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. AUTORIDAD DE PUERTO RICO PARA EL FINANCIAMIENTO DE FACILIDADES
INDUSTRIALES, TURISTICAS, EDUCATIVAS, MEDICAS Y DE CONTROL AMBIENTAL

ESTADO,L{BRE ASOCCIADO DE PUERTO RICO

T e

24 de enero de 2012

Hon. Thomas Rivera Schatz
Presidente

Senado de Puerto Rico

PO Box 9023431

San Juan, PR 00902-3431

Honorable Sefior Presidente:

La Ley Numero 121 del 27 de junio de 1977, segin enmendada, dispone que la
Autoridad para el Financiamiento de Facilidades Industriales, Turisticas, Educativas,
Médicas y de Control Ambiental (la Autoridad o AFICA), someta a la Legislatura y al
Gobernador de Puerto Rico después del cierre de cada afio fiscal del Gobierno del
Estado Libre Asociado de Puerto Rico:

1. Un estado financiero y un informe completo sobre los negocios de la
Autoridad para el afio anterior y

2. Un informe completo sobre el status y el proceso de todos sus
financiamientos y actividades desde la creacién de la Autoridad o desde.

la fecha de su ultimo informe. =

Segun dispuesto por ley, adjunto encontrara el Informe de la Autoridad para el afio
tiscal 2010-2011. !

Atentamente,

o)

Javier Ramos Luifia
Director Auxiliar

Anejo

PO Box 42001, San Juan, PR 00940-2001 - Teléfono {(787) 722-2525 Ext. 2016 « Facsimil (787) 728-0975

-,
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AUTORIDAD DE PUERTO RICO PARA EL FINANCIAMIENTO DE FACILIDADES
INDUSTRIALES, TURISTICAS, EDUCATIVAS, MEDICAS Y DE CONTROL AMBIENTAL

G O B I E R N O D E P U E R T O R I C ©O

INFORME ANUAL PARA EL ANO FISCAL 2010-2011
AL HONORABLE GOBERNADOR |

DEL GOBIERNO DE PUERTO RICO
Y A LA LEGISLATURA DE PUERTO RICO




INFORME ANUAL AL GOBERNADOR DE PUERTO RICO
Y A LA LEGISLATURA

De la Autoridad de Puerto Rico para el Financiamiento de Facilidades
Industriales, Turisticas, Educativas, Médicas y de Control Ambiental
' (AFICA)

En virtud de la Ley Ntm. 121 de 27 de junio de 1977, segtin enmendada.
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- SCHERRER
“ HERNANDEZ & CO.

Member of Polaris International

INDEPENDENT AUBDITORS’ REPORT

To the Board of Directors of

Puerto Rico Industrial, Tourist, Educational,
Medical, and Environmental Control
Financing Authority San Juan, Puerto Rico

We have audited the accompanying statement of net deficit of Puerto Rico Industrial, Tourist,
Educational, Medical, and Environmental Control Facilities Financing Authority (the "Authority™),
a component unit of the Commonwealth of Puerto Rico, as of June 30, 2011, and the related
statements of revenues, expenses and changes in net deficit and of cash flows for the year then ended.
These financial statements are the responsibility of the Authority's management. Qur responsibility is
to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. 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 Authority's internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

Io our opinion, such financial statements present fairly, in all material respects, the financial position
of the Authority as of June 30, 2011, and its changes in net deficit and its cash flows for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

The management's discussion and analysis on pages 2 through 6 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 the
Authority'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.

AL //éﬂwﬁo% /Q&)

e

San Juan, Puerto Rico
September 23, 2011

Certified Public Accountants

(of Puerto Rico)

License No. 53 expires December 1, 2012
Stamp 2619435 of the P.R. Society of
Certified Public Accountants has been
affixed to the file copy of this report

PO Box 2363436, San Juan, PR 00936-3436 Tel.(787) 754-3999 Fax (787) 754-3105



PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(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 the management’s discussion and analysis of the Puerto Rico Industrial,
Tourist, Educational, Medical, and Environmental Control Facilities Financing Authority (the
“Authority”) financial performance for the fiscal year ended June 30, 2011, and is presented as a
narrative overview and analysis in conjunction with the basic financial statements.

The Authority was created to issue revenue bonds and to lend the proceeds thereof to finance the
acquisition, construction, and equipping of industrial, tourist, educational, medical, and
environmental control facilities. The Authority charges a placement fee based on the face value of
the bonds issued. The Authority is exempt from taxation in Puerto Rico.

1. Finauncial Highlights
e The Authority's total net deficit increased $1.9 million or 89% during the fiscal year 2011.

»  During the year ended June 30, 2011, conduit debts were issued for the financing of the Galeria
Tower at San Patricio project amounting to approximately $21.8 million and Trump
International Golf Club Puerte Rico project amounting to approximately $26.4 million. The
Authority earned approximately $430,000 as placement fees from both bond issuances.

o The Authority’s operating income for the year ended June 30, 2011 amounted to approximately
$61,000 and an operating loss for the year ended June 30, 2010 amounted to approximately
$44,000. This represents an increase of approximately $105,000 or 239% when compared with
prior year.

