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INDEPENDENT AUDITORS’ REPORT www.deloitte.com

To the Members of the Board of Directors of
Government Development Bank for 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 Government Development
Bank for Puerto Rico (the “Bank™), a component unit of the Commonwealth of Puerto Rico, as of and for
the year ended June 30, 201 1, which collectively comprise the Bank’s basic financial statements as listed
in the table of contents. These financial statements are the responsibility of the Bank’s management. Our
responsibility is to express an opinion on the respective 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 respective financial statements are free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Bank’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in the
respective financial statements, assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, business-type activities, each major fund, and
the aggregate remaining fund information of Government Development Bank for Puerto Rico, as of

June 30, 2011, and the respective changes in financial position and respective cash flows, where
applicable, thereof for the ycar then ended in conformity with accounting principles generally accepted in
the United States of America.

As discussed in Notes 2 and S to the financial statements, loans to the Commonwealth of Puerto Rico and
its agencies and instrumentalities amounted to approximately $6.0 billion or 38.7% of the Bank’s total
assets as of June 30, 2011. These loans are expected to be collected from appropriations from, proceeds
from bond issuances of, or revenues generated by the Commonwealth of Puerto Rico and/or its agencies
and instrumentalities. Since 2000, the Commonwealth’s recurring expenditures have exceeded its
recurring revenues and its credit ratings have been lowered. In addition, many of the Commonwealth’s
agencies and instrumentalities have had losses from operations during the past years. The collectibility of
these loans may be affected by budgetary constraints, the fiscal situation and the credit ratings of the
Commonwealth of Puerto Rico and its agencies and instrumentalities, and their ability to generate
sufficient funds from taxes, charges and/or bond issuances. Continuance of and/or significant negative
changes in these factors may affect the ability of the Commonwealth and agencies and instrumentalities to
repay their outstanding loan balances with the Bank and, accordingly, may have an adverse impact on the
Bank’s financial condition, liquidity, funding sources, and results of operations.

Member of
Deloitte Touche Tohmatsu



The management’s discussion and analysis on pages 3 to 17 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board.
This supplementary information is the responsibility of Government Development Bank for Puerto Rico’s
management. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary information.
However, we did not audit such information and we do not express an opinion on it.

O AT & T anchi LR
December 1, 2011

Stamp No. E15511
affixed to original.



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

This section presents a narrative overview and analysis of the financial performance of Government Development
Bank for Puerto Rico (the “Bank” or “GDB”) as of and for the year ended June 30, 2011. The information
presented here should be read in conjunction with the basic financial statements, including the notes thereto.

1. FINANCIAL HIGHLIGHTS

e Total assets government wide at June 30, 2011 amounted to $15,510 million for an increase of
$1,461 million or 10.4% from the $14,049 million at June 30, 2010. Liabilities increased by 12.4% or
$1,421 million to $12,926 million from $11,505 million.

e Net assets government wide grew to $2,584 million from $2,544 million at June 30, 2010. The increase in
net assets of $40 million in fiscal year 2011 is composed of $74 million from business-type activities
offset by an excess of expenses and transfers over revenues of $34 million from governmental activities.
Net assets to total assets decreased to 16.7% at June 30, 2011 from 18.1% at June 30, 2010.

e The operating income of the GDB Operating Fund increased from $67.5 million in 2010 to
$107.1 million or $39.6 million in fiscal year 2011. This increase represented an improvement of 58.6%
from the previous year.

e The Bank issued approximately $3,503 million of Senior Notes consisting of $1,448.7 million of Senior
Notes 2010 Series A; $151.3 million of Senior Notes 2010 Series B; $1,086 million of Senior Notes 2010
Series C; $96.4 million of Senior Notes 2010 Series D; $70 million of Senior Notes 2011 Series A, and
$650 million of Senior Notes 2011 Series B. The Bank used the proceeds of these issuances mainly to
repay previously issued notes with higher interest rates, increase the investment portfolio, and make loans
to and purchase obligations of the Commonwealth of Puerto Rico (Commonwealth), its public
corporations and municipalities.

e Interest income on loans in the GDB Operating Fund amounted to $405.8 million in 2011, an increase of
$79.3 million over the prior year. The Bank collected approximately $24.9 million in principal and
$139.1 million in interest on loans to the public sector from the general fund of the Commonwealth.

¢ Included within salaries and fringe benefits expense is approximately $2.6 million related to an
employees’ voluntary termination plan provided under Act No. 70 of July 2, 2010.



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

2.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is required supplementary information to the basic financial statements and is
intended to serve as introduction to the basic financial statements of the Bank. The basic financial statements
comprise three components: (1) government-wide financial statements, (2) fund financial statements, and
(3) notes to the basic financial statements.

Government-Wide Financial Statements — The government-wide financial statements are designed to
provide readers with a broad overview of the Bank’s finances, in a manner similar to a private-sector
business. The statement of net assets provides information on the Bank’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets may serve
as a useful indicator of whether the financial position of the Bank is improving or deteriorating. The
statement of activities presents information on how the Bank’s net assets changed during the reporting
period. Changes in net assets are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows.

Fund Financial Statements — A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The Bank’s funds are divided
in two categories: governmental funds and enterprise funds.

Governmental Funds — Governmental funds are used to account for the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the government-
wide financial statements, governmental fund financial statements focus on near-term inflows and
outflows of expendable resources, as well as balances of expendable resources available at the end of the
fiscal year. Such information may be useful in evaluating a government’s near-term financing
requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of financial decisions related to the Bank’s
governmental activities. Both the governmental fund balance sheet and the governmental statement of
revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison
between governmental funds and governmental activities.

Enterprise Funds — Enterprise funds provide the same type of information as the business-type activities
in the government-wide financial statements, only in more detail. The enterprise fund financial statements
of the Bank provide separate information on the business-type activities of the Bank’s blended component
units.



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

Notes to the Basic Financial Statements — The notes provide additional information that is essential to a
full understanding of the data provided in the government-wide financial statements and the fund financial
statements.

3. GOVERNMENT-WIDE FINANCIAL ANALYSIS

Total assets and total liabilities of the Bank at June 30, 2011 amounted to $15,510 million and

$12,926 million, respectively, for net assets of $2,584 million or 16.7% of total assets. Within assets,
excluding the loans portfolio, cash and due from banks, and deposits placed with banks show the most.
significant growth of $332 million and $696 million, respectively, over fiscal year 2010 balances of

$15 million and $45 million, respectively. Investments and investment contracts decreased by $870 million
or 14% when compared to prior year. The proportion of investments to total assets decreased to 34.5% in
2011 from 44.3% in 2010. In addition, federal funds sold decreased by approximately $242 million or 73.2%
when compared to the previous year.

Loan portfolio of $8,396 million at June 30, 2011 shows an increase of 20.5% when compared to the prior
year ending balance of $6,966 million. Loans as a percentage of total assets grew 4.5% from 49.6% in fiscal
year 2010 to 54.1% in fiscal year 2011.

The Bank’s Operating Fund issued several note series during fiscal year 2011 for a net increase of

$2,125 million in this line item. The Bank has primarily used the proceeds from these notes to increase its
investment portfolio, to make loans to the Commonwealth, its public corporations and municipalities, and to
repay certain higher interest rate debt. On the other hand, the Bank decreased its funding from securities sold
under agreements to repurchase by 8.3% over the 2010 balance.

Out of the $2,584 million in net assets, $2,151 million or 83.2% is unrestricted, $301 million or 11.7% is
restricted for use in housing programs, and the remaining $132 million or 5.1% is invested in capital assets
and restricted for the mortgage loan insurance program. Governmental and business-type activities are
discussed separately in the following subsections.

Governmental Activities — Total assets of governmental activities amounted to $164.2 million at June 30,
2011, before $127.7 million in net balances due to business-type activities. Total liabilities amounted to
$72.1 million, for a net deficit of $35.6 million. Net deficit has been broken down into the amounts restricted
for affordable housing programs of $50.7 million, and the unrestricted deficit of $86.4 million, which means
that the restriction on the use of available assets will not allow the Bank to satisfy its existing liabilities from
those assets, and therefore that it will depend on future appropriations for the repayment of part of its
obligations.



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

Condensed financial information on assets, liabilities, and net assets of governmental activities as of June 30,
2011 and 2010 is shown below (amounts in thousands):

June 30, Change
2011 2010 Amount Percent
Assets:
Restricted:
Cash and due from banks, and
deposits placed with banks $§ 72,295 $ 7527 $ 64,768 860.5%
Investments and investment contracts 70,165 93,892 (23,727) (25.3)%
Other assets 21,723 29,494 (7,771) (26.3)%
Total assets before internal
balances 164,183 130,913 33,270 25.4%
Internal balances (127,675) (80,287) (47,388) 59.0%
Total assets 36,508 50,626 (14,118) 27.9%
Liabilities:
Accounts payable and accrued liabilities 67,303 47,394 19,909 42.0%
Notes payable — due in more than one year 4,811 4,811 - 0.0%
Total liabilities 72,114 52,205 19,909 38.1%
Net deficit:
Invested in capital assets 42 - 42 100.0%
Restricted for affordable housing
programs 50,720 52,933 (2,213) “4.2)%
Unrestricted deficit (86,368) (54,512) (31,856) 58.4% -
Total net deficit $ (35606) $ (1,579 $ (34,027) 2,155.0%

Investments and investment contracts amounted to $70.2 million and, together with cash and due from
banks, and deposits placed with banks of $72.3 million, account for the majority of the assets held by
governmental activities. These assets are held to provide funds for the execution of the various affordable
and other housing programs managed by the Puerto Rico Housing Finance Authority (the “Housing Finance
Authority™). Other assets are composed principally of due from the HUD, Home, and ARRA federal
programs. Accrued liabilities mainly consist of unpaid expenditures related to the ARRA and My New
Home Program funds and of subsidies payable on various housing programs.



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

Condensed financial information on expenses, program and general revenues, and changes in net assets of
governmental activities for the years ended June 30, 2011 and 2010 is shown below (in thousands):

Year Ended June 30,2011
Housing
General Assistance
Government Programs Total

Expenses $ 6,155 $ 311,951 $ 318,106
Program revenues:

Charges for services — financing

and investment 4,690 4,690

Operating grants and contributions - 279,609 279,609
Net expenses $ (6,155 $ (27,652) (33,807)
Transfers — net 220
Change in net assets (34,027)
Net deficiency — beginning of year (1,579)
Net deficiency — end of year $ (35,606)

Year Ended June 30, 2010
Housing
General Assistance
Government  Programs Total

Expenses $ 4,777 $ 250,787 $ 255,564
Program revenues:

Charges for services — financing

and investment 4,743 4,743

Operating grants and contributions - 225,268 225,268
Net expenses $ 4,777 $ (20,776) (25,553)
Transfers — net (4,902)
Change in net assets (30,455)
Net assets — beginning of year 28,876
Net deficiency — end of year $ (1,579)



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

4. GOVERNMENTAL FUND RESULTS

Operating grants and contributions increased by $54 million when compared to the prior year. Operating
grants and contributions increased from $225 million in 2010 to $279 million in 2011 mainly because this
year the Housing Finance Authority earned $96 million in ARRA funds as compared to $87 million in 2010.
In addition, the Housing Finance Authority received $36.8 million from the Local Economic Stimulus
Program to fund its Closing Costs Assistance Program as compares to $10 million in 2010. In addition, during
fiscal year 2011, the Housing Finance Authority earned $16.4 million related to the Home program, which is
administered by the Housing Finance Authority effective July 1, 2010.

Following is an analysis of the financial position and results of operations of the Bank’s major governmental
funds:

HUD Programs — This fund accounts for the U.S. Housing Act Section 8 programs administered by the
Housing Finance Authority under the authorization of the U.S. Department of Housing and Urban
Development. Presently, the Housing Finance Authority operates three programs whereby low-income
families receive directly or indirectly subsidies to pay for their rent. The housing vouchers program enables
families to obtain rental housing in a neighborhood of their choice. The other programs are project-based
subsidies whereby housing developers are given incentives to keep their properties available for certain
markets. The expenditures of the HUD programs increased $2 million from $125 million in 2010 to

$127 million in 2011. The expenditures in the housing vouchers program increased $1 million when
compared to the previous year because additional vouchers were awarded.

ARRA Funds — This fund accounts for two federal programs established by ARRA. ARRA established a
federal funding opportunity through two separate programs, the Section 1602, “Cash Assistance in Lieu of
Tax Credits” program called the Tax Credit Exchange Program (TCEP) and Tax Credit Assistance Program
(TCAP). Both programs make stimulus package funding available to multi-family rental projects that meet
the requirements of the Low Income Housing Tax Credits program (LIHTC). TCEP allows state housing tax
credit allocating agencies to exchange a portion of the housing tax credits for cash grants. The cash grants can
then be used by the allocating agencies to make “subawards” to finance the construction or acquisition and
rehabilitation of qualified low-income buildings. TCAP provides grant funding for capital investment in
LIHTC projects through a formula-based allocation to each state. The purpose of the TCAP funding is to
assist in filling the funding gap resulting from the decline in equity pricing. The revenues and expenditures of
ARRA funds amounted to $95.7 million in 201 1as compared to $86.6 million in 2010.

Closing Costs Assistance Program — This fund accounts for the subsidy to eligible individuals or families
for the purchase of an eligible principal residence. The subsidy consists of the reimbursement of origination
and closing costs up to 5% of the selling price, which cannot exceed $300,000, of the eligible principal
residence. The Housing Finance Authority finances this program with transfers from its operating and
administrative fund and from appropriations from the Commonwealth. During the year ended June 30, 2011,
the program received $36.8 million in appropriations from the Commonwealth. During the year ended

June 30, 2011, subsidy expenditures amounted to $35.9 million.

My New Home Program — This program provides closing costs assistance to eligible families for the
purchase of a principal residence through reimbursements of origination and closing costs. During the year
ended June 30, 2011, total subsidy expenditures amounted to $31 million.

-8-



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

At June 30, 2011, the Housing Finance Authority had various governmental funds in a deficit position. The
Housing Finance Authority expects to cover these deficits through contributions from the Commonwealth.
Refer to Note 22 to the basic financial statements for additional information on these funds.

S. BUSINESS-TYPE ACTIVITIES

Condensed financial information on assets, liabilities, and net assets as of June 30, 2011 and 2010, is
presented below (amounts in thousands):

June 30, Change
2011 2010 Amount Percent
Assets:
Cash and due from banks $ 343214 § 13,851 329,363 2,377.9%
Federal funds sold 88,850 331,000 (242,150) (73.2)%
Deposits placed with banks 672,362 38,853 633,509 1,630.5%
Investments and investment
contracts 5,278,429 6,124,707 (846,278) (13.8)%
Loans receivable — net 8,395,959 6,966,384 1,429,575 20.5%
Interest and other receivables 235,085 178,245 56,840 31.9%
Real estate available for sale 128,568 207,792 (79,224) (38.1)%
Other assets 132,151 41,072 91,079 221.8%
Due from other funds 127,675 80,287 47,388 59.0%
Capital assets 71,008 15,750 55,258 350.8%
Total assets 15,473,301 13,997,941 1,475,360 10.5%
Liabilities:
Deposits:
Demand 3,782,555 3,253,713 528,842 16.3%
Certificates of deposit 1,771,133 2,895,485 (1,124,352) (38.8)%
Securities sold under agreements
to repurchase 970,819 1,058,835 (88,016) (8.3)%
Accrued interest payable 30,466 28,325 2,141 7.6%
Accounts payable, accrued liabilities,
and other liabilities 109,255 98,038 11,217 11.4%
Certificates of indebtedness 4,300 11,800 (7,500) (63.6)%
Bonds, notes, and mortgage-backed
certificates payable:
Due in one year 159,697 226,219 (66,522) (29.4)%
Due in more than one year 6,025,328 3,879,986 2,145,342 55.3%
Total liabilities 12,853,553 11,452,401 1,401,152 12.2%
Net assets:
Invested in capital assets 71,008 15,750 55,258 350.8%
Restricted for:
Mortgage loan insurance 61,119 61,899 (780) (1.3Y%
Affordable housing programs 247,643 230,895 16,748 7.3%
Other housing programs 2,567 4,183 (1,616) (38.6)%
Unrestricted 2,237,411 2,232,813 4,598 0.2%
Total net assets $ 2,619,748 § 2,545,540 74,208 2.9%




GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealith of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

Federal Funds Sold and Deposits Placed with Banks — The Bank decreased its federal funds sold by
$242 million, from $33 1million at June 30, 2010 to $89 million at June 30, 2011. The Bank reduced the
federal funds in favor of higher rate short term deposits placed with banks. Deposits placed with banks
increased by $633.5 million, from $38.9 million to $672.4 million. The increase is mostly attributed to a
deposit of $400 million with a financial institution for the refunding of a portion the GDB Senior Notes
Series 2009 C and D on July 1, 2011.

Investments and Investment Contracts — Investments and investment contracts held in business-type
activities amounted to $5,278.4 million at June 30, 2011. This amount represents a decrease of

$846.3 million or 13.8% when compared to the prior year balance of $6,124.7 million. The investment
portfolio has consisted primarily of U.S. Treasury Notes, Treasury Bills and U.S. sponsored agency notes
and mortgage-backed securities with very high credit ratings, reflecting the Bank’s prudent and conservative
investment policies. The majority of the Bank’s investment portfolio is invested in AAA to A- rated
securities. The investment portfolio comprised 34% of the total assets of the Bank’s business-type activities
at June 30,2011, down by 10% as compared to 44% at the close of fiscal year 2010. Within the investment
securities portfolio, $1,503 million at June 30, 2011 and $1,539 million at June 30, 2010, were restricted or
pledged as collateral or payment source for specific borrowings.

Loans Receivable — Net loans receivable increased by $1,429.6 million, from the $6,966.4 million balance
at June 30, 2010 to $8,396 million at June 30, 2011. The increase primarily arises from the Bank’s basic role
of providing financial support to the Commonwealth’s public works, particularly in times of economic
hardship, such as the prevailing circumstances in the Island and world-wide. To support the governmental
efforts of improving and stimulating the Island’s economy, the Bank finances the development and
construction of infrastructure, housing projects, and hotels.

Loans to municipalities had a net increase of $325.3 million over the prior year balance. Some of these loans
were possible with the improvement of the municipalities’ debt margin capacity as a result of increases in the
property and municipal sales taxes.

Private sector loans outstanding at June 30, 2011 and 2010 amounted to $605 million and $530 million,
respectively, net of an allowance for loan losses and deferred origination fees of $132.1 million and

$20 million at June 30, 2011, and $85 million and $9.5 million at June 30, 2010, respectively. Private sector
loans mainly include loan facilities for the housing and tourism sectors through some component units of the
Bank. Refer to Note 5 for further information on loans receivable and allowance for loan losses.

Real Estate Available for Sale — Real estate available for sale includes several properties received in fiscal
year 2009 in lieu of payment of a loan whose principal balance and accrued interest receivable amounted to
$144.2 million at December 30, 2008. The current appraised value of these properties amounts to

$78 million. Additional properties are being negotiated with the parties involved to satisfy the deficiency.

-10-



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

In the meantime, the Bank has recorded a receivable for this difference as permitted by the agreement with
the transferor. The Office of Management and Budget of the Commonwealth (“OMB”) will disburse
approximately $7.5 million before December 31, 2011 to cover a portion of this difference. In addition, the
OMB has committed to include in the Commonwealth general fund budget an amount of approximately
$3.8 million plus interest at the rate of 7% for the next fifteen years to assist the agencies involved in the
transaction in repaying the accounts receivable of the Bank. The proposed appropriation will be subject to
the approval of the Legislature of the Commonwealth of Puerto Rico.

Capital Assets — Capital assets, net of accumulated depreciation and amortization, amounted to $71 million
at June 30, 2011, an increase of $55 million from the prior year. Additions to capital assets during the year
ended June 30, 2011 aggregated to $1.3 million principally in the software line item. Depreciation and
amortization of $2.5 million was charged to operations during fiscal year 2011. In addition, property from
real estate available for sale of approximately $56.4 was transferred to capital assets as of June 30, 2011.
Refer to Note 8 to the basic financial statements for additional information on capital assets.

Deposits — Deposits mainly consist of interest-bearing demand deposit accounts, special government
deposit accounts, and time deposits from the Commonwealth, its agencies, instrumentalities, and
municipalities.

Demand deposits and certificates of deposit had a combined decrease of $595 million, from $6,149 million
at June 30, 2010 to $5,554 million at June 30, 2011. Deposits constitute approximately 43% and 54% of
total liabilities at June 30, 2011 and 2010, respectively. Maturing deposits have been offset by the issuance
of medium term notes and other borrowed funds.

Securities Sold under Agreement to Repurchase — Securities sold under agreements to repurchase
decreased by $88 million or 8.3% from $1,058.8 million to $970.8 million at June 30, 2011.

Other Borrowed Funds — The Bank issued several note series during fiscal year 2011, which explains the
net growth of $2,078.8 million or 51% over prior year balance of $4,106.2 million. Most of the notes issued
during fiscal year 2011 consist of term notes maturing on various dates from August 1, 2011 to August 1,
2025. Most of such notes have early redemption options. Interest rates on such notes range from 2% to
5.75%. Certain notes, upon compliance with certain requirements of the U.S. Internal Revenue Code, will
receive a subsidy payment from the federal government equal to 35% of the amount of each interest
payment of these notes. The Bank used the proceeds from these obligations for general operational purposes
that include, among others, the substitution of higher cost debt, the increase of its investment portfolio and
the funding of loans. Responding to market conditions, the Bank has increased its issuance of medium term
notes and significantly reduced its commercial paper borrowings, which has lengthened the average maturity
of its liabilities. Refer to Note 12 to the basic financial statements for additional information on borrowed
funds.

-11-



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

Condensed financial information on expenses, program revenues, and changes in net assets for business-type
activities for the years ended June 30, 2011 and 2010 is presented below (in thousands):

Year Ended June 30, 2011

Program revenues
Charges for services

Fees, Financing
commissions, and Net revenues
Activity Expenses and others investment (expenses)
GDB Operating Fund $ 409,653 $ 14,084 $ 486,860 $ 91,291
Housing Finance Authority 93,504 13,321 89,326 9,143
Tourism Development Fund 50,125 5,191 28,042 (16,892)
Public Finance Corporation 4 1 (€))
Capital Fund 37 35 1 n
Development Fund 10,947 - (1,434) (12,381)
Other nonmajor 110 2,381 5 2,276
Total $ 564,380 $ 35,012 $ 602,801 73,433
Special item —Contribution from
Puerto Rico Infrastructure Financing Authority 555
Transfers from governmental activities 220
Change in net assets 74,208
Net assets — beginning of year 2,545,540
Net assets — end of year $ 2,619,748

-12 -



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

Year Ended June 30, 2010

Program revenues
Charges for services

Fees, Financing Operating
commissions, and grants and Net revenues
Activity Expenses and other investment contributions {expenses)
GDB Operating Fund $ 342,854 $ 23,518 $ 382,737 $ - $ 63,401
Housing Finance Authority 96,153 11,114 104,413 34,000 53,374
Tourism Development Fund 28,410 1,968 9,717 15,000 (1,725)
Public Finance Corporation 4,681 4,679 )
Capital Fund 68 1 5,807 5,740
Development Fund 3,555 3 622 (2,930)
Other nonmajor 140 - 3 - (137)
Total $ 475,861 $ 36,604 $ 507,978 $ 49,000 117,721
Special item — Contribution from
Puerto Rico Infrastructure Financing Authority 1,110
Transfers from governmental
activities 4,902
Change in net assets 123,733
Net assets — beginning of year 2,421,807
Net assets — end of year $ 2,545,540

Activities presented in the statement of activities coincide with the major enterprise funds of the Bank. GDB
Operating Fund generated financing and investment revenues of $486.9 million from its loan and investment
portfolios, and $14.1 million in other charges for services, including its fiscal agency function. These
revenues covered $409.7 million in expenses for a change in net assets from GDB Operating Fund of

$91.7 million, surpassing the change in net assets of any other activity.

The Housing Finance Authority’s activities were the second largest contributor to the change in net assets
with a $9.4 million increase. Operating losses of other major component units for fiscal year 2011 were as
follows: Tourism Development Fund with $16.9 million and Development Fund with $12.4 million.

Enterprise Funds — Following is a brief discussion of the most significant changes in the Bank’s
enterprise funds, not previously discussed. Our main focus will be on GDB Operating Fund, since separate
basic financial statements are issued for each of the Bank’s other major enterprise funds, which are blended
component units.
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GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

GDB Operating Fund — Total assets of the GDB Operating Fund amounted to $14,547 million at June 30,
2011, compared to $13,209 million at June 30, 2010. This represents an increase of $1,338 million, which
was sustained by the net increase in liabilities of $1,247 million and the change in net assets of $92 million.
As already discussed, the GDB Operating Fund issued debt widening its assets base and obtaining more
liquidity to assist governmental entities in times of economic distress. Investments decreased by

$829 million and loans to the public sector increased by $1,355 million. Accrued interest receivable
increased from $128 million at June 30, 2010 to $234 million at June 30, 2011, mainly because of increases
in interest rates on loans due to a pricing initiative during the first semester of last year and a net increase of
$1.4 billion on loans. During the year, a portion of principal and interest on loans, aggregating to
approximately $164 million was collected from the general fund of the Commonwealth of Puerto Rico.
Refer to Note 5 to the basic financial statements for additional information on loan receivables and
allowances on loan losses.

