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ESTADO LIBRE ASOCIADO DE PUERTO RICO

Fideicomiso Institucional dela - )

Guardia Nacional de Puerto Rico
Apartado 9023786 San Juan PR 00902-3786

Wa 82d3S AL

28 de septiembre de 2012

502

Hon. Tomas Rivera Schatz
Presidente

Senado de Puerto Rico
PO Box. 9022228

San Juan, PR 00902-2228

Estimado sefior Rivera Schatz:

Adjunto los Estados Financieros para el afo fiscal 2012 del Fideicomiso de la Guardia
Nacional de Puerto Rico (FIGNA) para que conste es sus expedientes.

De tener alguna pregunta o necesitar alguna informacién adicional

puede
comunicarse con el que suscribe a su mejor conveniencia al 787-289-1400 ext.
1461.

Cordialmente,

s

Edith M. Pérez Estrella
Directora Ejecutiva

MEJORANDO LA CALIDAD DE VIDA Y PROFESIONAL DE LOS GUARDIAS NACIONALES

Teléfono (787) 289-1420 - Fax (787) 721-1836
Visitenos en la Internet: http://figna.gobierno.pr o Correo Electrénico: info@figna.gobierno.pr
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Horwath Vélez & CO. PSC Centro Internacional de Mercadeo

100 Carr 165, Suite 410

Member Crowe Horwath International
Guaynabo, PR 00968-8051

Telephone: (787) 625-1800
Fax: (787)625-1812

Web Site www.horwathpr.com

INDEPENDENT AUDITORS' REPORT

Board of Directors

Institutional Trust of the National
Guard of Puerto Rico

San Juan, Puerto Rico

We have audited the accompanying financial statements of the business-type activities of the Institutional Trust of
the National Guard of Puerto Rico (the "ITNGPR"), a component unit of the Commonwealth of Puerto Rico, as of
and for the year ended June 30, 2012 and, which collectively comprise the ITNGPR's financial statements as listed
in the table of contents. These financial statements are the responsibility of ITNGPR's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. We were not
engaged to perform an audit of the ITNGPR internal control over financial reporting. 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
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 in the first paragraph present fairly, in all material respects, the
respective financial position of the business-type activities of the Institutional Trust of the National Guard of Puerto
Rico as of June 30, 2012, and the respective changes in financial position and cash flows thereon for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 27, 2012,
on our consideration of the ITNGPR’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.
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Hon. Tomas Rivera Schatz
Presidente

Senado de Puerto Rico
PO Box. 9022228
San Juan, PR 00902-2228

Estimado sefior Rivera Schatz:
Adjunto los Estados Financieros para el afio fiscal 2012 del Fideicomiso de la Guardia
Nacional de Puerto Rico (FIGNA) para que conste es sus expedientes.

De tener alguna pregunta o necesitar alguna informacién adicional puede
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Cordialmente,
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Edith M. Pérez Estrella
Directora Ejecutiva

MEJORANDO LA CALIDAD DE VIDA Y PROFESIONAL DE LOS GUARDIAS NACIONALES
Teléfono (787) 289-1420 » Fax (787) 721-1836
Visitenos en la Internet: http://figna.gobierno.pr o Correo Electrénico: info@figna.gobierno.pr
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Member Crowe Horwath International
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INDEPENDENT AUDITORS' REPORT

Board of Directors

Institutional Trust of the National
Guard of Puerto Rico

San Juan, Puerto Rico

We have audited the accompanying financial statements of the business-type activities of the Institutional Trust of
the National Guard of Puerto Rico (the "ITNGPR"), a component unit of the Commonwealth of Puerto Rico, as of
and for the year ended June 30, 2012 and, which collectively comprise the ITNGPR's financial statements as listed
in the table of contents. These financial statements are the responsibility of ITNGPR's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. We were not
engaged to perform an audit of the ITNGPR internal control over financial reporting. 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
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 in the first paragraph present fairly, in all material respects, the
respective financial position of the business-type activities of the Institutional Trust of the National Guard of Puerto
Rico as of June 30, 2012, and the respective changes in financial position and cash flows thereon for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 27, 2012,
on our consideration of the ITNGPR’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.



Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 9 be presented to supplement the financial statements. Such
information, although not a part of the financial statements, is required by the Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the financial statements in an
appropriate operational, economic, or historical context. This supplementary information is the responsibility of
ITNGPR's management. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the financial statements, and other knowledge we
obtained during our audit of the financial statements. We do not express an opinion or provide any assurance on
the information because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance. '

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
ITNGPR's financial statements as a whole. The general statistical information on pages 29 through 33 are
presented for purposes of additional analysis and are not a required part of the financial statements. This section
has not been subjected to the auditing procedures applied in the audit of the financial statements and, accordingly,
we do not express an opinion or provide any assurance on them.

September 27, 2012 AM%/”I/%‘;/ é : /Ofc

Stamp number 2662210 was
affixed to the original of this
report.



INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2012

Introduction:

The following discussion presents an overview of the financial position and financial activities of the Institutional
Trust of the National Guard of Puerto Rico for the years ended June 30, 2012 and 2011. This discussion and
analysis was prepared by the ITNGPR's management and should be read in conjunction with the financial
statements and notes thereto, which follow.

The management's discussion and analysis is not a required part of the financial statements, but it is
supplementary information required by the Governmental Accounting Standards Board. This supplementary
information is the responsibility of the ITNGPR’s management. The independent auditors have applied certain
limited procedures, which consisted principally of inquiries to management regarding the methods of
measurement and presentation of the supplementary information. Therefore, the independent auditors did not
audit such information and did not express an opinion on it.

Financial Highlights:

« Asof June 30, 2012, the ITNGPR had total assets of $90 million, total liabilities of $2.8 million and net assets
of $87.2 million. At June 30, 2011, the ITNGPR had total assets of $87.6 million, total liabilities of $1 million
and net assets of $86.6 million.

e  Operating income for fiscal year ended June 30, 2012 was $5.2 million, representing an increase of 24
percent, when compared to balance of $4.2 million for the year ended June 30, 2011. Non-operating income
of $4.3 million for the year ended June 30, 2012, representing an increase of 140 percent when compared to
a balance to a balance of $1.8 million for the year ended June 30, 2011. Operating expenses were $9 million
representing an increase of 36 percent for the year ended June 30, 2012 when compared to balance of $6.6
million at June 30, 2011.

e  During the year ended June 30, 2012, the ITNGPR purchased offices facilities to relocate the administrative
offices of the ITNGPR and the Puerto Rico National Guard. The cost of the facilities was $5.5 million, plus an
additional amount for remodeling. These facilities will be occupied during the ensuing fiscal year.