= In August 2'009, the Authority entered into a transaction with the Government Development
Bank for Puerto Rico (the "Bank"), Puerto Rico Electric Power Authority ("PREPA™), and
Puerto Rico Aqueduct and Sewer Authority ("PRASA") for the acquisition of certain assets
originally intended to be used by PREPA for its Southern Gas Pipeline Project (the "Project™).
The Authority borrowed $59.1 million from the Bank, made a $26.3 million subordinated loan
to PREPA to finance a portion of PREPA's acquisition of these assets from the original
contractor for the Project, acquired most of these assets from PREPA for $32.8 million, and
agreed fo sell most of these assets to PRASA, within the next 24 months for $23.5 million in
cash plus the assumption of the Authority's subordinated loan to PREPA. The Authority
recognized a loss of $9.3 million on certain of these assets. The Authority will make its best
effort to recover a portion or all of this loss from PREPA and has engaged in negotiations in
this regard. Refer to the subsequent events section for more information regarding this
transaction.

2. Financial Statements Overview
The fimancial statements include the management's discussion and analysis narrative, the

independent auditors' report, and the basic financial statements of the Authority. The notes to the
basic financial statements provide additional information not disclosed in this section.




PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
EMNVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS

AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

3.

Reguired Financial Statements

The accompanying financial statements of the Authority present information of the Authority
using accounting methods similar to those used by private sector companies. These statements
offer short and long-term financial information about its activities. The statement of net deficit
includes all of the Authority's assets and liabilities and provides information about the nature and
amounts of investments in resources (assets) and the obligations to creditors (liabilities). [Tt also
provides the basis for evaluating the net deficit of the Authority and assessing its liquidity and
financial flexibility.

Cuwirent year revenues and expenses are accounted for in the statement of revenues, expenses, and
changes in net deficit. This statement measures the success of the Authority's operations over the
past year and can be used to determine whether the Authority has successfully recovered its costs
through its user fees and other charges.

The final required financial statement is the statement of cash flows. This statement reports cash
receipts, cash payments, and net changes in cash resulting from operations, investing, and capital
and noncapital financing activities and provides answers to such questions as where did cash come
from, what was cash used for, and what was the change in the cash balance during the reporting
period.

Financial Analysis

The statement of net deficit and the statement of revenues, expenses, and changes in net deficit
present information about the Authority's activities in a way that will help determine whether the
Authority as a whole is better or worse financially as a result of this year's activities. Both
statepents present the net deficit of the Authority and the changes in them. One can think of the
Authority's net, assets (the difference between assets and liabilities) as one way to measure
financial health or financial position. Over time, increases or decreases in the Authority's net assets
are one indicator of whether its financial health is improving or deteriorating. However, other
nonfinancial factors must be considered such as changes in economic conditions and new or
changed government legislation.




PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(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
h

Unrestricted Net Deficit and Changes in Net Deficit

Condensed financial information on assets, labilities and unrestricted net deficit are presented
below (dollar amount in thousands):

June 30, Change
2011 2010 Amount Percent
ASSETS: :
Current assets $ 11,963 % 9,290 $ 2,673 29%
Noncurrent assets 47357 49,742 (2.385) -3%
Total assets 59,320 59,032 288 0%
LIABILITIES:
Current liabilities 4,099 2,098 2,001 95%
Noncurrent Habilities 39,314 59,100 214 0%
Total liabilities 63,413 61,198 2215 4%
Unrestricted net deficil k) 4093 § (2,166) $ {1.927) 89%

Unrestricted net deficit increased approximately $1.9 million in 2011 due to the transaction entered
with other component unit of the Commonwealth of Puerto Rico related to the Southern Gas
Pipeline Project described in the financial highlights.




PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIROMMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENTS DISCUSSION AND ANALYSIS

AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

Condensed financial information on revenues, expenses, and changes in net deficit are presented
below (dollar amount in thousands):

June 30, Change
201t 2010 Amount Percent
OPERATING REVENUES:
Placemeut fees b 430§ 218 $ 212 97%
OPERATING EXPENSES:
Service fees 215 109 106 97%
General and administrative 145 153 (8 -5%
Other 9 - 9 100%
Total operating expenses 369 262 107 ' 41%
Income/(loss) from operations 61 (44) 103 -239%
NON-OPERATING REVENUES/AEXPENSES):
Interest income from:
Naote receivable 1,605 1,388 217 16%
Deposits 9 9 - 0%
Interest expense (3,602) (3,128) (474) 15%
Loss on the otheér assets - (9,359) 9,359 -100%
(1,988) (11,090) 9.102 -82%
Change in et deficit $ (1,92 § (11,134) $ 9.207 -33%
Net (deficit)/assets, beginning of year (2,166) 8,968 C(11L,134) -124%
Net deficit, end of year $ 4,093y § 2,166) % (1,927 39%

Comparative statements of net deficit show the changes in the Authority’s financial position and
the statements of revenues, expenses and changes in net deficit provide guidance as to the nature
and source of these changes.