Operating income of the GDB Operating Fund experienced an increment from $67.5 million in fiscal year
2010 to $107.1 million in fiscal year 2011, or an increase of $39.6 million, which represents a 59% increase.
Change in net assets had a significant increase from $64.4 million in fiscal year 2010 to $91.7 million in
fiscal year 2011. Following is a discussion of the various components of the change in net assets of the GDB
Operating Fund, compared to the prior year:

(a) Interest Income, Interest Expense, and Change in Fair Value of Investments

Net investment income, the difference between investment income and interest expense, increased
$26.5 million or 28%, from $95.7 million in 2010 to $122.2 million in 2011. Most of the increase
results from the loan portfolio, which shows an increase of $79 million or 24% when compared to the
prior year results. This increase is directly related to the increase on loans of $1,395 million from
$6,803 million in fiscal year 2010 to $8,198 million in fiscal year 2011. Change in fair value of
investments contributed to the increase with a gain of $33.8 million. That is $17 million more than the
gain of $16.8 million of fiscal year 2010. Interest income from investments increased $7.8 million or
19.8% mainly because of concentration of our investment portfolio in U.S. Government and U.S.
agencies securities where interest rates increased. Interest expense increased by $77.6 million, or
27.1%, mainly as a result of a net increase of $2,125 million in the notes line item offset by decreases
of $776 million in the deposits and $88 million in the securities sold under agreements to repurchase
line items.

(b) Provision for Losses on Loans

The experience with the public sector loan portfolio, even in periods of economic distress such as the
present, provides continued comfort to management. After an analysis performed, management
believes that there is no need for further provisions, instead, there was a credit to the provision for loan
losses of $5.6 million leaving the allowance for loan losses with a balance of $4 million at June 30,
2011. Management believes that there is no need for an allowance for possible losses on guarantees
and letters of credit to public sector entities.
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GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

(c) Noninterest Income

Noninterest income decreased to $14.1 million in fiscal year 2011 from $23.5 million in fiscal year
2010, or $9.4 million. Fiscal agency fees constitute the main component of noninterest income. There
was an intense activity of bond issuances of public sector entities during fiscal year 2010 when
compared to fiscal year 2011. The fiscal agency fees decreased from $17.2 million in fiscal year 2010
to $5.7 million in fiscal year 2011, representing a decrease of 67%.

(d) Noninterest Expenses

Total noninterest expenses showed a decrease of $17 million from $51.7 million in fiscal year 2010 to
$34.7 million in fiscal year 2011. Decrease is mainly because of the following three major items in
fiscal year 2010: (1) write downs to real estate available for sale of approximately $11.9 million,

(2) voluntary and involuntary terminations costs of $3.5 million and (3) a $2.2 million termination fee
linked to the adjustable refunding bonds. These 2010 items were presented within salaries and fringe
benefits and other expense line items.

Housing Finance Authority — Net assets of the Housing Finance Authority increased by $9.4 million from
$635.2 million at June 30, 2010 to $644.6 million at June 30, 2011 as a result of decreases in total assets of
$19.5 million and in liabilities of $28.9 million. The decrease in total assets is mainly due to the following:

Cash decreased from $31.6 million at June 30, 2010 to $9.7 million at June 30, 2011 or a $21.9 million
decrease. The decrease was the result of the following factors: reduction of $12 million on the Home
Purchase Stimulus Program due to payment of second mortgages to financial institutions, reduction of
$8 million used for bonds principal payment on Mortgage Trust II, and reduction of $4 million due to
origination of multifamily and single-family loans offset by an increase of $3 million of My New Home
Program.

Investments and deposits placed with banks decreased from $1,265 million at June 30, 2010 to
$1,199 million at June 30, 2011 or a $66 million decrease. This decrease was principally the result of
investment redemptions to originate construction and single-family loans.
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GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

e Loans receivable, net, increased to $246.8 million at June 30, 2011 from $208.1 million in 2010 or a
$38.7 million increase. This increase was directly related to the origination of construction and single-
family loans.

e  Assets, excluding cash, deposits placed with banks, loans and investments, increased from
$40 million at June 30, 2010 to $70 million at June 30, 2011 or a $30 million increase. There was an
increase in balances due from governmental funds of approximately $41 million and a decrease of
approximately $11 million in accrued interest receivable.

¢ The decrease in long-term liabilities of approximately $33 million is mainly due to an early
redemption of Single-Family Mortgage Revenue Bonds Portfolios and Homeownership Mortgage
Revenue Bonds. Also, current liabilities increased to $103.6 million at June 30, 2011 from
$99.9 million at June 30, 2010 or an increase of $3.7 million.

e Change in net assets decreased $48.9 million, from $58.3 million in 2010 to $9.4 million in 2011.
Three main items contributed to this: one-time operating contribution received from the
Commonwealth during fiscal year 2010 aggregating to $34 million, declines in operating income of
$10 million and net transfers-in of $4.7 million.

Tourism Development Fund — Total assets increased to $611.3 million from $586.2 million in 2010 or an
increase of $25.1 million. The Tourism Development Fund mostly finances its loan portfolio through credit
facilities obtained from the Bank. Notes payable due to the Bank at year-end were $399.5 million for an
increase of $36.7 million from June 30, 2010. The Tourism Fund originated approximately $56 million in
loans to the private sector during the year ended June 30, 2011. These loans are principally collateralized by
real estate property to minimize the credit risk. The analysis of the allowance for loan losses required an
incremental adjustment of $31 million during the year ended June 30, 2011.

At June 30, 2011, outstanding guarantees and letters of credit of the Tourism Development Fund amounted
to $328.5 million. Also, the exposure assessment required an increase of the allowance for possible losses on
guarantees and letters of credit of $2.4 million.

Change in net assets of the Tourism Development Fund decreased by $87.2 million from the increase of
$70.3 million recorded last year to a loss of $16.9 million in 2011.

Capital Fund — The Capital Fund had a net loss of $687 for the year ended on June 30, 2011. After
transferring most of its assets to the Tourism Development Fund, the Capital Fund’s activities have been
significantly reduced.
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GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

Public Finance Corporation — The Public Finance Corporation had a net loss of approximately $2,900 for
the year ended on June 30, 2011. Also, when compared to the previous year, it showed an increase in net
loss of approximately $300. The main operation of this component unit is the issuance of special
appropriation bonds and during fiscal year 2011 there was no activity related to this area. The only income
this component unit received was for a deposit on an interest bearing account held at the Bank. Interest
income for fiscal year 2011was about $1,000 offset by legal and professional fees of approximately $4,000.

Development Fund — The Development Fund’s net loss of $12.4 million was mostly attributed to the
result of a net investment loss of $1.4 million, $9.3 million provision for loan losses related to loans to the
private sector and a $1.5 million provision for possible losses on its guarantees to The Key for Your
Business Program managed by the Economic Development Bank for Puerto Rico, a component unit of the
Commonwealth. The Development Fund guarantees one third of the loans® principal plus interest and
charges, up to $15 million. At June 30, 2011, the outstanding balance of loans guaranteed by the
Development Fund amounted to approximately $14.2 million.

6. CONTACTING THE BANK’S FINANCIAL MANAGEMENT

This report is designed to provide all interested with a general overview of the Bank’s finances. Questions
concerning any of the information provided in this report or requests for additional information should be
addressed to Government Development Bank for Puerto Rico, P.O. Box 42001, San Juan, Puerto Rico,
00940-2001.
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GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO

(A Component Unit of the Commonwealith of Puerto Rico)

STATEMENT OF NET ASSETS (DEFICIENCY)
AS OF JUNE 30, 2011

ASSETS

Cash and due from banks
Federal funds sold
Deposits placed with banks
Investments and investment contracts
Loans receivable — net
Accrued interest receivable
Due from (to) other funds
Restricted assets:
Cash and due from banks
Deposits placed with banks
Due from federal government
Investment and investment contracts
Loan receivable — net
Interest and other receivables
Real estate available for sale
Other assets
Real estate available for sale
Capital assets:
Land and other nondepreciable assets

Other capital assets
Other receivables
Other assets

TOTAL

LIABILITIES

Deposits, principally from the Commonwealth
of Puerto Rico and its public entities:
Demand
Certificates of deposit:
Due within one year
Due in more than one year
Securities sold under agreements to repurchase — due in one year
Accrued interest payable
Accounts payable and accrued liabilities:
Due within one year
Due in more than one year
Allowance for losses on guarantees and letters of credit:
Due within one year
Due in more than one year
Certificates of indebtedness — due in one year
Participation agreement payable
Bonds and notes payable:
Due within one year
Due in more than one year
Liabilities payable from restricted assets:
Accrued interest payable
Accounts payable and accrued liabilities — due in one year
Allowance for losses on mortgage loan insurance
Bonds and mortgage-backed certificates payable:
Due within one year
Due in more than one year

Total liabilities

NET ASSETS:

Invested in capital assets
Restricted for:

Mortgage loan insurance
Affordable housing programs
Other housing programs
Unrestricted net assets (deficit)

TOTAL NET ASSETS (DEFICIENCY)

See notes to basic financial statements.

Governmental Business-type
Actlvities Activities Totat
3 - 341,790,505 341,790,505
88,850,000 88,850,000
219,315,862 219,315,862
3,775,241,121 3,775,241,121
8,360,977,041 8,360,977,041
231,027,713 231,027,713
(127,674,517) 127,674,517
4,193,481 1,423,514 5,616,995
68,101,498 453,046,031 521,147,529
21,251,149 21,251,149
70,164,635 1,503,187,819 1,573,352,454
34,981,843 34,981,843
247,717 4,057,047 4,304,764
1,926,940 1,926,940
182,776 5,286,518 5,469,294
126,641,380 126,641,380
59,299,861 59,299,861
41,711 11,708,153 11,749,864
75,874,423 75,874,423
- 50,990,295 50,990,295
36,508,450 15,473,300,583 15,509,809,033
3,782,554,519 3,782,554,519
1,738,468,217 1,738,468,217
32,664,518 32,664,518
970,818,550 970,818,550
29,123,864 29,123,864
52,108,194 52,108,194
6,196,208 6,196,208
4,277,650 4,277,650
20,877,548 20,877,548
4,300,000 4,300,000
26,000,000 26,000,000
91,138,136 91,138,136
5,391,934,330 5,391,934,330
256,830 1,341,647 1,598,477
67,046,546 22,124,221 89,170,767
3,672,007 3,672,007
68,559,063 68,559,063
4,811,237 607,393,726 612,204,963
72,114,613 12,853,552,398 12,925,667,011
41,711 71,008,014 71,049,725
61,118,599 61,118,599
50,719,908 247,643,522 298,363,430
2,566,860 2,566,860
(86,367,782) 2,237,411,190 2,151,043,408

$  (35,606,163)

2,619,748,185

2,584,142,022

-18-



l@ﬂl

"SJUSUIIIRIS [RIOURUY DISBY O} §310U 308

TOTHI8ST $  SBIBYL'6I9T $  (€91'909°s€) $ Teak jo pug — (AONAIDIAAM SIFSSV JAN
180°196°¢S°C 6SE0VS SYS T BLT6LsD) Teak yo BuumBeg — S 19SSV JAN
1¥6°081°0p 9T8'LOTYL (588°920'VE) SLASSY LAN NI GONVHO
LOLVSS L69VLL (066°612) SI9JSUB) PUe WA [B100ds B30,

- 066'61T (066'61T) BN~ (LNO) NI SYIISNVIL
LOLYSS LOLYSS Auomny SUUEUr] SMIOTLISEGU] 00R 0PN

WoL uonnquIuo)—Ng L1 TVIOAdS

¥EC99'6E 6CLEEVEL (568°908°€E) 918'809°64C $  S9TI6Y'LOD $  6697TI0SE $  9Vs'osyTss $ 0],

6CLCEV'EL 6CI'EEV'EL $65°008°C09 669°T10°SE S91°08E YOS sanAnos od A)-ssouisnq 1oy,

yil'oLee YI9LE'T . L68% ISE°18€T yer'oll sofguruou WO
POs°18€T1) b0s'18€°TD . (tse'er'1) 7SS Lv6ol punj juowdopasq
L39) (£39) . $TO°1 9115 878°9¢ pung [eided
(£€67) (€560 LS0°1 066°€ uorodio) sousulg onqnd
(690°T68°91) (690T68°91) . SLOTY0'ST 860°161°¢ THBYTI0S puny juowdopas wisLmo I,
96HEV1‘6 96HEV16 . T1L'sTE68 855°12€°€1 €LL'E0S'E6 Aopny sousulg Suisnoy
TIL'06Z'16 TIL'06T'16 781°098°98% 9LS°€80V1 90€S9'60P puny Smeido 400

:sa1NAL30B 5d K)-ssaumisng

(568°608°€E) (568°008°€E) 918°809°6LC 0L9°069'Y 18€°901°81€ SOINANSE [BIUSWIIACS [BI0 ],
(WT1$9°L0) vc'1s9°L0) 918°309°6LC 0L9069'Y LTLOSELIE suBoxd souwystsse Suisnopy
(¥59°551°9) $ - $  (#59's51'9) $ - $ - $ - $  t59's51%9 $ JOYI0 PUB JSUILIGACS [RISUSD)
ISONIALIOR [BIUSUILIDACD)
SINVIDOUI/SNOLLONNA
[ LA S SOIHAIDY SONIANIY sSuopRNqLIIuUOD JUSUIISOAU] SI0YI0 pue sesuedxy
edA}-sseuisng 123U6 WUIGACD pue sjueld pue Bujpueuid ‘SUO|SS| W WD
Bupesedo - §60JA108 ‘3004 - S80|AI6S
103 seBieyn 1o} seBieyn
sjessy jeN uj seBueyd senueAey weiBoid

pue (sesuedxg) senueasy JoN

L10Z ‘0€ INNC QAN UVIA FHL ¥Od
SALLIALLOY 40 ININILVLS

{0921y ol and JO Yjjeamuouruod ayj Jo Juf) Jusauodwon y)
OOld O1¥3Nd HO4 MNVE LNINdOTIAIA LNIWNJYIAOD



(€91°909°5%) §
I191°9LS Y
(0£8°952)
LET118Y)
11L°TY
9LLT81
prL8cese) $

IONI

*SJUSUIDIRIS [RIOUBULY OISBQ O S3I0U 239§

SONIATIOB [BIUSUILLISAOT JO ASUSIOIISP 19N

SpuUnN Y3 UI SNUSASI SE panIodal JOU SI8 $92IN0S3I [RIOURUL] JUSLIND 9piacid J0U Op Je} SSIIAIOE JO JUSWISTRIS 9y} Ul SINUSASY
pouad juonmd syy ul sjqeled pue anp jou sjqesed 15010)UT poNIdOY

spung ay; ux pouodal Jou a1e 210Ja19Yy) pue pouad JuaLno o3 ui sjqeded pue snp jou are ‘sjqefed ssjou pue spuog
spuny oy u1 papodar JOU AIe ‘I0JIISY) ‘PUE SIOINOSII [EIOUBUL] JOU JIE SIPIANOE [EIUSWILIOACS Ul pasn sjasse [ende)
SIUSUIOIE]S [BIOURUI] SPLM-JUSWIIDA0S oy} ul pazijendes ale Jnq ‘Spunj [eIusuwioAos ul soImipusdxa se paploodl 918 Jey} SISO SNSSI 1q9p pauJad

10Yap puny [BI0L

:95NBOAq JUSIILIP JIB SJOSSE 19U JO JUIWDILIS O] Ul SIIIANOE [BIUSWWIdA0S 10] pauodal syunoury

SESSTIS8I S (608°c0g) $ Y98v60VC1 $ €96°SLISE S cEVIGVIIS 001°90Z°11$ v86°0SH'E $
WrL'8eese) - L10's0g0D) (01€£°86L°0€) €8S PILS - -
(GIAZIA4)) (61+°svs°68) (01£°86L°0¢5) - - -

$86°700°S8 20V 0VT6L €8S V9L S

6LT¥SY 0T (608°€0€) 188°66E°vEL €LT VL6 SO 0S8°9ZL*S 001°90T°11 ¥86°0SY°'E

191°9LSp - 191°9LS Y

9ySOP0°LY EPL9S6°1T 9¥1°SS8°ST 0S8°9TL S 001°90T°11 LOLTOET

TLS1E8°8P1S (608°c0E)  § LL6°998°LOT S LTI61T1°0V $ - $ - $ LLT'6PIT  $

SESSIT'S8YIS  (608°€0E) § 198°v60°vC1 $ €96°SL1SE $ EEVI6V1LS 001°90Z°11$ 786°0SY°E §

LILLYT 8S9PL] vST'E9 $29°9 081°¢

PG ECTI 1T 165°6L6°91 60LV80°E L6L°LTS 9LT €LSIPT

SE9PO10L SEIPI10L

6V1°1SC°1C 995°6¥L 8 $Z8°S0T 11 6SL°S6Z°1

86¥°101°89 L8V 9I¥°ST 000°820°CE 110°L59°01

18V°€61°y 600°€82°C TLY016°1

601°€C $ (608°c0g) $ 816°9C€ $ - $ - $ - $ - $

spung suogeujwlg spunyg wesboag weaboad spuny swesboad
|1EJUBWIULIDAOD) |BJUBUWIUIDADD) IWIOH IJUEISISSY ViV anH
jejol JofewsuoN MaN AN 83809 Buysoln
PYo

TVI1OL

(3104op) seoUE[Eq PUNY [BIO],

pausisseun)

surerdold Suisnoy 91qepIOLB 10 PAOLISIY
H(LIDIE@) SFONVIVE ANNA

sauIIqel [#I0L

3NUIAII pPoLIdya(]
Sonliqel] panidoe

pue sjqefed sjunosoe — PoJOMISIY
spuny Iay3o 03 an(

SHILITIGVIT
TVLOL

SOIqBAI903I I9YI0 pUE 153193U]

Spunj Joy3o woy ang

SI0BIUOD JUSUIISIAUI PUB SIUSUIISIAUL
JUSUIUISAOS [BIOPa) WIOY ang

syjueq s paoeld susodeq

SjuBq WO Snp pue yseD

1pajoLsay

Spunj Joy3o woy ancy

‘SLHSSV

LLOZ ‘0€ ANNF 40 SV

SANNd TVLNINNJIIAOO — 133HS IONVIvE

(0921y oldnd JO yjjeamuowiwios ayj 4o jun usuodwod vy)
OOId OL¥NANd JHO4d MNVE LNIINdOTAAIA LNINNAHINOD



(588520 ve) &
(Mer’6)

191°9LS Y

18 YA £ 4

(929°s€9°8€)

IMNI

TSIUSUIDILIS [VIDUBULY OISEq O3 SII0U 339G

"SRINANOE [BIUIWUISAOT JO S39SSE 30U Ul a8ueyd

“TBoA Syl JOF UOIIBZIIIOWE SYI S JUNOWE SIY] "SOIIAIIOR JO JUdWIDIBIS
SYI Ul PIZIIOUWE PUB PILIDIOP OB SISOD ISIY3 SBIIOYM ‘pPINSSI 3SIIF S1

IQOP USYAL SISOD SOUBNSSI JO 109339 oyl 1odaa spung [81UsSuwinIgAon)
“SPUnNy [BIUSWIISAOST 9yl Ul SONUSASL SE polIodal Jou pue S90INOSaI

[BIDURULY JUSIIND IPIACId Op 183 SONIANOR JO JUSWSILIS SYI Ul SONUIAIY
“pouad jusino oyl ul uonerosadep popossoxa
sAepno rendes yoiys £q junowre ays3 st siyy, -ssuadxs uonerosidop se payiodaa
puE S9Al [NJOSN PIIBUINSD JISY} JOAO PIIBOOI[E ST SI9SSE ISOY3 JO 1SOD SYI SOIIANOE

3O 1usWIDIeIS BYZ U “ISAIMOY (saamipuadxa se sAeino [eitdes 1odor Spuny [BIUSWWISACD

SPpUNy [BIUSWWISAOCS (8103 - seour[eq puny ur 38ueys 19N

P2SNEOIq JUSIDIIIP DI SIISSE DU JO JUIWSIBLS 3Y] Ul SDIIIAIIOE ~@H=05E0>°w Ble)d VQtOQQH SUNOWVNY

(PPL BEESE) & (L10°SO0E°01) $ (01€°86L°0€) & €8S POL'S $ - $ - $ xeok 3o puzy — (LIDIJHEC) SHONVIVEH ANI
Z88°96Z°€ (SLL786%°1) LSOS6L Y T804 3o BurumBog — (LIDIJHC) SHONVIVE ANNI
(929°s£9°8¢€) (zvz 908°8) (01£°86L°0€) 9Z6°896 - - STIONVIVE ANNI NO SONVHD LAaN
(066°612) (066°612) - - - - (sosn) seoanos FurouBULY JIOYIO [BIOL
(Le6‘29s o) (Le6'z9s 0v) Ino-sigysuBIy
LY6 TV E O LY6 ZYE OV ur-sIoysURI)
(SIS SHOUNOS ONIDNVNIA AFTHLO
(9g9°s1¥°8€E) (TsT'985°8) (oTe"86L708) 9Z6°896 - - SHANLIANIJIXH (TIANN)D
WHAO SHNANIATYE IO (ADNIDIAFA) SSFHOXH
196°8€1°81€ €L8°SSE'8T 6SZ°886°0€ ZTEO'1E6°SE EVP'6ELSE PSEPTL LTI saanirpuadxo (eloy,
€6V°9CS°C €6V°9CS° T 3soa03uy
— o01A30s 199CT
1A V2 4 4 T1L°1P sAepno rended
€01°SIP°60€ 0SEZI9PT 6SZ°886°0€E ZTEO'1E€6°SE EPPGEL'SE 610°vP1°2ZI swrexBoad soue)sisse BuISnopy
¥$O°SS1'9 GIESLIT SEE‘086 Y ISYI0 PUB JUSWLISAOS [eI1ousD
udLIny
SSHANLIANIIXH
STEETL6LT 129°69L°61 6V6°681 8S$6°668°9€ EVY 6ELSG VSEPTILEL SONUSASI [E30],
€09°811°C 6LS°T88°1 SLI'68Y 10L°2CT SYIPT IDYIO
(YLOVD) (yrLO‘VD) SIUSUIISIAUL JO IN[BA ITBJ Ul SSBIIOOP ION
vrLVIL'Y PYOL 019V vLL LST'EO01 6 SIUSUWIISOAUL UO 359193U]
OIS LYIO'VET 9L8°L08 11 EPP'GEL'SE LE1°001 LZY IUDWISAOST [BISPIF —— [BIUSUIUIDAOTISIUY
9E£S°99Z"8E $ 9€S'Z6YT  $ - $ Q00‘PLL9E $ - $ - $ surerBoid souessisse FUIsnoy pue spuoq
Jo wewikedsa 103 suoneudordde yireemuowrwro))
SSENNIATI
spung spunyg weiBoagy weasBoid spung sweiBoig
IEIUSLILIISACD ISBUDLIIISAOD SWIoH 20UEIS|SSY A2-b-3-4 anH
1ejol s0olesuoN monN A 3800 Bursold
JaU30

£1L0OZ ‘0t INNr A3IAND HVIA F3H1 HOd

SANNSA IVLNIANAINOD - SADNVIVE ANN= NI 3ONVHD ANV ‘SIHUNLIANIGEX3 ‘SANNIAZIH JO LNIANITLVLS

(0213 OlIaNd JO yjjeamuouwruiod ayl jo un juavoduwon v)

OJIA OLA¥IANd VO MINVEH LNINOTIAIA LNIINNJAINO0D



|NNI

(panuguo)) *SJUSWIIE]S [BIOUBULY JiSEq O} SII0U 29§
3E9°LSH YoV SIS (ISETYISIT DS PE6'SLY' TS 960°$€6°CTS 086V $ LOT'6E0°T  § PO 1ST1198 OVI°LYI'STSIS 810°LO0LYS VIS SLASSY TVIOL
182°8LS0T9T1 (1zeZ01°55L) - £95°TH9°€E - - 8€6°TYT9ES 180°€99°6L6 0Z0°ZE€1°958°01 $]9SSB JUSLINOUOU [BJ0 ],
L1L919°0S ¥8L°68C 000°088°8 £E6°91 1Y s19858 10410
906°LET09 906°LEZ09 SO]qRAI091 IDYIO
€ST80L°T1 €L6°TOT°E 081°509°8 syasse [endes oo
198°662°6S 198°662°6S 5195SE 9[qeIoaIdapuou IOyl pue pue|