. During the year ended June 30, 2012, the ITNGPR sold vacant land in Juana Diaz, for $3.06, resulting in a
loss of $174 thousand. These facilities had been acquired in 2009 in a donation from the National Guard of
Puerto Rico.

» Asof June 30, 2012, net assets increased by $600 thousand, as compared to June 30, 2011. The increase in
net assets was mainly due to an unrealized and realized gain on investments amounting to $1.7 million,
presented as a non-operating revenue in the statement of revenues, expenses and changes in net assets.



INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

Major Financial Elements:
Revenues

The ITNGPR's revenues are principally derived from concession royalties received under an agreement to operate
military stores, and interest income from investments, which are distributed to ITNGPR's three principal major
funds: 1) Capital Improvements, Operating, and Maintenance Fund, 2) Annuities, Life Insurance, and Federal
Insurance Fund, and 3) Educational Fund. The funds are established in Act No. 23 of July 23, 1991. In addition,
the Annuities, Life and Funeral Insurance Fund, receives the Puerto Rico National Guard members' contributions,
to offset, on a limited basis, the cost of benefits. A fourth fund, Armory Library of the Puerto Rico National Guard,
is funded by the other primary funds.

Expenses and Capital Outlays

Expenses consist principally of benefits paid to the members of the Institutional Trust of the National Guard of
Puerto Rico. Including payment of education expenses, temporary assistance to retired numbers, life and funeral
benefits, among other services. Also, includes, administrative expenses like salaries, energy costs, repair and
maintenance (of the institution facilities) and professional fees. Furthermore, at times, the ITNGPR defray the cost
of certain repair and maintenance performed to the property of the National Guard of Puerto Rico.

The ITNGPR does cash outlays for capital assets, which outlays are not expenses, and therefore are capitalized,
as incurred.

Using the Financial Statements:

The accounting and reporting policies of the ITNGPR conform to accounting principles generally accepted in the
United States of America, as applicable to governmental entities. The Governmental Accounting Standards Board
(GASB) is the accepted standards setting body for establishing governmental accounting and financial reporting
principles. In June 1999, the GASB issued Statement No. 34, financial statements ~ and Management's
Discussion and Analysis — for State and Local Governments. The financial statement presentation required by
GASB Statements No. 34 provide a comprehensive, entity-wide perspective of the ITNGPR's assets, liabilities, net
assets, revenues, expenses, changes in net assets and cash flows.



INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

Required Financial Statements

The business-type activities of the ITNGPR are accounted for as enterprise funds, which include the activities of
the ITNGPR, including an operating fund and other specifically designated funds. The required financial
statements for an enterprise fund are as follows: statement of net asset; statement of revenues, expenses, and
changes in net assets; and statement of cash flow. These financial statements report information using an
accounting method similar to those used by private financial institutions.

Statement of Net Assets - Proprietary Funds - includes all ITNGPR's assets and liabilities, classified as
current, noncurrent, capital assets, and net assets. This provides information as of a specific date about the
nature and amount of investments in resources (assets) and the obligation to creditors (liabilities). It also
provides the basis for evaluating the ITNGPR's capital structure.

Statement of Revenues, Expenses, and Changes in Net Assets - Proprietary Funds - includes revenue
earned and expenses incurred by the ITNGPR during the reporting period. This statement measures the
results of the ITNGPR's operation and is used to determine whether the ITNGPR has successfully recovered
all its costs through user fees and other charges. This statement distinguishes between operating revenues
and expenses from nonoperating revenue and expenses.

Statement of Cash Flows - reports cash receipts, cash disbursements, and changes in cash resulting from
operations, noncapital financing, capital and related financing, and investing activities. This statement
provides information about the ITNGPR's cash flow and how cash is obtained, used, and what was the
change in cash balance during the reporting period beginning on July 1 and ending on June 30.

Notes to Financial Statements - the notes provide additional information that is essential to a full
understanding of the data provided in the financial statements. The notes to the financial statements can be
found immediately following the financial statements.

Required Supplementary Information - The financial statements include a section of required supplementary
information immediately following its notes.



INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

JUNE 30, 2012

Financial Analysis

Condensed Statement of Net Assets - Proprietary Funds

Net Assets
2012 2011 Change

Assets

Current assets $ 5,132,798 $ 9,036,386 $( 3,903,588)

Non-current assets 85027.113 78 571,185 6.455.928

Total Assets $ 90,159,911 $ 87.607.571 $ 2552340
Liabilities

Current liabilities $ 2887482 3 959,263 $ 1928219
Net assets

Investment in capital assets 26,530,318 23,908,204 2,622,114

Restricted - expendable 53,702,347 55,016,499 ( 1,314,152)

Unrestricted 7.039.764 7.723.605 (683841

Total net assets 87.272.429 86.648.308 624.121

Total liabilities and net assets $ 90,159 911 $ 87607571 $ 2552340

The statements of net assets present the assets, liabilities and net assets of the ITNGPR as of June 30, 2012 and
2011, excluding the balance due between funds, which are considered internal balances that have been
eliminated in the Statement of Net Assets. The net assets are segregated into investment in capital assets, net of
related debt, and restricted and unrestricted funds. Restricted net assets may either be expendable or
nonexpendable and are those assets that are restricted by law or by an external donor. Unrestricted net assets,
while they are generally designated for specific purposes, are available for use by the ITNGPR to meet current
expenses and capital improvements. The statements of net assets, along with all of the ITNGPR’s financial
statements, are prepared under the accrual basis of accounting, whereby revenues are recognized when the
service is provided by and expenses are recognized when others provide the service to the ITNGPR, regardless of
when cash is exchanged. Assets and liabilities included in the statements of net assets are classified as current or
noncurrent.



INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

Financial Analysis (continued)

Condensed Statement of Revenues, Expenses and Change in
Net Assets - Proprietary Funds

2012 2011 Change
Operating Income
Concessionaire royalties $ 4128264 $ 3,493984 3 634,280
Rent of land and building 358,507 434,290 ( 75,783)
Military contributions 360,924 302,224 58,700
Other 370.890 2,837 368,053
Total operating revenues $ 5218585 $§ 4233335 § 985,250
Operating Expenses
Administration $ 2730495 $ 2658260 $ 72,235
Distributed benefits 6,204,348 4,006,494 2,197,854
Total operating expenses $ 8934843 §$ 6664754 $ 2270089
None Operating Income and Changes in Net Assets
Non operating revenues $ 4340379 $ 1807616 $ 2532763
Change in net assets 3 624,121 $(  623803) $ 1247924

The condensed statements of revenues, expenses and changes in net assets, presents results operations based
on operating income, less operating expenses, plus non-operating revenue.



INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

Financial Analysis (continued)
Assets

As of June 30, 2012 and 2011, the current assets amounted to $5 million and $9 million, respectively. The
decrease in current assets was due principally to the presentation in 2011 of land property for sale as current,
which property was sold during 2011, a decrease in cash of $2.1 million, partially used to partially defray the cost
of acquiring new office facilities. Said decreases in current assets were partially offset by an increase in accounts
receivable of $600 thousand, to $1.6 million from $1 million, as of June 30, 2012 and 2011, respectively. The
increase in accounts receivable was mostly due to a change in interest receivable.

At June 30, 2012, total investments amounted to $55.6 million, an increase of $1 million as compared to balance
of $54.6 million at June 30, 2011. This increase results mainly to a net increase in fair value of investments, of
$1.7 million and the interest earned of $2.7 million. The increase in investments yield was partially offset by funds
used to acquire new office facilitie amounted to $3.0 millon.

Capital assets, net of accumulated depreciation and amortization amounted to $29 million at June 30, 2012 and
$23 million at June 30, 2011. This increase results mainly from the acquisition of land and building located in
Highway 1 at San Juan, Puerto Rico, to relocate the Institutional Trust of the National Guard of Puerto Rico and
the Puerto Rico National Guard's administrative offices, during the ensuing fiscal year. The cost of this property
was $5.5 million. This increase was partially offset by property sold, with a depreciated value of $3.5 million.

Liabilities

Total liabilities amounted to $2.8 million at June 30, 2012 compared to $1 million at June 30, 2011, reflecting an
increase by $1.8 million when compared with the prior year balance. This increase was principally due to an
agreement with the National Guard to refund them $2 million upon the sale of the propreties previously disclosed.
As of June 30, 2012, the ITNGPR still owed $1.5 million from this obligation.

Net Assets

Net assets represent the residual interest in the ITNGPR’s assets after liabilities are deducted. Total amount of net
assets increased during the fiscal years ended June 30, 2012 and 2011 by $600 thousand and $2.6, respectively.
Net assets invested in capital assets, net of related debt, represent the ITNGPR’s capital assets less accumulated
depreciation as of June 30, 2012, there were no encumbrances on the capital assets of the ITNGPR. Restricted
expendable net assets are subject to externally imposed restrictions governing their use. Unrestricted net assets
represent those balances from operational activities that have not been restricted by parties external to the
ITNGPR such as donors or grant agencies.

Statement of Revenues, Expenses and Change in Net Assets

Changes in total net assets as presented in the statements of net assets are based on the activity presented in the
statements of revenues, expenses, and changes in net assets. The purpose of this statement is to present the
revenues earned, both operating and nonoperating, and the expenses paid and accrued and any other revenues,
expenses, gains and losses received or spent by the ITNGPR.



INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

Financial Analisys (continued)
Operating Revenues

The total operating revenue amounted to $5.2 and $4.2 million for the years ended June 30, 2012 and 2011,
respectively. Approximately 80 percent of the operating revenues is from the royalties received from the
concessionaire that operates the Duty Free Shop located at Fort Allen in Juana Diaz, San Juan, Cayey, Ceiba,
Gurabo, Mayaguez, Arecibo and Vega Baja. The remainder consists of the rent of facilities and other
miscellaneous income. The increase in operating revenue by approximately $1 million, resulted mainly from the
increase in sale at the military stores, which resulted in a proportionate increase in royalties.

Operating Expenses

The total operating expenses for the years ended June 30, 2012 and 2011 amounted to $9 million and $6.6
million, respectively. This represented an increase of $1.4 million or 36 percent. The principal components of
operating expenses and their changes were as follows:

Annuities--At $1,954,000, increased $35,000, or approximately 2%.

Education--At $912,000, decreased $295,000, or approximately 48%.

Life insurance--At $170,000, increased by $48,000, or approximately or 40%.

Repairs to National Guard facilities at $350,494 (excluding non-recurring provision of $ 2 million), - had no
change.

Payroll and related--At $204,000, decresed $35,000, or approximately 15%

Utilities--At $1,013,000, increased $62,000, or approximately 6%.

Depreciation and amortization--At $485,000, increased $42,000, or approximately or 9%.

Non-recurring provision for improvements at Puerto Rico National Guard's facilities amounted to $2 million.

* o o o0

Non-Operating Revenue

For the year ended June 30, 2012, the ITNGPR reported non-operating revenues of $4.3 million, resulting
primarily from the investment interests of $2.7 million, which remained about the same as compared o last year,
and unrealized gain on investments amounting to $1.7 million in comparison with prior year which reported an
unrealized loss amounting to $1 million.

Information request

This section of the Management's Discussion and Analysis is designed for anyone interested in obtaining an
overview of the finances of ITNGPR. Questions regarding information in this section should be addressed to
Institutional Trust of the National Guard of Puerto Rico, Office of the Executive Director, PO Box 9023786, San
Juan, Puerto Rico, 00902-3786.
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Reporting Entity

The ITNGPR is a "component unit” of the Commonwealth of Puerto Rico. It is a public corporation ascribed
to the Puerto Rico National Guard, and created by Act No., 23 of July 23, 1991 (Act 23). The ITNGPR owns
or has use rights for the real property and other property where the military shops (Duty Free Shops) are
located. Under Act 23, the ITNGPR has the authority to operate the military shops or to concession those
operations to a private party. Currently, all military shops are under a concession agreement with a private
party, as more fully disclosed in Note 5; as well as to provide assistance benefits to the Puerto Rico National
Guard members, spouses, and descendants, including annuities, education and operational funds. To
discharge its duties, the ITNGPR has the authority to exercise its powers independently.

ITNGPR receives royalties from gross sales from the concessionaire that operates the Duty Free Shops
located at Fort Allen in Juana Diaz, San Juan, Cayey, Ceiba, Gurabo, Mayaguez, Arecibo, and Vega Baja,
Air Base Muiiiz in Carolina; military antique collections in San Juan, and Ramey Base in Aguadilla.