The Authority's non-operating activities increase by $9.1 million when compared with fiscal year
2010 due to recognized losses in 2010 in connection to the transaction entered with other
component unif of the Commonwealth of Puerto Rico related to the Southern Gas Plpelme Project
described in the financial highlights.




PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

{A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS

AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

6.

Debt Administration — Conduit Debt

The Authority's main operations consist of issuing revenue bonds that are considered conduit debt
and, therefore, neither these bonds nor the related loans granted by the Authority are presented in
the accompanying basic financial statements. Revenue is earned from the collection of a placement
fee which generally represents 1% of the face value of the bonds issued, except for bonds issued to
{finance educational, medical, or environmental control facilities or other projects otherwise
eligible to be financed in the U.S. tax-exempt bond market, for which the placement fee charged is
one half of 1%. The revenue bonds are special and limited obligations of the Authority and, except
to the extent payable from bond proceeds and investments thereof, will be payable solely from and
secured by a pledge and assignment of the amounts receivable under the loan agreements between
the Authority and the borrowers.

Furthermore, payment of the principal and interest on the revenue bonds is unconditionall Iy
guaranteed by the borrowers, their parent companies, or letters of credit generally issued by major
U.S. banks or U.S. branches of international banks. The revenue bonds do not constitute a debt or a
pledge of the good faith and credit of the Authority or the Commonwealth of Puerto Rico or any
political subdivision thereof.

At June 30, 2011, the Authority has issued revenue bonds in an aggregate amount of
approximately $6, 080 million, which $1,444 million are outstanding. See Note 7 to the basic
financial for the composition of the revenues bonds outstanding.

Contacting the Authority's Financial Management

This financial report is designed to provide all interested with a general overview of the
Authority's finances and to enhance the Authority's accountability for the resources it manages. If
you have questions about this report or need additional financial information, contact the Puerto
Rico Industrial, Tourist, Educational, Medijcal, and Environmental Control Facilities Financing
Authority, P.O. Box 42001, San Juan, Puerto Rico, 00940-2001.




PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF NET DEFICIT

JUNE 38, 2011
ASSETS
CURRENT ASSETS:
Cash 3 9,094,366
Other receivable 2,598,990
Accrued interest receivable from:
Note receivable 269,098
Deposits . 760
Total current assets 11,963,214
NONCURRENT ASSETS:
Note receivable 26,485,480
Other assets - 20,871,716

$ 59,320,410

LIABILITIES AND NET DEFICIT

CURRENT LIABILITIES:

Accrued interest payable $ 4,006,073
Accrued expenses and other Liabilities 93,151
Total current liabilities 4,099,224

NONCURRENT LIABILITYES:

Note payable 59,313,959
Total Labilities 63,413,183
UNRESTRICTED NET DEFICIT {(4,092,773)

$ 59,320,410

The accompanying notes are an integral part of these financial stateinents.
7



PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF REVENUES, EXPENSES AND

CHANGES IN NET DEFICIT

FOR THE YEAR ENDED JUNE 30, 2011

OPERATING REVENUES:
Placement fees $

430,024

OPERATING EXPENSES:
Service fees
General and administrative
Other

215,012
144,976
9,380

Total operating expenses

369,368

INCOME FROM OPERATIONS

60,656

NON-OPERATING REVENUES/(EXPENSES):
Interest income from:
Note receivable
Deposits
Interest expense

1,605,259
9,138
(3,602,324)

CHANGES IN NET DEFICIT $

(1,927.271)

NET DEFICIT, beginning of year

(2,165,502)

NET DEFICIT, end of year 3

(4,092,773)

The accompanying notes are an integral part of these financial statements.
3




PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(4 Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2011

CASH FLOWS FROM OPERATING ACTIVITIES:

Placement fees received $ 430,024
Operating expenses paid (366,963)
Net cash provided by operating activities 63,061

CASHFLOWS USED IN NON-CAPITAL FINANCING ACTIVITIES:

Interest paid of note ‘payable {1,603,253)
Advances of note receivable (214,063)
Net cash used in non-capifal financing activities : (1,817,316)

CASH FLOWS PROVIDED BY INVESTING ACTIVITIES:

Interest income received 1,612,373
Advances of note payable 214,063
Net cash provided by investing activities 1,826,436
NET INCREASE IN CASH 72,181
CASH, beginning of year 9.022.185
CASH, end of year $ 9,094,366

RECONCILIATION OF INCOME FROM OPERATIONS TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:
Income from operatigns 3 60.656
Adjustment to reconcile income from operations to net cash provided by
operating activities:
Changes in assets and liablitities:

Increase in accrued expenses and other liabilities 2,405
Net cash provided by operating activities $ 63,061

The accompanying notes are an integral part of these financial statements.
9



PUERTO RICO INDUSTRIAL, TOURIST, EBDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2011

REPORTING ENTITY

The Puerto Rico Industrial, Tourist, Educational, Medical, and Environmental Control Facilities
Financing Authority (the "Authority") is a component unit of the Commonwealth of Puerto
Rico (the "Commonwealth") and an affiliate of the Government Development Bank for Puerto
Rico (the "Bank"), created by Act No. 121 (the "Act") of the Legislature of the Commonwealth
on June 27, 1977, as amended.