:syasse [ende)
08€°1#9°9Z1 191°296 61Z°6L9°STL o[BS 10J 9qe[IBAR 218)S3 [e9Yy
CISTOV19€°L (1£5°€78°€6€) 6LEE80°LEE $50°129°90C 019°0TSTITL 19U “9[qBAI09] SURC]
16L° 12T 1L6°C (860°LT1°€91) €95°TH9°E SLL°698°861 63€°987°81 T91°0SS°E16°C SIOBIIUOD JUSLJSIAUL PUE SJUAUISIAUL
815°98T°s 815°98Z°S s]0558 JOYI0
0v6°976°1 0v6°9Z6°1 o[¥s 10] JqEIBAR 318153 [BOY
EV8ESHYE P8 ESYPE 19U 3]qBAI09] SUBO]
6S9°€8L°LEG (269°151°861) TOTEPI°00L 6b1°T6L SEY SJ9BIUOD JUSWUISOAUI PUE SIUSULISIAU]

paromsay
‘SLASSV LNTHUNINON
LSE6L8°EL8E (090°6£5°09%) YE6'SLYT £€5°T6L61 086°THT LOT'6€0°T 90L°800°SL 65S0°y8YSHS 866°1L8°069°C $J9SSE JUALIND [BI0],
SLY'LO6'T SLY'L061 SO[qRAIS0AI JUDLITD ISNO
LS 6YIT (€15°6L1) $80°67E°C S[qBAIS00I JSRIIUI POTLIOOY
000°8TS 000°82S 19U O[qBAIS03I SUBO]
091°¥0¥°59S 88L°LLOT TLE'9TE YOS SIOBNUOD JUSUNSIAUL PUE SJUSULSIAU]
1€0°9%0°€SY (LLL'€90°69€) 808°601°CZY 000°000°00% syueq Y paosefd sisodeq
PISETY'T (TL8°E8L’S) 98€°L0TL Sjueq woy anp pue yse)
parouIssy
TLS'TER'BYI 096°81T°cH TI9T19°501 Spuny [EIUSWUIGA0T U0y ang
8LSELE X 4 $£9°89¢ $}9SS€ JUALING ISYIO
LIS°9€9°ST 201°v0¥°1 155°86% $98°CELEL S3[qBAID031 JUILITD JBYID
CIL'LTOIET (259°91L°¢) 90T (4% 2149 61 L8 €TI8EE°1 70+°96%°1 960°SS8°CET 9qeAID021 JS3I0)UL PANIXOY
8TS'SLS 666 (000°00%°8) 91£SS0°8 00000v'8 000°002°S TIT02€'986 19U ‘0]qRAIO09) SUEO]
0€£°610°V08 196°THC 008°80L°€ 695°L90°008 SIOBLUOD JUSUIISIAUL PUR SHUSUNSIAU]
798°61€°61T (06T°95£°CE) 0L9°TLT 8E SESTBE'LS LY6°910°951 syueq yum paoeyd spsodeq
000°058°38 000°058°88 PIOs spuny [e19paf
S0S06L°1bE  §  (956°8£0°6E) § 8TLSLYTS S8LTBI'ILS - $ 0T1°6£0°1  § 110°688°1T $ 6T1°€TS’T $ 839°CTLIVE ¢ $jueq Woxy Inp pue yseH
SLASSV INTIND
$138ssv
spung suopeujwi3 JofewuoN pung pung uopesodion pung Ruoyiny pung
ospdiajug Y0 wawdopasq jeyden doueul4 juawdojereq aoueuld Bupesdo
fejol a1and WSHNOL Buisnoy aa9
1102 ‘0¢ NN 40 SV

SANNL 3ASRIdYALINT — LI3HS JONVIVE

(091y opand Jo yjeamuowiwiod ayj Jo Jiun Jusuodwo?) y)
OO 0L¥3INd ¥O04 YMNVE LNJINdOTIAIA LNIJINNJIAOD



IMND

‘SIUSWIANELS [BISURULY JISBq O SI0U 305

SEO°LSH Y SIS (18€°1H9°C1Z°1)S YE6'SLY'TS 960°6£6'2Z$ 086°CvC  $ LOZ'6£0°T  § P9 IST' 1198 ovI°LPI'STS 1S 810°L00°LYS V1S S1ASSV LAN ANV STLLITEVIT TVIOL
S818YL'619°C 980°8TY'T €ES0EV' 1T 99S°1€C LYZ'686 L88°9C1 ST ZIE°665 ¥P9 YSSTY6S6L T S]9558 13U [BI0,
061 IV LETT 980°8ZV'C EESOEY 1T 995°1€Z LYT'686 L88°9ZT WS 8SELIT°0EE €16°L£0°8ZL°T pajoLsauN
098°995°C 098°995°C suwresdord Suzsnoy 29O
LS VI LYT TTS'EVO'LYT suresBoxd Sursnoy sjqeplogy
66581119 66S811°19 soueimsy} weo] 38BN
+10J Pa10INSY
$10°800°1L €L6°T0Y°E 190°506°L9 siesse [eydes ur paissau]
‘SLASSV LaN
€SY60L L8 Y (18e71y9s1TY) 8Y8°LY €95P08°1 At 096°6¥ LSLYTVLSY 878°LYS 088 Yor v90°1SLT1 sauiiqey [el0]
LEEBEL'BR0'D (1ze'zo1°ssL) O¥6°910°6EY 988°668°9LL ZES'EL6'LTY'S SINI[IQBI] JUALINOUOUY [B10L,
9CL'E6E°L09 (860°LZ1°€91) +T8°0ZS 0LL sjqeAed sajeoyiueo payoeq-oBeduous pue ‘ssjou ‘spuog
LOO'TLY‘E L00°ZL9°E oINSyl UBo] 3FBBUOUI UO SISSO] JOJ SOUBRMOTY
510558 PIJOLISAT WIOLJ u—nﬂhﬂnm uﬁmumﬁna= JUSLINDUON
OEE'PEG'16E'S (1€5°€28°¢6€) 9LP'ILI‘16€ SSOLOLT OEE'PE6'16E°S s|qeAed sojou pue spuog
000°000°92 000°000°92 sjqeded juowsside uonedionreq
802'961°9 916'220°1 TETELLS sanN[Iqel] parudse pue sjqeded s)umosoy
8¥$°LL8°0T 8¥S°LL8 0T 31PaId JO SI3NJY
pue uéoug:w U0 SISSO] JOJ 20UBMOI[Y
8IS¥99°TE (269°151°861) 01Z'918°0€T sepnus o1jqnd s pue oory ouand jo
Peamuounuo)) oy woy Afedouud ‘usodap Jo sareoygius)
SN Iqel] JUALIMOUON
9T IL6'S8L'D (090°6£5°09F) 8Y8°LY €95°V0S° 1 pivll 0966V L18°L01°81 TV6'LY9 €01 ZE9OPIECI'L SaMIIQBI] JUSLIND [BIO],
£90°655°89 €90°655 89 sjqeked sejou pue spuog
122'vT1'TT 122'v21°ee sanjIqel] perudsoe pue djqeded sjunoooy
LYS'IPE’L LYIIPEL ajqeAed 153103ul pONIODY
1519558 PaIoLsal woy d[qesed saniqel] LN
S81°9V6°€69°9 (090°6£5°09Y) 8Y8°LY €95°Y0S°1 14001 0966 L18°201°81 110°€29°11 ZEIOPIETL’L $39558 pajoLIsaIun
woyy 3[qeded SaRIIGRY JUSLINO [BIOL
9E1'8EI’16 (000700%°8) 000°00Y'8 9EIBEL'16 opqeAed satoN
§SO°LST 1T 601°€T 96 EEI 1T SpUNJ [EIUSWUISA0S 01 N
0S9°LLT'Y 000°008°1 0S9°LLL'T 1NPaId JO SISN9] puB sevjuRIEnS U0 SISSO] IO FOUBMO[[Y
P61°801°2S 6L9°8EET 8Ly €9V vIvIL 096°6¥ €16°L0T°Y LSO'ELS T 09L'vL8°9€ sanjIqel] panuooe pue o[qeied sjunosoy
Y98°€Z1°6T (s91°968°S) pSTTTL'S SY8°9C 0£6°0LT 62 a]qeAed 152193ul PAUDDY
0SS°818°0L6 0S$'818°0L6 jomndai o} 13e Jopun Plos SOBLNIST
000°00€‘y 000°00€°Y $SOUPUSIGIPUL JO SABOYRIDD)
LITBOYBEL'T (L90'0zv'101) ¥8T'888°6£1'C nsodap yo sayedynIz)
6Is'pss L' §  (LOS“I9TLY) - $ - $ - $ - $ - $ - $ 9Z0'91L°6Z8'E $ puewaq
:sonnud o1pqnd s)1 puB 0oRy ouANg
30 yeamuounuo)) ays woyy Ajrediound ‘susodsq
SONIIqeI] JusLm)
. S13SSV 13N ANV STLLNIsYI
IeoL peui]g f N puny pung uopeiodiod pund Ruowyny pung
Wm0 juswclojeasqg 1eyden 3 3 jojersq I Bupesedo
olgnd wisunoy, BujsnoH aqgo

LLOZ ‘0€ INNCF 40 SV
SANNZ ASRIdUILNT — 133HS IONVIVE

(0214 ouand O yjjeamuouuod ayj o Juf jusuodwod y)
O2I OL¥3Nd ¥WO04 ¥NVE LNINdOTIATA LNINWNHINOD



.Iqu

S81 8PL 619°CS SBO'BZP T § EES OEP IZ S 595 1tc $ LYZT 686 $ 8B OCTI vS1S Z1£ 665 bEO S PSS ZY6 S6L 1S
GSEOVS SPS T (BZ09) ZEOTIB €€ €ST CET 0B1°266 9SG BIOIZ1L SZB8SEC SED SEL SLZ VOL'L
STYLOT VL riLPSYT (ros*18€'z1) [¢X:-1)] (€€6'T) (690°TEB 91 9BPE€9E°6 611°L99°16
(TrO'616) (e Tra] (GOO'8LTY
ZEO'6EL'L 000°8L1 ZE0'196
LOL PSS LOL*'PSS
SHFSEDD (SEEBOY) (G123 ]
086'LBO'68 v1I'9LT'T (POS“18E°T1D L8389 (£E€6°'T) (690°z68°91) 1€8°1SS°6 8TZ'LEL'LOL
TIE'STI 8YS PELOLL TSS LP6 01 X436 066t ZP8 V1 08 BEV' S60 £6 OE$'908 €6¢€
SSOVEL 69 PETOLL P8 LTOT BZE OE G66°E 06 EET ¥ 060°CT90 6T SOT6SS PE
vOT BLITL 161°s1 88B6°L9 o0V ZS ZZLOSV'8 €06 585 €
9€£0°'s81 9EO'SBI
+99°'998°T 990°'96v" 1 865°0LE'T (000°000* 1>
LOS 0OZY ZLO'LOE SEVES
SZT1'PIv L €18 LZO*1Z1 +99°'596 1Z9°9TE
o11'vb's 0s8°1Z 06L°E9 S10°9€ 066°€ €0L°69S 1 Z6P'9SY'E oLZZ6ZE
B19'8E6°'S €BEVIZT'T SETYTL'E
S8S1'CES'T €S 'OTL 1 ZZT9'90H 1
VES'ESL'SE £60°EL ce1ozl s81°'06Z°C1 GLU'OLT ET
GZ0 E€CO OED TEB BEB V1 STS'SBL O YSS L69POE
T60°6SE 9ZE €EB BEB VL SHo 98V 9% €IS EE0SST
181°0T i81°'02
ocoo'st 00081
8r9'TO9 S 1 8P9ZOS'S 1
GO1*ETO'PS GO1°€ZTO'P6
6ZTT89ECTY BOL'61E6 $OTL CSOIE EOLTOVS L (98Z°0ss°s)
VGT EIB LED BPT OBE'T (ZSEEEV 1) P19t L50°1 €LL TEC EE 69T Lv9 201 BELEP6°005
G669°CI0SE 1SE1BE T STI'SE B60 161 BSS 1CE €1 LS €SO BI
SEEPSO b ISETRE T SYT'SE S8 80 EOP S5 1 0S5 ZES
€T PLL'E €ZT8'PLLE
€2T0°TT6°0T LYTTYL'S POL'GIG°L TLO'098 'L
8ZS*198's s8zZ9'oLY 006'069°s
S$65°008 209 88T CESEEET 1) SZO1 2501 SIS 1v0'8T TIL'SZE 68 T81 098 98%
BES BBZ CEV - v8L08L7 1T GEB STL YT SI1G6 I8L'SOV
850 09ZL'9¢ $BLOBL 11 GEBSCL VI St e5T
oLV 8BTS SOV oLY'8ZS SOV
LSO'ZIS 0L L&8'v (@ZSEEEP DD €TO'1 ZLEO'T 16809 91 ZLB 66% VL LOZTBLO IS
€O1 €81 €S (OTOZTLL D SPEBIO VI ZLOTEL L SSTSOB EE
PSL'POL O 9L6°0TE STO‘L 90s°ZT8O"1 PZI'PEL'EDY €T1'995'SH
BEP'BOT'ST 158 z60°L1 LsO'1 ovo'o9s SLOVEE BT PLTISE
ZoL'SSEL $ - $ - $ - $ - $ - $ - ES zoL'sSE*L $
1w3oL JOofEruuon pung punyg uopwsodioD pung Apowyny pung
souzo a o a Bugwiedo
opand wispnoy BujsnoH aao

SISO pUB pung ISNIL I

"SIUSWIDIVIS [BIDURULY DISBQ O3 SIIOU VOG

auok yo pug — SLASSV LAN
oA 3o SuruuiBSog - S1LASSV LAN

SLASSY LIAN NI IONVHO
LNO-SUTASN VAL
NI-STUIISNV AL

Aoyiny Sursusury
SunonISBGU] 091 ONONg WAL UONINGLIUOD — ALY IVIODAJS

C1 oAY D O3 sUORNQLIVCD
e SASNAIXT ONILVYAIIONON

(SSOT) INODINT ONLLYAAIO
sosuadxo Buieiado (w101,
sosuadxe Jsorauruou (§1o],
NO
o[Es J0J D[QU[ITAR WIS (B JO O[ES VO S5O
IPOID JO SIOND] PUR sENUBIINS UO SOSSOF JOF (IIPSID) UOISIAOI]
5093 ooISNN puw ApIsqQng
DANBRSIVIWIPE PUY OO0
S003 jeuctissayoad pue juSe )
SISOD } pun A ‘o)
uonezIIOUwe pue uonwIoIdoCT
s1ousq oBUL puv soIv[eS
SOSUDARD ISIIDIVIVON

OSUSAXD ISAINUL (N0,
SOIBO 100 poxorq-efeBliow pue solou ‘spucy
paiqapur 3o 12 e 4
soded [srosownuor
JDPUN PIOS SERINDSS
susodocy
rosuodxo 3soIo3Uy
SOSSO] URO] 103 (IIPSID) UOTISTAOIS
ISHSNAIXH ONLLVAIEJIO

sonusass Bunerodo oy,
SWIOCOUY ISCUDIUIUOT [BIOL,
Swosur JoWIO
swmiueid ssusinsul uso] o8uBuoIN
SODF DTNAIDE ISIO PUB 1 o
so03 AouoBe jeosiy
IDUIODUY ISIIOIVIUON

DIQVAIFDOII SUBO] UO SUIODIUL 1SDIDIUL PUL (SSO[) SUWOSUE IUSUNSIAUL [NIO],
DIGVAISIAI SUEO| UC SLUIODU! ISDISIUT [MIOL
JOIDDS PIVALLI
a031008 DHAaQNng
1 ¥ 1 sUBOl UO ¥ IsoI03UY
(SSO[) QWIODUY JUSUNSIAUT (MO
SIUDUIISDAUL JO ON[BA I5EY Y (DSBSIOOP) OSBVAIOUT ION]

1 puw 1 uo I PUSPIALP pUB 1S50I2IU]
s)uUBqQ Yl P 1<t sn1 dop uoc T IsSIOIU]
Plos spu uo

surosu u.wo..r-umo\rrnu
ISHNANIATE ONLLVYAIJIO

L LOZ ‘0€ SINNC AAEAND HVIA SHL HOd

SANN ASIHLHUILND ~- SLASSY LAN NI SIDONVHD ANV ‘SIASNIALXA ‘SAINNIAIN JO LNINIALVLS

(0D OJMeNd JO YIEOMUOSUIUWOD U} JO 3luUn 3ueuocdwod v)
O OLVIANA 3UOA MNVE LNIJNOTINIA LNINNMINOD



|WNI

*SJUSWAIE]S [2IOURULY OISEQ 0} S3J0U 3G

(Sis'ogen  § - - - s - - - $ (9s17829) ¢  (61+780L) 3 sjesse [eydeo yo aseyoIng - DNIONVNIA
JEALYTES ANV TVdVD WOYA SMO T4 HSVD
Y¥£°090°956 9IFEI0°SLI 000°8L1 8EST6SLET (€18'v€C°16) €07 vPE 8Y8 sanjanoe Suoueuy
[endesuou (ur pasn) Aq papiaoid yses 19N
(L£8°89L°09€) ¥109v9°6 (88S°TLI'Y) (o0v'82L D) (Ls8°€LS"evE) pied jsam0u]
(T65°Ly9°9€) (6¥1°v9) (Ept'€85°9¢) $1800 anss| 1qap Jo JuouIkeqd
(T8€°s¥0°0€S 1) 976616'8 (000°00L°L) (80€°s78°sS1)  (000°0V¥'SLE'T) 210U puE Spuoq Jo sjuswAeday
100°620°065°€ (0zs°€00°98) 9TITLS"SE S6E°1LS'LS 000°688°205°¢ $9J0U puE SPUOq JO IUBNSS] WOY SPas0l
(LES'ESES9S D) (LES €SE 595 Y) sseyomdas
0} SjusIsaIde JopuN P[os SILINITS JO JUSWAE]
SEC'LECLLY Y SECLEELLY' Y aseyaimdal 0} sudwaasde
J1apUn P[OS SHILMIIS JO IDUBNSSI WO SP3ad0l
(000°005°L) (000°005°L) $SAUP2IGIPUI JO SAIBOYILID
(618°15€v2I1°T) 618°052°291 (8£9°209°98Z°1) usodop Jo sajesyia)
67€°148°8CS LLY00Z0E TSI 149861 snsodaqq
‘ut (9580100p) 9SBAIDUL ION
(zv0°616) (Tro'1vL) (000°8L1) no s1osuely,
TEO'6ET’L 000°8L1 T€0°196 ur sIapsues],
LOL'YSS LOLYSS Juoyny Surourul] AMINLSLYU] 001y OMUINJ WOY SUOHNGLIUC)
(1$8°¥ST°91) (s€€°80%) (s15°9v8°s1) SI9YI0 0} SUOHNQLIUOD
'SALLIALLDY DNIDNVNIA
TYLIAVONON WOII SMOTI HSVD
(8£0°¢62°0L) 16S°1€L71 (Lzefo1) (6106197) (9ss°1) (08€’91) SEVTSIE (€S9°TLLT3S) (691°5¥9°€1) santanoe Burjesedo (ut pasn) Aq papiaoid yses 1aN
@rr'Lse’Ly) (158°€80° 1) (865°€0£°9) Spuny [EUAUILISA0S 01/WoY an(]
L61°06EY L61°06EY swinjwaid souemMsu] sueo] 295eS1OW WOL PIAISaI YSBD)
(PEr'v8T'8Y) 16S°1€L°1 (Lzgot ) (6v1°zen) L't (0s€'91) (950°zsL) (1ze'Lse'Ll) (0Z1°696°0¢€) sasuadxs 3se1ouruou Juneisdo 1oy1o 10§ suawked yse)
TTITSL'EE 9li‘sg £58°8Y #09°0v0°01 6VS°LT9°€C SanUBASI JS213)uIUOU SuneIado 15410 WO PIAIedal Yse)
(0L8°98Y°T) (0L8°98¥°T) MPaId JO SI913] pue savjuerens Jo Juswkeq
8£9°S8°E 8£9°558°¢ P2199]{03 $33J d9juEIENS)
T16°695°ST TI6°695°ST sueo| wexSoxd Sursnoy uo pa3od|(oo [ediduld
(00Z°89+°05) (00T'89%°05) pajeutduio sueoj weiBoid Buisnoy 10y pred yse)
9009901 § - - - $ - - - $ 9009901 § - $ suro] wesB01d SuISNOY UO 359153U1 WO PIAIAVAI YSBD
'SALLIALLOY DNLLYYHd0O WOIA SMOTd HSVD
spung suopeuwy Jolewuon pung pung uopesodion pung Kuoyny pung
ospdinqug o jJuswdojensg jepden asueuly juswdojeaaq asueul4 Bugesado
lejoL aqnd wsunoy Bujsnoy €ao

LLOZ ‘0€ INNF A3ANI ¥VIA IHL HO4

SANNd ISRIdYILNT — SMOTd HSVO 4O INJN3ALVYLS

(091y ouaNd JO yjleamuowwio) ays 3o Jun jusuodwos vy)
OOl OL¥3Nd dH04 MNVE LNIINJOTIAIA LNIWNHIAOD



I@NI

(ponunuo)) "SJUSWIS]E]S [RIOUBUL] OISB] O] S210U 20§
610VITEYE &  (8T8°TZ8YVY) S  STLSLY'TS  SSLTBICTIS - § 0TI'6€0'TS  TI0G88IT §  SISotL'6 §  889°€CTLIVE  § QN ¥VHA LV HSYD 'TVIOL
YISET1 (ZL8°€8L°S) 98€°L0TL PaJOLLSAL — Yse)
SOS°06LTHE §  (956°3£0°6E)$  8TLSLY'TS  SBLTBIIIS - §  OTI6EO'TS  T10°G88IT §  6TICTS'T §  889CTLIVE § pajoLysaun — yse)

’ LAFHS FONV'IVE
SANNA ISRITYAINT OL NOLLYTTIONOOTY
610viTere §  (8T8TZ8WY)$  STL'SLY'TS  S8LTSITIS - §  0TI6EOTTS  110°688°IT §  SIS0EL'6 §  889°€TLIVE  § Jeof Jo pug — SINVE WO 9Nd ANV HSVD
9ST°168°¢1 (965°¥SL79L) 0SL°90¥°T 8LTEITIT Y PS0°1 060°YLLET £Y8YS9°1E SPETSH'S 1834 3o SuruuiSog — SUNVE INOY 9NA ANV HSYD
£98°79€°6T¢ $9L°1€6°1€ 81689 (g6¥°080°1) (€zessn) (6L0°688°1) (82€v6°17) ObE1LT9EE SUNVE WOY 4Nd ANY HSVO NI HONVHD LaN
(878°L90°5SS) (6T €18 HH1) SOE’L Ly 19v°TI) 955°L LSO'Y (Z50°108°87) V6T TIL8TI (SLT6ILL6Y) sananoe Sunsoaul (ur pasn) Aq papiaoid yses JON
(Ls9121°61) (vzzo1) (91¥'610°1) 3[es 10§ J[qe[IeAe )e)sd (el
0] Q:qu>o.aE_ pue :o_«_m_ﬂwom Joy spuswissingsiq
880°85Y'y 880°€EE’l 000°SZ1°E 3]ES JOJ S[qE]IRAR 3J¥)SD [B3I JO D[ES WOK SP3d0I]
008°STELET'E (926°616°8) 06L°08L'8 9E6°TIVLETE sueo] weiFoid Suisnoy wey) Y10 uo P33Oa[[0d [ediounlg
99Z°62¢°8 992°62¢'8 sueoj wrerSoxd Bursnoy ueys JoY30 UO PAJOSIj00 $394
(8€1°L0Y'T99') 02$°€00°9¢ @LToL1'sn (296°661°5S) (000°€0Z°62) (¥er'1£8°865°Y) sueo] wexdoxd Smsnoy ueyy J9Y30 Jo uonewBLO
LLV'L31°¥8T LYE066°1 TE6°T6I°T 861700187 sureo] wierFoid Sursnoy Uy} 9YI0 UO PIAIIOAI ISAIIN]
6L6°855°T8 (19¢°9€9°11) SOEL 86L°6E€ 79 LSOl 756°06¢€°1 £29°SH0°L9 EYS0IY'ST SJUDULISIAUI UO PIAT303I SPUSPIAID PUE JS21a3U]
699°LE0°ESOST (zsezer'y) 000°SLET 019°TH 8£8°0€0°9L SOV 1L6°6L1 801°0VL86L V1 SJUSUISIAUL JO SuOLWapal PUR SIS WOK SPad201]
(290°9L6° IS H1) L1¥P01°8 O11°5¢) (g£8°91°001)  (80L°805°9¢1)  (TT8OLEEL6E) SHUSUISIAUI JO SasBYDINY
(052°805°€€9) (¥88°€T991) 1€2°691°6€ 108°S¥6°1¥ (86£°06£°8¥5) syueq yum paoeyd sysodsg
000°0S1°THT 000°0S1°TYT PIOS Spuny [e1apag
‘ul (9SBAIOU) 35BI09P JON
SALLIALLOY DNILLSIANI WOYd SMOTd HSVD
spuny suopeulu|y JofewsuoN pung puny uonesodion pung Aoyiny pung
asudiaug Jay10 juawdojanag fepded aoueuly wawdojaaag soueuly Bupessdo
[esoL aqng wsunoy Buisnoyy €aao

