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Ave. Chardén 171, Sulte 101
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ECONOMICO Y Apartado Postal 363767
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GOBIERNO DE PUERTO RICO Tel. 787.753.9300
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21 de diciembre de 2012

A LA MANO

Hon. Thomas Rivera Schatz
Presidente

Senado de Puerto Rico

El Capitolio

San Juan, Puerto Rico

Estimado sefior Presidente:
Con el propésito de cumplir con lo establecido en el Articulo 23 de la Ley 13 del 16 de mayo de 1962,
segiin enmendada, ley que crea la Administracion de Terrenos, sometemos los siguientes informes
correspondientes al afio fiscal que finalizé el 30 de junio de 2012:

1. Estados Financieros Auditados. En este informe se presenta el estado o situacién financiera de la
Administraciéon de Terrenos al cierre del referido afio fiscal, ademas, recoge las transacciones
operacionales y financieras realizadas durante el mismo.

2. Informe de las actividades realizadas.

3. Informe de arrendamientos de terrenos vigentes.

Los informes aqui presentados representan el compromiso de cumplir con la mision y metas de nuestra
Agencia, dirigidas a contribuir al desarrollo econémico y social de nuestro Pais.
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La Administracién de Terrenos, establecida mediante la Ley Num. 13 del 16 de mayo dﬁ'1962,
tiene como misién adquirir, conservar y desarrollar terrenos, de forma eficiente y platificada,:

para encauzar proyectos de desarrollo urbano, econémico, social y de conservacion, que;
contribuyan al bienestar y a la calidad de vida de todos los habitantes de Puerto Rico. Por medio
de la creacién de reservas de terrenos, el Estado Libre Asociado de Puerto Rico garantiza su
disponibilidad para futuro desarrollo o conservacion, segiin sea el caso. Ademas, vela porque se
utilicen los terrenos destinados a desarrollo en la forma que mejor beneficie al Pais, de acuerdo
con las politicas piiblicas establecidas sobre los usos y el desarrollo compacto para el méximo
aprovechamiento del suelo, nuestro recurso natural mas valioso.

Conforme a su misién y propdsitos histéricos, la Administracién colabora impulsando la
realizacién de proyectos que promueven el desarrollo econdémico y social de Puerto Rico, en
particular proyectos de viviendas, turisticos y de renovacién de los centros urbanos, industriales
y de servicio publico. También trabaja en promover proyectos de conservacion de recursos
histéricos y culturales y la proteccién de nuestros recursos naturales. Para esto ha concentrado
sus esfuerzos en la planificacion e implantacién de programas que fomenten el desarrollo de
proyectos compactos y eficientes que sirvan de base a un pais que dirige sus esfuerzos hacia
principios de sustentabilidad.

Durante el 2012, La Administracién de Terrenos ha llevado a cabo las siguientes actividades y ha
tenido los siguientes logros:

LOGROS, PROYECTOS Y RESULTADOS MAS SIGNIFICATIVOS:
* Aumento de proyectos encaminados a través de arrendamientos.

Durante este afio 2012, se ha enfatizado en el desarrollo de proyectos comerciales,
industriales y turisticos mediante arrendamientos a largo plazo y se han limitado las ventas.
El desarrollo de varios proyectos estratégicos mediante arrendamiento ha garantizado
ingresos recurrentes para sufragar las operaciones de la agencia, mientras se destinan los
fondos de las ventas y las inversiones a ampliar y mantener el inventario de terrenos. Esta
politica publica ha permitido continuar encaminando importantes proyectos de desarrollo
econémico, sin perder la titularidad de los terrenos, permitiendo que los mismos
permanezcan piblicos y estén disponibles en el futuro. Ademas, el desarrollo de los
proyectos mediante arrendamientos permite un mayor control en la calidad y los usos de los
mismos.



Aumento en las adquisiciones de terrenos tanto de la Administracion como de
adquisiciones gestionadas para otras entidades publicas.

La Administracién continfia promoviendo su programa de adquisicién de terrenos para
incrementar el inventario de propiedades y las reservas, dandole prioridad a la adquisicion
de:

- Terrenos en 4reas de expansion urbana y otras sujetas a presiones de desarrollo.
- Propiedades alrededor en las cercanias de importantes obras de infraestructura.
- Estructuras, solares y edificaciones en los centros urbanos.

- Terrenos en zonas de importancia ecologica y escénica.

- Estructuras de valor cultural o historico.

Durante este afio la Administracién continu6 con su principal esfuerzo actual de adquisicion
al atender los casos radicados en el Tribunal para la expropiacién de propiedades en el area
de Puerta de Tierra como parte del Proyecto Bahia Urbana.

Implantacién de politicas para promover el miximo aprovechamiento del terreno y el
desarrollo mas compacto y denso de los mismos.

La Administracién, mediante el establecimiento de pardmetros de disefio y requisitos de
densidad, ha promovido, entre varios objetivos, el maximo aprovechamiento de los terrenos y
su uso en armonia con las politicas de desarrollo de viviendas, de renovacién de centros
urbanos y consolidacién de las ciudades, de preservacion de suelos agricolas y de proteccion
del ambiente natural. Esto ha permitido que los terrenos se utilicen de forma eficiente y
planificada, garantizando la disponibilidad de terrenos para el futuro. Por otro lado, durante
este afio se continud estableciendo procesos de planificacién para garantizar que los
proyectos que se viabilicen mediante venta y arrendamiento de terrenos se lleven a cabo de
forma que no afecten el remanente de los terrenos que permanece en reserva.

Colaboracién y participacién activa de la Administracion con los proyectos de
desarrollo urbano, desarrollo econémico y turistico y desarrollo de viviendas de las
distintas agencias del Estado Libre Asociado.

Durante el 2012 la Administraciéon continué colaborando estrecha y activamente en
proyectos de desarrollo econémico y turistico, desarrollo de viviendas y re-desarrollo urbano
con distintas agencias del Estado Libre Asociado. Los proyectos que se presentan a
continuacién son ejemplo de este esfuerzo.

Oficinas Comerciales AEE: Se concluy6 la construccion del proyecto de rehabilitacion de
la vieja plaza de mercado de Isabela, propiedad de la Administracion, para arrendar las
instalaciones luego de rehabilitadas, como oficinas comerciales de la Autoridad de Energia
Eléctrica. Se completaron las reformas contempladas para este proyecto y se firmé el
contrato de arrendamiento con la Autoridad de Energia Eléctrica para que pueda ocupar las
facilidades e instalar su mobiliario.

o



Estacionamiento Centro Urbano de Isabela: En una serie de propiedades que la
Administracion adquiri6 con el propésito de incentivar la revitalizacion del Centro Urbano de
Isabela, se logro la obtencién de permisos para la demolicion de varias estructuras para la
habilitacién de un area de estacionamiento. La demolicion, a cargo de la Administracion de
Terrenos fue llevada a cabo satisfactoriamente y eventualmente el propio Municipio prepard
el estacionamiento.

Bahia Urbana: La Administracién mantuvo su colaboracion en la implantacién del proyecto
Bahia Urbana para la transformacién del frente portuario del Canal San Antonio a una zona
urbana turistica que complete el esfuerzo del Frente Portuario del Viejo San Juan a lo largo
de toda la Isleta. Durante este afio se continu6 el proceso de adquisicién de ocho propiedades
privadas identificadas en el plan maestro de este proyecto, en el que ya se ha completado la
adquisicién de una de las propiedades y se obtuvo la posesion de las restantes, mientras se
contintia en el tribunal la determinacion de su justa compensacion.