The ITNGPR has the power to issue bonds for any principal amount that the Board of Directors considers
necessary. It can also create the necessary reserves to guarantee the payments of such bonds and for the
payment of other expenses that ITNGPR considers necessary.

The ITNGPR is exempt from the payment of taxes on its revenues and properties.
Measurement Focus, Basis of Accounting and Financial Statement Presentation

The accounting and reporting policies of the ITNGPR conform to accounting principles generally accepted
in the United States of America, as applicable to governmental entities. The Governmental Accounting
Standards Board (GASB) is the accepted standards setting body for establishing governmental accounting
and financial reporting principles.

For financial reporting purposes, the ITNGPR is considered a special purpose governmental agency
engaged only in business type activities - proprietary funds, as defined by GASB Statement No. 34, as
amended. Accordingly, the ITNGPR’s financial statements have been presented using the economic
resources measurement focus and the accrual basis of accounting. Under the accrual basis, revenues are
recognized when earned, and expenses are recorded when an obligation has been incurred.

The ITNGPR follows the provisions of GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities that Use Proprietary Fund Accounting, as amended by
GASB Statement No. 34, which requires proprietary activities to apply all applicable GASB pronouncements
as well as all Financial Accounting Standards Board (FASB) Statements and Interpretations, and
Accounting Principles Board Opinions and Accounting Research Bulletins issued on or before November
30, 1989, unless the pronouncements conflict or contradict GASB pronouncements. This pronouncement
permits the adoption of all FASB Staterments and Interpretations issued after November 30, 1989, except
for those that conflict or contradict GASB pronouncements. The Authority, as allowed by GASB, decided not
to implement any FASB Statement or Interpretation issued after November 30, 1989.
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Measurement Focus, Basis of Accounting and Financial Statement Presentation (Continued)

The ITNGPR has classified its revenues and expenses between operating and non-operating revenues.
Operating revenues and expenses are those transactions that result from providing services that
correspond to the principal ongoing operations. Operating revenues are mostly generated from royalties
received from gross sales from the concessionaire.

Non-operating revenues and expenses include activities that have the characteristic of non-exchange
transactions, such as investment interests and unrealized gains or loss that are defined as non-operating
revenue by GASB Statement No. 34, such as state appropriations.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles in the
United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the
reported amounts of revenues and expenses during the reporting period. Actual results may differ from
estimated amounts.

Fund Accounting

The ITNGPR reports its financial position and results of operations in funds, which are considered separate
accounting entities, which are not required to be blended. The operations of each fund are accounted for
within a set of self-balancing accounts comprised of assets, liabilities, net assets/fund balance, revenues,
and expenditures or expenses. Fund accounting segregates funds according to their intended purpose and
is used to aid management in demonstrating compliance with legal, financial, and contractual provisions.
The minimum number of funds is maintained consistent with legal and managerial requirements. ITNGPR
maintains four enterprise funds which are proprietary fund types. ITNGPR has elected to report all funds as
major funds. The following is a description of the nature and purpose of each fund:

Capital Improvements, Operating and Maintenance Fund - this used to account the local legislative
appropriations received annually by the Puerto Rico National Guard for the construction, reconstruction,
rehabilitation and maintenance of facilities; to complement the legislative appropriations received annually
by the Puerto Rico National Guard to attend to its administrative and operating expenses; to supplement the
expenses of the Commonwealth Guard; to meet expenses that lead to bolstering the "esprit de corps"” of the
members of the Puerto Rico National Guard and the social well-being, enjoyment, recreation and other non-
profit purposes thereof, and to cover the adminstrative expenses of the National Guard Institutional Trust,
as established through regulations adopted to such effects by virtue of Act 23. This fund is also the primary
operating fund of the ITNGPR. It is used to account for all financial resources except those required to be
accounted for in other funds. The primary source of revenue recorded in this fund are the royalties on gross
sales from the duty free shops operated by a concessionaire, of which 38 percent are deposited in this fund.
In addition, this fund receives net investments income based on actual investment outlays made.
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Fund Accounting (Continued)

Annuities, Life and Funeral Insurance Fund - this fund is used to account for three benefit programs to
the active and retired members of the Puerto Rico National Guard.

The Annuities Program provides temporarily assistance to retired members of the Puerto Rico National
Guard who are at least 55 years old, and have provided at least 20 years of honorable service. Qualified
retired members receive a monthly annuity of $175 for a period up to five years, or until attaining age 60 and
become eligible to receive benefits from the Federal Government. The Board of Directors obtained a legal
opinion about whether the funds received for the annuities program are in a fiduciary trust requiring a
different reporting method, including among other the presentation of an actuarial liability. Based on the
legal opinion, it was determined that under Act 223, the funds are not deposited in an inexorable trust and,
accordingly, the presentation as a proprietary fund is correct.

The Life and Funeral Insurance Programs are available to active members of the Puerto Rico National
Guard and retired members that qualify for the Annuities Program. The Life Insurance Program provides a
fixed benefit of $5,000 paid to the beneficiaries, as designated by the insured. The Funeral Insurance
Program provides benefit of up to $3,000 for un-reimbursed funeral expenses. The beneficiary must provide
evidence to support the amount requested.

The primary source of revenues earned by this fund are the royalties on gross sales from the duty free
shops operated by a concessionaire, of which 52 percent are deposited in this fund. In addition, this fund
receives net investments income based on actual investment outlays made. Lastly, active members must
pay a monthly premium of $5 to be entitled to the benefits under these programs. The benefits of the
program may be adjusted at the discretion of the Board of Directors to account for cost of living inflation.

This Fund must maintain a minimum reserve of $100,000 in an interest bearing account with the Puerto
Rico Government Development Bank. In addition, the administrator of these programs cannot commit funds
in excess of projected revenues in order to maintain actuarial based reserves factoring in an inflation of 3%.

Educational Fund - this fund is used to account for financial resources provided to help cover educational
expenses incurred by the active members of The Puerto Rico National Guard and their family. The primary
source of revenue recorded in this fund are the royalties on gross sales from the duty free shops operated
by a concessionaire, of which 10 percent are deposited in this fund. In addition, this fund receives net
investments income based on actual investment outlays made, and any other donation granted to the
mentioned fund. The educational expenses, as defined in the economic assistance program, includes
enroliment at university levels and post-secondary level. The amounts to be reimbursed are determined by
the Board of Directors.
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Fund Accounting (Continued)

Armory Library of the National Guard of Puerto Rico Museum Fund - this fund is used to account for
the operation of a military antiques collection on display at the National Guard of Puerto Rico Museum.
Transfers are made from time to time from the Operational Fund, as determined by management and
approved by the Board of Directors, to support the operations. The collection on display consists of a variety
of historical weapons, ammunitions, uniforms and other military equipment used in past wars and military
conflicts. Most of the collection was donated and recorded at their estimated fair value. The collection
recorded in this fund is classified as capital assets, but is not depreciated because the economic or
potential service benefit is so slowly consumed that the estimated useful life is considered indefinite.