110Z ‘0¢ ANNr A3ANT ¥VIA IHL HOd

SANN4 3SRIdYALNT — SMOTd HSVO 4O INJW3LVLS

(0213 opdNd 0 yjjeamuowiion ayj Jo jun jusuodwo?) y)
OOl OL¥3ANd ¥O4 MNVE LNJINJOTAAIA LNIJINNHIAO0D



|\\NI

(penunuo))

(8L0°€6T0L) $ 16S1eL’T §  (Lze9t) § (6106197 §  (9s5°L) $ (08c91) § sev'zsi’e § (€S9°TLL'8SS  (691°SH9E) §

(6v¥°LBE"LY) - - - - - (158°€80°14) (865°€0£°9)

S PSE'S 165 1€L°1 ysLsed  (1L9) (pv8°s) (o6€°21) (9sg'sLy) 8LT°5S8°C 8I6YEl

806°8SL°01 061°38S 81L°0LI°01

(zZoo'syT) (z00°s¥0)

216°695°ST T16°695°ST

(00Z°89%°05) (00Z°89%°05)

SY9°98b°9S S¥9°98%°9S

8S1°€€S°T 9€5°9T1°1 779°90¢°1

9€0°681 9€0°581

965°LTE 1 000°0Z 96S°L0E‘1

0L¥°680°F OLY 680t

(£91°€81°€S) 0T0°CTLL T (sye'810° 1) (zLo1e1’e) (991°508°€€)

(0L8°98t°D) (0L8°98+°D)

LLO'STE'E LLSTEE

¥99°998°C 990°96%'1 86S°0LE'T (000°000°1)

67L°89¢°TY 80L61€6 $01°TSO°LE €OL9¥S'L (98Z°055°S)

¥8€°9ES 6LE ££8°3¢8°71 1$5°L69°v9€

(900°12L°€) (900°12L°€)

(669°295°L1) (¥8L°08L°11) (S16°18LSOY)

(b688ZE°LID) (L68p) (890°8€€) (sz0'1) (Lso'D (CTiyszadl (00Z°89%°L9) (101°ELTLY)

086°L89°68 $ - $  vir'oLzzs  (bosiseTDS  (L89) $ (cc6 $  (690°768°91)% 1£8°1SS°6 §  8TTLEI'LOL S
spung suopeujw)|y sofewuoN pund pung uonesodion pundg Ruoygny puny

espdisjugz 110 juswdojersq lepdes asueuld juawdojaaeq adueuld Bupesedo
1ej0L, ajand wsunoy Buisnoy €ao

‘SIUSWISIEIS [RIOURULY JISEQ O) SII0U 33§

SHLLIALLOY ONILVYAdO
(NI gasn) A9 IAAOYUd HSVD 1AN

SpuUNJ [ejusuIA0g 0)/woy angg
SaNI[1qel] 19110 Ul (9SBIIOID) ISBAIOU]
S1OSSEB JOYI0 Ul 9SBaIoU]
sueo] werdoid SuISnOY UO I[QBAIIIAI 1SAIU]
sanijiqel] pue sosse Surjesado ui saBuey)
sueo[ weidoxd Suisnoy Jo suoudI0)
sueo] wrex3oid Suisnoy jo uoneuidup
asuadxo 3sa10u]
uoneziyowe pue uonersasda
9]ES 10J [qEBIBAR 21B}SD [dl JO 3[ES UO SSO]
$1SSE JOYI0 UO SISSO[ J0] UOISIA0I
9[es JOJ S[qE]IBAR 9)8)SO [B31 UO SISSO] 10} UOISIAOL]
SJUSUIISIAUT JO N[BA JIB] Ul (SSBAIOUI) ISBAIOBP JON
saourrens jo Juowiled
sourInsul ueoj 28e3LIOW UO SISO} J0J UOISIAOLY
NPaId JO SIONS] Pue s30JuRIENT UO $3550] J0J UOISIAOL]
$3SS0] URO] 10] (3IPAID) UOISIACL]
asuadxe Jsa10)u]
sueo| wesFoxd Sugsnoy uo Jsaaul pazifende)
sugo} wesFoid SuIsnoy uey) JOYI0 UO SWOOUL ISAIAN]
QWODU] JUSUISIAU]
samanoe Sunzesado (w1 pasn) Aq papiaoid yseo jou o0}
(sso[) swoour Sunerado aj19u00a1 0] syueusnipy
(ssop) swodut Suneradp
‘SHLLIALLOV ONILVY4dO
(NI agsn) A9 QIAIAO¥d HSVD LAN OL

(SSOD FNOONI DNLLYVEEdO 0 NOLLYITIONOOHY

LL0Z ‘0€ NN AIANT ¥VIA IHL ¥O4

SANNA ISRIdYILNT — SMO71d HSVD 40 LNINFLVLS

(021y oyaNnd jo yjeamuowiwos ay} jo jun jusuodwod vy)
OOl OLN3Nd ¥04d MNVE INJINdOTIAIA INJWNUIAO0D



(pspnjouoD)
T6L°8T9°1

¥r1°60¢
L6S9TI°1T

115°588°0F (zs9'L6T'T)
(L699Ts'81) ¥6L°191°1T
009°89€°Z1

198 vS¥°9$
(L1¥'LE9LE)

000°090°6Z
1L0°9SS°€E (Tr1°v98°'8)
€51°280%W1 §  (009°89€T1)$

spung suopeuwiia
asudiayuz
lejoL

0zoTLL'T)
- $ - $
JofewuoN pundg
1BYIO wdojaaaq

LY8'E

puny
tended

$

Ile

uopesodion
asueuld
aand

SYESI0W]
@riv98°8)

890°LSS01
ST9v98 §

pungy
wawdojaaag
wsunoy

“SJUSLUAIR]S [RIOUBUL) SISB] O} SO)OU 398

T6L879°1 o[BS 10} pjoy 91BIS [eal

19410 0} 3}qRAI2991 SuBO} oFeSuow Jo 1ysuel],

yi1°60€ $S0] PALISJP JO UOLEZINOUTY
ELEEY6 ¥TTE81°0T (asuadx» 1s319)U1

UF PApN|OUL) ISO0 ANSSI PUOq JO UOHLZINOWY

TLYIEIL 991°608°€E SIUSUISIAUL JO SN{BA 11e] Ul (9SBIIOIP) 95B3I0U]
(SLT°LS6'TE) 9T6TE1'T ojqeAed spuog
(009°89€°TD) susodaq

:uo (Junoasip) wniuiold Jo uonRIIY
198°bSH9s  s1osse [eandes o] ofes 10 9qelIBAR 9)u)S3 [B31 JO JOJSURL],

(LIYLEY'LE) $3]qRAIS991 1110 O} PaLID)suRY) J[es

10J P[aY 91e3sd [01 JO ON[EA JIe] Ul 9583109

000°090°6T nuawssIgsip Yyseos Sunbai Jou panssi sueo] s3eduoN
900°1TLE 6E1°THYI'8T JOYI0 pure SUBO| UO 35103l pazipende)
6£6°679°T1 $ WELS6TN $ SNILINOIS JUSUISIAUL UO JUNOISIP JO UOLDINDY

:sapIALdR Suroueuly enidesuou pue SuiISoAUL YSEOUON

Auoypny pund
aoueuly Bupesado
Huisnoy aa9

1102 ‘0€ INNF A3AN3 JVIA IHL ¥O4
SANNA ISRIdYILNT — SMOTd HSVD 40 LNJWILVLS

(091y ouend Jo yjjesmuowiwiod ayj Jo jiun Juauodwio) )

O21d OL¥3Nd YO MNVE LNIWNdOT3AIA LNIJWNHIA0D



GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
(A Component Unit of the Commonwealith of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

1. REPORTING ENTITY

Government Development Bank for Puerto Rico (the “Bank” or “GDB”) is a component unit of the
Commonwealth of Puerto Rico (the “Commonwealth”) created by Act No. 17 of September 23, 1948, as
amended. The Bank’s principal functions are to act as fiscal agent for the Commonwealth and its public
entities and to make loans to public entities and private enterprises, which will further the economic
development of Puerto Rico. The charter of the Bank provides for its perpetual existence, and no
amendment to the charter, or to any other law of Puerto Rico, shall impair any outstanding obligations or
commitments of the Bank. The Bank is exempt from taxation in Puerto Rico. The Bank’s charter, as
amended, allows the Bank to invest in securities issued by any corporate entity engaged in the economic
development of Puerto Rico, as well as to guarantee loans and other obligations incurred by public and
private entities.

Pursuant to Act No. 82 of June 16, 2002, which amended the Bank’s enabling legislation, the Bank may
transfer annually to the general fund of the Commonwealth up to 10% of its net income or $10 million,
whichever is greater. Management of the Bank has defined net income as the increase in unrestricted net
assets of business-type activities for a fiscal year. The Bank’s board of directors approved such
definition. The Bank did not make this transfer for the year ended June 30, 2011.

The Bank has the following blended component units: Puerto Rico Housing Finance Authority (the
“Housing Finance Authority”), Puerto Rico Tourism Development Fund (the “Tourism Development
Fund”), Puerto Rico Development Fund (the “Development Fund”), Puerto Rico Public Finance
Corporation (the “Public Finance Corporation”), Government Development Bank for Puerto Rico
Capital Fund (the “Capital Fund”), José M. Berrocal Finance and Economics Institute (“JMB Institute”),
and Puerto Rico Higher Education Assistance Corporation (the “Education Assistance Corporation™).
The balances and transactions of the component units discussed above have been blended with those of
the Bank in accordance with accounting principles generally accepted in the United States of America
(U.S. GAAP) because, while legally separate, they were created and can be dissolved through
resolutions of the Bank’s board of directors. The board of directors of each of the blended component
units is substantially the same as that of the Bank. Financial statements of each major blended
component unit may be obtained from the Bank.

The Housing Finance Authority (formerly known as the Puerto Rico Housing Finance Corporation) was
created in 1977 to provide public and private housing developers with interim and permanent financing
through mortgage loans for the construction, improvement, operation, and maintenance of rental housing
for low and moderate-income families. The Housing Finance Authority also issues bonds and notes, the
proceeds of which are deposited in separate trusts and generally invested in mortgaged-backed securities
collateralized by mortgage loans on properties located in Puerto Rico purchased by low and moderate-
income families. The Housing Finance Authority is authorized by the U.S. Department of Housing and
Urban Development (HUD) to administer the U.S. Housing Act Section 8 program in Puerto Rico and to
act as an approved mortgagor, both for multifamily rental units and for single-family homes. In addition,
it is an authorized issuer of Government National Mortgage Association (GNMA) mortgage-backed
securities, and is Puerto Rico’s State Credit Agency for the Low-Income Housing Tax Credit Program
under Section 42 of the U.S. Internal Revenue Code. Effective July 1, 2010, the Housing Finance
Authority was also authorized by HUD to administer the HOME Investment Partnerships Program.
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The Housing Finance Authority, in conjunction with the Puerto Rico Department of Housing, is the
entity responsible for certifying projects under the New Secure Housing Program (known in Spanish as
“Nuevo Hogar Seguro™), with the approval of the Federal Emergency Management Agency (FEMA).
This program is directed to plan, coordinate, and develop the construction of new housing as a
replacement to those destroyed by Hurricane Georges in 1998, and to attend the housing needs of
families living in flood zone areas.

The Tourism Development Fund was created in 1993 to promote the hotel and tourism industry of the
Commonwealth, primarily through the issuance of letters of credit and guarantees. The Tourism
Development Fund is also authorized to make capital investments and provide direct financing to
tourism-related projects.

The Development Fund was created in 1977 to expand the sources of financing available for the
development of the private sector of the economy of Puerto Rico and to complement the Bank’s lending
program, The Development Fund may also guarantee obligations of private sector enterprises and invest
in their equity securities.

The Public Finance Corporation was created in 1984 to provide the agencies and instrumentalities of the
Commonwealth with alternate means of satisfying financial needs. The resolution creating the

Public Finance Corporation states that if it were to be dissolved or cease to exist without a successor
public entity being appointed, any funds or assets not required for the payment of its bonds or any other
obligation, will be transferred to the Secretary of the Department of the Treasury of the Commonwealth
(the “Department of the Treasury”) for deposit in the Commonwealth’s general fund.

The Capital Fund was created in 1992 to expand the investment options available to the Bank and to
administer, separately from the Bank’s general investment operations, an equity investments process
through professional equity investment managers. On May 31, 2010, the board of directors of the
Capital Fund authorized the transfer of its investments portfolio of approximately $72 million to the
Tourism Development Fund. The transfer was completed on June 30, 2010. The Capital Fund’s
activities have been reduced significantly after June 30, 2010.

Other nonmajor funds include the JMB Institute and the Education Assistance Corporation. The

JMB Institute was created in 2002 to complement the Bank’s mission of promoting economic
development by providing specialized training on the theory and practice of public finances and
economics to talented young professionals in order to attract them to join the public service. The
Education Assistance Corporation was created in 1981 to administer the Stafford Loan Program in
Puerto Rico and guarantee the payment of student loans granted by financial institutions in Puerto Rico
under certain terms and restrictions. The operations of this fund were transferred to a guarantee agency
designated by the U.S. Department of Education. The Education Assistance Corporation is currently
inactive.

To minimize its risk of loss, the Bank purchases insurance coverage for public liability, hazard,
automobile, crime, and bonding as well as workmen’s insurance for employees. The selection of the
insurer has to be approved by the Public Insurance Office of the Department of the Treasury. Insurance
coverage is updated annually to account for changes in operating risk. For the last three years, insurance
settlements have not exceeded the amount of coverage.

BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

The preparation of financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reported period. Actual results could differ from those estimates.

Government-Wide and Fund Financial Statements:

Government-Wide Financial Statements — The statement of net assets (deficiency) and the statement of
activities report information on all activities of the Bank. The effect of interfund balances has been
removed from the government-wide statement of net assets, except for the residual amounts due between
governmental and business-type activities. Interfund charges for services among functions of the
government-wide statement of activities have not been eliminated. The Bank’s activities are
distinguished between governmental and business-type activities. Governmental activities generally are
financed through intergovernmental revenues and other nonexchange revenues. Business-type activities
are financed in whole or in part by fees charged to external parties for goods or services and interest
earned on investment securities and loans. Following is a description of the Bank’s government-wide
financial statements.

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

e Invested in capital assets, net of any related debt, consists of capital assets, net of accumulated
depreciation and amortization and reduced by outstanding balances for bonds, notes, and other debt
that are attributed to the acquisition, construction, or improvement of those assets.

e Restricted net assets 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 assets (deficiency) consist of net assets (deficiency) 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.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable within a
specific function. Program revenues include: (1) interest income on loans and investments, changes in
the fair value of investments, and fees and charges to customers for services rendered or for privileges
provided, and (2) grants and contributions that are restricted to meet the operational or capital
requirements of a particular function. 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

-31-



the Bank that are reported in the accompanying basic financial statements have been classified into
governmental and enterprise funds.

Separate financial statements are provided for governmental funds and enterprise funds. Major
individual governmental and enterprise funds are reported as separate columns in the fund financial
statements, with nonmajor funds being combined into a single column. Fund balances at the beginning
of the year are restated to reflect changes in major fund definition. In the case of enterprise funds, each
individual blended component unit of the Bank with the exception of JMB Institute and Education
Assistance Corporation, which have been grouped as other nonmajor funds, has been reported as a
separate major fund in the fund financial statements. In the case of the Housing Finance Authority, all of
its activities not classified and reported as governmental funds have been reported as an enterprise fund.

Fund balances for each governmental fund are displayed in the following classifications depicting the
relative strength of the spending constraints placed on the purposes for which resources can be used:

Nonspendable — amounts that cannot be spent because they are either not in a spendable form (such
as inventories and prepaid amounts) or are legally or contractually required to be maintained intact.

Restricted — amounts that can be spent only for specific purposes because of constraints imposed
by external providers (such as grantors, bondholders, and higher levels of government), or imposed
by constitutional provisions or enabling legislation.

Committed — amounts that can be spent only for specific purposes determined by a formal action of
the government’s highest level of decision-making authority.

Assigned — amounts the government intends to use for specific purposes that do not meet the
criteria to be classified as restricted or committed.

Unassigned — amounts that are available for any purpose.

Measurement Focus, Basis of Accounting, and Financial Statements Presentation:

Government-Wide Financial Statements — The government-wide financial statements are reported
using the economic resources measurement focus and the accrual basis of accounting. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Grants and similar items are recognized as revenues as soon as all eligibility
requirements imposed by the provider have been met.
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Governmental Funds’ Financial Statements — The governmental fund 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 Bank considers revenues to be available if they are
collected within 120 days after the end of the fiscal year. Principal revenue sources considered
susceptible to accrual include federal and Commonwealth funds to be received by the HUD Programs,
ARRA Funds and Closing Costs Assistance Program. 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. Modifications to the accrual basis of accounting include:

e Employees’ vested annual leave is recorded as expenditure when utilized. The amount of
accumulated annual leave unpaid at June 30, 2011 is reported only in the government-wide financial
statements.

e Interest on general long-term obligations is generally recognized when paid.

e Debt service principal expenditures and claims and judgments are recorded only when payment is
due.

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

e HUD Programs — This special revenue fund accounts for the subsidy to low and moderate-income
families for the rental of decent and safe dwellings under the U.S. Housing Act Section 8 programs.

¢ ARRA Funds — This special revenue fund accounts for funds received under Title XII and
Section 1602 of the American Recovery and Reinvestment Act of 2009. Title XII is a grant program
that provides funds for capital investments in low-income housing tax credit projects. Section 1602
grants funds to states to finance construction or acquisition and rehabilitation of qualified low-
income buildings for low-income housing in lieu of low-income housing tax credits.

e Closing Costs Assistance Program — This special revenue fund accounts for revenues received
mainly from appropriations from the Commonwealth to provide subsidies to eligible individuals or
families for the purchase of an eligible principal residence.

¢ My New Home Program — This special revenue fund accounts for revenues provided by Act 122 of
August 6, 2010, which assigned to the Housing Finance Authority, for a period of seven years, a
portion of no less than 80% of the unreserved monies and other liquid funds abandoned or
unclaimed in the financial institutions that will be transferred to the general funds of the
Commonwealth.

The following governmental activities of the Bank are accounted for in other nonmajor
governmental funds:

e Affordable Housing Mortgage Subsidy Program (Stages 2, 3, 6, 7, 8, 9, 10 and 11) — These special
revenue funds are used to account for the proceeds of specific revenue sources under Stages 2, 3,
6,7,8,9, 10 and 11 of the Affordable Housing Mortgage Subsidy Program (AHMSP) that are
legally restricted for expenditures to promote the origination of mortgage loans by financial
institutions in the private sector to low and moderate-income families. Under these stages, the
Housing Finance Authority provides subsidy for the down payment and/or the principal and interest
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payments on mortgage loans originated under a predetermined schedule of originations and, in the
case of Stages 9, 10, and 11, to acquire such mortgages in the form of mortgage-backed securities
issued by the financial institutions. Loans originated, as well as servicing, are kept by the originating
financial institution. There was no open schedule of originations under these stages as of June 30,
2011.

e AHMSP Act No. 124 — This special revenue fund accounts for excess subsidy funds as well as
accumulated net assets, released periodically from arbitrage structures used to provide housing
assistance.

e Affordable Housing Mortgage Subsidy Mortgage-Backed Certificates — This special revenue fund
is used to account for specific revenue sources used to provide subsidy for the mortgages underlying
the mortgage-backed securities held as collateral for the mortgage-backed certificates issued in fiscal
year 2007.

e New Secure Housing Program — This special revenue fund is used to account for federal and local
resources directed to plan, coordinate, and develop the construction of new housing units as a
replacement for those destroyed by Hurricane Georges in 1998 and to assist with the housing needs
of those families living in hazard prone areas.

e HOME Program — Effective July 1, 2010, the Housing Finance Authority was certified by the
HUD to administer the HOME Investment Partnerships (‘HOME”) Program. The objectives of the
HOME Program include: (1) expanding the supply of decent and affordable housing, particularly
housing for low- and very low-income families; (2) strengthening the abilities of state and local
governments to design and implement strategies for achieving adequate supplies of decent,
affordable housing; (3) providing financial and technical assistance to participating jurisdictions,
including the development of model programs for affordable low-income housing; and (4) extending
and strengthening partnerships among all levels of government and the private sector, including for-
profit and nonprofit organizations, in the production and operation of affordable housing.

e Protecting Your Home Program — This special revenue fund accounts for mortgage payment
subsidy for up to 18 months or $20,000, whichever is lower, and is intended to reduce the amount of
home foreclosures among low- and moderate-income families with recent financial difficulties. This
loss mitigation program was financed with $20 million of excess funds from previous bond
issuances under the AHMSP.

Enterprise Funds’ Financial Statements — The financial statements of the enterprise funds are reported
using the economic resources measurement focus and the accrual basis of accounting, similar to the
government-wide statements described above.

Enterprise funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses are those that result from the Bank and its components units providing the
services that correspond to their principal ongoing operations. Operating revenues are generated from
lending, investing, banking and fiscal agency services, and other related activities. Operating expenses
include interest expense, any provision for losses on loans, advances, letters of credit, or guarantees and
all general and administrative expenses, among others. Revenues and expenses not meeting these
definitions are reported as nonoperating revenues and expenses.

Securities Purchased Under Agreements to Resell — The Bank enters into purchases of securities under

agreements to resell. The amounts advanced under these agreements generally represent short-term loans
and are reflected as an asset. The securities underlying these agreements are usually held by the broker
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or his/her agent with whom the agreement is transacted. There were no securities purchased under
agreements to resell outstanding at June 30, 2011.

Investments and Investment Contracts — Investments and investment contracts are carried at fair value,
except for money market instruments and participating investment contracts with a remaining maturity
at the time of purchase of one year or less, and nonparticipating investment contracts (guaranteed
investment contracts), which are carried at cost; and investment positions in 2a-7 like external
investment pools, which are carried at the pools’ share price. Fair value is determined based on quoted
market prices and quotations received from independent broker/dealers or pricing service organizations.
Realized gains and losses from the sale of investments and unrealized changes in the fair value of
outstanding investments are included in net increase (decrease) in fair value of investments.

Loans Receivable and Allowance for Loan Losses — Loans in the enterprise funds are presented at the
outstanding unpaid principal balance reduced by an allowance for loan losses. The accrual of interest on
loans to the private sector ceases when loans become past due over six months. For loans to public
sector entities, the accrual of interest ceases when management determines that all of the following
characteristics are present: (a) a loan is six months past due; (b) it has no current source of repayment;
(c) it is not covered by a formal commitment from the Commonwealth; and (d) it has no designated
collateral or such collateral is insufficient. Once a loan is placed in nonaccrual status, all accrued interest
receivable is reversed from interest income. Interest income on nonaccrual loans is thereafter recognized
as income only to the extent actually collected. Nonaccrual loans are returned to an accrual status when
management has adequate evidence to believe that the loans will be performing as contracted.

The allowance for loan losses is established through provisions recorded in the fund financial
statements. This allowance is based on management’s evaluation of the risk characteristics of the loan
including such factors as the nature of individual credits outstanding, past loss experience, known and
inherent risks in the portfolios, adverse situations that may affect the borrower’s ability to repay, the
estimated value of any underlying collateral, and general economic conditions. Loan charge-offs are
recorded against the allowance when management believes that the collection of the principal is
unlikely. Recoveries of amounts previously charged off are credited to the respective allowance.
Because of uncertainties inherent in the estimation process, management estimate of credit losses in the
outstanding loans receivable portfolios and the related allowance may change in the near future.

Management, considering current information and events regarding the borrowers’ ability to repay their
obligations, considers a loan to be impaired when it is probable that the Bank will be unable to collect all
amounts due according to the contractual terms of the loan agreement. Interest income and cash receipts
on impaired loans are accounted for predominantly in the same manner as nonaccrual loans.

Loans considered to be impaired are generally reduced to the present value of expected future cash
flows, discounted at the loan’s effective interest rate or, as a practical expedient, at the loan’s observable
market price or the fair value of the collateral if the loan is collateral dependent, by establishing a
valuation allowance.

Loans to the Commonwealth of Puerto Rico, its agencies and instrumentalities amounted to
approximately $6.0 billion or 38.7% of the Bank’s total assets as of June 30, 2011. These loans are
expected to be collected from appropriations from, proceeds from bond issuances of, or revenues
generated by, the Commonwealth, its agencies and instrumentalities. The Commonwealth’s recurring
expenditures have exceeded its recurring revenues during the past years and its credit ratings have been
lowered. In addition, many of the Commonwealth’s agencies and instrumentalities have had losses from
operations during the past years. The collectibility of these loans may be affected by budgetary
constraints, the fiscal situation, and the credit rating of the Commonwealth of Puerto Rico, its agencies
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and instrumentalities, and their ability to generate sufficient funds from taxes, charges and/or bond
issuances. Continuance of and/or significant negative changes in these factors may affect the ability of
the Commonwealth and its agencies and instrumentalities to repay their outstanding loan balances with
the Bank and accordingly, may have an adverse impact on the Bank’s financial condition, liquidity,
funding sources, and results of operations.