Asuntos Energéticos: Dentro de las iniciativas y prioridades de la agencia se encuentra la
promoci6n del uso de nuestras tierras para la produccién de energia a través de tecnologias
que recurren a la energia renovable, ya sea eolica, solar o de cualquier otra forma aceptada
por los foros que regulan los asuntos energéticos. Actualmente hemos gestionado cuatro 4)
contratos de arrendamiento para la utilizacién de nuestras propiedades a esos fines.

Tunel de Guajataca de Isabela: Se continué promoviendo el desarrollo de un proyecto
turistico recreativo en el Ttnel de Guajataca, en coordinacion con la Compaiiia de Turismo y
el Municipio de Isabela. Actualmente se tenemos un acuerdo con el Municipio para que
puedan completar gestiones de disefio, permisos y financiamiento del proyecto planificado.

Hotel Manati: Se adjudico la solicitud de propuestas para el desarrollo de un proyecto de
hotel en una propiedad con una cabida superficial de unas 5 cuerdas, localizada en el Bo.
Coto Norte del Municipio de Manati. Se continud la negociacién de un contrato de
desarrollo con el proponente seleccionado para el proyecto.

Conservacién y Desarrollo Turistico Finca Monte las Pardas: Durante este afio se obtuvo
la aprobacién de una enmienda a la Consulta de Ubicacién para el proyecto que incluye un
hotel de 250 habitaciones en armonia con el ambiente en una porcion de esta finca en
Guénica. FEsta enmienda sirve para atemperar la Consulta a cambios en la Declaracion de
Impacto Ambiental Final Enmendada. Se esta negociando con un nuevo desarrollador para
establecer un contrato de desarrollo para este proyecto.

Hotel Finca Guanajibo: Se prepararon guias de disefio para el desarrollo turistico de esta
propiedad en la Antigua Escuela Industrial para Varones de Cabo Rojo para encaminar la
identificacién de potenciales desarrolladores interesados en este proyecto mediante el
arrendamiento de la propiedad. Actualmente Bella Isla Resort, LLC esta tramitando los



estudios y documentacion necesaria para negociar un contrato de desarrollo con la
Administracion.

Hotel La Pared, Luquillo: La Administracion adquiri6 varias propiedades en el centro
urbano de Luquillo para consolidar una parcela de 1.71 cuerdas y publicé una SDP, en
colaboracion con la Compaiifa de Turismo para el desarrollo de instalaciones comerciales-
turisticas y de entretenimiento, de acuerdo al plan de revitalizacion de este centro urbano. La
propiedad cuenta con un proyecto aprobado mediante consulta de buicacion, el cual incluye:
51 suites de hotel (102 llaves), 10,000 pc de comercio y 250 estacionamientos.

Desarrollo Turistico, Finca La Clementina, Vieques: En el Municipio de Vieques la
Administracién cuenta con una propiedad conocida como Finca La Clementina la cual fue
adquirida de la Autoridad de Tierras en diciembre de 1978. La misma ubica en la carretera
Estatal PR-996 del Barrio Esperanza en Vieques y cuenta con una cabida superficial de unas
11.90 cuerdas. Estos terrenos estan clasificados como Suelo Urbano Programado (SUP), con
calificaciones Residencial Turistico Intermedio (RT-I) y Comercial Turistico Liviano (CT-
L). Dada la ubicacion de la propiedad con un frente amplio hacia el litoral por el sur y a su
vez al norte contar con la Carretera PR-996, la misma cuenta con el potencial para crear un
programa de desarrollo turistico de una escala mediana, lo cual se ajusta perfectamente al uso
de hospederia. Esto permitiria el fomentar la actividad econémica de este sector de forma
adecuada ya que el uso va a tono con el sector donde ubica.

Finca Multeado Estrella en Ponce: Primera Fase de Infraestructura: En la Finca
Multeado Estrella localizada en el Barrio Playa de Ponce, se propone la construccion de la
infraestructura y las calles de acceso necesarias para viabilizar el desarrollo de las parcelas a
formar al sur de la propiedad y al Centro de Convenciones de Ponce (CCP), asi como una
parcela para estacionamiento en la porcién sur de la finca para cubrir las necesidades de éste
Giltimo. El espacio que cubre la construccion de las obras ocupa una cabida de unos 57,585.88
metros cuadrados, equivalentes a unas 14.6514 cuerdas. Esta es la primera etapa de lo que
seré el desarrollo de un barrio de usos mixtos de aproximadamente 150 cuerdas.

Extension Avenida Rafael Cordero Santiago — Prolongacién de la avenida existente desde la
interseccién con la calle denominada como “Street No.11”. Dicha extension consiste en un
bulevar de cuatro (4) carriles (2 por direccion) con aceras a ambos lados y una isleta en el
centro de la via. La extensién de la via conectara a una interseccion de enlace giratorio, mejor
conocido como rotonda, el cual permite que discurra una calle hacia el sureste de la finca
denominada en el plano de disefio como “Street No.1”.

Estacionamiento — En la porcién delimitada por la colindancia sur de la Finca Multeado
Estrella y las calles 12 y 13, se construiran 583 espacios de estacionamiento terrero en un
predio con capacidad para 705 espacios, de los cuales 21 ser4n designados para personas con
algun impedimento fisico. El estacionamiento cuenta con dos (2) accesos, uno alineado con
la Calle 11, mientras que el segundo acceso, estara ubicado en el interior de la Calle 12.
Existe una estacion de bombas ubicada dentro del predio, la cual se mantendrd y se le
construiran los elementos de proteccién necesarios a su alrededor.



Infraestructura — Se construiran las obras de infraestructura incluidas en los planos finales de
disefio y cualquier otra obra necesaria para poner en funcion el sistema de alcantarillado
pluvial, sistema de distribucién de agua potable, sistema de alcantarillado sanitario, sistema
de distribucién eléctrica, infraestructura de telecomunicaciones y las mejoras de nivelacion
de terreno que sirvan para la estabilizacion de las calles, estacionamiento y control de
escorrentias. Estas obras de infraestructura deberédn cefiirse a los planos finales endosados y
aprobados por las respectivas agencias concernidas. Para las obras que conciemnen a este
convenio, el contratista excluye de sus trabajos la instalacién de los “Switching Units”del
sistema eléctrico, el alambrado del servicio primario, la sub-estacién del servicio de
alumbrado, todos los trabajos propuestos para las mejoras de la calle 11, frente a la Clinica de
Veteranos y los trabajos de infraestructura que se requieran para los 122 estacionamientos
que quedan més lejos del Centro de Convenciones. Para el sistema de alcantarillado pluvial
el contratista considera dentro del valor cotizado para las obras a realizar la posible
sustitucion de tuberias a hormigén reforzado o polietileno donde sea necesario.