The Authority was created to issue revenue bonds and to lend the proceeds thereof to finance
the acquisition, construction, and equipping of industrial, tourist, educational, medical, and
environmental control facilities. The Authority charges a placement fee based on the face value
of the bonds issued. The Authority is exempt from taxation in Puerto Rico.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of the Authority conform to accounting principles
generally accepted in the United States of America, as applicable to governmental entities. The
Authority follows Governmental Accounting Standards Board ("GASB") under the hierarchy
established by Statement No. 55, The Hierarchy of Generally Accepted Principles for State and
Local Governments, in the preparation of its financial statements. The Authority 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 did not conflict with GASB pronouncements. Following is a description of the
more significant accounting policies followed by the Authority:

Measurement Focus and Basis of Accounting - The Authority's 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 incurred, regardless of the
timing of related cash flows. The Authority's placement fee income is recognized upon the
issuance of the bonds.

Financial Statements Presenfation - The accompanying financial statements have been
prepared in accordance with accounting principles generally accepted in the United States of
America (“U.S. GAAP™) applicable to a governmental enterprise fund, which are similar to
those applied to a private entity. The Governmental Accounting Standards Board is the
organization in charge of providing such accounting standards for governmental entities. The
accounting principles require the Authority to apply certain accounting standards similar to
those applied in the private sector.

Income Tax- The Authority is exempt from taxation in Puerto Rico.

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

10




PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(A Component Unit of the Commonwezalth of Puerto Rico)

NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2011

Operating Revenues and Expenses - Operating revenues and expenses are distinguished from
non-operating items. The only operating revepue of the Authority is the placement fees charged
to borrowers. Operating expenses include administrative expenses and other costs associated
with the issuance of bonds, such as servicing fees charged to the Authority by the Bank, another
component unit of the Commonwealth.

Revenue Bonds and Related Loans - Revenue bonds issued by the Authority are considered
conduit debt and, therefore, neither these bonds nor the related loans granted by the Authority
are presented in the accompanying basic financial statements.

Recently Issued Accounting Guidance:

Fund Balance Reporting and Government Fund Type Definitions (GASB No. 54) - In
February 2009, the GASB issued authoritative guidance to enhance the usefulness of fund
balance information by providing clearer fund balance classification that can be more
consistently applied and by clarifying the existing governmental fund type definitions. This
guidance establishes fund balance classifications that comprise a hierarchy based primarily on
the extent to which a government is bound to observe constraints imposed upon the use of the
resources reported in governmental funds. Fund balances for each governmental funds 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 fund balance - amounts the government intends to use for specific purposes
that do not meet the criteria to be classified as restricted or committed.

= Unassigned fund balance - amounts that are available for any purpose.

This guidance was effective for interim or annual financial periods beginning after June 15,
2010. Management updated the disclosures of these financial statements to conform to this
guidance, effective for the year ended June 30, 2011,

Codification of Accounting and Financial Reporting Guidance Contained in the AICPA
Starements on Auditing Standards (GASB No. 56) - In March 2009, the GASB issued
authoritative guidance to incorporate certain accounting and financial reporting guidance
presented in the American Institute of Certified Public Accountants’ Statement on Auditing
Standards. This guidance addresses three issues: related party transactions, going concern
considerations, and subsequent events.

11



PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rice)

NOTES TO THE FINARCIAL STATEMENTS

JUNE 30, 2011

Effective July 1, 2010, the Authority adopted this guidance which did not have a material
impact on the Authority’s net assets or results of operations. Authoritative guidance on
subsequent events establishes general standards of accounting for and disclosures of events that
occur after the balance sheet date but before financial statements are issued or are available to
be issued. This guidance sets forth (i) the period after the balance sheet date during which
management of a reporting entity should evaluate events or transactions that may occur for
potential recognition of disclosure in the financial statements, (ii) the circumstances under
which an entity should recognize events or transactions occurring after the balance sheet date in
its financial statements and (iii) the disclosures that an entity should make about events or
transactions that occurred after the balance sheet date. This guidance was effective upon it
issuance.

The Authority evaluated subsequent events through November 4, 2011, the date the financial
statements were available to be issued.

The Financial Reporting Entity: Ommnibus an Amendment of the GASB. No. 14 and 34
(GASB No. 61) - In November 2010, the GASB issued authoritative guidance to modify certain
requirements for inclusion of component units in the financial reporting entity. Organizations
that previously were required to be included as component units by meeting the fiscal
dependency criterion, a financial benefit or burden relationship would need to be present
between the primary government and that organization to be included in the reporting entity as
a component unit. For component units that currently are blended based on the “substantively
the same govemning body”™ criterion requires that (1) the primary government and the
component unit have a financial benefit or burden relationship or (2) management of the
primary government have operational responsibility for the activities of the component unit. In
addition, new criteria was included to require blending of component units whose total debt
outstanding is expected to be repaid entirely or almost entirely with resources of the primary
govemment.