Management believes that no losses will be incurred by the Bank with respect to principal and interest
on most of its loans to the public sector (including municipalities) and, as a result, no allowance for loan
losses is generally established for them. For public sector loans, excluding municipalities, management
bases its position in that in the past, the Director of the OMB has included in the budget of the
Commonwealth appropriations to assist the Commonwealth and certain public sector corporations,
agencies, and instrumentalities in repaying their loans with the Bank. The Legislature of the
Commonwealth (the “Legislature”) has generally approved these appropriations, and such practice is
anticipated to continue in the future. Further, in accordance with Act No. 164 of December 17, 2001, the
Bank is no longer allowed to originate loans to any governmental entity for which the source of
repayment consists of appropriations from the Commonwealth’s general fund without first obtaining the
approval of the Legislature, except for (i) loans up to an aggregate amount of $100,000,000 as long as,
among other things, the Bank obtains the written approval of the Governor and the Director of OMB,
(ii) loans to any financially troubled governmental entity to enable it to honor its debt obligations, and
(iii) loans to the Secretary of the Treasury under legislation authorizing the Secretary to borrow funds in
anticipation of tax revenues.

In addition, on May 13, 2006, the Legislature enacted Act No. 91 that established the Dedicated Sales
Tax Fund, known as FIA by the acronym of its Spanish name (the “FIA Fund”). Act No. 91 originally
provided that the first one percent of the Commonwealth’s share of the sales and consumption tax
(“Pledged Sales Tax™) will be used to repay certain obligations of the Commonwealth that were
outstanding at June 30, 2006, payable to the Bank and the Public Finance Corporation, generally
referred to as extra-constitutional debt, including approximately $2.8 billion of loans due by the
Commonwealth and certain of its instrumentalities to the Bank at such date. The outstanding balance of
such loans amounted to approximately $770.8 million at June 30, 2011.

Act No. 91 was amended by Act No. 291, enacted on December 26, 2006, and by Act No. 56, enacted
on July 5, 2007, to create the Puerto Rico Sales Tax Financing Corporation (the “Sales Tax
Corporation™) as an independent governmental instrumentality that will own and hold the FIA Fund for
the purpose of financing the payment, retirement or defeasance of the extra-constitutional debt.

On January 14, 2009, Act No. 91 was amended by Act No. 1 (“Act No. 1) to increase the Pledged Sales
Tax to 2% of the Commonwealth’s share of the sales and consumption tax. Furthermore, Act No. 1
amended Act No. 91 to allow the use of the proceeds of future bond issuances by the Sales Tax
Corporation to, among other, pay principal and/or interest of loans granted by the Bank to the
Commonwealth payable from future Commonwealth general obligation bonds and any debt of the
Commonwealth outstanding as of December 31, 2008 that did not have a source of repayment or was
payable from budgetary appropriations.

Finally, Act No. 7 of March 9, 2009 amended Act No. 91 to increase the Pledged Sales Tax by an
additional 0.75% or to 2.75% effective July 1, 2009 which represents 50% of the Commonwealth’s
share of the sales and consumption tax.

During the fiscal year ended June 30, 2011, the Bank collected interest amounting to approximately
$6.6 million on outstanding public sector loans from funds held by the Sales Tax Financing Corporation.
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Also, loans granted to finance capital improvement programs of certain public entities are generally
repaid from the proceeds of future bond issuances of these public entities or the Commonwealth. The
public corporations and the Commonwealth have never defaulted on their respective bonds.

Although management of the Bank believes that no additional losses of principal and interest will be
incurred by the Bank with respect to loans outstanding to the public sector at June 30, 2011, there can be
no assurance that the director of the OMB will include amounts for loan repayments in the
Commonwealth’s budget, and that the Legislature will appropriate sufficient funds in the future to cover
all amounts due to the Bank by the Commonwealth or public sector entities requiring the
Commonwealth’s support, or that the proceeds from any future bond issuances by the Sales Tax
Corporation or certain public entities which have financed their capital improvement programs with the
Bank, will be sufficient to cover the outstanding amount of extra-constitutional or capital improvement
program debt at June 30, 2011. The participation of certain public entities in the bond market has been
delayed waiting for the credit rating of such entities to improve or for more favorable market conditions.
Because of the relationship among the Bank, the public sector entities, the director of the OMB, and the
Legislature, the timing and amount of any financial assistance and bond proceeds to be used to repay
certain public sector loans cannot be reasonably estimated by the Bank. The Bank, however, has in the
past collected the outstanding principal and interest at the contractual rate on loans repaid from
Commonwealth’s appropriations or bond proceeds. Accordingly, no allowance has been established in
the case of public sector loans for any shortfall between the present value of the expected future cash
flows and the recorded investment in the loans.

Loans to municipalities amounting to approximately $956 million at June 30, 2011 are collateralized by
a pledge of a portion of property tax assessments of each municipality. These loans include bonds and
notes issued by Puerto Rico municipalities which are acquired by the Bank as bridge financing until
such financings can be packaged and securitized. Subsequently, from time to time, the Bank sells, at par,
a selection of these bonds and notes to the Puerto Rico Municipal Finance Agency (MFA), a component
unit of the Commonwealth organized to create a capital market to assist municipalities in financing their
public improvements programs. These loans, when sold, are pledged to secure the debt service payments
for the bonds issued by MFA. In addition, Act. No. 80, enacted on July 29, 2007, provides that a portion
of the municipal sales tax will be deposited in special accounts with the Bank for the purpose of granting
loans to municipalities. The funds available in such accounts increase the borrowing capacity of the
corresponding municipality. As of June 30, 2011, loans to municipalities repayable from these accounts
amounted to approximately $559 million.

Allowance for Losses on Guarantees and Letters of Credit — Management of the Bank periodically
evaluates the credit risk inherent in the guarantees and letters of credit on the same basis as loans are
evaluated. The Bank charges as expense the amount required to cover estimated losses by establishing a
specific allowance component for guarantees and letters of credit relating to loans in default, determined
on the basis of the estimated future net cash outlays in connection with the related guarantees and letters
of credit, and a general component for the risk inherent in the other guarantees and letters of credit
outstanding, established as a percentage of the principal amount of the underlying loans, based on the
Bank’s loss experience on financial guarantees and letters of credit, and management’s best judgment.

When a guarantee or letter of credit is honored, the Bank recognizes any disbursement as a
nonperforming loan; therefore, no interest is accrued on the principal. After a specific analysis of the
provision requirements, the related allowance included in the allowance for guarantees and letters of
credit is reclassified to the allowance for loan losses. Any deficiency in the estimated allowance
requirement is recorded as an additional provision to the allowance for loan losses.
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The concentration of risk in the guarantees and letters of credit issued, predominantly those issued by the
Tourism Development Fund (small number of large guarantees, geographical concentration in Puerto
Rico, industry concentration in hotel and tourism), as well as other economic factors, compounds the
uncertainty in management’s estimate of the allowance for losses on guarantees and letters of credit. As
a result, the aggregate losses on guarantees and letters of credit ultimately incurred by the Bank may
differ from the allowance for losses as reflected in the accompanying basic financial statements, and
such differences may be material.

Pursuant to the legislation under which the Tourism Development Fund was created, the executive
director of the Tourism Development Fund is required to certify each year to the director of the OMB
the amount, if any, that is necessary to reimburse the Tourism Development Fund for disbursements
made in the previous year in connection with obligations guaranteed in excess of fees and charges
collected on such guarantees (“net disbursements™). On December 16, 2009, Act No. 173 was enacted,
which amended the legislation that created the Tourism Development Fund, to modify the definition of
net disbursements to include disbursements made by the Tourism Development Fund for (i) loans to
third parties, (ii) the acquisition of loan participations, and (iii) the acceleration of maturities of loans,
notes, bonds or other type of debt guaranteed by the Tourism Development Fund. In addition, Act

No. 173 provides that disbursements shall not be deemed made in the year in which the disbursement
occurs but shall be deemed made in the year in which the executive director of the Tourism
Development Fund determines that a loss was incurred with respect to a loan, note, bond or debt (such
determination being referred to as a “realized loss™). The director of the OMB has to include the amount
subject to reimbursement in the general fund budget of the Commonwealth for the following fiscal year
for the Legislature’s consideration and approval. The Legislature is not obligated to authorize such
appropriations. As of June 30, 2011, there were no outstanding claims for reimbursements.

Debt Issue Costs — Debt issue costs are deferred and amortized, as a component of interest expense,
over the term of the related debt using the effective interest method, or a systematic and rational method
that approximates the interest method. Issuance costs of bonds accounted for in the governmental funds
are recorded as expenditures when paid.

Real Estate Available for Sale — Real estate available for sale comprises properties acquired in lieu of
payment and through foreclosure proceedings. It also includes loans that are treated as if the underlying
collateral had been foreclosed because the Bank has taken possession of the collateral, even though legal
foreclosure or repossession proceedings have not taken place. Those properties are carried at the lower
of cost or fair value, which is established by a third party professional assessment or based upon an
appraisal, minus estimated costs to sell. At the time of acquisition of properties in full or in partial
satisfaction of loans, any excess of the loan balance over the fair value of the properties minus estimated
costs to sell is charged against the allowance for loan losses. Subsequent declines in the value of real
estate available for sale are charged to expenditure/expense. Gain or loss on sale related to real estate
available for sale is included within revenues in the accompanying statement of revenues, expenditures
and changes in fund balances and within noninterest income in the accompanying statement of revenues,
expenses, and changes in net assets.

Allowance for Losses on Mortgage Loan Insurance — The allowance for losses on mortgage loan
insurance is based on management’s evaluation of potential losses on insurance claims after considering
economic conditions, fair value of related property and other pertinent factors. Such amount is, in the
opinion of management, adequate to cover estimated future normal mortgage loan insurance losses.
Actual losses for mortgage loan insurance are charged and recoveries, if any, are credited to the
allowance for losses on mortgage loan insurance. Because of uncertainties inherent in the estimation
process, management’s estimate of losses in the outstanding mortgage loans insurance portfolio and the
related allowance may change in the near future.
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Capital Assets — Capital assets, which include premises and equipment, are stated at cost less
accumulated depreciation and amortization, and are reported in the business-type activities column in
the government-wide financial statements. Capital assets are defined by the Bank as assets that have a
cost of $500 or more at the date of acquisition and have an expected useful life of three or more years.
Depreciation is charged to operations and included within other noninterest expense, and is computed on
the straight-line basis over the estimated useful lives of the depreciable assets. Leasehold improvements
are amortized over the terms of the respective leases or the estimated useful lives of the improvements,
whichever is shorter. Costs of maintenance and repairs which do not improve or extend the lives of the
respective assets are charged to expense as incurred.

Estimated useful lives are as follows:

Building 40 years
Leasehold improvements Lesser of 10 years or lease term
Information systems 3-5 years
Office furniture and equipment 5 years
Vehicles 5 years

Securities Sold Under Agreements to Repurchase — The Bank enters into sales of securities under
agreements to repurchase. These agreements generally represent short-term financings and are reflected
as a liability. The securities underlying these agreements are usually held by the broker or his/her agent
with whom the agreement is transacted.

Compensated Absences — The employees of the Bank 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 72 and 90 days,
respectively. In the event of employee resignation, an employee is reimbursed for accumulated vacation
and sick leave days up to the maximum allowed. The enterprise fund financial statements and the
government-wide financial statements present the cost of accumulated vacation and sick leave as a
liability. There are no employees paid by governmental funds.

Deferred Revenues — Deferred revenues at the governmental fund level arise when potential revenues
do not meet the available criterion for recognition in the current period. Available is defined as due at
June 30 and expected to be collected within 120 days thereafter to pay obligations due at June 30.
Deferred revenues at the government-wide level arise only when the Bank receives resources before it
has a legal claim to them.

Refundings — Refundings involve the issuance of new debt whose proceeds are used to repay
immediately (current refunding) or at a future time (advance refunding) previously issued debt. The
difference between the reacquisition price and the net carrying amount of the old debt is deferred and
amortized as a component of interest expense over the remaining life of the old debt or the life of the
new debt, whichever is shorter. The deferred amount is recorded as an addition to or deduction from the
new debt.

No-Commitment Debt — The Housing Finance Authority has issued notes and bonds in connection with
the financing of low and moderate-income housing projects. Certain of the obligations issued by the
Housing Finance Authority are considered no-commitment debt and are excluded, along with the related
assets held in trust, from the accompanying basic financial statements. The Bank, the Housing Finance
Authority and the Commonwealth, except for the assets held in trust and earnings thereon, are not liable
directly or indirectly for the payment of such obligations.
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Certain other collateralized obligations of the Housing Finance Authority are included in the
accompanying basic financial statements either because they represent general obligations of the
Housing Finance Authority or it maintains effective control over the assets transferred as collateral.

From time to time, the Public Finance Corporation issues bonds, the proceeds of which are used to
purchase from the GDB Operating Fund promissory notes of the Commonwealth, and of certain of its
instrumentalities and public corporations. The bonds are limited obligations of the Public Finance
Corporation and, except to the extent payable from bond proceeds and investments thereon, are payable
solely from the pledge and assignment of amounts due on the notes. Principal and interest on the notes
are payable solely from legislative appropriations to be made pursuant to acts approved by the
Legislature. The underlying notes represent debt of the issuing instrumentalities. The bonds are
considered no-commitment debt, and therefore neither the bonds nor the notes purchased with the
proceeds therefrom are presented in the accompanying basic financial statements.

Loan Origination Costs and Commitment Fees — GASB No. 10, Accounting and Financial Reporting
for Risk Financing and Related Insurance Issues, requires that loan origination and commitment fees
and direct origination costs be amortized over the contractual life of the related loan. The Bank generally
recognizes commitment fees as income when collected and the related loan origination costs as expense
when incurred. In the opinion of management, the difference between the two methods does not have a
significant effect on the Bank’s financial position and changes in financial position.

Transfers of Receivables — Transfers of receivables are accounted and reported as a sale if the Bank’s
continuing involvement with those receivable is effectively terminated. This approach distinguishes
transfers of receivables that are sales from transfers that are collateralized borrowings.

The Bank’s continuing involvement is considered to be effectively terminated if all of the following
criteria are met: (i) the transferee’s ability to subsequently sell or pledge the receivables is not
significantly limited by constraints imposed by the Bank, either in the transfer agreement or through
other means, (ii) the Bank does not have the option or ability to unilaterally substitute for or reacquire
specific accounts from among the receivables transferred, except in certain limited circumstances,

(iii) the sale agreement is not cancelable by either party, including cancellation through payment ofa
lump sum or transfer of other assets or rights, and (iv) the receivables and the cash resulting from their
collection have been isolated from the Bank.

The Bank services loans for investors and receives servicing fees generally based on stipulated
percentages of the outstanding principal balance of such loans. Loan servicing fees, late charges, and
other miscellaneous fees are recognized as revenues as the related mortgage payments are collected, net
of fees due to any third-party servicers. No servicing asset is recognized since fees are considered
adequate compensation.

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

e GASB Statement No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employers
Plans, which if effective for periods beginning after June 15, 2011.

e GASB Statement No. 60, Accounting and Financial Reporting for Service Concession
Arrangements, which is effective for periods beginning after December 15, 2011.

e GASB Statements No. 61, The Financial Reporting Entity: Omnibus — an amendment of GASB
Statements No. 14 and No. 34, which is effective for periods beginning after June 15, 2012.
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e GASB Statements No. 62, Codification of Accounting and Financial Reporting Guidance Contained
in Pre-November 30, 1989 FASB and AICPA Pronouncements, which is effective for periods
beginning after December 15, 2011.

e GASB Statements No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows
of Resources, and Net Position, which is effective for periods beginning after December 15, 2011.

e GASB Statements No. 64, Derivative Instruments: Application of Hedge Accounting Termination
Provisions — An Amendment of GASB Statement No. 53, which is effective for periods beginning
after June 15, 2011.

Management is evaluating the impact that these statements will have on the Bank’s basic financial
statements.

CASH AND DUE FROM BANKS, FEDERAL FUNDS SOLD, AND DEPOSITS PLACED WITH
BANKS

The table presented below discloses the level of custodial credit risk assumed by the Bank at

June 30, 2011. Custodial credit risk is the risk that, in the event of a financial institution failure, the
Bank’s deposits may not be returned to it. The Commonwealth requires that public funds deposited in
commercial banks in Puerto Rico must be fully collateralized for the amount deposited in excess of
federal depository insurance. All securities pledged as collateral are held by the Secretary of the
Treasury of the Commonwealth. The Bank does not have a formal policy for custodial credit risk for
cash accounts opened with commercial banks outside Puerto Rico. These accounts are opened only with
well-capitalized financial institutions.

The Bank’ policies for deposits placed with banks and federal funds sold establish maximum exposure
limits for each institution based on the institution’s capital, financial condition and credit rating assigned
by nationally recognized rating agencies. Deposits placed with banks of approximately $740.5 million
mature within one year. Federal funds sold mature overnight and no collateral is required. As of

June 30,2011, $1,171,971,387 of the depository bank balance of $1,177,222,759 was uninsured and
uncollateralized as follows:

Depository Amount
Carrying Bank Uninsured and
Amount Balance Uncollateralized
Cash and due from banks $ 347,407,500 $ 347,909,368 $ 342,657,996
Deposits placed with banks 740,463,391 740,463,391 740,463,391
Federal funds sold 88,850,000 88,850,000 88,850,000
Total $ 1,176,720,891 $ 1,177,222,759 $ 1,171,971,387
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Reconciliation to the government-wide statement of net assets (deficiency):

Unrestricted:
Cash and due from banks $ 341,790,505
Federal funds sold 88,850,000
Deposits placed with banks 219,315,862
Total unrestricted 649,956,367
Restricted:
Cash and due from banks 5,616,995
Deposits placed with banks 521,147,529
Total restricted 526,764,524
Total $ 1,176,720,891
INVESTMENTS

The Bank’s investment policies allow management to purchase or enter into the following investment
instruments:

e U.S. government and agencies obligations
e Certificates of deposit and time deposits
s Bankers’ acceptances

¢ Obligations of the Commonwealth of Puerto Rico, its agencies, municipalities, public corporations,
and instrumentalities

e Federal funds sold

e Securities purchased under agreements to resell
e World Bank securities

¢ Mortgage-backed and asset-backed securities

e Corporate debt, including investment contracts
e External investment pools

e Stock of corporations created under the laws of the United States of America or the Commonwealth
of Puerto Rico

¢ Options, futures, and interest-rate swap agreements for hedging and risk control purposes, as well as
for the creation of synthetic products which qualify under any of the foregoing investment categories
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e Open-end mutual funds with acceptable underlying assets and rated AAA by Standard & Poor’s or
its equivalent by Moody’s

The Bank’s investment policies establish limitations and other guidelines on maturities and amounts to
be invested in the aforementioned investment categories and by issuer/counterparty and on exposure by
country. In addition, such policies provide guidelines on the institutions with which investment
transactions can be entered into. In addition, the investment committee and the board of directors of the
Bank will determine, from time to time, other transactions that the Bank may enter into.

The Bank’s investment policies provide that investment transactions shall be entered into only with
counterparties that are rated BBB+/A-1 or better by Standard & Poor’s or equivalent rating by Moody’s
Investors Service or Fitch Ratings, depending on the type and maturity of the investment and the
counterparty to the transaction. Any exceptions must be approved by the Bank’s board of directors. The
investment policies also provide that purchases and sales of investment securities shall be made using
the delivery vs. payment procedures.

The Bank’s investment policies also provide that the Asset Liability Management Committee (ALCO) is
responsible for implementing and monitoring the Bank’s interest rate risk policies and strategies. The
ALCO meets on a monthly basis to coordinate and monitor the interest rate risk management of interest
sensitive assets and interest sensitive liabilities, including matching of their anticipated level and
maturities, consistent with the Bank’s liquidity, capital adequacy, risk and profitability goals set by the
Bank’s board of directors.
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The following table summarizes the type and maturities of investments held by the Bank at

June 30, 2011. Investments by type in any one issuer representing 5% or more of total investments of
either the Bank or its blended component units have been separately disclosed. Expected maturities will
differ from contractual maturities because borrowers may have the right to call or prepay obligations
with or without call or prepayment penalties.

Within After One After Five After Ten
investment Type One Year to Five Years to Ten Years Years Total
U.S. Treasury bills $ 843,858,209 § - $ - - $ 843,858,209
U.S. Treasury notes 200,749,558 553,547,664 438,162,500 50,023,438 1,242,483,160
U.S. sponsored agencies notes:
Federal National Mortgage
Association ("FNMA") 25,051,650 1,550,783 26,602,433
Federal Home Loan Bank ("FHLB") 150,005,500 572,646,875 722,652,375
Federal Home Loan Mortgage
Corporation ("FHLMC") 76,585,920 76,585,920

Federal Famn Credit Bank ("FFCB") 79,507,335 79,507,335
Mortgage and asset-backed securities:

Government National Mortgage

Association ("GNMA™) 79,387 2,797,706 3,258,505 467,070,128 473,205,726

Federal National Mortgage

Association ("FNMA") 110,318,422 467,882,745 578,201,167

FHLMC 88,497,892 356,687,331 445,185,223

Other 287,059 287,059
Corporate debt:

Goldman Sachs 4,000,160 4,000,160

General Electric 708,680 4,110,146 4,818,826

Andrew Mellow Foundation 3,159,600 3,159,600

Walmart Stores 2,116,340 2,116,340
First Puerto Rico Family of Funds 50,000,000 50,000,000
External investment pools-—

Fixed-income securities 123,186,460 123,186,460
PR Housing Bank Portfolio I bonds 4,744,394 4,744,394
Nonparticipating investment

contracts:

American international Group 198,151,692 198,151,692

Other 98,484,022 98,484,022
U.S. Municipal notes 1,418,382 74,073,529 58,599,962 71,186,679 205,278,552
Commonwealth agency bonds - 3,530,000 - 46,326,069 49,856,069
Total investments $ 1374006336 § 1397,126765 '§ 699,124,340 i 1,762,107,281 5,232,364,722
Extemal investment pools:

Equity securities:

Russell 1000 Growth Common Trust Fund 47,581,657

Global Opportunities Capital Appreciation Fund 14,757,197
Preferred securities / interests:

Grupo Hima San Pablo 3,642,563

Desarrolladora del Norte 50,000,000

Other 247,436
Total $

Reconciliation to the govemment-wide

5,348,593,575

statement of net assets $ 3,775,241,121
Unrestricted investments and investment contracts 1,573,352,454
Restricted investments and investment contracts $ 5,348,593,575
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Investments in fixed-income external investment pools had an average maturity of less than 60 days;
accordingly, they were presented as investments with maturity of less than one year. These investments
include $117,362,255 invested in the Puerto Rico Government Investment Trust Fund, a government-
sponsored pool, which is administered by the Bank. This pool is subject to regulatory oversight by the
Commissioner of Financial Institutions of Puerto Rico. The fair value of the pool is the same as the
value of the pool shares.

At June 30, 2011, the total amount of $9,386,086 of the Bank’s investment in corporate debt maturing
over one year, bear a fixed interest rate. Also, at June 30, 2011, approximately 32% of the Bank’s
investments in mortgage and asset-backed securities were held by trustees in connection with bonds
issued by the Housing Finance Authority, the terms of which generally provide for early redemption of
the bonds if the securities are early repaid.

All of the Bank’s investments in U.S. Treasury securities and mortgage-backed securities guaranteed by
GNMA carry the explicit guarantee of the U.S. government. The credit quality ratings for investments in
debt securities, excluding U.S. Treasury securities and mortgage-backed securities guaranteed by
GNMA, at June 30, 2011 are as follows:

Credit Risk
Rating
Securities Type AAAto A- BBB B Not Rated Total
U.S. sponsored agencies notes:

FNMA $ 26,602,433 $ - $ - $ - $ 26,602,433

FHLB 722,652,375 722,652,375

FHLMC 76,585,920 76,585,920

FFCB 79,507,335 79,507,335
Mortgage-backed and asset-backed securities:

FNMA 578,201,167 578,201,167

FHLMC 445,185,223 445,185,223

Other 16,861 270,198 287,059
Corporate debt 64,094,926 64,094,926
External investment pools —

Fixed-income securities 123,186,460 123,186,460
PR Housing Bank Portfolio Il bonds 4,744,394 4,744,394
Nonparticipating investment contracts 254,832,428 41,803,286 296,635,714
U.S. municipal notes 205,278,552 205,278,552
Commonwealth agency bonds 49,856,069 49,856,069
Total $2,580,888,074 $41,803,286 3 - $50,126,267 $2,672,817,627

The credit quality ratings of nonparticipating investment contracts are based on the credit quality ratings
at June 30, 2011 of the counterparties with whom these contracts are entered into. The credit quality
ratings of the counterparties should follow the ratings required by the investment policies of the Bank.