Siembra de arboles — Los planos de disefio ilustran unos espacios para la colocacion de
alcorques en todas las vias e intersecciones a construir, conforme a las guias de disefio de
esta finca. No obstante, en este momento se optaré por la siembra de palmas

Durante este afio 2012 hemos colaborado con la implantacion del Banco de Tierras,
instrumento que servird para identificar y promover el uso mas efectivo del inventario de
propiedades del gobierno bajo el manejo y tenencia de la Autoridad de Tierras, la Compafiia
de Fomento Industrial 1a Administracién de Terrenos y la Junta de Planificacion.
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Independent Auditor’s Report

To the Board of Directors of
Puerto Rico Land Administration;

I have audited the accompanying balance sheet of the Puerto Rico Land Administration (the
Administration) (a component unit of the Commonwealth of Puerto Rico), as of June 30,
2012 and 2011 and the related statements of revenues and expenses and changes in net
assets, and cash flows for the year then ended. These financial statements are the
responsibility of the Administration’s management. My responsibility is to express an
opinion on these financial statements based on our audit.

I conducted the audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that I plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. Anauditincludes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. I believe that the audit provides a reasonable basis
for my opinion.

In my opinion, the financial statements referred to above, present fairly, in all material
respects, the financial position of the Puerto Rico Land Administration as of June 30, 2012
and 2011 and the results of its operations 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 Government
Accounting Standards Board. 1 have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and
presentation of the supplementary information. However, Idid not audit the information and
express no opinion on it.
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November 16, 2012 Ly%o Acevédo Lope éra

ires December 1%, 2013

Stamp number E49130 of the Puerto Rico Society of Certified Public Accountants was affixed to the original of this report,
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis
June 30,2012 and 2011

This section of the Puerto Rico Land Administration’s (the Administration) annual financial
report presents our discussion and analysis of the Administration’s performance during the
fiscal year ended June 30, 2012. Please read it in conjunction with the Administration’s
financial statements and accompanying notes.

Financial Highlights

. The Administration’s net assets increased by $1.3 million during the fiscal year
ended June 30, 2012.

Overview of the Financial Statements

This annual financial report consists of two parts: the Management Discussion and Analysis
(this section) and the basic financial statements. The Administration is a self-supporting
entity and follows the enterprise fund reporting guidelines. Accordingly, the financial
statements are presented using the economic resources measurement focus and the accrual
basis of accounting. Enterprise fund statements offer short-term and long-term financial
information about the activities and the operations of the Administration. These statements
are presented in a manner similar to a private business, such as a real estate developer, and
commercial institution.



PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis
June 30, 2012 and 2011

Financial Analysis of the Administration

Net assets: The following table summarizes the changes in the Net Assets between June 30,
2012, 2011 and 2010 (in thousands):

2012 2011 2010
Assets:
Cash, cash equivalents and investments in debt securities $ 43,179 52,626 89,989
Current receivables 4,840 5,229 4,624
Non-current receivables - - -
Property and equipment
Non-depreciable 14,407 10,559 9,863
Depreciable 9,370 10,091 9,121
Other capital assets 175,442 169,795 186,591
Other assets 800 94 507
Total Assets 248.038 248.394 300,695
Liabilities:
Deposits on sales of land 33,698 33,698 34,664
Other liabilities 12,302 13.953 13.747
Total liabilities 46,000 47.651 48.411
Net Assets $ 202.038 200,743 252,284

The Administration’s total assets and liabilities do not present material changes for the year
ended June 30, 2012, other than the normal operating increase in net assets.



PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis
June 30, 2012 and 2011

Operating Activities: The Administration enters into lease agreements, on the land and
properties it owns, with government and private entities. The agreements vary in values and
terms, dependent on the intended public use and benefits to the Commonwealth of Puerto
Rico and its citizens/residents. The Administration also acquires and sells to other
government agencies, and instrumentalities, or private entities, land and property that has
been determined to be used or developed for the public interest. Operating expenses
comprising principally of administration expenses, are mostly payroll and payment of real
property taxes, of which the Administration is not exempt.

The following table summarizes the results of operations and the variance between fiscal
years ended June 30, 2012, 2011 and 2010 (in thousands):

012 2011 010
Revenues:
Rental Income $ 10,495 12,433 8,966
Investment Income 280 575 878
Total 10,775 13,008 9,844
General and Administrative Expenses (9,924) (8,990) 9,221)
Other Income (Loss), Net 443 (55.559) 16
Total (9.481) (64,549) (9,205)
Change in Net Assets $ 1,294 (51.541) $ 639

Capital Assets

The Administration acquires and or develops existing facilities, vacant business sites,
unimproved land and other real estate for future development by the government or private
entities. Site developed and buildings, along with land held for lease, sale or future use, are
segregated from the capital assets being used in the Administration’s operations as it is
customary in the real estate industry.



PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis
June 30, 2012 and 2011

The following table summarizes the capital assets used by the Administration during the
years ended June 30, 2012, 2011 and 2010 (in thousands):

2012 2011 2010
Non-depreciable:
Land $ 106 106 106
Construction in progress 14,301 10,453 9,756
Total non-depreciable 14,407 10,559 9,862
Depreciable:
Building 15,299 15,379 13,717
Furniture and equipment 1,173 1,245 1,267
Vehicles 234 204 204
Total depreciable 16,706 16,828 15,188
Less: accumulated depreciation and amortization (7.336) (6.737) (6,067)
Net capital assets $__ 9370 10,091 9,121
Depreciation and amortization expense $ 799 701 699

Other capital assets, as stated above are summarized as follows (in thousands):

2012 2011 2010
Other capital assets:
Real estate held for sale $ 156,445 152,124 150,725
Land under long-term lease 16,116 16,116 17,604
Real estate held for future use 2.881 1.555 18.262
Total other capital assets $ 175,442 169,795 186,591

Other capital assets have been reclassified to reflect the accounts in which they are accounted
for in the accounting records of the Administration. The increase in other capital assets was
due to acquisitions made during the fiscal year.



PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis
June 30,2012 and 2011

Commitments

The Administration has entered into a development project commitment with a Municipality
of Puerto Rico. In addition, the Administration serves as absolute, unconditional and
irrevocable guarantor to the US Government, represented by the Department of the Navy, for
an acquisition of properties made by the Local Redevelopment Authority for Naval Station
Roosevelt Roads. For additional details on these commitments please refer to note 12 of the
financial statements.

Contacting the Administration’s Financial Management:

The financial report has the purpose of informing the Commonwealth of Puerto Rico
residents and taxpayers, and our clients with a general financial overview of the
Administration’s accountability of the assets, funds and appropriations it holds and receives.
If you have any questions about this report or need additional information, contact Ms. Nurys
Paniagua Charles, CPA, Acting Budget and Finance Director, at Puerto Rico Land
Administration, 171 Carlos Chardén Avenue, Suite 101, San Juan, Puerto Rico. You may
also visit our website at: www.terrenos.gobierno.pr. You may also call us at 787-753-9470.