This guidance is effective for interim or annual financial periods beginning after June 15, 2012.
Management is evaluating the impact of this guidance in the Authority’s financial statements.

Codification of Accounting and Financial Reporting Guidance Contained in Pre-November
30, 1989 FASB and AICPA Pronouncements (GASB No. 62) - In December 2010, the GASB
issued authoritative guidance to incorporate into the GASB’s authoritative literature certain
accounting and finanecial reporting guidance included in the following pronouncements issued
on or before November 30, 1989, which does not conflict with or contradict GASB
pronouncements: (1) Financial Accounting Standard Board (FASB) Statements and
Interpretations, (2) Accounting Principles Board Opinions, and (3) Accounting Research
Bulletins of the American Institute of Certified Public Accountants’ (AICPA) Committee on
Accounting Procedure.

This guidance is effective for interim or annual financial periods beginning after December 15,
2011. Management is evaluating the impact of this guidance in the Authority’s fipancial
statements.

Other Recent Pronouncements - During the fiscal year ended June 30, 2011, the GASB issued
various statements that were not relevant to the Authority’s operations.

12



PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2011

3.

tn

CUSTODIAL CREDIT RISK

Custodial credit risk 1s the risk that, in the event of the failure of a depository financial institution,
the Authority will not be able to recover deposits or will not be able to recover collateral
securities that are in the possession of an outside party. Currently, the Authority does not have a
custodial credit risk policy. At June 30, 2011, the Authority maintained interest-bearing demand
deposits with the Bank, which is not covered by federal depository insurance, of approximately
$9.1 million uninsured and uncollateralized.

TRANSACTIONS WITH GOVERNMENT DEVELOPMENT BANK FOR PUERTO
RICO

The Bank provides certain services to the Authority and charges fifty percent (50%) of the
placement fees billed by the Authority to borrowers. At June 30, 2011, the Authority paid to
the Bank approximately $215,000 as service fees.

TRANSACTION WITH OTHER COMPONENTS UNITS OF THE
COMMONWEALTH

On August .17, 2009, the Authority entered into an agreement with the Bank, Puerto Rico
Electric Power Authority ("PREPA"), and Puerto Rico Aqueduct and Sewer Authority
("PRASA™) for the acquisition of certain assets originally intended to be used by PREPA for its
Southern Gas Pipeline Project (the "Project"). The Project was being built by Skanska Energy
Services LLC and Skanska Puerto Rico Pipeline LLC ("Skanska") under an agreement with
PREPA. The parties agreed that it was in the best interest of the Government of Puerto Rico
that the Skanska agreement be terminated and that the Project assets be utilized for the
construction of an aqueduct by PRASA. PREPA paid $59 million to Skanska in exchange for
the transfer of the Project assets to PREPA and the termination of the agreement. The
Authority acquired most of these assets from PREPA for $32.8 million and made a $26.3
million subordinated loan to PREPA to finance PREPA's acquisition of these assets from
Skanska.

The Authority borrowed $59.1 million from the Bank to finance this purchase and the related
loan. Both the loan from the Bank to the Authority and the loan from the Authority to PREPA
provide for an interest rate of 6% and were due on August 17, 2011. The Authority also entered
into an asset purchase agreement with PRASA that provides that not later August 17, 2011
PRASA would purchase most of the Project's assets from the Authority for approximately $23.5
million in cash and the assumption of PREPA's subordinated note. During the year ended June
30, 2010, the Authority recorded a loss on this transaction of $9.3 million in the accompanying
statement of revenues, expenses and changes in net deficit. At June 30, 2011, the PREPA’s
subordinated note balance is approximately $26.5 million, and the balance in the Authority’s
loan balance increased to approximately $59.3 million,
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6.

PLACEMENT FEES

The Authority generally charges a placement fee of one percent (1%) of the face value of bond
issued or as deemed appropriate for the specific issue, except for bonds issued to finance
educational, medical, or environmental control facilities or other projects otherwise eligible to
be placed in the U.S. tax-exempt bond market, for which the placement fee charged is one half
percentage (0.50%).  During the year ended June 30, 2011, the Authority charged
approximately $430,000 as placement fees for bonds issued to finance Galeria Tower at San
Patricio Plaza Project and Trump International Golf Club Puerto Rico Project.

REVENUE BONDS

The revenue bonds are special and limited obligations of the Authority and, except to the extent
payable from bond proceeds and investments thereof, will be payable solely from and secured
by a pledge and assignment of the amounts payable under the loan agreements between the
Authority and the borrowers. Furthermore, payment of principal and interest on the revenue
bonds is unconditionally guaranteed by the borrowers, their parent companies, or letters of
credit generally issued by major U.S. banks or U.S. branches of international banks.