As of June 30, 2011, the Bank had pledged investments and investment contracts to secure the
following:

Payment of principal and interest on obligations issued by a blended

component unit $ 675,952,789
Securities sold under agreements to repurchase 970,818,550
Certificates of indebtedness 4,300,000
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5. LOANS RECEIVABLE AND ALLOWANCE FOR LOAN LOSSES

Loans at June 30, 2011 consist of the outstanding balance of credit facilities granted to the following (in

thousands):
GDB Tourism Housing
Operating Development  Finance Development
Fund (1) Fund Authority Fund Total
Public corporations and agencies $6,002,823 $ - $ - $ - $6,002,823
Municipalities 1,792,058 1,792,058
Allowance for loan losses (4,000) (4,000)
Total loans to public sector 7,790,881 - - - 7,790,881
Private sector 5,000 432,298 302,371 17,375 757,044
Allowance for loan losses (264) (86,815) (35,655) (9,320) (132,054)
Deferred origination fees (19,912) (19,912)
Total loans to private sector 4,736 345,483 246,804 8,055 605,078
Balance — end of year $7,795,617 $345,483 $246,804 $8,055 $8,395,959
(1) Excluding loans to component units.
Reconciliation to the government-wide
statement of net assets:
Unrestricted loans receivable — net $8,360,977
Restricted loans receivable — net 34,982
Total $8,395,959

For the year ended June 30, 2011, public sector loan originations and collections amounted to
$4.6 billion and $3.2 billion, respectively.

Public sector loans amounting to approximately $2.3 billion as of June 30, 2011 were delinquent by

90 days or more or had matured. Public sector loans classified as nonaccrual amounted to approximately
$57 million at June 30, 2011. Interest income that would have been recorded if such nonaccrual loans
had been accruing in accordance with their original terms was approximately $1.9 million in 2011.
Interest collected on these loans during the year ended June 30, 2011 was not material.
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At June 30, 2011, loans to public corporations and agencies of the Commonwealth amounting to
$6,002,823 were repayable from the following sources (in thousands):

Repayment Source Amount
Proceeds from future bond issuances of public corporations $1,646,025
Operating revenues of public entities other than the Commonwealth 1,554,059
Legislative appropriations — previously from issuance of Commonwealth's

general obligation bonds 1,116,859
Legislative appropriations — previously from FIA Fund 770,799
Legislative appropriations — other 848,239
Other — including funds from federal grants 66,842
Total $6,002,823

During fiscal year 2011, the Bank received $63.1 million and $101.4 million of appropriations to repay
principal of and interest on public sector loans whose repayment source was originally from the FIA
Fund and from future issuances of Commonwealth’s general obligations bonds, respectively. The
Commonwealth’s general fund budget for fiscal year 2012 includes $65.1 million and $91.5 million of
appropriations to repay principal of and interest on public sector loans whose repayment source was
originally from the FIA Fund and from future issuances of Commonwealth’s general obligations bonds,
respectively. These appropriations are based on payment schedules proposed by the Bank, which are
based on a period of amortization of 30 years each, at contractual interest rates. The Bank will annually
submit to the OMB, to be included in the Commonwealth’s budget for legislative approval in each
subsequent fiscal year, an amount established in the payment schedules with the terms stated above. The
Bank expects that future appropriations will be approved by the Legislature of the Commonwealth to
comply with such schedules. However, there can be no assurance that the director of OMB will include
an amount for loan repayments in the Commonwealth’s budget, and that the Legislature will appropriate
sufficient funds in the future to cover all amounts due to the Bank on these loans.

Since one of the Bank’s principal functions is to provide financing to the Commonwealth and its
instrumentalities, the Bank’s loan portfolio includes loans to various departments and agencies of the
Commonwealth, to various public corporations, and to municipalities, which represent a significant
portion of the Bank’s assets. Loans to the Commonwealth and its departments and agencies typically
include working capital lines of credit payable from short-term tax and revenue anticipation notes issued
by the Commonwealth, interim financing of capital improvements payable from Commonwealth general
obligation bonds or revenue bonds issued by the corresponding agency and, in recent years, loans to
finance the Commonwealth’s budget deficit payable from the FIA Fund, uncollected taxes and annual
appropriations made by the Legislature of Puerto Rico. Loans to the public sector, excluding
municipalities, amounted to approximately $6.0 billion or 38.7% of the Bank’s government-wide total
assets at June 30, 2011.

At June 30, 2011, approximately $2.7 billion of the public sector loans are payable from legislative
appropriations from, or future tax revenues of, the Commonwealth. Accordingly, the payment of these
loans may be affected by budgetary constraints, the fiscal situation and the credit rating of the
Commonwealth. Significant negative changes in these factors may have an adverse impact on the
Bank’s financial condition. From fiscal years 2003 to fiscal year 2010, the Commonwealth’s recurring
expenditures have exceeded its recurring revenues. These shortfalls were partially covered with loans
from the Bank and other nonrecurring revenues. In addition, the Commonwealth has preliminary
estimated that its expenditures will exceed its revenues for fiscal year 2011. From fiscal year 2003 to
2008, the Bank granted loans to the Commonwealth aggregating to $1,964 million to cover part of the
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Commonwealth’s deficit. As of June 30, 2011, the outstanding principal amount of these loans was
$227 million.

In addition, at June 30, 2011, approximately $3.3 billion of public sector loans are payable from
proceeds from future bond issuances and operating income of public corporations of the
Commonwealth. The Bank lends funds to such public corporations for capital improvements and
operating needs. The loans for capital improvements generally are construction loans and are repaid
from the proceeds of future bond issuances of the respective public corporations. Such loans may,
however, also be repaid from the revenues of such public corporations, from loans provided by sources
other than the Bank, from federal grants, and from the sale of assets of such public corporations. The
amount of outstanding loans from the Bank to the public corporations fluctuates annually, depending
upon the capital program needs of the public corporations, the timing and level of their capital
expenditures, and their ability to gain access to the long-term capital markets. The participation of
certain of these public entities in the bond market has been delayed waiting for the credit rating of such
entities to improve or for more favorable market conditions. At June 30, 2011, the Bank has
approximately $1.3 billion and $1 billion of loans outstanding due from the Puerto Rico Highways and
Transportation Authority and the Puerto Rico Aqueduct and Sewer Authority, representing
approximately 71% of the $3.3 billion mentioned above. As explained below, to manage the credit risk
of these and other debtors, the Bank has entered into fiscal oversight agreements, whereby the Bank,
among other things, imposes conditions on the extensions of credit to these entities and continually
monitors their finances. The default by any such and other public sector borrowers on the Bank’s loans
may have a material adverse effect on the financial condition and operating results of the Bank.

Starting in fiscal year 2010, as part of its risk management activities and as a condition to provide
financing support to certain public corporations, GDB has entered into fiscal oversight agreements with
such public corporations. The agreements require the public corporations, among other, to implement a
comprehensive expense reduction program, including certain fiscal oversight controls, subject to laws
and existing agreements of the public corporations, designed to minimize future tariff increases to
households and the private sector, and to protect and improve the credit rating of the public corporations,
so that the public corporations may obtain adequate financing to fund its capital expenditure
requirements and to operate its infrastructure in an efficient and reliable manner and in compliance with
applicable laws and regulations. GDB’s agreement to provide current financing and any future financing
is expressly conditioned upon the public corporations’ compliance with the covenants established in the
fiscal oversight agreement and GDB’s right to monitor and enforce such compliance. These agreements
will be in effect until the public corporations have regained a level of financial stability and are able to
secure long-term financing that will result in the continued stability of the public corporations’
operations and financial condition. As of June 30, 2011, management of the Bank determined that all
public corporations and agencies have complied with the material terms and conditions of their
respective agreements.

Also, as part of its role of providing financing to the Commonwealth and its instrumentalities to further
the economic development of Puerto Rico, and as part of its risk management activities, the Bank is
renegotiating and/or restructuring payment terms of the loans to certain governmental entities. Some of
the renegotiations/restructurings extend the period for principal repayment but provide for repayment of
the contractual interest in accordance with the original terms.

In addition, due mainly to the Commonwealth’s financial situation and the unfunded status of the Puerto
Rico Government Employee Retirement System, which represents a challenge that could affect Puerto
Rico’s credit rating, major credit rating agencies, such as Moody’s Investors Service (“Moody’s”)
Standards & Poor’s Rating Services (S&P), and Fitch, Inc. (“Fitch”) have downgraded the
Commonwealth’s credit ratings during the past years.
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However, on March 7, 2011, S&P raised its rating on the Commonwealth unenhanced general obligation
bonds to BBB with a stable outlook from BBB- with a positive outlook and assigned such rating to the
bonds issued by the Commonwealth. In taking this rating action, S&P stated that the upgrade reflects the
Commonwealth’s recent revenue performance and continued efforts to achieve fiscal and budgetary
balance. S&P noted, however, that other medium-term budget pressures, such as the Commonwealth’s
retirement benefit obligations, remain a limiting credit factor. S&P’s stable outlook is based on the
Commonwealth’s recent implementation of significant expenditure controls and revenue enhancement
measures that could help restore balance within the next two years. S&P also stated that it would raise
the rating if, over the upcoming two years, in conjunction with an improvement in the Commonwealth’s
economic performance, budget controls remain in place and there is continued progress toward
achieving balance between ongoing revenues and expenditures as well as in addressing the
Commonwealth’s unfunded retirement benefit obligations. At June 30, 2011, the credit rating assigned
by Moody’s, S&P, and Fitch to the general obligation bonds of the Commonwealth was A3 with a
negative outlook and on watchlist, BBB with a stable outlook, and BBB+ with a stable outlook,
respectively.

Subsequent to year end, on August 8, 2011, Moody’s lowered its rating on the Commonwealth’s
unenhanced general obligation bonds to Baal with a negative outlook from A3. This rating action was a
result of Moody’s review of the Commonwealth’s rating, which had been placed on watchlist on May 3,
2011. In taking this rating action, Moody’s stated the downgrade reflects the continued financial
deterioration of the severely underfunded retirement systems, continued weak economic trend, and weak
finances, with a historical trend of funding budget gaps with borrowings. Moody’s negative outlook
reflects the stress the Commonwealth will face in the next few years as it continues to address the
underfunding of the retirement systems from an already weak financial and economic position. The
downgrade and negative outlook also affects bonds whose ratings are determined by or linked to that of
the Commonwealth, including the Bank’s outstanding notes previously issued under an indenture, which
were downgraded to Baal.

Also, on August 8, 2011, S&P reaffirmed its BBB rating of the Commonwealth’s unenhanced general
obligation bonds.

In an effort to address the Commonwealth’s structural budget imbalance, the Legislature enacted

Act No. 117 of July 4, 2006 (“Act No. 117”), which amended the Puerto Rico Internal Revenue Code of
1994 to provide, among other things, for a general sales and consumption tax of 5.5% (the “Sales Tax”)
to be imposed by the Commonwealth. ActNo. 117 also eliminated the 5% general excise tax imposed
on imported goods and the 3.6% general excise tax on goods manufactured in Puerto Rico, and provided
certain income tax reductions to taxpayers. The Sales Tax was effective on November 15, 2006.

Act No. 91 was amended by Act No. 291, enacted on December 26, 2006, and by Act No. 56, enacted
on July 6, 2007, to create the Puerto Rico Sales Tax Financing Corporation (the “Sales Tax
Corporation”) as an independent governmental instrumentality that will own and hold the FIA Fund for
the purpose of financing the payment, retirement or defeasance of the extra-constitutional debt. Pursuant
to Act No. 91, ownership of the FIA Fund, was transferred to the Sales Tax Corporation.

On January 14, 2009, Act No. 91 was amended by Act No. 1 (“Act No. 1”) to increase the Pledged Sales
Tax to 2% of the Commonwealth’s share of the sales and consumption tax. Furthermore, Act No. 1
amended Act No. 91 to allow the use of the proceeds of future bond issuances by the Sales Tax
Corporation to, among other, pay principal and/or interest of loans granted by the Bank to the
Commonwealth payable from future Commonwealth general obligation bonds and any debt of the
Commonwealth outstanding as of December 31, 2008 that did not have source of repayment or was
payable from budgetary appropriations.
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Finally, Act No. 7 of March 9, 2009 amended Act No. 91 to increase the Pledged Sales Tax, effective
July 1, 2009, by an additional 0.75% or to 2.75%, which represents 50% of the Commonwealth’s share
of the sales and consumption tax. In addition, Act. No. 7 created an integrated plan for the
Commonwealth’s fiscal stabilization that includes: (i) operating expense-reduction measures, including
various workforce reduction initiatives and a temporary halt of salary increases and other economic
benefits included in certain laws and collective bargaining agreements; (ii) tax revenue enforcement
measures; (iii) a combination of permanent and temporary tax increases, and (iv) other financial
measures, including the increase of the Pledged Sales Tax. During the fiscal year ended June 30, 2011,
the Bank collected interest amounting to approximately $6.6 million on outstanding public sector loans
from funds held by the Sales Tax Financing Corporation.

Although the Commonwealth is using its best efforts to maximize revenues and reduce expenditures,
there can be no assurance that its future revenues will be greater than its expenditures.

Based on previous experience and recent developments, management of the Bank believes that the
carrying amount of the loans to the public sector will be collected (including interest at the contractual
interest rate), and, accordingly, no additional allowance for loan losses to the public sector is needed at
June 30, 2011.

Loans to the private sector include the outstanding principal balance of credit facilities granted by the
Bank and the Development Fund to private enterprises in Puerto Rico, the activities of which are
deemed to further the economic development of Puerto Rico. They also include the outstanding principal
balance of mortgage loans granted to low and moderate-income families for the acquisition of single-
family housing units and to developers of low and moderate-income multifamily housing units in Puerto
Rico, and direct loans to tourism projects. These credit facilities, net of allowance for loan losses,
amounted to approximately $600.3 million at June 30, 2011 of which approximately $246.8 million are
mortgage loans for low and moderate-income housing units and approximately $345.5 million are for
tourism projects.

Private sector loans classified as nonaccrual amounted to approximately $211 million at June 30, 2011.
Interest income that would have been recorded if these loans had been performing in accordance with
their original terms was approximately $11 million in 2011. No interest was collected on these loans for
the year ended June 30, 2011.
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The following is a summary of private sector loans of the enterprise funds considered to be impaired as
of June 30, 2011, and the related interest income for the year then ended (in thousands):

Recorded investment in impaired loans:
Not requiring an allowance for loan
losses
Requiring an allowance for loan
losses

Total recorded investment in impaired
loans

Related allowance for loan losses

Average recorded investment in
impaired loans

Interest income recognized on
impaired loans

The following is a summary of the activity in the allowance for loan losses for the year ended

June 30, 2011 (in thousands):

Balance — beginning of
ear
Provision (credit) for loan losses
Transfer to enterprise
funds
Net charge-offs

Balance — end of year

Enterprise Funds

GDB Housing Tourism
Operating Finance Development Development
Fund Authority Fund Fund Total
$ 129 $ 3,334 $ - $ - $ 3,463
264 48,253 141,062 16,930 206,509
$ 393 $ 51,587 $ 141,062 $ 16,930 $ 209,972
$ 264 $ 33,643 $ 76,502 $ 9,387 $ 119,796
- 58,781 134,331 8,465 201,577
- 562 - - 562
Enterprise Funds
GDB Housing Tourism
Operating Finance Development Development
Fund Authority Fund Fund Total
$ 92814 $ 28970 $ 55,763 $ - $ 94,547
(5,550) 7,547 31,052 9,320 42,369
(862) (862)
$ 4264 $ 35,655 $ 86,815 $ 9,320 $ 136,054

DUE FROM FEDERAL GOVERNMENT

Under the New Secure Housing Program (the “Program”), the Housing Finance Authority is responsible
for administering the Program, including contracting, supervising and paying the designers, inspectors,
and legal services needed for the Program. The Housing Finance Authority also provides all the funding
for the Program through a $67 million nonrevolving line of credit with the Bank. The Department of
Housing is responsible for land acquisitions, auctioning projects, awarding construction contracts,
qualifying participants, and selling housing units to eligible participants.

Under the terms of the grant, the construction of, and relocation of participants into new secure housing
facilities was to be completed by December 31, 2007. In addition, FEMA would reimburse 75% of the
allowable costs of the Program. Funds collected under the Program since its inception amounted to
approximately $113 million and are subject to compliance audits under OMB Circular A-133 and

federal granting agencies audits.
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In April 2007, FEMA discontinued reimbursing the Housing Finance Authority’s allowable costs based
on the Program’s noncompliance with the scheduled dates for construction activities and case
management. The Department of Housing requested a one-year extension, up to December 31, 2008,
and although original request was denied, FEMA granted such request in 2007.

On June 6, 2008, the Department of Housing requested an additional one-year extension, up to
December 31, 2009, for the completion of the construction and relocation of participants into new secure
housing facilities. On July 1, 2008, FEMA denied the additional one-year extension. The Department of
Housing requested through the Governor’s Authorized Representative (GAR) on September 19, 2008, a
reconsideration of FEMA’s decision not to grant the extension. On December 23, 2008 FEMA granted
an extension up to June 30, 2010.

Although significant progress was made through June 30, 2010 in the construction activities and in the
case management of the Program, the Housing Finance Authority was not able to fully comply with the
terms of the extension granted by FEMA. On September 30, 2011, the Housing Finance Authority
provided FEMA and the GAR the program closeout documentation, which is under FEMA'’s review.
Based on this and the fact that no reimbursements have been received from FEMA since April 2007,
management has decided to establish an allowance for the $26 million due from the FEMA at June 30,
2011.

The Housing Finance Authority, as a public housing agency, is authorized to administer the U.S.
Housing Act Section 8 Programs in Puerto Rico. The revenues and expenses of such federal financial
assistance are accounted for as a major governmental fund under the HUD Programs fund. Revenues
and expenditures related to the administration of the U.S. Housing Act Section 8 Programs amounted to
approximately $127.1 million during the year ended June 30, 2011. This amount includes approximately
$4,980,000 of administrative fees for services performed as contract administrator, which are reimbursed
by HUD. As of June 30, 2011, the amounts due from federal government under the HUD Programs fund
amounted to approximately $1.3 million.

In addition, on February 17, 2009, the American Recovery and Reinvestment Act of 2009 (ARRA) was
signed into law in the United States of America. The purpose of ARRA is to jumpstart the nation’s ailing
economy with the primary focus on creating and saving jobs in the near term and investing in
infrastructure that will provide long-term economic benefits. The Housing Finance Authority expended
$95.7 million of ARRA program funds during the year ended June 30, 2011, of which $11.2 million are
due from the federal government at June 30, 2011.

During 2010, the Housing Finance Authority received from the Department of Housing approximately
$1.6 million of cash and approximately $17 thousand in capital assets, as well as liabilities amounting to
approximately $1.6 million, that were held by the Department of Housing as the previous administrator
of the HOME Program. This transaction did not have an effect on the Housing Finance Authority’s 2011
statement of activities and statement of revenues, expenditures, and changes in fund balances —
governmental funds.

During the year ended June 30, 2011, the Housing Finance Authority expended $16.6 million of HOME
Program funds, of which $8.7 million are due from the federal government as of June 30, 2011. In
accordance with the Housing Finance Authority’s accounting policies, the Housing Finance Authority
has deferred the recognition of revenue of approximately $4.6 million due from the federal government
as such amounts are not considered to be available. This amount has been recorded as a deferred revenue
in the accompanying balance sheet — governmental funds.
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7. REAL ESTATE AVAILABLE FOR SALE

Real estate available for sale at June 30, 2011 consisted of the following:

GDB Housing
Operating Finance
Fund Authority Total
Residential (14 units) $ - $ 13,653,479 $ 13,653,479
Commercial : 138,800,232 138,800,232
Valuation allowance (13,121,013) (10,764,378) (23,885,391)
Total real estate available for sale $125,679,219 $ 2,889,101 $128,568,320

Reconciliation to the government-wide statement of net assets (deficiency):

Unrestricted real estate available for sale $126,641,380
Restricted real estate available for sale 1,926,940
Total $128,568,320

The following is a summary of the activity in the valuation allowance for the year ended June 30, 2011:

GDB Housing
Operating Finance
Fund Authority Total
Balance — beginning of year $ 13,121,013 $ 7443470 $ 20,564,483
Provision for possible losses - 4,089,470 4,089,470
Write-offs - (768,562) (768,562)
Balance — end of year $ 13,121,013 $ 10,764,378 $ 23,885,391

During fiscal year 2009, the Bank entered into an agreement with an agency of the Commonwealth
whereby the Bank received several properties with appraised values (based on appraisals made near the
transaction date) of $155.9 million in lieu of payment of a loan whose principal balance and accrued
interest receivable amounted to $144.2 million at December 30, 2008. Management of the Bank has
subsequently obtained appraisals of the properties, which have resulted in a decrease in the appraised
values of certain of such properties, net of estimated selling costs, of approximately $62 million, which
have been recorded as a reduction of the carrying value of the properties (included within real estate
available for sale in the accompanying statement of net assets) and a receivable from the
Commonwealth’s agency [included within other receivables in the accompanying statement of net assets
(deficiency)]. The interagency agreement provides that the agency of the Commonwealth shall transfer
to the Bank additional properties to cover any deficiency in the properties values during a period of five
years. In addition, on October 16, 2011, the Bank obtained a commitment from the director of the OMB,
whereby OMB commits to pay $7.5 million to the Bank before December 31, 2011 to cover a portion of
the outstanding balance at June 30, 2011. In addition, the director of the OMB has committed to include
in the Commonwealth’s general fund budget, for legislative approval, appropriations of approximately
$3.8 million, plus interest at 7%, for the next 15 years to cover the remaining balance. The Legislature is
not obligated to authorize such appropriations. Management of the Bank is of the opinion that it will
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receive properties or cash to cover such deficiency and, accordingly, believes that no valuation

allowance on the receivable from the Commonwealth’s agency is needed at June 30, 2011.

CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2011, was as follows:

Governmental Activities:

Capital assets:
Information systems

Office furniture and equipment
Vehicles

Total capital assets

Less accumulated depreciation and amortization for:
Information systems
Office furniture and equipment
Vehicles

Total accumulated depreciation and amortization

Capital assets governmental activities — net

Business Type - Activities

Capital assets not being depreciated — land

Land
Land under development

Total capital assets not being depreciated

Capital assets being depreciated:
Building
Leasehold improvements
Information systems
Office fumiture and equipment
Software
Vehicles

Total capital assets being depreciated
Less accumulated depreciation and amortization for:
Building
Leasehold improvements
Information systems
Office furniture and equipment

Software
Vehicles

Total accumulated depreciation and amortization
Total capital assets being depreciated — net

Capital assets business type activities — net

Total capital assets — net

Beginning Reductions/ Ending
Balance Additions Reclassifications Balance
$ - $ 66,329 $ - 66,329
- 33,967 - 33,967
- 66,135 - 66,135
- 166,431 - 166,431
- (35,494) - (35,494)
- (23,094) - (23,094)
- (66,132) - (66,132)
- (124,720) - (124,720)
$ - $ 41,711 3 - 41,711
Beginning Additions Reductions/ Ending
Balance Reclassifications Balance
$ 2,845,000 $ - - $ 2,845,000
- - 56,454,861 56,454,861
2,845,000 - 56,454,861 59,299,861
8,988,048 - - 8,988,048
4,429,170 53,599 (21,058) 4,461,711
3,707,774 86,193 (1,762,379) 2,031,588
2,687,793 49,584 (24,686) 2,712,691
3,522,685 1,147,199 (244,712) 4,425,172
217,119 - 4) 217,115
23,552,589 1,336,575 (2,052,839 22,836,325
(2,134,660) (224,701) 2 (2,359,363)
(1,746,839) (450,359) 21,058 (2,176,140)
(2,468,416) (513,508) 1,372,096 (1,609,828)
(1,949,436) (299,324) 407,975 (1,840,785)
(2,163,973) (1,034,043) 251,443 (2,946,573)
(184,528) (11,223) 264 (195,487)
(10,647,852) (2,533,158) 2,052,838 (11,128,176)
12,904,737 (1,196,583) (@) 11,708,153
$15,749,737 $ (1,196,583) $ 56,454,860 71,008,014
$ 71,049.725
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10.

Land under development represents property owned by the Bank that is being developed for future
government benefit. It was transferred from real estate available for sale to capital assets as of June 30,
2011, at cost. Specifically, as part of its functions of furthering the economic development of Puerto
Rico, the Bank is developing the infrastructure and public spaces of the “Comunidad Rio Bayamon
Norte” as per the Master Plan approved by the Puerto Rico Planning Board. The infrastructure
development includes the construction of the roads, sidewalks, electric, sanitary and sewer systems and
an urban park with recreational area, clubhouse and tennis courts. As part of the development, the Bank is
contributing to certain offsite improvements with the Puerto Rico Electric and Power Authority, the
Puerto Rico Aqueduct and Sewer Authority and the Puerto Rico Highways and Transportation Authority.
The development will have access to Tren Urbano’s Jardines Station. Management is evaluating the
transfer of these improvements and structures to the corresponding governmental agency for the proper
maintenance upon completion of the development.

DEPOSITS

Deposits consist predominantly of interest-bearing demand accounts, special government deposit
accounts, and time deposits from the Commonwealth, its agencies, instrumentalities, and municipalities.
Interest expense on these deposits amounted to approximately $94 million in 2011.

SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

The following is selected information concerning securities sold under agreements to repurchase:

Carrying amount at June 30, 2011 $ 970,818,550
Maximum amount outstanding at any month-end 970,818,550
Average amount outstanding during the year 650,175,776
Weighted average interest rate for the year 2.43%
Weighted average interest rate at year-end 0.13%

The following summarizes the activity of securities sold under agreements to repurchase for the year
ended June 30, 2011:

Beginning Ending
Balance Issuances Maturities Balance
GDB Operating
Fund $ 1,058,834,752 $4,477,337,335 $4,565,353,537 $ 970,818,550

All sales of investments under agreements to repurchase are for fixed terms. In investing the proceeds of
securities sold under agreements to repurchase, the Bank’s policy is for the term to maturity of
investments to be on or before the maturity of the related repurchase agreements. At June 30, 2011, the
total amount of securities sold under agreements to repurchase mature within one year.
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11.

12.

CERTIFICATES OF INDEBTEDNESS

Certificates of indebtedness consist of time deposits from corporations that have grants of tax
exemptions under the Commonwealth’s industrial incentives laws. The following summarizes the
certificates of indebtedness activity for the year ended June 30, 2011:

Beginning Ending Due Within
Balance Issuances Maturities Balance One Year
GDB Operating
Fund $11,800,000 $ - $ 7,500,000 $ 4,300,000 $4,300,000

At June 30, 2011, certificates of indebtedness amounting to approximately $4.3 million contractually
mature during the fiscal year ending June 30, 2012.

BONDS, NOTES, AND MORTGAGE-BACKED CERTIFICATES PAYABLE, AND OTHER
LIABILITIES

The activity of bonds payable and other borrowed funds for the year ended June 30, 2011 is as follows:

Beginning Debt Debt Ending Due Within
Balance Issued Paid Reductions Balance One Year
Governmental activities — Commonwealth
appropriation bonds and notes — note
payable — AHMSP Stage 7 $4,811,237 $ - $ - $ - $4,811,237 $ -
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Business-type activities:
GDB Operating Fund:

Adjustable Refunding Bonds
Senior Notes 2006 Series B
Senior Notes 2006 Series C
Senior Notes 2008 Series A
Senior Notes 2008 Series B
Senior Notes 2009 Series A
Senior Notes 2009 Series B
Senior Notes 2009 Series C
Senior Notes 2009 Series D
Senior Notes 2010 Series A
Senior Notes 2010 Series B
Senior Notes 2010 Series C
Senior Notes 2010 Series D
Senior Notes 2011 Series A
Senior Notes 2011 Series B
Add (deduct) unamortized premium (discount)

Total GDB Operating Fund

Housing Finance Authority
Mortgage Trust ITI

Revenue bonds:

Single Family Mortgage Revenue Bonds —
Portfolio IX

Single Family Mortgage Revenue Bonds —
Portfolio X

Single Family Mortgage Revenue Bonds —
Portfolio X1

Homeownership Mortgage Revenue Bonds 2000

Homeownership Mortgage Revenue Bonds 2001

Homeownership Mortgage Reverue Bonds 2003

Mortgage-Backed Certificates — 2006 Series A

Total revenue bonds
Subtotal

Notes payable:
GDB
Special obligation notes
Citibank notes
Plus unamortized premium
Less unaccreted discount and deferred amount
on refunds

Total Housing Finance Authority
Tourism Development Fund:

Participation agreement payable
Notes payable to GDB

Total Tourism Development Fund

Total

Less intrafund eliminations

Total business-type activities

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
$ 267,000,000 $ - $ - $ 267000,000 $ -
428,655,000 (63,295,000) 365,360,000 62,665,000
81,960,000 81,960,000
571,533,000 (571,533,000)
195,467,000 (195,467,000)
250,000,000 (250,000,000)
200,000,000 (200,000,000)
1,013,200,000 (53,427,000) 959,773,000
342,876,000 (41,718,000) 301,158,000
1,448,741,000 1,448,741,000 28,316,000
151,259,000 151,259,000
1,086,478,000 1,086,478,000
96,411,000 96,411,000
70,000,000 70,000,000
650,000,000 650,000,000
7,065,393 (2,132,927 4,932,466 157,136
3,357,756,393 3,502,889,000 (1,377,572,927) 5,483,072.466 91,138,136
904,333,874 (42,530,000) 861,803,874 42,030,000
107,295,000 (9,145,000) 98,150,000 2,210,000
73,625,000 (3,350,000) 70,275,000 1,275,000
18,910,000 (630,000) 18,280,000 310,000
47,905,000 (3,700,000) 44,205,000 1,065,000
50,220,000 (4,720,000) 45,500,000 1,210,000
23,315,000 (1,460,000) 21,855,000 580,000
120,259,292 (9,070,382) 111,188,910 19,879,063
441,529,292 (32,075,382) 409,453,910 26,529,063
1,345,863,166 (74,605,382) 1,271,257,784 68,559,063
3,495,586 431,395 (1,219,926) 2,707,055
15,000,000 14,000,000 29,000,000
80,000,000 (80,000,000)
498,253 (36,004) 462,249
(488,082.569) (6,860,000) 33,302,423 (461,640,146)
876,774,436 87,571,395 (122,558,889) 841,786,942 68,559,063
26,000,000 26,000,000
362,780208 44,436,268 (7,700,000) 399,516,476 8,400,000
388,780,208 44,436,268 (7,700,000) 425516,476 8,400,000
4,623,311,037 3,634,896,663 (1,507,831,816) 6,750,375,884 168,097,199
(517,105240) (44,867,663) (3,377, 26) (565,350,629) (8,400,000)

$ 4,106,205,797

$ 3,590,029,000

$ (1,511,209,542)

$ 6,185025,255

$ 159,697,199
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The annual debt service requirements to maturity, including principal and interest, for long-term debt,
(excluding notes payable by component units to the Bank) as of June 30, 2011 are as follows:

Years Ending

June 30,

2012
2013
2014
2015
2016
2017-2021
2022-2026
Total

GDB Operating Fund
Business-Type Activities
Interest

Principal Interest Subsidy (1) Total
90,981,000 261,859,100 $ (4984,359) § 256,874,741
538,934,000 250,917,106 (4,984,359) 245,932,747
601,727,000 229,344,105 (4,984,359) 224,359,746
1,071,850,000 185,696,752 (4,984,359) 180,712,393
469,065,000 154,119,264 (4,984,359) 149,134,905
2,185,103,000 344,613,780 (24,921,801) 319,691,979
520,480,000 67,699,702 (24,803,957) 42,895,745

$ 5,478,140,000

$ 1,494,249,809

$ (74,647,553)

$ 1,419,602,256

(1) The GDB Senior Notes Series 2010 B and 2010 D were issued as Build America Bonds. The Bank
will receive a subsidy payment from the federal government equal to 35% of the amount of each

interest payment.

Years Ending

June 30,

2012
2013
2014
2015
2016
2017-2021
2022-2026
2027-2031
2032-2036
2037-2040

Total

Housing Finance Authority

Governmental Activities

Business-Type Activities

Principal Interest Principal interest
$ - $ 261,554 $ 68,559,063 $ 4,846,999
201,452 57,267,066 4,151,196

95,757 217,922 54,392,294 3,717,371
89,306 215,785 50,536,769 3,306,565
107,858 208,628 49,693,737 2,926,059
554,872 913,724 244,359,480 13,532,646
851,237 731,534 594,191,519 12,289,458
3,112,207 422,339 89,758,935 7,512,229
70,950,433 4,866,472
20,548,488 1,440,264
$4,811,237 $3,172,938 $1,300,257,784 $ 58,589,259

.58 -




Tourism Development Fund (1)

Years Ending Business-Type Activities

June 30, Principal Interest

2012 $ - $ 730,600
2013 730,600
2014 730,600
2015 730,600
2016 730,600
2017-2019 26,000,000 1,461,200
Total $26,000,000 $5,114,200

(1) Debt service requirements of this variable-rate debt assume that the interest rate effective
at June 30, 2011 remains the same throughout the term of the debt.

Governmental Activities — Bonds and notes payable by governmental activities as of June 30, 2011
consist of the following:

Interest Amount
Description and Maturity Date Rate Outstanding
Note payable Affordable Housing Mortgage Subsidy Program
Stage 7 — due on July 1, 2014 and each July 1, thereafter to
July 1, 2031 4.10%-5.25% $4,811,237

Note Payable to Puerto Rico Public Finance Corporation — On December 27, 2001, the Housing
Finance Authority entered into a loan agreement (the “Note™) with the GDB Operating Fund to refinance
the Affordable Housing Mortgage Subsidy Program Stage 7 note payable (the “Old Note™) of the
Housing Bank, as authorized by Act No. 164 of December 17, 2001. The Public Finance Corporation
acquired and restructured the Note through the issuance of its Commonwealth appropriations bonds
(“PFC Bonds™). The PFC Bonds were issued under a trust indenture whereby the Public Finance
Corporation pledged and sold the Note, along with other notes under Act No. 164, to certain trustees and
created a first lien on the revenues of the notes sold. The notes payable to the Public Finance
Corporation were originally composed of a loan granted by the Bank, which, pursuant to Act No. 164 of
December 17, 2001, the Public Finance Corporation acquired and restructured through the issuance of
Commonwealth appropriation bonds. These bonds were issued under trust indenture agreements
whereby the Public Finance Corporation pledged the notes to certain trustees and created a first lien on
the pledged revenue (consisting of annual Commonwealth appropriations earmarked to repay these
notes) for the benefit of the bondholders.

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

The outstanding balance of this Note at June 30, 2011 was $4,811,237 and matures on July 1, 2031.
Interest on the unpaid principal amount of the Note is equal to the applicable percentage of the aggregate
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interest payable on the Public Finance Corporation Bonds. Applicable percentage is the percentage
representing the proportion of the amount paid by Public Finance Corporation on the PFC Bonds
serviced by the Note to the aggregate amount paid by Public Finance Corporation on all the PFC Bonds

issued by Public Finance Corporation under Act No. 164,

Business-Type Activities — Bonds, notes and mortgage-backed certificates payable of business-type

activities consist of the following:

Description and Maturity Date

Remarketed Refunding Bonds —December 1, 2015
GDB Senior Notes :
Series 2006 B — Each December 1 until December 1, 2017
Series 2006 C — January 1, 2015
Series 2009 C — Each February 1 from 2011 to 2022
Series 2009 D — Each February 1 from 2011 to 2022
Series 2010 A — Each August 1 from 2011 to 2020
Series 2010 B — August 1, 2025
Series 2010 C — Each August 1 from 2012 to 2019
Series 2010 D — August 1, 2025
Series 2011 A — April 1,2014
Series 2011 B — May 1, 2014 and May 1, 2016

Mortgage Trust III:
Each July 1 and January 1 until July 1, 2011
Each July 1 and January 1 until January 1, 2021
Single Family Mortgage Revenue Bonds — Portfolio IX —
Each December 1 and June 1 until December 1, 2012
Single Family Mortgage Revenue Bonds — Portfolio X —
Each December and June 1 until December 1, 2037
Single Family Mortgage Revenue Bonds — Portfolio XI —
Each December 1 and June 1 until December 1, 2039
Homeownership Mortgage Revenue Bonds 2000 Series —
Each June 1 and December 1 until December 1, 2032
Homeownership Mortgage Revenue Bonds 2001 Series:
Each December 1 until December 1, 2012
June 1, 2013, and each December 1 and June 1
thereafter until December 1, 2033
Homeownership Mortgage Revenue Bonds 2003 Series:
Each December 1 until December 1, 2013
June 1, 2013, and each December 1 and June 1
thereafter to December 1, 2033
Mortgage-Backed Certificates, 2006 Series A — Principal and
interest payable monthly from September 29, 2006
to August 29, 2030
Special Obligation Notes, 2010 Series A and B — November 1, 2040

Total
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Interest
Rate

4.75%
5.00
525

2.50-6.00
2.50-6.00
2.00-5.50
5.75
3.00-5.40
5.75
39
3.67-4.704

Zero Coupon
Zero Coupon

4.85%—-5.60%

4.60%-5.65%
3.460%—5.45%
4.65%-5.20%

4.60%-4.70%

5.30%-5.50%

3.80%—4.00%

4.375%4.875%

2.955%—6.560%
6.96%-6.974%

Carrying
Amount

267,000,000
368,832,386
83,420,080
959,773,000
301,158,000
1,448,741,000
151,259,000
1,086,478,000
96,411,000
70,000,000
650,000,000

21,250,000
241,014,876

98,150,000
70,275,000
18,280,000
44,205,000

2,495,000
43,005,000

1,805,000

20,050,000

99,641,122
15,781,791

6,159,025,255




GDB Senior Notes, 2010 Series A — On July 29, 2010, the Bank issued $1,448,741,000 of Senior
Notes, 2010 Series A (the “2010 Series A Notes™). The 2010 Series A Notes consist of term notes
maturing on various dates from August 1, 2011 to August 1, 2020, and carrying fixed interest rates
ranging from 2.00% to 5.50%, payable monthly on the first day of each month. The 2010 Series A Notes
are subject to redemption prior to maturity at the option of the Bank, either in whole or in part (and if in
part, in such order of maturity as directed by the Bank), at a price equal to the principal amount to be
redeemed plus accrued interest to the date of redemption, without premium, on August 1, 2011 and on
any date thereafter, subject to at least 20 days prior notice.

GDB Senior Notes, 2010 Series B— On July 29, 2010, the Bank issued $151,259,000 of Senior Notes,
2010 Series B (the “2010 Series B Notes™). The 2010 Series B Notes consist of term notes maturing on
August 1, 2025, and carrying a fixed interest rate of 5.75 %, payable quarterly on each February 1,

May 1, August 1 and November 1. Upon compliance with certain requirements of the U.S. Internal
Revenue Code, the Bank will receive a subsidy payment from the federal government equal to 35% of the
amount of each interest payment of the Notes. The 2010 Series B Notes are subject to redemption prior to
maturity at the option of the Bank, either in whole or in part, at a price equal to the principal amount to be
redeemed plus accrued interest to the date of redemption, without premium, on August 1,2011 and on
any date thereafter, subject to at least 20 days prior notice.

GDB Senior Notes, 2010 Series C — On August 24, 2010, the Bank issued $1,086,478,000 of Senior
Notes, 2010 Series C (the “2010 Series C Notes™). The 2010 Series C Notes consist of term notes
maturing on various dates from August 1, 2012 to August 1, 2019, and carrying fixed interest rates
ranging from 3.00% to 5.40%, payable monthly on the first day of each month. The 2010 Series C Notes
are subject to redemption prior to maturity at the option of the Bank, either in whole or in part (and if in
part, in such order of maturity as directed by the Bank), at a price equal to the principal amount to be
redeemed plus accrued interest to the date of redemption, without premium, on September 1, 2011 and on
any date thereafter, subject to at least 20 days prior notice.

GDB Senior Notes, 2010 Series D — On August 24, 2010, the Bank issued $96,411,000 of Senior
Notes, 2010 Series D (the “2010 Series D Notes™). The 2010 Series D Notes consist of term notes
maturing on August 1, 2025, and carrying a fixed interest rate of 5.75 %, payable quarterly on each
February 1, May 1, August 1 and November 1. Upon compliance with certain requirements of the U.S.
Internal Revenue Code, the Bank will receive a subsidy payment from the federal government equal to
35% of the amount of each interest payment of the Notes. The 2010 Series D Notes are subject to
redemption prior to maturity at the option of the Bank, either in whole or in part, at a price equal to the
principal amount to be redeemed plus accrued interest to the date of redemption, without premium, on
September 1, 2011 and on any date thereafter, subject to at least 20 days prior notice.

GDB Senior Notes, 2011 Series A — On March 2, 2011, the Bank issued $70,000,000 of Senior Notes,
2011 Series A (the “2011 Series A Notes™). The 2011 Series A Notes consist of term notes maturing on
April 1, 2014, and carrying a fixed interest rate of 3.90%, payable monthly on the first day of each
month.

GDB Senior Notes, 2011 Series B— On May 26, 2011, the Bank issued $650,000,000 of Senior Notes,
2011 Series B (the “2011 Series B Notes™). The 2011 Series B Notes consist of term notes maturing on
May 1, 2014 and May 1, 2016, and carrying fixed interest rates ranging from 3.670% to 4.704%, payable
semi-annually arrears on the first day of May and November. The 2011 Series B Notes are subject to
redemption prior to maturity at the option of the Bank, either in whole or in part (and if in part, in such
order of maturity as directed by the Bank), at a price equal to the greater of the principal amount to be
redeemed or the sum of the present value of the remaining schedule payments of principal and interest to
the maturity date of the 2011 Series B Notes to be redeemed, subject to at least 30 days prior notice.
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Special Obligation Notes, 2010 Series A and B — On October 22, 2009 and November 10, 2010, the
Housing Finance Authority issued $15,000,000 and $14,000,000 respectively, of Special Obligation
Notes, 2010 Series A and 2010 Series B, respectively. These notes are collateralized by certain second
mortgage loans originated under the Home Purchase Stimulus Program. The notes will be repaid from
collections of principal and interest of the underlying collateral, net of servicing and guarantee fees. The
second mortgage loans are guaranteed by the Housing Finance Authority’s Act No. 87 insurance fund.

Participation Agreement Payable — On April 10, 2006, the Tourism Development Fund entered into
a debt restructuring agreement with Hotel Dorado, S.E. (the “Hotel””) whereby the Tourism
Development Fund, as guarantor of the Hotel’s outstanding bonds, accelerated the payment of the bonds
in exchange for a note receivable of $26 million (the “Note™) from the Hotel. In addition, on April 10,
2006, the Tourism Development Fund entered into a participation agreement with a financial institution
whereby the Tourism Development Fund transferred a 100% participation (the “Participation™) in the
Note.

The Participation is subject to recourse and the Tourism Development Fund is obligated to purchase the
loan from the financial institution upon the occurrence and during the continuance of an event of default
under the participation agreement. The participation agreement also stipulates that the financial
institution cannot sell, pledge, transfer, assign or dispose of the Participation without the Tourism
Development Fund’s consent. Accordingly, the Tourism Development Fund has recorded the Note as
part of loans receivable and has recorded a participation agreement payable (i.e. a collateralized
borrowing) in the accompanying statement of net assets (deficiency) and balance sheet — enterprise
funds.

The Participation bears a variable interest rate based on the three-month LIBOR plus 2.50%, until
maturity. Interest is payable on a quarterly basis. In August 2008, The Tourism Development Fund
agreed to extend the maturity to July 1, 2018 and approved a conditional-commitment to provide a
guarantee for a permanent loan to be provided by the financial institution upon completion of the
construction of some amenities and subject to compliance with certain conditions. The outstanding
principal balance of the Note and the corresponding participation agreement payable amounted to
$26 million as of June 30, 2011.

The activity for noncurrent accounts payable and accrued liabilities during the year ended June 30, 2011
follows:

Balance — beginning of period $ 7,283,627
Additions 766,699
Reductions (2,877,034)
Balance — end of period $ 5,173,292
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13.

The activity for compensated absences included within accounts payable and accrued liabilities during
the year ended June 30, 2011 follows:

Beginning Ending Due Within

Balance Provision Reductions Balance One Year
Vacation $2,725,603 $2,339,445 $2,684,075 $2,380,973 $ 2,344,696
Sickness 2,677,182 1,419,170 1,818,652 2,277,700 1,547,278
Total $5,402,785 $3,758,615 $4,502,727 $4,658,673 $ 3,891,974

Compensated absences are available to be liquidated by the employees during the year.

RESTRICTED NET ASSETS — MORTGAGE LOAN INSURANCE FUND

The Mortgage Loan Insurance fund was created by Act No. 87 of June 25, 1965, as amended, known as
the Mortgage Loan Insurance. This act provides mortgage credit insurance to low- and moderate-
income families on loans originated by the Housing Finance Authority and other financial institutions.
This activity can be increased through legislative appropriations, if and when needed, and derives its
revenue from premiums charged to the borrowers, interest on investments, and sales of properties
acquired through foreclosure. The Housing Finance Authority manages the risk of loss of its mortgage
loan insurance activities by providing its insurance program only to financial institutions that

(1) maintain certain defined minimum capital, (2) are qualified based on experience and resources,

(3) perform certain collection efforts, and (4) comply with established procedures and requirements. In
addition, the Housing Finance Authority requires certain loan-to-value ratios on loans insured and
recording of the collateral in the property registry of the Commonwealth.

During the year ended June 30, 2008, the Housing Finance Authority created the Puerto Rico Housing
Administration program, known in Spanish as “FHA Boricua,” expanding requirements and parameters
under the existing act. The program allows citizens, paying an annual insurance premium, to originate
mortgage loans with up to a 98% loan-to-value ratio. The program insures participating lending
institutions in events of foreclosure. The program is financed through annual insurance premiums,
commitment and transaction fees, and proceeds from any sale of foreclosed real estate. The program also
requires participants to comply with various eligibility requirements.

The Commonwealth guarantees up to $75 million of the principal insured by the mortgage loan
insurance program. As of June 30, 2011, the mortgage loan insurance program covered loans
aggregating to approximately $566 million.

The regulations adopted by the Housing Finance Authority require the establishment of adequate
reserves to guarantee the solvency of the Mortgage Loan Insurance Fund. At June 30, 2011, the Housing
Finance Authority had restricted net assets for such purposes of approximately $61.1 million and an
estimated liability for losses on mortgage loan insurance of approximately $3.7 million.
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15.

The summary of the activity in the allowance for losses on mortgage loan insurance for the year ended
June 30, 2011, is as follows:

Balance — beginning of year $ 346,330

Provision for losses on mortgage loan insurance 3,325,677

Claims paid (3,064,766)

Foreclosed real estate acquired from insured financial institutions 3,064,766

Balance — end of year $ 3,672,007
TERMINATION BENEFITS

On October 13, 2010, the Bank announced to its employees a voluntary termination plan (the “Plan™)
based on Act No. 70 enacted on July 2, 2010. The Plan was approved by the Bank’s board of directors
on October 6, 2010. Act No. 70 provides that eligible employees may retire from employment with the
Commonwealth in exchange for an early pension, an economic incentive and other benefits. The Plan
only applied to employees who were ten years or less from retirement in accordance with their
applicable retirement plans as of December 31, 2010. The Plan approved by the Bank’s board of
directors provides the following:

e The employee will receive an annuity of fifty percent of salary in effect at September 30, 2010. The
Bank is responsible for the payment of the annuity in addition to the related employee and employer
contributions to the Retirement System for a maximum period of ten years.

e The employee will receive an economic incentive of six month’s salary. This incentive is exempt
from income taxes as established by Act No. 70.

o The employee will receive the benefits of health and dental insurance for a period of one year.

The total amount of employees that were voluntarily separated from employment was five. Total cost
related to these termination benefits was $2.6 million. Employee and employer contributions to the
Retirement System and the employee annuity for the applicable period were discounted based on the
average interest rate of unpledged investments. As of June 30, 2011, the total liability related to this plan
was approximately $2.2 million.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the normal course of business, the Bank is party to transactions involving financial instruments with
off-balance-sheet risk to meet the financing needs of its customers. These financial instruments include
commitments to extend credit, standby letters of credit, and financial guarantees. These instruments
involve, to varying degrees, elements of credit risk in excess of amounts recognized in the
accompanying statement of net assets and fund balance sheets. These off-balance-sheet risks are
managed and monitored in manners similar to those used for on-balance-sheet risks. The Bank’s
exposures to credit loss for lending commitments, financial guarantees, and letters of credit are
represented by the contractual amount of those transactions.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of
any condition established in the contract. Commitments generally have fixed expiration dates or other
termination clauses and may require payment of a fee. Since many of the commitments are expected to
expire without being drawn upon, the total commitment amounts do not necessarily represent future cash
requirements. The Bank, as applicable, evaluates each customer’s creditworthiness on a case-by-case
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basis. The amount of collateral obtained upon extension of credit is based on management’s credit
evaluation of the counterparty. Collateral held varies but may include property, plant, and equipment,
and income-producing commercial properties. Standby letters of credit and financial guarantees are
written conditional commitments issued by the Bank to guarantee the performance of a customer to a
third party. Those guarantees are primarily issued to support public and private borrowing arrangements.
The credit risk involved in issuing letters of credit is essentially the same as that involved in extending
loan facilities to customers.

At June 30, 2011, the off-balance-sheet risks consisted of the following (in thousands):

Financial instruments whose credit risk is represented by contractual amounts:

Financial guarantees:

Public sector $ 52,000
Private sector 357,864
Total $ 409,864
Standby letters of credit — Public sector $ 674429

Commitments to extend credit:

Public sector $ 2,418,998
Private sector 51,000
Total $ 2,469,998

Following is the activity of the allowance for losses on guarantees and letters of credit for the year ended
June 30, 2011:

Beginning Provision Payments / Ending Due Within
Balance (Credit) Reductions Balance One Year
GDB Operating Fund $ 1,000,000 $ (1,000,000) $ - $ - $ -
Tourism Development Fund 21,284,600 2,370,598 - 23,655,198 -
Development Fund 2,490,804 1,496,066 2,486,870 1,500,000 1,500,000
Total $24,775,404 $ 2,866,664 $2,486,870 $25,155,198 $ 1,500,000

16. RETIREMENT SYSTEM

Defined Benefit Pension Plan — 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. All regular employees of the Bank hired before
January 1, 2000 and less than 55 years of age at the date of employment became members of the
Retirement System as a condition of their employment. No benefits are payable if the participant
receives a refund of their accumulated contributions.
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The Retirement System 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. In no case will the annuity be less than $200 per month.