PUERTO RICO LAND ADMINISTRATION

(A Component Unit of the Commonwealth of Puerto Rico)

Balance Sheets
June 30,

Assets

Current assets:
Cash and cash equivalents (note 2) $
Investment in debt securities (note 3)
Interest receivable (note 4)
Rent receivable, net of allowance (note 4)
Notes receivable from government agencies (note 4)
Other current receivable, net of allowance (note 4)
Prepaid expenses

Total current assets

Non-current assets:
Restricted cash (note 1)

Capital assets:
Property and equipment (note 5):
Non-depreciable:
Land
Construction in progress

Total non-depreciable
Depreciable

Other capital assets (note 9):
Real estate held for sale
Land under long-term lease
Real estate held for future use

Total other capital assets

Total non-current assets

Total assets $

2012 011
31,609,464 44,462,292
11,569,122 8,163,873

542,447 466,793
2,490,473 2,933,326
1,305,617 1,305,617

501,871 523,481

66,647 93,883
48,085,641 57,949,266
733,000 -
106,429 106,429
14,300,568 10,452,774
14,406,998 10,559,202
9,370,374 10,090,601
156,444,877 152,123,759
16,116,301 16,116,301
2,880,500 1,554,594
175,441,678 169,794,653
199,952,049 190,444,456
248,037,691 248,393,722

The accompanying notes are an integral part of these financial statements.
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Balance Sheets - continued

June 30,
Liabilities and Net Assets 2012 2011
Current liabilities:
Accounts payable and accrued liabilities $ 3,097,479 4,846,935
Current portion of obligation for incentives, retirement,
and retraining program (note 7) 266,425 119,585
Rent collected in advance - current 1,923,197 2,465,988
Total current liabilities 5,287,101 7,432,508
Non-current liabilities:
Guaranty rent deposits 300,189 307,431
Rent collected in advance - non-current 4,750,000 5,750,000
Long-term portion of obligation for incentives, retirement,
and retraining program (note 7) 1,965,292 463,030
Deposits on sales of land and properties held for sale (note 9) 33,697,538 33,697,538
Total non-current liabilities 40,713,019 40,217,998
Total liabilities 46,000,119 47,650,506
Contingencies and commitments (notes 8 and 12)
Net assets:
Invested in capital assets 9,370,374 10,090,601
Unrestricted 192,667,197 190,652,614
Total net assets 202,037,571 200,743,215
Total liabilities and net assets $ 248,037,691 248,393,722

The accompanying notes are an integral part of these financial statements.
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Statements of Revenues, Expenditures and Changes in Net Assets

June 30,
2012 2011
Revenues:
Rental income (notes 1 and 9) $ 10,494,919 12,432,610
Investment income (note 3) 279,656 575,388
Total revenues 10,774,575 13,007,999
Expenses:
Payroll and personnel costs 6,918,715 5,668,434
Property taxes 438,121 767,558
Contracted services 747,477 682,309
Depreciation and amortization (note 5) 799,453 701,303
Insurance 202,048 236,069
Utilities 371,964 401,637
Repairs and maintenance ‘ 134,799 69,337
Interagency administrative fee (note 10) - 273,000
Other general and administrative 310,837 190,769
Total expenses 9,923,414 8,990,416
Net income 851,162 4,017,583
Other income/(expenses)
Sale of land held for sale - 497,400
Cost of property sold 13,482 (158,308)
Cost of donated property, received (transferred) (72,957) (31,211,345)
Contribution to other component unit - (25,133,345)
Realized loss on investments 1,009 (63,801)
Change in unrealized gain/(loss) on investments (231,418) 18,629
Legal settlements - -
Other miscellaneous 733,078 492,190
443,194 (55,558,580)
Change in net assets 1,294,356 (51,540,997)
Net assets, at beginning of year 200,743,215 252,284,212
Net assets, at end of year $ 202,037,571 200,743,215

The accompanying notes are an integral part of these financial statements.
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Statement of Cash Flows

Years ended June 30,
2012 2011
Cash flows from operating activities:
Collection of rent, including advanced $ 9,409,350 11,014,364
Interest collected on investment in debt-securities and other 204,003 552,731
Payments to employees and related payroll costs (5,192,185) (5,187,254)
Payments for goods and services (4,004,898) (2,046,777)
Net cash provided by operating activities 416,270 4,333,064
Cash flows used in capital and related financial activities:
Capital expenditures - -
Net cash provided (used) in capital and related financial activities - -
Cash flows from investing activities:
(Purchases) proceeds from sale and disposition of real estate (4,321,118) (12,672,729)
(Increase) Release of restriction on cash (733,000) 400,000
Payments for construction in progress (3,847,795) (2,293,333)
Purchase of investment in debt-securities (7,105,247) (13,711,768)
Proceeds from sales and redemption of investments 3,700,000 22,158,443
(Increase) Decrease in real property (882,712) 29,488,873
Additions in depreciable assets (79,226) (73,727)
Contributions to other governmental entities - (56,344,690)
Decrease on deposits on sales of land - (966,208)
Proceeds from other miscellaneous - 766,112
Net cash used in investing activities (13,269,097) (33,249,027)
Net change in cash and cash equivalents (12,852,828) (28,915,963)
Cash and cash equivalents, beginning of year 44,462,292 73,378,255
Cash and cash equivalents, end of year $ 31,609,464 44,462,292

The accompanying notes are an integral part of these financial statements.
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Statement of Cash Flows - Continued
Years ended June 30,

2012 011
Reconciliation of operating income to net cash provided by operating activities:
Operating income $ 851,162 4,017,583
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation 799,453 701,303
Changes in operating assets and liabilities:
Decrease (Increase) in interest receivable (75,654) (22,657)
Decrease (Increase) in rent receivable 442,853 (808,203)
Decrease (Increase) in other receivables 21,610 225,897
Decrease (Increase) in prepaid expenses 27,236 12,822
Increase (Decrease) in accounts payable (1,749,457) 470,953
Increase (Decrease) in obligation under early employee retirement 1,649,102 582,615
Increase (Decrease) in guaranty rent deposits (7,242) 16,455
Increase (Decrease) in rent collected in advance (1,542,792) (863,704)
Net cash provided by operating activities $ 416,270 4,333,064

Supplemental Information on Non-cash Investing Activities
Cash paid for interests $ - -

Cash paid for income taxes $ - .

The accompanying notes are an integral part of these financial statements.
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30, 2012 and 2011

Organization, Nature of Business and Summary of Significant Accounting Policies

Reporting Entity

The Puerto Rico Land Administration (the Administration), is a public corporation
and a component unit of the Commonwealth of Puerto Rico (the Commonwealth).
The Administration was created by Act 13 of May 16, 1962, as amended, to promote
the welfare of the community through efforts and programs designed for the efficient
utilization of public land in Puerto Rico. Among its programs, the Administration
acquires, through negotiation or expropriation, parcels of land, on behalf of
government entities, for future development or for reserve. The Administration is
also dedicated to the rental of certain tracts of land through lease contracts for public
and private use.

Significant Accounting Policies

The significant accounting policies adopted by the Administration follows: .

Measurement Focus, Basis of Accounting and Financial Statement Presentation
The basic financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenue is recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timi: .
of related cash flows.

(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30,2012 and 2011

Organization, Nature of Business and Summary of Significant Accounting Policies,

continued

Measurement Focus. Basis of Accounting and Financial Statement Presentation,
continued

The net assets are classified into three components: invested in capital assets, net of
related debt, restricted and unrestricted. These classifications are defined as follows:

Invested in capital assets, net of related debt — This component of net assets
consists of capital assets, net of accumulated depreciation and reduced by the
outstanding balance of any bonds, mortgages, notes or other borrowings that
are attributable to the acquisition, construction, or improvement of those
assets. If there are significant unspent related debt proceeds at year-end, the
portion of the debt attributable to the unspent proceeds is not included in the
calculation of invested in capital assets, net of related debt. Rather, that
portion of the debt is included in the same net assets component as the
unspent proceeds. As of June 30, 2012 and 2011, there was no debt related
to the invested capital assets.