Cash and Cash Equivalents

For financial statements purposes, ITNGPR considers all highly liquid instruments purchased with a
maturity of 90 days or less to be cash equivalents. As of June 30, 2012, cash equivalents consist of funds
invested in money market accounts amounting to $74,395.

Investments

Investments are reported at fair vaiue in the statement of net assets. Fair value is based on quoted market
prices. The changes in the fair value of investments are reported in the statements of revenues, expenses
and changes in net assets as a component of net investment income (non-operating activities).

Capital Assets

All capital expenditures of $500 or more and having a useful life of two or more years are capitalized at cost
at the date of acquisition. Donated assets are recorded at estimated fair value at the date of donation.
Depreciation and amortization expense is computed using the straight-line method over the estimated
useful lives of the assets, or in the case of assets under capital lease, over the term of the lease, whichever
is shorter. Intangible assets are amortized over their estimated useful lives except for intangible assets with
an indefinite useful life which are not amortized. Renovations to buildings and other assets that significantly
increase the value or extend the useful life of the asset are capitalized and amortized over the estimated
useful life of the improvements. Routine repairs and maintenance are charged to operating expense in the
year in which the expense has been incurred. The estimated useful life of capital assets is as follows:

Description Years
Buildings 20-40 years
Intangible assets 40 years
Leasehold improvements 5-40 years
Equipment 5 years
Vehicles 5 years
Computer and computer programs 5 years
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Impairment of Capital Assets

The ITNGPR accounts for asset impairment under the provisions of GASB Statement No. 42, Accounting
and Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries. This statement
establishes accounting and financial reporting standards for impairment of capital assets. A capital asset is
considered impaired when its service utility has declined significantly and unexpectedly. This statement also
establishes accounting requirements for insurance recoveries. A capital asset generally should be
considered impaired if both (a) the decline in service utility of the capital asset is large in magnitude and (b)
the event or change in circumstance is outside the normal life cycle of the capital asset. Impaired capital
assets that will no longer be used by the government should be reported at the lower of carrying value or
fair value. See note 7, for further discussion about idle land.

Accounts Receivable

As of June 30, 2012, all accounts receivable presented in the financial statements are considered
collectable, therefore, no provision for doubtful accounts or a related expense are presented in ITNGPR's
financial statements.

Classification of Net Assets
ITNGPR's net assets are classified as follows:

1. Invested in capital assets, net of related debt - consist of the ITNGPR's total investment in capital
assets, including restricted capital assets, net of accumulated depreciation. At June 30, 2012,
ITNGPR's capital assets were unencumbered.

2. Restricted, expendable net assets - include resources that the ITNGPR is legally or contractually
obligated to spend in accordance with specific purposes required by the Law 23 of July 1991.

3. Unrestricted net assets - include other net assets that the definition of invested in capital assets and
restricted assets does not apply.

Accounting for Compensated Absences

Compensated absence, such as unpaid vacation and sick leave pay, are accrued when incurred using the
pay or salary rates in effect at the statement of net assets date. An additional amount is accrued for certain
salary related benefits associated with the payment of compensated absences.

Interfund Transactions

Interfund transactions represents funds disbursed by one fund on behalf of another fund, or services
provided to another fund. These transactions are recorded through interfund receivables and payables, and
presented as amounts due to and due from other fund. Interfund transactions where resources are
transferred between funds, without requirement for repayment are recorded as transfers in by recipient fund
and as transfer out by the disbursing fund, under other financing sources/uses below operating
transactions, in the statements of revenues, expenses and changes in net assets.
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Future Adoption of Accounting Pronouncements

GASB Statement No. 60, Accounting and Financial Reporting for Service Concession Arrangements -
The objective of this Statement is to improve financial reporting by addressing issues related to service
concession arrangements (SCAs), which are a type of public-private or public-public partnership. As
used in this Statement, an SCA is an arrangement between a transferor (a government) and an
operator (governmental or nongovernmental entity) in which: (i) the transferor conveys to an operator
the right and related obligation to provide services through the use of infrastructure or another public
asset (a facility) in exchange for significant consideration; and (i) the operator collects and is
compensated by fees from third parties. The requirements of this Statement are effective for periods
beginning after December 15, 2011.

GASB Statement No. 61, The Financial Reporting Entity: Omnibus-an amendment of GASB
Statements No. 14 and No. 34 - The objective of this Statement is to improve financial reporting for a
governmental financial reporting entity. The requirements of Statement No. 14, The Financial
Reporting Entity, and the related financial reporting requirements of Statement No. 34, financial
statements and Management's Discussion and Analysis for State and Local Governments, were
amended to better meet user needs and to address reporting entity issues have arisen since the
issuance of those Statements. This Statement modifies certain requirements for inclusion of
component units in the financial reporting entity. This statement is effective for periods beginning after
June 15, 2012.

GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in
Pre-November 30, 1989 FASB and AICPA Pronouncements - The objective of this Statement is to
incorporate into the GASB'’s authoritative literature certain accounting and financial reporting guidance
that is included in the following pronouncements issued on or before November 30, 1889, which does
not conflict with or contradict GASB pronouncements: (i) FASB Statements and Interpretations; (ii)
Accounting Principles Board Opinions; and (jii) Accounting Research Bulletins of the American Institute
of Certified Public Accountants’ (AICPA) Committee on Accounting Procedure. This Statement also
supersedes Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities that Use Proprietary Fund Accounting. The requirements of this Statement is
effective for periods beginning after December 15, 2011.

The impact of these statements on the ITNGPR's financial statements has not yet been determined.

Subsequent Events and Management Review

Subsequent events were evaluated by management through the date the financial statements were
available to be issued.
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

CONCENTRATIONS OF CREDIT RISK IN DEPOSITS

Pursuant to the provision of Act No. 91 of March 29, 2004, ITNGPR may invest in different types of
securities, including domestic, international, and fixed income securities, among others. The laws of the
Commonwealth of Puerto Rico authorize governmental entities to deposit public funds in direct or indirect
obligations guaranteed by the Federal Government of the United States of America or by the
Commonwealth of Puerto Rico. The ITNGPR is authorized to deposit public funds in savings accounts,
certificates of deposits and other obligations in authorized financial institutions regulated by the Federal
Government and Commonwealth of Puerto Rico.

