
GOBIERNO DE PUERTO RICO 
FIDEICOMISO DE LOS NIÑOS 

5 de mayo de 2023 

Honorable José L Dalmau Santiago 
Presidente del Senado de Puerto Rico 
Senado de Puerto Rico 
El Capitolio 
P.O. Box 9023431 
San Juan, Puerto Rico 00902-3431 

Estimado señor Presidente: 

/l JYJl--�:�º':\ 
SENADO DE PIJtR,'1 RtC•� 

OFICINA DEL SECRETfiRIO 

3 �AY 2023 Pr'-3:3t 

En virtud de la Ley Núm. 173 del 30 de julio de 1999, según enmendada ("Ley 
173"), la misma dispone que el Fideicomiso de los Niños (el "Fideicomiso"), 
entregue a la Cámara de Representantes y al Senado de Puerto Rico los 
siguientes documentos: 

l. 1 nforme Anual sobre el estatus y actividades del Fideicomiso. 

2. Estado financiero auditado del Fideicomiso. 

A tales efectos y según dispone la Ley 173-1999, adjunto encontrará el Informe 
Anual del Fideicomiso para los años fiscales 2016 al 2022. 

Neis z 
Director Ejecutivo 

PO Box 42001 • San Juan, PR 00940-2001 • Telephone (787) 722-252S 
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GOBIERNO DE PUERTO RICO 
FIDEICOMISO DE LOS NIÑOS 

CERTIFICACIÓN 

Yo, JANICE V. ORTIZ VALENTÍN, Secretaria Auxiliar de la Junta de Directores del 

Fideicomiso de los Niños, CERTIFICO que la Resolución 2023-03 es una copia fiel y exacta de la original 

que se encuentra bajo mi custodia. La misma fue adoptada por la Junta de Directores del Fideicomiso de 

los Niños el 13 de abril de 2023. 

CERTIFICO, ADEMÁS, que dicha Resolución no ha sido derogada, revocada o anulada y se 

encuentra en toda su fuerza y vigor. 

RESOLUCIÓN 2023-03 

POR CUANTO, el Fideicomiso de los Niños (el "Fideicomiso") es una instrumentalidad y 
corporación pública del Gobierno de Puerto Rico ( el "Gobierno"), creada mediante la Ley 173 del 30 de 
julio de 1999, según enmendada (la "Ley 173-1999"); 

POR CUANTO, el Fideicomiso fue creado para apoyar aquellos proyectos y programas dirigidos 
a promover el bienestar de los ciudadanos de Puerto Rico, tales como en las áreas de educación, recreación, 
salud y, además, para mejorar el bienestar social de los niños, jóvenes y familias de Puerto Rico; 

POR CUANTO, en virtud de las disposiciones de la Ley 173-1999, anualmente el Fideicomiso 
debe someter a la Asamblea Legislativa de Puerto Rico y a la Oficina del Contralor de Puerto Rico un 
informe anual sobre sus operaciones (el "Informe Anual"); 

POR CUANTO, según informado a esta Junta de Directores, debido a que no se prepararon 
informes anuales individuales para los años fiscales desde el 2016 al 2022, el Informe Anual aprobado por 
los Directores de esta Junta cubre siete (7) años fiscales, entiéndase desde el 30 de junio de 2016 al 
30 de junio de 2022; 

POR CUANTO, este Informe Anual incluye: 

1. Copia de los estados financieros auditados del Fideicomiso para los años fiscales 2016, 2017, 
2018, 2019, 2020, 2021, y 2022. 

2. Informe de las actividades y relación de los Contratos de Servicios de Ayuda otorgados por el 
Fideicomiso desde el 30 de junio de 2016 al 30 de junio de 2022. 

Centro Gubernamental Roberto Sánchez Vilella (Minillas), Ave. De Diego, Parada 22. San Juan, PR rxE(J'1 1 PO 8ox 42001, San Juan, PR 00940-2001 

• 7f!7.7222525 

65892 
• contact@aafaf.pr.gov 
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Resolución 2023-03 
Página 2 

3. Estadística Histórica de Desembolso de Fondos bajo los Contratos de Servicios de Ayuda hasta 
el 30 de junio de 2022. 

POR TANTO, RESUÉLVASE, por la Junta de Directores del Fideicomiso de los Niños, aprobar 
el Informe Anual, el cual cubre el periodo comprendido para los años fiscales concluidos desde del 30 
de junio de 2016 al 30 de junio de 2022, y AUTORIZAR a la gerencia del Fideicomiso de los Niños a 
remitir dicho Informe Anual a la Asamblea Legislativa y a la Oficina del Contralor de Puerto Rico conforme 
requerido por la Ley 173-1999, según enmendada. 

RESUÉLVASE, ADEMÁS, que esta Resolución entrará en vigor inmediatamente luego de su 
aprobación. 

Y PARA QUE ASÍ CONSTE, suscribo y estampo el sello corporativo del Fideicomiso de los 

Niños. En San Juan, Puerto Rico, hoy 18 de abril de 2023. 