Restricted — This component of net assets consists of constraints placed on
net assets use, imposed by creditors (such as through covenants),
contributors, or law regulations of other governments or constraints imposed
by law through constitutional provision or enabling legislation. As of June
30, 2012 there was restricted cash in the amount of $733,000 and for the year
ended June 30, 2011 there were no restricted net assets.

Unrestricted — This component of net assets consists of net assets that do not
meet the definition of “restricted” or “invested in capital assets, net of related
debt.”

As permitted by Government Accounting Standards Board (GASB) Statement No.
20, “Accounting and Financial Reporting for Proprietary Funds and other
Governmental Entities that use Proprietary Fund Accounting,” the Administration
has elected to apply all Financial Accounting Standards (FASB) Statements and
Interpretations, issued after November 30, 1989 that do not conflict with those issued

by GASB.
(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30,2012 and 2011

Organization, Nature of Business and Summary of Significant Accounting Policies.

continued

Accounting 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 assumptions that affect the reported amounts of assets and liabilities
at the date of the financial statements and the reported amounts of revenues and
expenses during the reported periods. Actual results could differ from those
estimates.

Land and Properties

Land and properties are recorded at cost, plus allocable interest, costs of appraisals,
related acquisition studies and improvements, and other costs able to be capitalized
or market value, whichever is lower. Donated land and properties are stated at fair
market value at the date of donation. The GASB has issued Statement No. 42
“Accounting and Financial Reporting for Impairment of Capital Assets and Insurance
Recoveries,” which requires the Administration to report the effects of capital asset
impairments in its financial statements when they occur rather than as a part of on-
going depreciation expense for the capital assets or upon disposal of the capital asset.
Impairment will be measured using methods that are designed to isolate the cost of
the capital asset’s service capacity that has been rendered unusable by impairment.
The statement requires several disclosure requirements to assist users in
understanding the nature and impact of the impairment. Management of the
Administration is of the opinion that the cost to appraise all land and property would
represent a significant unwarranted expense. Appraisals of certain properties made
during the past years, as well as current market value information of certain land and
properties obtained from sales transactions carried out in during the year ended June
30,2012 and 2011, and from other sources, reflected that market values are generally
in excess of carrying values.

Management of the Administration understands that there are no instances of
impairment of a capital asset for the years ended June 30, 2012 and 2011.

(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30,2012 and 2011

Organization, Nature of Business and Summary of Significant Accounting Policies,
continued

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand and short-term investments with
maturities of three months or less.

Investments

Investments in debt securities are reported at fair value based on quoted market
prices.

Allowance for Doubtful Accounts

The allowance for uncollectible notes and other receivables is an amount that
management believes will be adequate to absorb possible losses on existing
receivables that may become uncollectible based on evaluations of the collection
potential of the receivables and prior credit loss experience. Because of uncertainties
inherent in the estimation process, the related allowance may change in the future.

Property and Equipment

The Administration defines capital assets as assets with an individual cost of more
than $500 and a useful life of five (5) years or more. Capital assets are stated at cost.
Depreciation expense is computed using the straight-line method over the estimated
useful lives of the respective assets, as follows:

Description Useful Life (in years)
Building 30
Structures and improvements 10-30
Furniture and equipment 5-15
Vehicles 5

(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements
June 30, 2012 and 2011

Organization, Nature of Business and Summary of Significant Accounting Policies,
continued

Property and Equipment, continued

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

Land and Property Sales

Land and property sales are recognized when the title to the land and property is
conveyed to the buyer. When portions of land parcels are sold, the cost of land is
determined by computing an average area unit cost at the date of sale, which is then
applied to the total area sold. Sale of air and surface rights to land is recognized as
sale of land under the full accrual method.

Rental Income
Consists principally of the leasing of the Catafio Fuel Storage Facilities and land
parcels subject to lease contracts at varying terms. All leases have been classified as

operating leases.

Taxes

The Administration is exempt from the payment of Puerto Rico taxes, except real
property taxes.

Risk Financing

The Administration carries commercial insurance to cover for casualty, theft, claims
and other losses. The current insurance policies have not been cancelled or
terminated. The Administration also pays premiums for workmen compensation

insurance to another component unit of the Commonwealth.

(Continues)

-16-



)

@

PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements
June 30,2012 and 2011

Organization, Nature of Business and Summary of Significant Accounting Policies,
continued

Non-exchange Transactions

GASB Statement No. 33, “Accounting and Financial Reporting for Non-exchange
Transactions,” establishes accounting and financial reporting standards for non-
exchange transactions involving financial or capital resources (for example, most
taxes, grants, and private donations). In non-exchange transactions, a government
gives (or receives) value without directly receiving (or giving) equal value in return.
This is different from an exchange transaction, in which each party receives and gives
up essentially equal values. Under the provisions of this statement, the provider and
the recipient should recognize the non-exchange transaction as an expense and
revenue, respectively, when all eligibility requirements are satisfied.

Cash and Cash Equivalents

As of June 30, 2012 and 2011, the Administration had cash deposits with the
Government Development Bank for Puerto Rico (GDB) of approximately
$31,342,275 and $42,613,560 respectively. The deposits bear interest at
approximately 0.1% during the fiscal years 2012 and 2011. The remaining balances
were maintained in a commercial bank. The depository commercial bank balances
at June 30, 2012 and 2011, amounted to approximately $1,371,896 and $2,527,604
of which $250,000 were covered by the Federal Deposit Insurance Corporation.

(Continues)
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PUERTO RICO LAND ADMINISTRATION

(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements
June 30,2012 and 2011

Cash and Cash Equivalents. continued

The cash deposits held at financial institutions can be categorized according to three
levels of risk. These levels of risk are as follows:

Category 1

Category 2

Category 3

Deposits which are insured or collateralized with securities held by
the Administration or by its agent in the Administration’s name (or
in the name of the Commonwealth of Puerto Rico).

Deposits which are collateralized with securities held by the pledging
financial institution’s trust department or agent in the
Administration’s name (or in the name of the Commonwealth of
Puerto Rico).

Deposits which are not collateralized or insured.

Based on these three levels of risk, all of the Administration’s cash deposits with a
private financial institution in the amount of $1,371,896 are classified as Category
1. Such deposits have a book balance of $998,689.

The amounts deposited with the GDB $31,342,275 are classified in Category 3. The
book balance is the same.