Custodial credit risk related to deposits is the risk that in the event of a financial institution failure, the
ITNGPR's deposits might not be recovered. The ITNGPR is authorized to deposit only in institutions
approved by the Department of the Treasury of the Commonwealth of Puerto Rico (Treasury), and such
deposits are maintained in separate bank accounts in the name of the ITNGPR. Such authorized
depositories, except for the Government Development Bank for Puerto Rico (GDB) and the Economic
Development Bank for Puertc Rico (EDB), collateralize the amounts deposited in excess of federal
depository insurance ($250,000 at June 30, 2012) with securities that are pledged by the Department of the
Treasury.

At June 30, 2012, ITNGPR has uninsured deposits in governmental banks amounting to $3,521,136; which
represent the bank balance deposited in the Governmental Development Bank for Puerto Rico.
Nevertheless, the governmental banks, at state and federal level, are exempt from collateralizing the
deposits of public funds, as opposed to the requirements of commercial banks. The ITNGPR's policy is that
all procedures for appraisal, maintenance and closing of the accounts should be approved by the Board of
Director.

MEMBER CONTRIBUTIONS

ITNGPR Annuities, Life Insurance, and Funeral Insurance Fund receives monthly contributions of $5.00
from each active member of the Puerto Rico National Guard. The contributions, are substantially received
as an automatic deduction of the member's payroll. In such cases, the United States Property and Fiscal
Office (USPFO) remits the payroll deduction amounts corresponding to the troops' contributions, less a
service fee.

INVESTMENTS
Cost Market Value
Fixed Income - Puerto Rico Municipal Bonds $ 54687209 § 55687224

The ITNGPR is authorized to invest a percentage of total assets, with certain limitations, in the following
types of investments; not less than 20% and no more than 80% in treasury obligation and agencies
obligations of United State and Puerto Rico. No more than 30% in mortgage securities and no more than
15% in equity securities and asset-backed securities. At June 30, 2012, all securities held by the ITNGPR
are in municipal bonds issued by the Commonwealth of Puerto Rico, or related agencies and
instrumentalities.
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

INVESTMENTS (Continued)
Credit Risk

Issuer credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.
As of June 30, 2012, the ITNGPR's credit quality distribution for securities is as follow:

Quality Rating

Market Value A AA- BBB to BBB- Unrated
Municipal Bonds $ 55,687,224 $ 9,229,470 $ 4,106,680 $42351074 % -
Money Market 74,395 - - - 74,395
Total $ 55761619 $ 9229470 $ 4106680 $42351.074 $ 74,395

Custodial Credit Risk

Custodial credit risk related investments is the risk that, in the event of the failure of the counter-party to a
transaction, the ITNGPR may not be able to recover the value of the investment or collateral securities that
are in the possession of an outside party. At June 30, 2012, the custody of these investments is held by
Santander Securities, the trust department of Banco Santander de Puerto Rico, in the name of the ITNGPR.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value is to changes
in market interest rates. Furthermore, expected maturities will differ from contractual maturities, because
counter-party may have the right to call or prepay obligations without call or prepayment penalties. As of
June 30, 2012, the maturity of Municipal Bonds is as follows:

Total 1to 5 years 6 to 10 years Over 10 years
Municipal Bonds $ 55687224 $ 1011490 $ 6793420 $ 47882314
ACCOUNTS RECEIVABLE

Operational Annuities Educational

Fund Fund Fund Total
Concessionaire $ 260,878 $ 356,445 $ 68,549 $ 685,872
Rent 26,380 26,595 - 52,975
Interest 105,276 436,517 91,901 633,694
Others 155,363 70.346 4 491 230,200

$ 547897 % 889903 § 164941 $ 1602741
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealith of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

NOTE RECEIVABLE

In July 15, 2011, the ITNGPR sold three lots of land and other properly located in Juana Diaz and entered in
a note receivable agreement with the purchaser for $250,000, as part of the sole price. The term note bears
interest at 2% above the prime rate (3.25% at June 30, 2012) and monthly payment by $4,746. Interest and
principal payments on the note are due monthly until maturity at June 15, 2016. Certain mandatory
prepayment are required upon the occurrence of certain events. The note receivable is collateralized by the
assets of the purchaser.

CAPITAL ASSETS
Balances Balances
June 30. 2011 Additions Retirements June 30, 2012
Capital assets non-depreciable:
L.and used in operations or
leased $ 509309 $ - $ - $ 5,093,095
Idle land 12,774,972 - - 12,774,972
Antiques 389,786 - - 389,786
Construction in progress - 5,782,340 - 5.782.340
Total 18,257,853 5.782.340 - 24,040,193
Capital assets depreciable:
Buildings and Improvements 7,801,620 397,891 1,338,269 6,861,242
Intangibles assets 2,293,165 - - 2,293,165
Equipment 983,807 291,175 - 1,274,982
Vehicles 19,822 - - 19,822
Computers and programs 339,164 1.457 - 340,621
Total 11,437,578 690,523 1,338,270 10,789,832
Less accumulated depreciation 5787227 485,479 573,641 5,699,065 .
Total 5,650,351 1.176.002 1.911.911 5,090,767
Capital assets, net $ 23908204 $ 6958342 $§ 1911911 $ 29130,960

On June 15, 2011, the ITNGPR sold three lots of land, with structures at Juana Diaz, for $3,250,000 of
which $2,451,933 of these assets were classified as "Property held for sale” in the ITnGPR’s in the
Statement of Net Assets as of June 30, 2011. The sale price was determined on an independent appraised
value.

The construction in progress include the cost of the new building purchased on December 29, 2011
amounting to $5,500,00 in cash and related improvements. This property is located on Road #1 of San
Juan, PR, and will be used to relocate the administrative offices of the ITNGPR and the National Guard of
Puerto Rico.
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

CAPITAL ASSETS (CONTINUED)

The ITNGPR hold idle land, in Santa Isabel, Puerto Rico, with an original cost of $12,774,972, and which
was acquired in Year 2008, at appraised value. As a result of the downturn in the economy, an appraised
made in 2010, indicated that the property has lost a significant amount of its value. Currently the ITNGPR is
evaluating alternatives for its use. In the event that no reasonable use is determined in the near future, the
value of the property should be adjusted to the lower of carrying value or fair value.