The revenue bonds are considered conduit debt and do not constitute a debt or a pledge of the
good faith and credit of the Authority or the Commonwealth or any political subdivision
thereof.

In connection with the issuance of revenue bonds, the Authority enters into trust agreements,
whereby the Authority assigns and pledges to the trustees, for the benefit of the holders of the
revenue bonds, (1) all amounts receivable by the Authority in repayment of the amounts due
under the loan agreements; (2) any rights, fitle, and interest of the Authority in the proceeds
derived from the issuance of the revenue bonds and of any securities in which moneys in any
fund or account created by the trust agreements or loan agreements are invested and the
proceeds derived therefrom; and (3) the Authority's rights, title, and interest in and to the loan
agreements, subject to the Authority's retention of certain rights, including the right to collect
moneys payable to the Authority, which are not received with respect to repayment of the loans.

At June 30, 2011, the Authority has issued revenue bonds in an aggregate amount of
approximately $6,080 million of which approximately $1,344 million are outstanding.
Outstanding revenue bonds as of June 30, 2011, are as follows:

Revenue Bonds Original Amount Outstandlng
- Amount
Industrial $ 903,965,346 $ 785521452
Educational 388,620,000 313,850,000
Medical 201,585,000 138,505,000
Tourist 110,725,000 105,415,000

b 1,604,895346  § 1343201452
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8.

SUBSEQUENT EVENTS

On August 16, 2011, PRASA executed a purchase agreement to acquire most of the Project’s
assets from the Authority for approximately $20.9 million and assume PREPA’s subordinated
loan with the Authority with an outstanding balance of approximately $30 million plus
approximately $1 million to be used for related costs. The subordinated loan bears interest at
150 basis points over U.S. Prime Rate, with a floor of 6%, due on August 16, 2012.

The Authority also entered into a bill of sale with PREPA of approximately $12.5 million to
cover the remaining balance owed to the Bank attributable to this transaction. Among the
assets reacquired by PREPA are: (1) 75% of the Project’s design of approximately $3.1 million,
(2) right-of-way of approximately $6.2 million, (3) inventory used by PREPA amounting
approximately $2.6 million, and (4) financing costs associated with this transaction of
approximately $489,000. The subordinated loan bears interest at 150 basis points over U.S.
Prime Rate, with a floor of 6%, due on September 29, 2011. Subsequently, the Authority made
a principal payment of approximately $20.9 million to the Bank. ‘
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II. B