(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements

June 30, 2012 and 2011

(3)  Investment in Debt Securities

The following tables summarize the Administration’s investments at June 30, 2012

and 2011:

Description
US Municipal Bonds
FNMA pass-through certificates
Federal Agency Note
Corporate Bonds

Total Investments

Description
FHLMC participation certificates
FNMA pass-through certificates
Federal Home Loan Bank
Corporate Bonds
Federal Agency Note

Total Investments

June 30, 2012
Investments Maturities (in years)

Fair Value Less than | 1-35 6-10 More than 10
$ 3,353,783 - 3,353,783 - -
60,399 - 60,399 - -
6,055,750 - 6,055,750 - -
2,099,190 - 2.099.190 - -
$ 11,569,122 - 11,569,122 - -

June 30, 2011
Investments Maturities (in years)

Fair Value Less than 1 1-5 6-10 More than [C
$ 173,534 - - 173,534 -
136,921 -~ 87,806 49,115 -
2,007,760 - 2,007,760 - -
2,821,328 708,568 2,112,760 - -
3.024.330 - 3.024.330 - -
$_ 8163873 708,568 7,232,656 222 649 —

(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30, 2012 and 2011

3) Investment in Debt Securities, continued

The Administration’s investments are exposed to credit, custodial credit,
concentration of credit and interest rate risks. Following is a description of these
risks at June 30, 2012 and 2011:

Credit Risk

The Administration is authorized to invest in Puerto Rico and U.S. government
obligations or in obligations guaranteed by the Puerto Rico or U.S. governments or
its agencies or instrumentalities, including mortgage loans secured or guaranteed
under federal housing laws. It can also invest in corporate debt classified in the
highest categories of at least two of the principal rating services. As of June 30,2012
and 2011, the Administration’s credit rating of investments subject to credit risk were
as follows on the next page:

(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30,2012 and 2011

3) Investment in Debt Securities, continued

June 30, 2012

Credit Risk Rating
Issuer Investment Type Amount Total S&P Moody’s
Arizona St WTR Infrastructure  US Municipal Bond $ 1,108,173 - AAA Aaa
NY St Urban Dev Corp US Municipal Bond 1,234,920 - AAA n/a
Wayne County, MI US Municipal Bond 1,010,690 3,353,783 SP-1 n/a
FNMA Pool C1-541714 Reg FNMA pass-through 60,399 60,399 AA+ Aaa
Federal Farm Bonds Federal Agency Note 3,038,610 - AA+ Aaa
Federal Home Ln Bond. Federal Agency Note 2,015,860 - AA+ Aaa
Federal Natl MTG Assn Federal Agency Note 1,001,280 6,055,750 AA+ Aaa
Wal-Mart Stores, Inc. Corporate Bonds 1,049,640 - AA Aa2
Sherwin-Williams Corporate Bonds 1,049.550 2.099.190 A A3
$_11.569.122 11,569,122
(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30,2012 and 2011

3) Investment in Debt Securities, continued

June 30, 2011

Credit Risk Rating
Issuer Investment Type Amount Total S&P Moody’s

FHLMC participation
FHLMC Remic Series certificates $ 173,534 173,534 AAA Aaa

FNMA pass-through
FNMA Remic Trust certificates 49,115 - AAA Aaa

FNMA pass-through
FNMA Pool C1-541714 Reg. certificates 87,806 136,921 AAA Aaa
Federal Farm Bonds Federal Agency Note 3,024,330 3,024,330 AAA Aaa
General Electric Corp. Corporate Bonds 708,568 - AA+ Aaa
Wal-Mart Stores, Inc. Corporate Bonds 1,056,730 - AA Aa2
Sherwin-Williams Co. Corporate Bonds 1,056,030 2,821,328 A A3
Federal Home Ln Bk US Agencies 2,007,760 2.,007.760 AAA Aaa

$_ 8163873 8.163.873
(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30,2012 and 2011

Investment in Debt Securities, continued

Custodial Credit Risk

For an investment, custodial credit risk is the risk that, in the event of the failure of
the counterparty, the Administration will not be able to recover the value of its
investments or collateral securities that are in possession of an outside party. The
Administration has bank investment contracts with the GDB. As of June 30, 2012
and 2011 all the investments in debt securities are in custody with another financial
institution. These may be classified in one of the following three categories:

Category A: Uninsured and unregistered investments held by the governmental
entity or held by the governmental entity’s agent in the name of the
governmental entity.

Category B:  Uninsured or unregistered investments held in the name of the
governmental entity, but held by the counterparty’s trust department
or the counterparty’s agent.

Category C:  Uninsured and unregistered investments held by the counterparty; the
counterparty’s trust department, or the counterparty’s agent, but not
held in the governmental entity’s name.

As of June 30, 2012 and 2011, the investments held by financial institutions were
exposed to custodial risk as follows:

012 011
Uninsured and unregistered investments held
by the governmental entity or held by the
governmental entity’s agent in the name of the
governmental entity. $_11.569.122 8.163.873
(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)

Notes to Financial Statements
June 30, 2012 and 2011

3) Investment in Debt Securities, continued
Concentration of Credit Risk

The Administration’s investment policy does not place limits on the amounts that
may be invested in Governmental and U.S. agencies. Financial and corporate limits
fluctuate based on the instrument classification. The Administration’s investments
in the following instruments represent a concentration of credit risk as each of these
are at least 5% of the total investments at June 30, 2012:

Issuer Amount
Arizona St. WTR Infrastructure $ 1,108,173
New York St. Urban Dev. Corp. 1,234,920
Wayne County, MI 1,010,690
Federal Farm Bonds 3,03 8,610
Federal Home LN Bond 2,015,860
Federal National Mortgage Association 1,001,280
Sherwin-Williams Company 1,049,550
Wal-Mart Stores, Inc. 1,049,640

Interest Rate Risk

The Administration holds approximately $60,399 in mortgage-backed securities, as
part of its normal operations. These securities are based on cash flows from principal
and interest payments on underlying mortgages. Therefore, they are sensitive to
prepayments by mortgages, which may result from a decline in interest rates. The
collateralized mortgage obligations consisted of Federal National Mortgage
Association (FNMA) certificates restricted for the payment of bonds.

(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30,2012 and 2011

4) Notes, Interest and Other Réceivables Net

As of June 30, 2012 and 2011, notes, interest and other receivables were as follows:

2012 2011
Notes receivable from government entities:
Current portion $__ 1305617 1,305.617
Non-current portion $ — -
Interest receivable $ 542.447 466,793
Rent and land leases $ 4,146,856 4,707,807
Less: Allowance for doubtful accounts (1.656.383) (1.774.481)
Total rent and land leases, net $ 2.490.473 2.933.326
Other current receivables $ 696,030 717,640
Less: Allowance for doubtful accounts (194.159) (194.159)
Total other current receivables $ 501,871 523.481
(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30, 2012 and 2011

(4)  Notes, Interest and Other Receivables. Net. continued

Interest receivable includes interest amount of $515,683 on a note receivable from
the Puerto Rico Industrial Development Corporation (PRIDCO). The payment of
interest on this note, was due on December 23, 2009. As of the date of these
financial statements, interests have not been settled or paid by PRIDCO.

(5) Property and Equipment

As of June 30, 2012 and 2011, property and equipment consist of the following:

June 30, 2011 June 30, 2012
Beginning Ending
Description Balance Additions Retirements Balance
Property and equipment not being depreciated:
Land $ 106,429 - - 106,429
Construction in progress 10,452,774 3.847.794 - 14,300,568
Total property and equipment not being
depreciated $ 10,559,203 3.847.794 - 14,406,997
Property and equipment being depreciated:
Buildings, structures and improvements $ 15,378,453 15,378,453
Furniture and equipment 1,245,060 48,926 (121,141) 1,172,845
Vehicles 204.003 30,300 - 234,303
$ 16,827,516 79,226 (121,141) 16,785,601
Less: accumulated depreciation (6.736.915) (799.453) 121,141 (7,415,227
Total property and equipment being depreciated,
net $.10.090601 $__(720227) § — 9370374
(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements
June 30,2012 and 2011

Pension Plan

The Employee’s Retirement System of the Government of the Commonwealth of
Puerto Rico (the System) 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 Administration under age fifty-five (55) at the date of
employment become members of the System as a condition to their employment.