Intangible assets consist of rights to use certain facilities owned by the Puerto Rico National Guard to
operate military stores, canteen and other similar services. At June 18, 2012, the term of the licenses were
extended for additional twenty-five years period through September 30, 2054. The following is a summary of
these rights:

Right of Use Balance
Office Club at Camp Santiago, Salinas $ 214,765
Mu#fiz Base building 2,078,400
$ 2293165

COMMITMENTS AND CONTINGENCIES

Contingencies

The ITNGPR is a defendant in various legal proceedings. Management, based on the opinions of its legal
counsel, is of the opinion that the ultimate liability, if any, resulting from these pending proceedings and
legal actions in the aggregate will not have a material effect on ITNGPR financial statements.
Commitments

As of June 30, 2012, ITNGPR has various commitments, as are determined by ITNGPR's management.

These commitments are composed of various projects of capital improvements to the Puerto Rico National
Guard facilities:

Development Site Amount
Rehabilitation and Expansion of Ponce Readiness Center $ 1,625
Cleaning of EOC JFHQ's San Juan 8,035
Rehabilitation of National Guard Cayey 4,821
Cleaning indoor fire range Cayey and Arecibo 7,609
Rehabilitation and Expansion of the Arroyo Readiness Center 567
Construction of the fences of new ITNGPR's building 197,251
Installation of Air Conditioning Units 12,500
Reinforcement of the structure of the new ITNGPR's building 69,900

Total 3 302,308
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

RETIREMENT PLANS

()

(b)

Defined Benefit Pension Plan

The Employees’ Retirement System of the Government of Puerto Rico and its Instrumentalities (ERS)
created pursuant to Act No. 447 of 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 ITNGPR hired before January 1, 2000, and under 55 years of age at the
date of employment, became members of the ERS as a condition to their employment. No benefits are
payable if the participant receives a refund of their accumulated contributions. The System provides
retirement, death, and disability benefits pursuant to legislation enacted by the Commonwealth’s
legislature. 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. Retirement benefits depend upon age at retirement and number of years of
creditable service. Benefits vest after 10 years of plan participation.

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 multiplied by the number of years of creditable service up to 20 years, plus 2%
of the average compensation, as defined, muitiplied 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 legislation requires
employees to contribute 5.775% for the first $550 of their monthly gross salary and 8.275% for the
excess of $550 of monthly gross salary. The Bank is required by the same statute to contribute 9.275%
of the participant's salary.

Defined Contribution Plan

The Legislature of the Commonwealth enacted Act No. 305, which amends Act No. 447, to establish,
among other things, a new defined benefit contribution savings plan program (System 2000). System
2000 became effective on January 1, 2000. Employees participating in the System as of December 31,
1999 elected either to stay in the defined benefit plan or to transfer to System 2000. New regular
employees of the government on or after January 1, 2000 became members of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under this new
plan, there is a pool of pension assets, which is invested by the System, together with those of the
System. Benefits at retirement age will not be guaranteed by the Commonwealth. The annuity will be
based on the employees’ contribution (with a minimum of 8.275% of the employees’ salary up to a
maximum of 10% of the monthly gross salary), which will be invested in one of three investment
options. The Bank’s required contribution is 9.275% of the employees’ salary. System 2000 reduces the
retirement age from 65 years to 60 years for those employees who joined the current plan on or after
April 1, 1990.
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS)

FOR THE YEAR ENDED JUNE 30, 2012

RETIREMENT PLANS (CONTINUED)
{b) Defined Contribution Plan (Continued)

The INNGPR'’s contributions during the years ended June 30, 2012, and 2011 to the above plans
amounted to $20,404 and $20,635, respectively, which represented 100% of required contributions.
Total payroll covered for the years ended June 30, 2012 and 2011 was approximately $112,039 and
$125,498, respectively.

Additional information on the Plans will be provided in its financial statements for the year ended
June 30, 2012. That report may be obtained by writing to Employees’ Retirement System of the
Commonwealth and its Instrumentalities, P.O. Box 42003, San Juan, PR 00940 2003.

FIDUCIARY ACTIVITIES

At June 30, 2011, the ITGNPR maintain as custodian funds totaling $6,888,426 on behalf of the Puerto Rico
National Guard, which funds are deposited at the Army Banking Investment Trust Fund and the
Governmental Development Bank for Puerto Rico. On June 6, 2012, the custody of these funds was
transferred to the Non-Appropriated Funds, Inc. a Nonprofit Corporation, authorized to do business of the
Commonwealth of Puerto Rico. The purpose of the new entity is to support the morale, welfare, and
recreation of the constituents, family member, and retirees of the Puerto Rico Military Forces, as described
in State Law No. 62, dated June 23 1969, as amended. The Nonprofit's Board of Directors is composed by
eleven ex officio members. The royalties received from sales at the AFEES concessionaire at Camp
Santiago in Salina must be deposited in the Army Banking Investment Trust Fund’s bank account and
administered in accordance with the Army Regulation 215-1, revised September 10, 2010. At June 30,
2012, the funds deposited at the Governmental Development Bank for Puerto Rico and the Army Banking
Investment Trust Fund bank accounts amounted to $10,418,452.

CONCESSION AGREEMENT

The ITGNPR has a contract with Castro Business Enterprise, inc. (the "Concessionaire”) to operate the
ITGNPR's military stores up to September 30, 2012. The concessionaire shall provide service to all
members of the military forces of Puerto Rico as defined in section 2914 of the ITGNPR's Act of 1991, as
amended. Under this agreement, the concessionaire shall pay the ITGNPR a sum equal to twenty two
percentage of the gross sales of alcohol, wine, spirit and tobacco (including cigareties) and nine percent of
gross sales of other products. The contract may be extended for additional pericds when it is in the best
interest of the ITGNPR, and as the date of these financial statements were issued, a new agreement, under
substantially similar terms has been drafted.