Participants who have completed 30 years of creditable service are entitled to receive 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 5.775% of the first $550 of their monthly
gross salary and 8.275% for the excess over $550 of monthly gross salary. The Bank is required by the
same statute to contribute 9.275% of each participant’s gross salary. On July 6, 2011, Act No. 116 was
approved to increase the employer’s contribution for each participant. Starting on July 1, 2011, the
employer’s contribution will be 10.275% and will increase annually by 1.00% until June 30, 2016.
Effective July 1, 2016, the employer’s contribution will increase by 1.25% annually, until reaching
20.525%.

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

Act No. 305 requires employees to contribute 8.275% of their monthly gross salary to the Program.
Employees may elect to increase their contribution up to 10% of their monthly gross salary. Employee
contributions are credited to individual accounts established under the Program. Participants have three
options to invest their contributions to the Program. Investment income is credited to the participant’s
account semiannually.

The Bank is required by Act No. 305 to contribute 9.275% of each participant’s gross salary. The
Retirement System will use these contributions to increase its asset level and reduce the unfunded status
of the defined benefit pension plan. On July 6, 2011, Act. No. 116 was approved to increase the
employer’s contribution for each participant. Starting on July 1, 2011, the employer’s contribution will
be 10.275% and will increase annually by 1.00% until June 30, 2016. Effective July 1, 2016, the
employer’s contribution will increase by 1.25% annually, until reaching 20.525%.

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
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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.

Total employee contributions for the defined benefit pension plan and the defined contribution plan
during the year ended June 30, 2011 amounted to approximately $719,000 and $827,000 respectively.
The Bank’s contributions during the years ended June 30, 2011, 2010, and 2009 amounted to
approximately $1,731,000, $1,910,000, and $1,946,000, 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 in its stand alone financial statements for
the year ended June 30, 2011, 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.

COMMITMENTS AND CONTINGENCIES

Lease Commitments — The Bank leases office and storage space from the governmental and private
sectors. Principally, office space is leased under a short-term operating lease agreement that renews
automatically every year, if it is not canceled by any of the parties before the beginning of each year.
The storage space agreement expires in July 2016. In addition, during fiscal year 2010, the Bank entered
into a lease agreement with the Puerto Rico Industrial Development Company (PRIDCO) for office
space in PRIDCO’s New York Office. This agreement expires in 2022.

The Housing Finance Authority entered into a 30 year lease agreement with the Puerto Rico Department
of Housing (PRDH) to rent office space expiring in 2037. During the term of the lease, the Housing
Finance Authority will pay an annual rent of $1.5 million. The agreed upon rent includes parking spaces,
maintenance and security services in common areas. PRDH will be responsible for the payment of
utilities in exchange for an additional payment of $350,000 payable in a lump sum on or before

August 31st of each year.

Rent charged to operations in fiscal year 2011 amounted to approximately $2.7 million. At June 30,
2011, the minimum annual future rentals under noncancelable leases are approximately as follows:

Year Ending

June 30, Amount
2012 $ 2,932,000
2013 2,943,000
2014 2,949,000
2015 2,957,000
2016 2,964,000
Thereafter 54,812,000
Total $69,557,000

Cooperative Development Investment Fund — On August 18, 2002, the Legislature approved Law
No. 198, which creates the Cooperative Development Investment Fund. The purpose of this fund is to
promote the development of cooperative entities. This fund will be capitalized through contributions to
be provided by the Bank up to $25 million to be matched by cooperative entities. As of June 30, 2011,
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the Bank has contributed $16.9 million to the Cooperative Development Investment Fund, $673,000 of
which were contributed during the year ended June 30, 2011.

Other Risks Related to Mortgage Loans Servicing and Insurance Activities — Certain loan
portfolios of the Housing Finance Authority are administered by private servicers who are required to
maintain an error and omissions insurance policy. The Housing Finance Authority has a program to
manage the risk of loss on its mortgage loan lending and insurance activities.

Loan Guarantees — The Development Fund has entered into an agreement (the “Agreement”) with
Economic Development Bank for Puerto Rico (EDB) whereby the Development Fund would guarantee
a portion of loans granted by EDB under a government program named The Key for Your Business (the
“Program”). Under the Agreement, the Development Fund would assign $15 million of its capital for the
program. The Development Fund guarantees one-third of the outstanding principal balance of each loan
plus accrued interest and certain other charges. The Development Fund charges one percent of the loan
amount as guarantee fee and no loan can exceed $50,000. At June 30, 2011, the outstanding balance of
loans guaranteed amounted to approximately $14.2 million and the allowance for losses on guarantees
amounted to by the Development Fund approximately $1.5 million.

Custodial Activities of Enterprise Funds — At June 30, 2011, the Housing Finance Authority was
custodian of approximately $212,000 in restricted funds of the former “Corporacion de Renovacion
Urbana y Vivienda” (CRUV). As of June 30, 2011, such funds are deposited with the Bank. These
funds are not owned by the Housing Finance Authority’s enterprise funds and thus are not reflected in
the accompanying basic financial statements.

Loan Sales and Securitization Activities — On July 13, 1992, the Housing Finance Authority entered
into an agreement to securitize approximately $20.7 million of mortgage loans into a FNMA certificate.
The Housing Finance Authority agreed to repurchase, at a price of par plus accrued interest, each and
every mortgage loan backing up such security certificate that become delinquent for 120 days or more.
As of June 30, 2011, the aggregate outstanding principal balance of the loans pooled into the FNMA
certificate amounted to approximately $545,295.

Mortgage Loan Servicing Activities — The Housing Finance Authority acts as servicer for a number
of mortgage loans owned by other investors. The servicing is generally subcontracted to a third party. As
of June 30, 2011, the principal balance of the mortgage loans serviced for others is approximately as
follows:

Popular Mortgage, Inc. $ 37,609
R-G Mortgage, Inc. 1,439,434
CRUV or its successor without guaranteed mortgage loan payments 42,929
Total $1,519,972

HOME Program — The U.S. Office of Inspector General (OIG) has performed various examinations
of the HOME Program covering fiscal years ended prior to July 1, 2010. These examinations covered
the periods in which the HOME Program was under the administration of the Department of Housing.
These examinations identified instances of noncompliance with terms and conditions of the grant
agreements, applicable federal law, and the HOME Program’s regulations, including but not limited to
the expenditure of resources for eligible purposes. OIG identified in its examinations disallowed costs
amounting to approximately of $18.3 million. The Housing Finance Authority’s management is of the
opinion that these disallowed costs are a liability of the Department of Housing and, therefore, the
Housing Finance Authority has not recorded a contingency in its basic financial statements.
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Litigation — The Bank and certain if its component units are defendants in several lawsuits arising out
of the normal course of business. Management, based on advice of legal counsel, is of the opinion that
the ultimate liability, if any, resulting from these pending proceedings will not have a material adverse
effect on the financial position and results of operations of the Bank or its component units.

NO-COMMITMENT DEBT AND PROGRAMS SPONSORED BY THE HOUSING FINANCE
AUTHORITY

The Public Finance Corporation has issued approximately $5.9 billion of Commonwealth appropriation
bonds (the “Bonds™) maturing at various dates through 2032. The proceeds of the Bonds, except for
approximately $1.7 billion, were used to provide the necessary funds to purchase from the Bank separate
promissory notes of the Department of the Treasury of the Commonwealth and certain of its
instrumentalities and public corporations (the “Promissory Notes™). The $1.7 billion referred to above
were used to refund a portion of certain bonds issued by the Public Finance Corporation (also no-
commitment debt) between fiscal years 1995 and 2005. The outstanding balance of the Bonds at

June 30, 2011 amounted to approximately $1.6 billion.

The Bonds are limited obligations of the Public Finance Corporation and, except to the extent payable
from bond proceeds and investment earnings thereon, will be payable solely from a pledge and
assignment of amounts due under the Promissory Notes. Principal and interest on the Promissory Notes
are payable solely from legislative appropriations to be made pursuant to acts approved by the
Legislature of the Commonwealth. These acts provide that the Commonwealth shall honor the payment
of principal and interest on the Promissory Notes, and that the Director of the OMB shall include in the
budget of the Commonwealth submitted to the Legislature the amounts necessary to pay the principal
and interest on the Notes. The underlying Promissory Notes represent debt of the issuing
instrumentalities (all part of the Commonwealth or its component units), and, for purposes of the Public
Finance Corporation, the Bonds are considered no-commitment debt. Neither the Bonds nor the Notes
purchased with the proceeds therefrom are presented in the accompanying basic financial statements.

Certain bonds of the Housing Finance Authority are considered no-commitment debt as more fully
described in Note 2. At June 30, 2011, there were restricted assets held in trust by others, outstanding
obligations, fund balances, and excess of fund expenses over revenues, net of transfers (all of which are
excluded from the accompanying basic financial statements), as indicated below (unaudited):

Restricted assets $ 1,804,410
Restricted liabilities (no-commitment debt) 1,804,410
Restricted fund balance $ -

Excess of fund expenses over revenues $ 1,033,159

In December 2003, the Housing Finance Authority issued $663 million in Capital Fund Program Bonds
Series 2003 to lend the proceeds thereof to the Public Housing Administration (PHA), a governmental
instrumentality of the Commonwealth. PHA utilized such funds for improvements to various public
housing projects in the Commonwealth. The Capital Fund Program Bonds Series 2003 are limited
obligations of the Housing Finance Authority, which will be paid solely from an annual allocation of
public housing capital funds when received from the U.S. Department of Housing and Urban
Development and other funds available under the bonds indenture. Accordingly, these bonds are
considered no-commitment debt and are not presented in the accompanying basic financial statements.
The outstanding balance of these bonds amounted to $179,945,000 million at June 30, 2011.
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20.

On August 1, 2008, the Housing Finance Authority issued the Capital Fund Modernization Program
Subordinate Bonds amounting to $384,475,000 and the Housing Revenue Bonds amounting to
$100,000,000. The proceeds from the issuance were mainly used to finance a loan to a limited liability
company (the “LLC”) and pay the costs of issuance. The $384,475,000 bonds are limited obligations of
the Housing Finance Authority, payable primarily by a pledge and assignment of federal housing
assistance payments made available by the U.S. Department of Housing and Urban Development, with
an outstanding balance of $343,840,000 at June 30, 2011. The $100,000,000 bonds are also limited
obligations of the Housing Finance Authority, payable from amounts deposited in escrow accounts with
a trustee and the proceeds of a loan to be made by the Housing Finance Authority to the LLC using
moneys received as a grant from the Department of Housing of Puerto Rico. Payment of principal of the
Housing Revenue Bonds is also secured by an irrevocable standby letter of credit issued by the Bank.
These bonds are considered no-commitment debt and, accordingly, are excluded, along with the related
assets held in trust, from the Housing Finance Authority’s financial statements.

On February 23, 2009, the Housing Finance Authority entered into an agreement with the Department of
Housing of the Commonwealth whereby a limited liability company was incorporated by the name of
Puerto Rico Community Development Fund, LLC (PRCDF). PRCDF is a community development
entity (CDE). A CDE is any duly organized entity treated as a domestic corporation or partnership for
federal income tax purposes that: (a) has a primary mission of serving or providing investment capital
for low-income communities or low-income persons; (b) maintains accountability to residents of low-
income communities through their representation on any governing board of the entity or any advisory
board to the entity; and (c) has been certified as a CDE by the CDFI Fund of the U.S. Department of
Treasury. On March 2, 2009, in order to carry out its mission, PRCDF requested New Markets Tax
Credits NMTC). The NMTC Program permits taxpayers to receive a credit against Federal income
taxes for making qualified equity investments in designated Community Development Entities. PRCDF
received a $45 million NMTC allocation related to 2009.

CONTRIBUTION FROM PUERTO RICO INFRASTRUCTURE FINANCING AUTHORITY

On January 14, 2009, the Legislature enacted Act No. 3 to, among other; authorize the Puerto Rico
Infrastructure Financing Authority, an affiliate of the Bank, to sell securities deposited at a corpus
account, the proceeds of which would be used, among other, to make a contribution to the Bank.
Approximately $555 thousand were contributed by the Puerto Rico Infrastructure Financing Authority to
the Bank during fiscal year 2011.

ESTIMATED FAIR VALUE OF FINANCIAL INSTRUMENTS

For a significant portion of the Bank’s financial instruments (principally loans and deposits) fair values
are not readily available since there are no available trading markets. Accordingly, fair values can only
be derived or estimated using valuation techniques, such as present-valuing estimated future cash flows
using discount rates, which reflect the risk involved, and other related factors. Minor changes in
assumptions or estimation methodologies may have a material effect on the results derived therefrom.

The fair values reflected below are indicative of the interest rate environment as of June 30, 2011 and do
not take into consideration the effects of interest rate fluctuations. In different interest rate scenarios, fair
value results can differ significantly. Furthermore, actual prepayments may vary significantly from those
estimated resulting in materially different fair values.

The difference between the carrying value and the estimated fair value may not be realized, since, in

many of the cases, the Bank intends to hold the financial instruments until maturity, or because the
financial instruments are restricted. Comparability of fair values among financial institutions is not
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likely, due to the wide range of permitted valuation techniques and numerous estimates that must be
made in the absence of secondary market prices.

The following methods and assumptions were used by the Bank in estimating fair values of the financial
instruments for which it is practicable to estimate such values:

e Short-term financial instruments, such as cash and due from banks, federal funds sold, deposits
placed with banks, certificates of deposit, due from federal government, repurchase agreements,
certificates of indebtedness, and accrued interest receivable and payable have been valued at the
carrying amounts reflected in the statement of net assets, as these are reasonable estimates of fair
value given the relatively short period of time between origination of the instruments and their
expected realization.

¢ Financial instruments that are primarily traded in secondary markets, such as most investments,
were valued using either quoted market prices or quotations received from independent
brokers/dealers or pricing service organizations.

¢ Financial instruments that are not generally traded, such as long-term deposits placed with banks,
investment contracts, long-term certificates of deposit, and bonds, notes and mortgage-backed
certificates issued with fixed interest rates, were fair valued using the present values of estimated
future cash flows at the appropriate discount rates. Bonds and other borrowings issued with interest
rates floating within certain ranges were fair valued at their outstanding principal balance. The fair
value of liabilities with no defined maturities, such as demand deposits, was reported as the amounts
payable upon demand.

e Loans, participation agreement payable, commitments to extend credit, financial guarantees and
standby letters of credit to the private sector are mostly industrial development, tourism
development, and low-cost housing development projects. For these types of loans and
commitments, there is no secondary market, and the actual future cash flows may vary significantly
as compared to the cash flows projected under the agreements, due to the degree of risk.
Accordingly, management has opted not to disclose the fair value of these financial instruments, as
such information may not be estimated with reasonable precision.

e Disclosure of the fair value of loans, commitments to extend credit, standby letters of credit, and

financial guarantees relating to instrumentalities of the Commonwealth is omitted, as these
agreements are with component units of the Commonwealth.
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The following table presents the carrying amounts and estimated fair values of the Bank’s financial
instruments at June 30, 2011 (in millions):

Financial assets:

Cash and due from banks $ 347 $ 347
Federal funds sold 89 89
Deposits placed with banks 740 740
Due from federal government 21 21
Investments and investment contracts 5,349 5,483
Accrued interest receivable and other receivables 237 237
Financial liabilities:

Demand deposits 3,783 3,783
Certificates of deposit 1,771 1,775
Certificates of indebtedness 4 4
Securities sold under agreements to repurchase 971 971
Accounts payable and accrued liabilities 149 149
Accrued interest payable 31 31
Bonds, notes, mortgage-backed vertificates and participation

agreement payable 6,190 6,355
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21. INTERFUND BALANCES AND TRANSFERS

The following table is a summary of the interfund balances as of June 30, 2011 between governmental

funds and enterprise funds:
Receivable by Payable by Purpose Amount
Governmental fund: Enterprise fund:
Other nonmajor funds GDB Operating Fund Demand deposits and

(New Secure Housing Program) accrued interest $ 270,014

HUD Programs GDB Operating Fund Demand deposits and
accrued interest 241,573
Other nonmajor funds GDB Operating Fund Investment agreements
(AHMSP Act No. 124) and accrued interest 564,063
Other nonmajor funds GDB Operating Fund Demand deposits and
(AHMSP Act No. 124) accrued interest 674,611
Other nonmajor funds GDB Operating Fund Demand deposits and
(AHMSP-Stage 7) and accrued interest 97,565
Other nonmajor funds GDB Operating Fund Investment agreements
(AHMSP-Stage 8) and accrued interest 15,373,338
ARRA Funds GDB Operating Fund Demand deposits 276
Closing Costs Assistance GDB Operating Fund Demand deposits and
Program accrued interest 827,797
My New Home Program GDB Operating Fund Demand deposits
and accrued interest 3,084,709
Subtotal and balance
carried forward 21,133,946
(Continued)
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The summary of the interfund balances as of June 30, 2011 between government funds is as follows:

Receivable by

Balance brought forward

Governmental fund:

Other nonmajor funds
(New Secure Housing Program)

Other nonmajor funds
(AHMSP Act. No. 124)

Sub total

T otal

Enterprise fund:
GDB Operating Fund

GDB Operating Fund

GDB Operating Fund

Housing Finance Authority

Housing Finance Authority

Housing Finance Authority

Housing Finance Authority

Housing Finance Authority

Total

Total internal balances — net

Payable by

Enterprise fund:

Housing Finance Authority

Housing Finance Authority

Governmental fund:
Other nonmajor funds
(New Secure Housing Program)

Other nonmajor funds
(AHMSP-Stage 7)

Other nonmajor funds
(AHMSP-Stage 10)

Other nonmajor funds
(AHMSP-Stage 7)

Other nonmajor funds
(New Secure Housing Program)

HUD Programs

My New Home Program

HOME Programs
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Purpose

Reimbursement of
expenditures

Reimbursement of
expenditures

Loans payable and
accrued interest

~ Loans payable and

accrued interest

Loans payable and
accrued interest

Reimbursement of
expenditures

Reimbursement of
expenditures

Reimbursement of
expenditures

Reimbursement of

expenditures

Reimbursement of
expenditures

Amount

$ 21,133,946

20,179

2,930

23,109
$ 21157055

(52,684,188)

(39,281,780)

(13,646,644)

(1,217,841)

(54,117)

(1,149,277)

(40,119,127)

(678,598)
(148,831,572)
$ 127,674,517

(Continued)



The summary of interfund balances of June 30, 2011, among governmental funds, is as follows:

Receivable by Payable by Purpose Amount

Governmental fund:
Other nonmajor funds
(AHMSP Act No. 124)

Governmental fund:
Other nonmajor funds
(Home Secured Program)

Reimbursement of
expenditures $ 303,809

The summary of interfund balances of June 30, 2011, among enterprise funds, is as follows:

Receivable by Payable by Purpose Amount
Enterprise funds: Enterprise funds:

Housing Finance Authority GDB Operating Fund Demand deposits and

accrued interest 8,241,502
Development Fund GDB Operating Fund Demand deposits and

accrued interest 11,183,720
Tourism Development Fund GDB Operating Fund Demand deposits and

accrued interest 21,886,826
Public Finance Corporation GDB Operating Fund Demand deposits and

accrued interest 1,039,206
Other nonmajor (Education GDB Operating Fund Demand deposits and

Assistance Corporation) accrued interest 2,381,351
Other nonmajor (JMB GDB Operating Fund Demand deposits and
Institute) accrued interest 94,583

Housing Finance Authority GDB Operating Fund Certificates of deposit

and accrued interest 396,767,044
Tourism Development Fund GDB Operating Fund Certificates of deposit

and accrued interest 4,856,417
Housing Finance Authority GDB Operating Fund Guaranteed investment

contracts and accrued

interest 198,151,692
GDB Operating Fund Housing Finance Authority Bonds payable 163,127,098
GDB Operating Fund Tourism Development Fund Loans receivable and

accrued interest 405,178,042
GDB Operating Fund Housing Finance Authority Loan receivable and

accrued interest 2,733,900

Total balance among enterprise funds eliminated
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The following table is a summary of interfund transfers for the year ended June 30, 2011:

Transfer Out

Governmental funds:
Other nonmajor funds

(AHMSP Stage 11)

Other nonmajor funds
(AHMSP Act No. 124)

Other nonmajor funds
(AHMSP Stage 7)

Enterprise Funds:

Housing Finance Authority

Governmental funds:
Other nonmajor funds
(AHMSP Mortgage-backed certificates)

Other nonmajor funds
(AHSMP Stage 9)

Other nonmajor funds
(AHMSP-Stage 10)

Other nonmajor funds
(AHMSP- Stage 11)

Enterprise funds:
GDB Operating Fund

22. FUND BALANCE DEFICIT

Transfer In

Governmental funds:
Other nonmajor funds

(AHMSP Act No. 124)

Other nonmajor funds
(Secured Your Home Program)

Other nonmajor funds
(AHMSP Act Stage 6)

Governmental Funds:
Other nonmajor funds
(AHMSP Mortgage
Backed Certificates)
Enterprise funds:

Housing Finance Authority

Housing Finance Authority

Housing Finance Authority

Housing Finance Authority

Enterprise funds:

Other nonmajor funds
(JMB Institute)

Transfer for

Release of excess funds

Contribution

Contribution

Subsidy payments

Debt service payments

Contribution

Debt service payments

Debt service payments

Contribution

Amount

$ 19,601,834

20,000,000

71

741,042

305,231

467,146

187,896

759

178,000

The following governmental funds reflect a deficit at June 30, 2011: My New Home Program, AHMSP
Stage 7, AHMSP Stage 10, HOME Program and New Secure Housing Program for the amount of
$30.8 million, $20.3 million, $8.8 million, $4.2 million and $55.8 million, respectively. The deficit of
the My New Home Program, AHMSP Stage 7and AHMSP Stage 10 is due to the amounts borrowed by
the Housing Finance Authority from the Bank that were used to provide housing subsidies. The deficit
of the New Secure Housing Program is due to discontinued reimbursement of the Housing Finance
Authority’s allowable costs. The Housing Finance Authority expects to cover these deficits through

contributions from the Commonwealth.

23. SUBSEQUENT EVENTS

Subsequent events were evaluated through December 1, 2011, the date the financial statements were
available to be issued, to determine if any such events should either be recognized or disclosed in the

2011 financial statements.

On July 1, 2011, the Bank refunded $400 million of its then outstanding Senior Notes Series 2009 C and

Series 2009 D.
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GDB Senior Notes 2011 — On September 13, 2011, the Bank issued $450 million of Senior Notes, 2011
Series C. The Senior Notes, 2011 Series C mature on October 15, 2012 bearing fixed interest rate of
1.00%. Interest on the Senior Notes, 2011 Series C will be payable on maturity. The Bank used the
proceeds to provide a loan to the Secretary of the Treasury of Puerto Rico for the purpose of managing
intra-year cash flow needs of the Commonwealth during fiscal year 2012.

On October 5, 2011, the Bank issued $295 million of Senior Notes, 2011 Series D. The Senior Notes,
2011 Series D mature on November 8, 2012 bearing fixed interest rate of 1.00%. The Bank used the
proceeds to provide a loan to the Secretary of the Treasury of Puerto Rico for the purpose of managing
intra-year cash flow needs of the Commonwealth during fiscal year 2012.

On October 11, 2011, the Bank issued $150 million of Senior Notes, 2011 Series E. The Senior Notes,
2011 Series E mature on April 11, 2012 bearing fixed interest rate of 1.85%. Interest on the Senior
Notes, 2011 Series E will be payable on a monthly basis. The Bank used the proceeds for general
corporate purposes, including, but not limited to, increasing its investment portfolio, making loans and
purchasing obligation of the Commonwealth and its public corporations, instrumentalities and
municipalities.

On November 7, 2011, the Bank issued $400 million of Senior Notes, 2011 Series F. The Senior Notes,
2011 Series F mature on January 8, 2013 bearing fixed interest rate of 1.750%. Interest on the Senior
Notes, 2011 Series F will be payable on maturity. The Bank used the proceeds for general corporate
purposes, including, but not limited to, increasing its investment portfolio, making loans and purchasing
obligation of the Commonwealth and its public corporations, instrumentalities and municipalities.

Housing Finance Authority

Special Obligation Notes, 2011 Series A — On October 4, 2011, the Housing Finance Authority issued
$18 million of its Special Obligation Notes, 2011 Series A (the “2011 Notes™) at an aggregate
discounted price of $9,180,000. The 2011 Notes will be collateralized by certain second mortgages
originated under the Home Purchase Stimulus Program and will be repaid from collections of principal
and interest of the underlying collateral. The second mortgage loans will be guaranteed by the Housing
Finance Authority’s Act No. 87 insurance.

Restructuring of Mortgage Trust III, Collateralized Mortgage Obligations, Series A — In July
2011, the Housing Finance Authority restructured approximately $425 million face amount of Mortgage
Trust I1I bonds and obtained $60 million of cash from the related collateral. The restructuring took place
as follows: 1) tender offer amounting to approximately $144 million (including expenses related to the
transaction) to acquire and cancel bonds with a carrying amount of approximately $112 million, and

2) purchase AAA securities amounting to approximately $160 million to establish an escrow for the
payment through maturity of bonds with a carrying amount of approximately $129 million.
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