The System provides retirement, death and disability benefits pursuant to legislation
enacted by the Commonwealth’s legislature. Disability retirement benefits are
available to members for occupational and non-occupational disabilities. However,
a member must have at least ten (10) years of service to receive non-occupational
disability benefits. Retirement benefits depend upon age at retirement and number
of years of credited service. Benefits vest after ten (10) years of plan participation.

Members who have attained fifty-five (55) years of age and have completed at least
twenty-five (25) years of creditable service or members who have attained age of
fifty-five (55) years of age and have completed ten (10) years of creditable service,
are entitled to an annual benefit, payable monthly for life.

In no case will the annuity be less than $300 per month. Participants who have
completed at least thirty (30) years of creditable service are entitled to receive the
Merit Annuity. Participants who have not attained fifty-five (55) years of age will
receive 65% of the average compensation, otherwise they will receive 75% of the
average compensation. No benefits are payable if the participant receives a refund
of his/her accumulated contributions.

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
salary. The Administration is required by the same statute to contribute 10.275% of
the participant’s salary. Total payroll covered for 2012 was approximately
$4,000,461. Total employee and employer contributions (rounded) for the years
ended June 30,2012, 2011 and 2010 are as follows in the next page:

(Continues)
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PUERTO RICO LAND ADMINISTRATION
(A Component Unit of the Commonwealth of Puerto Rico)
Notes to Financial Statements

June 30,2012 and 2011
(6)  Pension Plan, continued
Description 2012 2011 2010
Employer $ 325,561 317,294 316,611
Employee $ 238,028 279,581 238,753

There are certain special laws providing additional economic benefits to retired
persons. The subject laws provide that such benefits will be billed by the Retirement
System to the Administration. During the year 2011 the Administration was billed
in the amount of approximately $120,073 in relation to that year and prior year
charges under special laws.

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which
created the System, was enacted for the purpose of establishing a new pension
program (System 2000). System 2000 is a hybrid defined contribution plan, also
known as a cash balance plan. Under this new plan, there will be a pool of pension
assets, which will be invested by the System, together with those of the current
defined benefit plan. Benefits at retirement age will not be guaranteed by the
Commonwealth. The annuity will be based on a formula which assumes that each
year the employee’s contribution (with a minimum of 8.275% of the employee’s
salary up to a maximum of 10%) will be invested in an account which will either: (1)
earn a fixed rate based on the two-year Constant Maturity Treasury Note or (2) earn
a rate equal to 75% of the return of the System’s investment portfolio (net of
management fees), or (3) earn a combination of both alternatives.

Participants will receive periodic account statements, similar to those of defined
contribution plans, showing their accrued balances. Disability pensions will not be
granted under System 2000. The employers’ contribution (10.275% of the
employee’s salary) will be used to fund the current plan. System 2000 reduced the
retirement age from 65 to 60 for those employees who joined the current plan on or
after April 1, 1990. Additional information on the System will be provided in its
financial statements for the years ended June 30, 2012 and 2011, a copy of which
may be obtained directly from the System.

(Continues)
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Notes to Financial Statements
June 30,2012 and 2011

Voluntary Termination Benefits

On July 2, 2010, the Commonwealth enacted Act No. 70 to establish a program that
provides benefits for early retirement or economic incentives for voluntary
employment termination to eligible employees, as defined, including employees of
the Administration. Act No. 70 established that early retirement benefits will be
provided to eligible employees that have completed between 15 to 29 years of
credited service in the Retirement System and will consist of biweekly benefits
ranging from 37.5% to 50% of each employee’s salary, as defined. In this early
retirement benefit program, the Administration will make the employee and the
employer contributions to the Retirement System and pay the corresponding pension
until the employee complies with the requirements of age and 30 years of credited
service in the Retirement System. Economic incentives are available to eligible
employees who have less than 15 years of credited service in the Retirement System
or who have at least 30 years of credited service in the Retirement System and the
age for retirement or who have the age for retirement. Economic incentives will
consist of a lump-sum payment ranging from one month to six months salary, based
on employment years. For eligible employees that choose the economic incentives
and have at least 30 years of credited service in the Retirement System and the age
for retirement or have the age for retirement, the Administration will make the
employee and the employer contributions to the Retirement System for a five year
period. Additionally, eligible employees that choose to participate in the early
retirement benefit program or that choose the economic incentive and have less than
15 years of credited service in the Retirement System are eligible to receive health
plan coverage for up to 12 months in a health plan selected by management of the
Administration.

The financial impact resulting for the benefits granted to participants on this program
was the recognition within the Administration’s financial statements of a liability of
$2,231,717 (of which $266,425 are current and $1,965,292 are long-term) and
$582,615 (of which $119,585 are current and $463,030 are long-term) in the
statement of net assets as of June 30, 2012 and 2011 respectively. The charge of
$1,792,682 and $638,396 in the statement of revenues, expenditures and changes in
net assets for the year ended June 30, 2012 and 2011 respectively.

(Continues)
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June 30,2012 and 2011
@) Voluntary Termination Benefits, continued
At June 30, 2012 and 2011, unpaid long-term benefits on this program were
discounted for employees as follows:
Discount percentage
Article of Act 70 2012 2011
Article 4b 1.89% 2.72%
Article 4¢ 0.71% 1.85%
¢ Contingencies

The Administration was notified in 1992 by the Environmental Protection Agency
(EPA) that it was a Potential Responsible Party (PRP) under the provisions of the
Comprehensive Environmental Response, Compensation and Liability Act
(CERCLA). The EPA also named other private and governmental sector PRPs. The
public sector PRPs are the Municipality of Juncos and the Puerto Rico Housing
Administration.

EPA alleged that the private PRPs deposited and/or arranged for disposal of
hazardous substances at the Juncos Landfill. EPA also alleged that the governmental
PRPs were either owners of the land and/or operators, and therefore, were
responsible for part of the liability associated to the disposal of hazardous substances
at the site.

(Continues)
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Contingencies, continued

According to the case file, the governmental PRPs must enter into an interagency
agreement to allocate to each governmental PRP responsibility and duties, which
currently include monthly maintenance activities. It was preliminary agreed that the
governmental PRPs will pay $2,000 monthly for one year to the Municipality of
Juncos for the acquisition of equipment to be used in maintenance activities. The
Administration argues that its share of responsibility is 10% of said amount. It
should be noted, however, that the maintenance activities would be, in effect, for at
least 25 years. The governmental PRPs have been negotiating each one’s share of
liability in order to contribute accordingly. As of the date of these financial
statements, the governmental PRPs have not reached an agreement on each party’s
allocation of liability.

In addition to the foregoing, the EPA was claiming $645,758 from the governmental
PRPs as alleged costs incurred in the relocation of nearby residents of the condemned
site. The governmental PRPs and the EPA reached an agreement on June 22, 2010
to settle the EPA’s claim for $367,753. While the governmental PRPs reached
jointly that agreement with the EPA, they were supposed to reach an internal
agreement to allocate each other’s liability in order to pay its share of the agreed
amount to the EPA. The governmental PRPs were not able to reach an internal
agreement on to allocate each one’s liability. The Administration decided it would
pay one third ($122,584) of the amount owed to the EPA as its share, in order to
bring the case to an end and to avoid potential future litigation costs and additional
efforts. Since the agreement with the EPA was made jointly by the governmental
PRPs, in the event that there be an outstanding balance not satisfied by any of the
other governmental PRPs, the EPA may still come after the Administration for
collection of such balance.