JANI . ORTIZ V ALENTÍN 
SECRETARIA AUXILIAR 

(SELLO) 

65892 FIDEIC•MISO 
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GOBIERNO DE PUERTO RICO 
� FIDEICOMISO DE LOS NIÑOS 

Informe Anual a la Asamblea Legislativa de Puerto Rico 1 
Oficina del Contralor de Puerto Rico 

Años Fiscales, 30 de junio de 2016 al 30 de junio de 2022 
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GOBIERNO DE PUERTO RICO 
FIDEICOMISO DE LOS Nli'lOS 

INTRODUCCIÓN 

Informe Anual a la Asamblea Legislativa de Puerto Rico 1 

Oficina del Contralor de Puerto Rico 

El Fideicomiso de los Niños (el "Fideicomiso") es una instrumentalidad y corporación pública 
del Gobierno de Puerto Rico (el "Gobierno"), creada mediante la Ley 173 del 30 de julio de 
1999 (la "Ley 173-1999"), según enmendada. El Fideicomiso fue creado para apoyar aquellos 
proyectos y programas dirigidos a promover el bienestar de los ciudadanos de Puerto Rico, 
tales como en las áreas de educación, recreación, salud y, además, para mejorar el bienestar 
social de los niños.jóvenes y familias de Puerto Rico. 

Según la Ley 173-1999 y el Reglamento Sobre los Requisitos de Elegibilidad y Criterios de 
Fiscalización del Fideicomiso (el "Reglamento"), el Fideicomiso puede proveer ayuda o 
donativos económicos mediante Contratos de Servicios de Ayuda ("CSA") a entidades 
corporativas que cualifiquen como Entidades Elegibles, según los parámetros, disposiciones, 
y requisitos de elegibilidad definidos en el Reglamento. Una Entidad Elegible puede ser: (i) 
entidad cívica o corporación sin fines de lucro, y (ii) entidad gubernamental. 

Operación! Ingresos del Fideicomiso 

Las operaciones corporativas del Fideicomiso no dependen de asignaciones 
presupuestarias del Gobierno. Los ingresos anuales del Fideicomiso provienen de 
desembolsos recibidos bajo el Acuerdo de Transacción Global o "Master Settlement 
Agreement" ("MSA") del 23 de noviembre de 1998. El MSA es un acuerdo legal y transaccional 
entre 46 estados de los EE.UU., cinco territorios y Puerto Rico, y ciertas empresas tabacaleras 
participantes del MSA. 

Anualmente, el recibo de los fondos bajo el MSA está coordinado por la Oficina de Asuntos 
Monopolísticos del Departamento de Justicia del Gobierno de Puerto Rico. La gerencia del 
Fideicomiso y la Autoridad de Asesoría Financiera y Agencia Fiscal de Puerto Rico ("AAFAF") 
administra los fondos y procede con los desembolsos correspondientes. 

Propósito del Informe Anual 

El Artículo 18 de la Ley 173-1999 le requiere al Fideicomiso entregar un Informe Anual a la 
Asamblea Legislativa de Puerto Rico y a la Oficina del Contralor de Puerto Rico (el "Informe 
Anual"), relacionado con el año fiscal anterior terminado. 

Como es de su conocimiento, el Gobierno de Puerto Rico ha estado inmerso en un intenso 

proceso de restructuración de su deuda que dio comienzo con la aprobación de la Ley 

Federal PROMESA. Como parte de la restructuración gubernamental, el Banco 

Gubernamental de Fomento (BGF) cesó sus operaciones. El 10 de agosto de 2018, el BGF 
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GOBIERNO DE PUERTO RICO 
FIDEICOMISO DE LOS NII\JOS 

Informe Anual a la Asamblea Legislativa de Puerto Rico 1 

Oficina del Contralor de Puerto Rico 

inició una acción para reestructurar parte de su deuda de conformidad con el COB 
Qualifying Modification bajo Titulo VI de PROMESA. A consecuencia de las distintas 

restructuraciones gubernamentales, la emisión de los estados financieros auditados y la 

remisión de los Informes Anuales a la Asamblea Legislativa de Puerto Rico y a la Oficina del 
Contralor de Puerto Rico se vieron retrasados. Con la emisión del estado financiero para el 

año terminado 30 de junio de 2022, el Fideicomiso está al día con sus estados financieros 
auditados y continuará sometiendo sus informes anuales según requerido por la Ley 173-

1999. 

El Informe Anual aquí presentado consolida este requisito para los años fiscales 
comprendidos desde el 30 de junio de 2016 al 30 de junio de 2022. Este Informe Anual 
incluye: 

l. Los estados financieros auditados para los años fiscales 2016, 2017, 2018, 2019, 2020, 2021, 
y 2022. 

2. Informe de las actividades y relación de CSA otorgados por el Fideicomiso desde el 30 de 
junio de 2016 al 30 de junio de 2022. 

