures under the
Retirement System, including, but not limited to, the following:

1.

2.

Increased the minimum pension for current retirees from $400 to $500 per month.

The retirement age for the Act No. 447 participants will be gradually increased from age 58 to
age 61.

The retirement age for the active System 2000 Program participants will be gradually increased
from age 60 to age 65.

Eliminated the “Merit Annuity” available to participants who joined the Retirement System
prior to April 1, 1990.

The retirement age for new employees was increased to age 67.
The employee contribution rate was increased from 8.275% to 10%.

For the System 2000 Program participants, the retirement benefits will no longer be paid as a
lump sum distribution, instead, they will be paid through a lifetime annuity.

Eliminated or reduced various retirement benefits previously granted by special laws,
including Christmas and summer bonuses. The Christmas bonus payable to current retirees
was reduced from $600 to $200 and was eliminated for future retirees. The summer bonus was
eliminated. Resulting employer contribution savings will be contributed to the Retirement
System.

Disability benefits were eliminated and substituted for a mandatory disability insurance
policy.

10. Survivor benefits were modified.
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Retirement System (continued)

Defined Contribution Hybrid Program — (continued)

Employee contributions are credited to individual accounts established under the Defined
Contribution Hybrid Program. In addition, a mandatory contribution equal to or less than point
twenty five percent (0.25%) is required for the purchase of disability insurance.

Upon retirement, the balance in each participant’s account will be used to purchase an annuity
contract, which will provide for a monthly benefit during the participant’s life. In case of the
pensioner’s death the designated beneficiaries will continue receiving the monthly benefit until
the contributions of the participant are completely consumed. In case of the participants in active
service a death benefit will be paid in one lump sum in cash to the participant’s beneficiaries.
Participants with a balance of less than $10,000 or less than five years of computed services at
retirement will receive a lump-sum payment. In case of permanent disability the participants have
the option of receiving a lump sum or purchasing an annuity contract.

For the year ended June 30, 2014, the Company was required to contribute 12.275% of each
participant’s gross salary under the different benefit structures. The Retirement System will use
these contributions to increase its level of assets and to reduce the actuarial deficit. Beginning on
July 1, 2014, and up until June 30, 2016, the employer’s contribution rate shall be annually
increased by one percent (1%). Beginning July 1, 2016, and up until June 30, 2021, the employer’s
contribution rate that is in effect on June 30 of every year shall be annually increased on every
successive July 1st by one point twenty-five percent (1.25%).

Total employee contributions for Defined Contribution Hybrid Program during the year ended
June 30, 2014, amounted to $589,297. The Company’s contributions during the years ended June
30, 2014, 2013 and 2012 amounted to approximately $738,576, $628,881, and $317,159, respectively.
These amounts represented 100% of the required contribution for the corresponding year.
Individual information for each option is not available since the allocation is performed by the
Retirement System itself.

Additional information on the Retirement System is provided on its standalone financial

statements for the year ended June 30, 2013, a copy of which can be obtained from the Employees’
Retirement System of the Commonwealth of Puerto Rico, P.O. Box 42004, San Juan PR 00940-2004.
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(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Termination Benefits

The Legislature of the Commonwealth of Puerto Rico approved a one-time retirement incentive
plan for all regular employees of Central Government Agencies and certain public Corporations
whose budget is fully or partially funded by the General Fund, known as Law#70 of July 2, 2010
and certain other retirement windows approved thereafter. The program included early
retirement incentives for certain eligible employees. Under the plan, employees could select one of
the three options as follows:

Article 4(a) provides economic incentive based on the following parameters:

Years of Service in Incentive Gross
Public Sector Amount
Up to 1 year 1 month of salary

From 1 year and 1 day
up to 3 years 3 months of salary

From 3 year and 1 day
and up 6 months of salary

Article 4(b) provides, employees meeting certain years of service criteria (between 15 and 29 years)
and opting for early retirement, to receive a higher pension benefit rate that they would otherwise
be entitled to receive based on their current years of service, but such pension rate is lower what
they would have been entitled to if they had waited to meet the full vesting requirements. Annuity
pension payment under the plan is based on the following parameters:

Credited Years of Pension Payment
Service (As a % of salary)

15 37.5%

16 40.0%

17 42.5%

18 45.0%

19 47.5%

20 to 29 50.0%

The Company will be responsible for making the applicable employer contributions of the
Employees Retirement System, as well as making the payments to cover the annuity payments to
the employees opting for the early retirement window, until both years of service and age
requirements for full vesting would have occurred, at which time the applicable Retirement
System will continue making the annuity payments.
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Note 15 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Termination Benefits — (continued)

Employees selecting options 4(a) or (b) will be entitled to receive full payment of healthcare plan
benefits for a period of up to 12 months or the date that the employee is eligible for a healthcare
plan benefit offered by another employer, whichever occurs first.

Article 4(c) provides eligible employees that have 30 years of credited services contributing to the
Commonwealth of Puerto Rico Retirement System and request to start receiving their pension
benefits would be entitled to receive the economic incentive dispose on article 4(a) but not entitled
to the incentive provided on article 4(b). Employees that have the required retirement age but have
not achieved the year of credited service contributing to the Commonwealth of Puerto Rico
Retirement System will be entitled to an economic incentive of up to 6 months of salary to cover
the years of service not credited.

At June 30, 2014, the present value of future incentive payments reported as a liability in the
statement of net position was $2,358,542. During the year ended June 30, 2014, no employees opted
for the early retirement incentives under option 4(a), 4(b) and 4(c). The Company’s termination
benefit liability as of June 30, 2014 was as follows:

Beginning Ending Due in
Balance Increases Decreases Balance One Year
Termination benefits $ 2,935,032 - (576,490) 2,358,542 $ 353,028

This Space Is Intentionally Left In Blank
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Note 17 -

Note 18 -

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

Notes to Basic Financial Statements (Continued)

Year Ended June 30, 2014

Commitments and Contingencies

Commitments

The Company leases office spaces under operating leases expiring in various years through 2023.
Rental expense for the operating leases for the year ended June 30, 2014 amounted to
approximately $921,364. Minimum future rental payments under non-cancelable operating leases
as of June 30, 2014 are as follow:

Year Ending
June 30, Amount
2015 $ 1,022,386
2016 1,022,386
2017 921,742
2018 842,507
2019 839,510
Thereafter 3,567,917
Total $ 8,216,448

Contingencies

At June 30, 2014, the Company is a defendant in various lawsuits, claims, legal proceedings and
investigations resulting from the normal course of business covering a wide range of matters
including but not limited to labor and breach of contracts. Management, after consultation with
legal counsel, has established an accrual, which amounts to approximately $1.8 million as of June
30, 2014, to cover its estimate of the ultimate liability that may result from such legal claims.

Significant Group Concentrations of Credit Risk

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

Subsequent Events

The Company evaluated subsequent events through February 6, 2015 which is the date the
financial statements were available to be issued. No events have occurred subsequent to the
statement of net position date and to the financial statements were available to be issued, that
would require additional adjustment to, or disclosure in the financial statements.
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