(Continues)
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Other Capital Assets

The Administration’s other capital assets are segregated into the following programs:

Land under Long-term [ eases

These accounts represents the investments in land and properties subject to lease
contracts for varying terms. Long-term lease agreements cover initial periods of five
(5) to thirty (30) years with renewal option periods of up to ten (10) years. Real
estate taxes, insurance and maintenance expenses are usually obligations of the
lessees. Contracts provide, in certain cases, for rent increases during renewal periods
to be based on fixed percentages of land market values at dates of renewal.
Information regarding the minimum expected annual rentals for leases under long-
term contracts for the next five (5) fiscal years is not readily available.

Catafio Fuel Storage Facilities

The Administration owns certain fuel storage and pier facilities in Catafio, Puerto
Rico. The net book value of the subject facilities corresponds to the portion of land.
Accordingly, the amount of $2,817,919 shown below is included as part of land
under long-term leases. The following summarizes the Administration’s investment
in these facilities at June 30, 2012:

Useful life
Description (in years) Amount

- $ 2,817,919

Structures and improvements 10-15 3,603,578

Machinery, equipment and tanks 25 12.295.933

18,717,430

Less: accumulated depreciation and amortization (15.899.511)

$__2.817.919

(Continues)
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Other Capital Assets, continued

These facilities are leased to several companies engaged in the fuel distribution
industry. Lease agreements establish a minimum annual lease payment or a “thruput”
fee based on a U.S. gallon of bulk petroleum products at 60°F, passing through the
facilities, whichever is greater. The leases contain renewal options for two (2)
additional five (5) year periods. The original 10-year term lease agreement and the
contractual negotiation period of 18 months expired on September 30, 1994, and
March 31, 1996, respectively. New terms, as approved during December 31, 1996,
were retroactively applied as of October 1, 1994, and remained in effect until
September 30, 2004. The leases contain renewal options for one additional 10-year
period.

As of June 30, 2008 a new contract agreement with a new lessee was entered for 2
10 year term lease. As part of agreement, the lessees paid the minimum annual lease
payments in advance. The rent collected in advance amounted to $5,750,000 and
$6,750,000 at June 30, 2012 and 2011, respectively.

As of June 30, 2012, net rental income under these agreements is as follows:
Gross rental income $ 8,350,839
Less direct expenses:
Depreciation and amortization -

Property taxes 249.889
$_8.100.950

Minimum expected annual rentals under these contracts for the year ending June 30,
2012 are approximately $4,206,928.

(Continues)
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Other Capital Assets, continued

(a) Real Estate Held for Sale

Land and properties held for sale (principally to other governmental entities) include
land purchased by the Administration on behalf of other governmental entities. Land,
which is acquired on behalf of other governmental entities, generally, includes certain
holding costs, which are subject to reimbursement by the acquiring entity. Funds
received under this program from the acquiring governmental entities are classified
as deposits on sales of land and properties held for sale in the accompanying balance
sheet until title is transferred to the buyer. Deposits received for optioned land and
properties amounted to $33,697,538 and $33,697,538 at June 30, 2012 and 2011,
respectively.

(b) Real Estate Held for Future Use

Included in this program are undeveloped lots of land, some of which are designated
for possible sale to third parties, and properties under development and or held for
sale to third parties.

(Continues)
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PUERTO RICO LAND ADMINISTRATION
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Notes to Financial Statements
June 30, 2012 and 2011

Interagency Agreement

(a) Puerto Rico Convention Center District Authority

During the year ended June 30,2011, the Administration entered into an interagency
agreement to participate in the donation of land and cash to the Puerto Rico
Convention Center District Authority (hereinafter “the Authority”). The basis for the
donation is a major development of certain properties located in the San Juan, Puerto
Rico touristic and port zone, which has been named “Bahia Urbana.” It was
determined that the agency best suited to develop such a project was the Authority.
Under the agreement, the Administration would donate to the Authority certain land
lots that belonged, or were to be acquired, by the Administration. The total amount
of land donated is approximately $28,000,000. In addition to the donation of land,
the Administration also divested itself of approximately $25,000,000 which were
removed from time deposits held at the GDB and transferred to the Authority.

(b) Department of Economic Development of Puerto Rico

For the fiscal year ended June 30,2011, the Administration entered into an agreement
with the Department of Economic Development of Puerto Rico (hereinafter “the
Department”). The entity responsible to implement and execute public policy for the
economic development of Puerto Rico is the Department. Based on that fact an
annual Reorganization Plan has been established. Under the agreement the
Department assists in interagency coordination, project management, strategic
planning, incentive administration, legal and legislative advisors, as well as
advertising, communication, promotion, travel, contracting and designations. Total
expense for this service for the year ended June 30, 2011 is in the amount of
$273,000. The agreement has not been renewed for fiscal year ending June 30, 2012.

Land donations
During the year ended June 30, 2011, the Administration entered into agreements in
which land was transferred in exchange for $1 to the Municipalities of San Juan and

Bayamon. The Administration has retired, at book value, the land donated estimated
in approximately $3,223,925.
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Commitments

(a) Municipality of Ponce

The Administration has an outstanding, or planned, construction project as of June
30,2012 and 2011. This project is being developed in the City of Ponce, Puerto Rico
with the involvement of this municipality. The total commitment to this project is
in the amount of $3,975,000 plus a contingent amount of $525,000. Professional
services related to this project are approximately $85,000.

(b) Local Redevelopment Authority for Naval Station Roosevelt Roads

The Administration has entered into a guaranty agreement with the Local
Redevelopment Authority for Naval Station Roosevelt Roads (hereinafter “LRA”)
and the United States of America, acting by and through the Department of the Navy
(hereinafter “the US Government”). Under the terms of this guaranty agreement, the
Administration will serve as guarantor of a transaction that includes the acquisition
of certain real estate properties located at Naval Station Roosevelt Roads by the LRA.
The price determined for such properties is in the amount of $8,040,000. That
amount is payable under the following terms: $200,000 at the closing of the
transaction and $7,840,000 in fifteen (15) equal annual installments plus interest,
which is computed at 150 basis points over the U.S. Treasury 10 Year Composite
Note, utilizing the rate established on the first day of the month immediately prior to
the due date that the first installment is made. The first installment is due on the later
of September 30, 2015, or thirty (30) days following the conveyance of specific
properties to the LRA. Each subsequent installment is due on the anniversary of the
previous installment date.

The terms of the guaranty agreement establishes that the Administration serves as
guarantor under its full faith and credit, absolutely, unconditionally and irrevocably
as primary obligor and not merely as surety, of the installment payments to the US
Government, due or to become due, and arising out of or in connection with such
payments. The agreement constitutes a guaranty by the Administration of payment
when due and not of collection. It shall not be necessary or required that the US
Government exercise any right, assert any claim, demand or enforce any remedy
whatsoever against the LRA before or as a condition to the obligations of guarantor

hereunder.
(Continues)
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Commitments - continued

(b) Local Redevelopment Authority for Naval Station Roosevelt Roads -
continued

In the event that the US Government exercises its rights under the guaranty against
the Administration, LRA secures the payment to the Administration under the terms
of a separate supporting guaranty granted on January 25, 2012. Under the terms of
such guaranty LRA serves as obligor to the PRLA for any payment made to the US
Government.
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