Emisiones de Bonos Vigentes
al Finalizar el
Ao Fiscal 2010-2011



*39)sn1} Aq paurrguod jou duwereq Supuwising,

TEYI6CEPET  § | 9PESE8B09T  §
wsymoy, TUOIRNRL] senumoag remdog remndod| v¢/02/¢t | BO0'SSEDC 000°65€79¢ 23fo1g 0anf 031N qnID J109 eucnewraw] dumiyf Wd 11/0€/€0 11/0€/€0
eI IBUIIO)) SIPTEA TIPUIOD DN sanrmoag remndog remdod| 1%/10/30 | S72'6¥9'65 SHL6V9'68 110z 323(017 OPIIE] e JE IIMOL BUAED! W'd 11/08/€0 11/0€/€0
epIBunIe)), SAPTeA, [BUUODIN saprmoag remdog remdod| 0z/51/90 | 000°0S€'1Z 00054412 V 600T - BZRId oPInRd wesl 'd 60/81/21 60/81/21
Teuoneonpy sxapueg armbg sIaporg wewnyay yueg S} 98/10/£0 | 000°05%4C 000°068'62 w3sg ANIsIRATUr] ZOPUSIN D BUV| AN 90/11/%0 90/11/%0
wWSImo, PPpI SA[LINDAG IPpUERIIRS remdog| £6/10/%0 | 000°018°CS 000°0££'7S 31059y aqLreD ejsoD| 'd 90/80/€0 90/80/€0
Teuoneonpy s1opueg a1mbg SI3UH0IG URUI] AN j0>uRg 2Lf 62/10/01 | 0006932 000'625°9¢€ “4'd Jo L11s13411() UEIBUTY 1| “X'N $0/20/T1 $0/10/21
TeuonEINPY J717 4poqead MoxXIN 0D 3 Yudk [P remdog| ze/10/80 | 000'6P6'1E 000°0€E%E 03] oj1ang Jo Lyszaamn orpaidiod] AN 20/61/C1 20/61/21
fepunuo)| - ofenueg ‘seac) ‘OlsueD SULMDBS [ero( remdog| 67/10/TT | 000'00€°Z 000°009"2 Surprmg 1ejue) [epuel [EI0A| W'd z0/10/11 20/10/11
[ERIBWWOD PP senumoag remdog remdogd) 2e/10/€0 | 000°'554CH 00059165 uppIey) 3LOL| Wd 20/82/20 20/82/70
TeuonEanpy s1apireg asmbg| SI[OIG URLIy] squeg S 1€/10/21 | 000°0FT741 000'59¢°0T uralsAg AysIaatun) ZapupIN "D BUV| AN 20/10/20 T0/S1/10
IO saf1og IIBNLO sanumoag remndog remdog| 0€/10/0T | 000°0€¥E 000560 1auR)) FePIpn{ oedewng| A'd 10/4T/60 10/42/60
euonEdnpy s1apireg armbg 12qQaM dured remdog] 1£/10/60 | 000°069°1C 000°0£1'ST 1ea}] patoeg a Jo Aysaanin A'N 10/82/90 10/10/90
euonEINpPE POOA 39 UmOIg 1RqAPM dured AN Jo queg 2ur| €6/10/40 | 000°0€€°94 000'5££°98 ezey Answan| AN 00/12/21 00/12/21
reIRsnpuL s1apueg axmbg 3DIBWUIOD) ISI1F aseyd| 0€/1€/21 | 000°00T'ST 000°002'ST *?&Ecu qqmbsg sred-torstg| AN 00/0€/11 00/0€/11
fernsnpyy POOM 79 UMD rende) 35 O1/10/TT | £8885¢ 000°0069 KSo1e80188y 0opIN - endeD | AN 00/T0/11 00/20/11
WSHNOY, 113PO ZIUNIEA 1BGAIM FUTR] NI, pAqIMAUTEd| 0€/0T/TL | 0000529 000°000°0€ KT01D AmoD Je 19p sewred| Wd 00/92/01 00/92/01
oeg [EdIPAN POOM F umolg our £sureg wnog sueg 1samIoN| 0£/S1/11 | 0000161 000°G1Z'LE Kuondsoue) ey op endsop| ‘AN 00/61/90 00/51/90
Tergsnpuy POOM 9 UMOI]. SYES UBWPIOD (3sn1], stoxureq) sydsimaq| 9¢/10/90 | 000°007'€6T 000°000°561 LRI openg AV AN 00/10/90 00/106/90
TerIsRpUy POOM 7 UmOIg rendeD 50 60/Tz/21 | 18L'655 000°£2T (A1PPU0D SISE - [IdeD IO AN 66/50/11 66/10/11
eRIsuo)) 1RPPLI sagnmdag remndog 19qgamauTed San| 62/10/T1 | 000°0TH6€ 000594 v¥ (THUAD [epURLL TeI0q) W 66/82/0T 66/82/01
oeyq [EDIPAN POOM 39 umOIg, 0D 79 YPUAT [N 1apuenres! 67/10/90 | 000°S1Z'TT 000'SSH0E sTejIdsof] JoJuspay OIS pue seon weg) ‘AN 66/G1/40 66/S1/90
jeuopEInNpR szopireg a1mbg SI2UH0Ig weunyary sueg S| 62/10/20 | 000'SP42E 000°048°17 waisdg A1sI9AUN ZOPURIN "D BUV | "A'N 66740740 66/10/40
S1YI0 pooMm 3 umoxg sapumoag remdog remdod} 0£/10/01 | 000°092'1€ 000°619"2€ 19juaD) [epipn({ cedewny | AN 66/1€/€0 66/1€/€0
eRIRUIIIoD) saf1og N0 -y Asureg Wnug remdog] 6z/10/40 | €R0'€1L191 109°€00°00C SedlpUTY se] ezefd| M'd 66/%C/£0 66/10/€0
SIBO POOM 2 umolIg S9RLMO2G [eRUaPnI] spueres| 8z/S1/¢1 | 000°0ZF0C 000'522'9C (eurore)) opejsy [2p 0m3ag PP opuod| AN 86/€2/C1 86/51/T1
Eetile] POOM 7 UMOIg dxoD syre fende) remdod| $T/10/40 | 000'59€°6 000°STT'ET sapuadrawyg Jo ssnoyarepm ogeusens| W 86/12/01 86/10/01
TeuonEeINPH s1apireg armbg SIBOIG ey sueg s 12/10/01 | 000°00€°91 000°00£'92 urisdg ANISI9ATIN ZOPURIN "D BuV | "A'N 86/60/40 86/60/£0
[euonednpy POOM 1§ umorg 0D 7 Youkp [N sepueywes| 7z/10/01 | 000'S8L'LS 000°520°£8 I'd JO ASIBATU( TRdLIBWY SR | X'N 86/97/€0 86/10/£0
Tegsupuy SPPIEA [UUOII 1B0aeM e sopuenrst 0Z/10/11 | 000'69%9 00070758 wBuppreg dsop Anmunuo) wensisAqarg projysy| 'd £6/52/11 26/81/11
o' [eOTPay PoOM 2§ umoIg IqqaM dured remdog| 92/10/40 | 000'566°0C 000'56£'82 dno1sy pareSnqo onny oxny [eydsoH | A'N L6/62/%0 £6/10/%0
SO POOM 2 umoIg, 12qqam dured remdog| 7z/10/£0 | 000°085°CT 000°060'61 123uR)) NBwURAS) fedpUmN oqeuiend| A'N S6/87/T1 $6/10/71
B [EIPAIN POOA 7 umoIg 0D 7 puk PN remdog| 7€/10/80 | 0000146 000'599°9¢ rendsoH efig Jopo| W'd S6/91/60 G6/51/80
OBy [eIPIN ROOM 7 UmoiIg 18qqapM AUred remndod]| ¥T/10/40 | 000'0SL'EY 000'SS8'€9 . dnorn pareBiqO ominy onxny [3dsoH] AN §6/91/20 S6/51/16
oeg (21PN POOM % UMOIg u0)s0g 18117 remdog| ¥¢/10/50 | 000'586'6 000°000/ST Tedsop] renowsy 2pAY] AN ¥6/£0/90 $6/51/50
jiastebibive] BPPLY 12AGIM Bured remdog| zz/10/21 | 000°06£'6T 000°0%95¥ e7e]] TEUONEUISIU] WedLIaurY | 'd T6/0£/11 76/10/11
TeRIRUWOE)), poop 3 umorg uoysog 18111 sqreg o1 62/10/21 | 000°091°9€ 000°091°9¢ DY “SIUINY WedLIRUIY | XN <8/¢€2/Tl 68/10/21
TeLsnpug Poop 7 umoIg 0D % YUk [P eonwayD| 81/10/21 | 000°000°0% 000°000°0% *.&ou $)INpoId WO wedpwy | ‘AN £8/62/T1 €8/62/T1
remsnpuy POOM 29 umo1g vewmseq WG aseud| £1/10/€0 | 000°S6T 000°000°8 x Auedurosy pue uosuppIq “uopag| A'N £8/90/70 £8/10/€0
ernsnpuy POOM 7 UmoIg $131701¢ UOWOTES AN JOQuRg YL} £2/10/€0 | 000°000'FS $ 1 00070007 $ SaLI01eI0qeT 1049V | "A'N £8/41/€0 £8/10/€0
AL THSNNOD ADINVA HHISAAL . HIVA  DONIANVISIOO INNONWV HAVN LOAION NOILVDO1 q41va
anNod INHWISTANI 204 TVIONRIL TVNIDRIO B HALVAONISOID  gnsst
1102 ‘0¢ 2unfjo gy