AMOUNT DUE TO THE PUERTO RICO NATIONAL GUARD

The ITNGPR had agreed with the Puerto Rico National Guard that upon the sale of real estate donated by
the National Guard (one in 2009 and other in 2011), funds totaling to $2,119,900 would be returned to the
National Guard, in cash, or through services, or by defraying expenses of the National Guard. As of June
30, 2012, the ITNGPR still owed $ 1,535,780 under these agreements and presented as "other liabilities" in
the Statement of Net Assets..
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

REQUIRED SUPPLEMENTARY INFORMATION

General Statistical Information

Date of Creation
Type of Entity

Number of Employees

Administered Facilities

Clubs
Camp Santiago, Official Clubs

Coffee Shops
Museum

FOR THE YEAR ENDED JUNE 30, 2012

July 23, 1991 by Act Number 23
Public Corporation

Administered by an Executive Director
Governed by a Board of Directors
Members of the Board of Directors - 7

4
General Headquarters PRNG Parada 3-1/2, San Juan

("Shoppete")

Muhiz Air Base, Carolina
Fort Allen, Juana Diaz
Base Ramey, Aguadilla
Cayey

Ceiba

Gurabo

Arecibo

Mayaguez

Vega Baja

"Open Mess", General Headquarters PRNG, Parada 3-1/2, San Juan
Commissioners
No Commissioners

General Headquarters PRNG Parada 3-1/2, San Juan
General Headquarters PRNG Parada 2-1/2, San Juan
Camp Santiago
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO

REQUIRED SUPPLEMENTARY INFORMATION (CONTINUED)

(A Component Unit of the Commonwealth of Puerto Rico)

FOR THE YEAR ENDED JUNE 30, 2012

Total of Beneficiaries of the Educational Fund and their percent of addition or reduction per fiscal period:

Total

Fiscal Members of Total Total Total

Period PRNG % Children % Spouses % Beneficiaries %
97-98 232 0% 790 0% 33 0% 1,055 0%
98-99 257 10.78% 756 (4.30)% 37 12.12% 1,050 (0.47)Y%
99-00 472 83.66% 664 (12.17)% 143 286.49% 1,279 21.81%
00-01 478 1.27% 594 (10.54)% 115 (19.58)% 1.187 (7.19)%
01-02 360 (24,69)% 597 0.51% 142 23.48% 1,099 (7.4M%
02-03 264 (26.67)% 544 8.88% 163 7.75% 961 (12.56)%
03-04 211 (20.08)% 518 (4.78)% 179 16.99% 908 ( 5.52)%
04-05 1,284 508.53% 387 (25.29)% 132 (26,26)% 1.803 98.57%
05-06 1,504 17.13% 693 79.07% 280 112.12% 2477 37.38%
06-07 1,240 (17.55)% 794 14.57% 337 20.36% 2,371 (4.28%)
07.08 1,404 13.23% 833 4.91% 332 (1.48)% 2,569 8.35%
08-09 1,613 14.89% 877 5.28% 251 (24.40)% 2,741 6.70%
09-10 1,545 (4.22)% 845 (3.65)% 272 8.37% 2,662 (2.88)%
10-11 1,623 (1.42)% 827 (2.13)% 254 (6.62)% 2604 (218)%
11-12 1,051 (30.99)% 544 (34.22)% 162 (36.22)% 1,757 (32.53)%

Source: Puerto Rico National Guard Institutional Trust Fund
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INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

REQUIRED SUPPLEMENTARY INFORMATION (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

Total of National Guards beneficiaries of the Life and Funeral Insurance:

Fiscal
Year

92-93
93-94
94-95
95-96
96-97
97-98
98-99
99-00
00-01
01-02
02-03
03-04
04-05
05-06
06-07
07-08
08-09
09-10
10-11

11-12

Inactive or
Number of Active Retired
Beneficiaries Beneficiaries % Beneficiaries Percent

16 8 50% 8 50%
15 9 60% 6 40%
18 10 56% 8 44%
11 4 36% 7 64%
17 12 71% 5 29%
23 14 61% 9 39%
13 7 54% 6 46%
28 9 32% 19 68%
18 6 33% 12 67%
17 5 29% 12 71%
12 6 50% 6 50%
14 7 50% 7 50%
12 3 25% 9 75%
16 7 44% 9 56%
11 3 27% 8 73%
17 9. 53% 8 47%
10 7 70% 3 30%
7 4 57% 3 43%
15 8 53% 7 47%
7 4 57% 3 43%

Source: Puerto Rico National Guard Institutional Trust Fund.

32



INSTITUTIONAL TRUST OF THE NATIONAL GUARD OF PUERTO RICO

(A Component Unit of the Commonwealth of Puerto Rico)
REQUIRED SUPPLEMENTARY INFORMATION (CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2012

Total of National Guards beneficiaries of the Annuity Fund:

Fiscal Year

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06

06-07

07-08

08-09

09-10

10-11

11-12

Number of
Beneficiaries

606

453

287

676

676

526

848

962

983

997

941

929

937

905

810

Percent of
Change

-34%
58%
58%

0%

-29%
38%
12%

2%
1%
-6%
-1%
1%
-1%

1%
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, Centro Internacional de Mercadeo
Horwath Vélez & Co. PSC 100 Carr 165, Suite 410

Member Crowe Horwath International

%

Guaynabo, PR 00968-8051
Telephone: {787) 625-1800
Fax: {787) 625-1812

Web Site www.horwathpr.com

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Board of Directors of
The Institutional Trust of the National Guard of Puerto Rico
San Juan, Puerto Rico

We have audited the financial statements of the business type activities of the Institutional Trust of the National
Guard of Puerto Rico ("the ITNGPR") as of and for the year ended June 30, 2012, which collectively comprise the
institutional Trust of the National Guard of Puerto Rico basis financial statements and have issued our report
thereon dated September 27, 2012. 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
Audit Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of the ITNGPR is responsible for establishing and maintaining effective internal control over financial
reporting. In planning and performing our audit, we considered the Institutional Trust of the National Guard of Puerto
Rico's internal control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but no for the purpose of expressing an opinion on the
effectiveness of the institutional Trust of the National Guard of Puerto Rico's internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Institutional Trust of the National Guard of
Puerto Rico's internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that material misstatement of the entity's financial statements will
not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over financial reporting
that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above.
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Compliance and Other Matters

As port of obtaining reasonable assurance about whether the Institutional Trust of the National Guard of Puerto
Rico financial statements are free of material misstatement, we performed tests of its compliance with certain
provision of laws, regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of facial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results
of our tests disclosed no instances of compliance or other matters that are required to be reported under
Government Auditing Standards.

We noted certain matters that we reported to management of ITNGPR, in a separate letter dated September 27,
2012,

This report is intended solely for the information and use of ITNGPR's management and federal awarding agencies
and is not intended to be and should not be used by anyone other than these specified parties.

September 27, 2012 /Wﬂ% ﬂ//'%é . PSC

Stamp number 2662211 was
affixed to the original of this
report.
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