SHASST ANO4 ONIANVISLAO VOIIV 40 AYVIAIANS
SANO4 VOIIV




II. C

Emisiones de Bonos
Durante el Ano Fiscal 2010-2011
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II. D

Transacciones Posteriores al
Cierre del Ao Fiscal 2010-2011



Transacciones con la Autoridad de Energia Eléctrica
y la Autoridad de Acueductos y Alcantarillados

El 16 de agosto de 2011, la Autoridad de Puerto Rico para el Financiamiento de
Facilidades Industriales Turisticas, Educativas, Médicas y de Control Ambiental
(“AFICA”), la Autoridad de Energia Eléctrica (“AEE”) y la Autoridad de Acueductos y
Alcantarillados ("AAA") entraron en un acuerdo de recompra de activos y la
modificacién de los acuerdos de compra de activos (el "Acuerdo de 2011") para
modificar un acuerdo de compra de activos firmado el 17 de agosto de 2009 entre AAA
y AFICA ("el acuerdo de AAA") y entre AFICA y AEE relacionado con la cancelacién
del proyecto Gasoducto del Sur y la transferencia de algunos de los activos relacionados
con tal proyecto por AEE a AFICA y de AFICA a AAA. AFICA le financié ala AEE y a
la AAA bajo la nota de AEE y la nota de AAA, respectivamente, con el producto de un
préstamo del BGF a AFICA el 17 de agosto de 2009 en la cantidad de $67,000,000.00 (el
"préstamo de BGF"), de los cuales $41,971,335.15 es el principal vigente .

Como parte de las transacciones previstas en el Acuerdo de 2011 la AAA firmé un
contrato de préstamo (la "mota de AAA") para pagar a la orden de AFICA, con una
fecha de vencimiento del 16 de agosto de 2012 y una nota subordinada por
$30,986,246.47 de los cuales $30,014,021.98 estdn actualmente pendientes de pago. La
nota de AAA (que AAA firmé en orden de evidenciar su compromiso de asumir el
pagaré de AEE con AFICA) proporciona que AFICA, el BGF y AAA deberan negociar
de buena fe el refinanciamiento de la nota de AAA para que la AAA obtenga un
financiamiento a largo plazo con el BGF.

La diferencia entre el principal vigente de $41,971,335.15 y la nota de AAA de
$30,014,021.98, o sea, $11,957,313.17 (el "remanente") representa las sumas adeudadas
por la AEE respecto al Acuerdo de 2011. La AEE estd obligada a pagar este remanente
mas los intereses acumulados en o antes de junio de 2011.

Referente la nota de AAA, el 16 de noviembre de 2011 AFICA y BGF formalizaron el
Acuerdo de Cesién donde AFICA le cede al BGF todos sus derechos referente dicha
nota.