3. Estadística Histórica de Desembolso de Fondos bajo CSA hasta el 30 de junio de 2022. 

l. Estado Financiero Auditado 

La información abajo presentada corresponde al más reciente estado financiero auditado 
para el cierre del año fiscal 30 de junio de 2022. La gráfica en adelante resume los activos y 
pasivos del Fideicomiso: 

Children's Trust Fund 
Summary Assets 

Cash 
lnvestments 

Accounts receivable (*) 

Other Assets 

$ 

Total Assets $ 

Audited 
30-Jun-22 

10,490,221 
105,499,106 

37,229,238 
469,672 

153,688,237 ==========-=-= 
(*) La manera de contabilizar los pagos anuales del MSA. 

Children's Trust Fund Audited 
Summary Uabilities 30-Jun-22 

Accounts and accrued expenses $ 4,393,934 
Bonds payable 1,522,821,392 

Tata Uabilities $ 1,527,215,326 

Los activos del Fideicomiso están representados por efectivo e inversiones mercadea bles. El 
Fideicomiso no tiene activos muebles o inmuebles. En cuanto a los pasivos, el componente 
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GOBIERNO DE PUERTO RICO 
FIDEICOMISO DE LOS Nll'JOS 

Informe Anual a la Asamblea Legislativa de Puerto Rico 1 
Oficina del Contralor de Puerto Rico 

principal es el balance de principal adeudado de emisiones de bonos públicos exentos 
federales. 

La siguiente gráfica provee detalle adicional sobre las emisiones de bonos vigentes del 
Fideicomiso al cierre del 30 de junio de 2022. El Fideicomiso está corriente con el pago de 
principal e intereses de su deuda pública: 

Fecha de Descripición Importe Balance Pñncipal Fecha de Agente 

Emisión Bonos Oñginal 30-Jun-22 Vencimiento Fideicomiso 

4-Oct-02 Series 2002 Bonds (1) $ 1,171,200,000 $ 614,885,000 1-Jul-43 U.S. Bank, N.A. 

3(}Jun-05 Series 2005 A (2) $ 74,523,431 $ 221,104,080 15-May-50 U.S. Bank, N.A. 

3(}Jun-05 Series 2005 B (2) $ 33,686,016 $ 113,056,636 15-May-55 U.S. Bank, N.A. 

23-Apr-08 Series 2008 A (3) $ 139,003,082 $ 391,917,488 15-May-57 U.S. Bank, N.A. 
23-Apr-08 Series 2008 B (4) $ 56,875,888 $ 181,858,188 15-May-57 U.S. Bank, N.A. 

Total $ 1,475,288,416 $ 1,522,821,392 

(1) Esta emisión de bonos contiene bonos de capitalización de intereses. Pagos de principal comenzaron en 2008. 

(2) Esta emisión de bonos contiene bonos de capitalización de intereses. Pagos de principal comienzan en 2024. 

(3) Esta emisión de bonos contiene bonos de capitalización de intereses. Pagos de principal comienzan en 2028. 

(4) Esta emisión de bonos contiene bonos de capitalización de intereses. Pagos de principal comienzan en 2035. 

11. Informe Actividades I Relación Contratos de Servicios de Ayuda 

En esta sección detallamos los CSA otorgados por el Fideicomiso desde el 30 de junio de 
2016 al 30 de junio de 2022. Al cierre del año fiscal 30 de junio de 2022, el Fideicomiso no 
tenía ningún CSA vigente. 

La siguiente gráfica detalla los CSA otorgados para el periodo del 30 de junio de 2016 al 30 
de junio de 2022. Cabe mencionar que se incluyó el CSA otorgado en el 2014 dado que el 
mismo venció en el 2017. Luego de la gráfica se provee una explicación de la naturaleza de 
los CSA otorgados: 

Contrato Fecha de Fecha de Importe Fondos 

Entidad Número Otorgación Venámiento Contrato Disponibles 

Corporación del Proyecto ENLACE Caño Martín Peña 2015-000002 16-Jul-14 16-Jul-17 $ 4,664,250.13 $ -

Puerto Rico Council of Boy Scouts of America,  lnc. 2019-CTF00l 26-Nov-18 26-Nov-19 $ 197,631.75 $ -
Corporación del Proyecto ENLACE Caño Martín Peña 2019-CTF002 25-Feb-19 2S-Feb-21 $ 1,167,345.00 $ -

Corporación del Proyecto ENLACE del Caño Martín Peña {"Corporación Enlacen) 
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GOBIERNO DE PUERTO RICO 
FIDEICOMISO DE LOS NII\IOS 

Informe Anual a la Asamblea Legislativa de Puerto Rico 1 

Oficina del Contralor de Puerto Rico 

La Corporación Enlace se estableció mediante la Ley Número 489 del 24 de septiembre de 
2004. Las oficinas centrales de la Corporación Enlace están ubicadas en 1957 Avenida Ponce 
de León, en San Juan. La Corporación Enlace es la entidad gubernamental encargada de la 
implementación del Plan de Desarrollo Integral y Usos del Terreno para el sector conocido 
como el "Caño Martín Peña" (el "Proyecto Caño Martín Peña"), coordinando y ejecutando las 
iniciativas y trabajos de infraestructura y trabajos de coordinación y apoyo comunitario 
relacionados con los trabajos del dragado del Proyecto Caño Martín Peña. 

Mediante la Resolución 2014-01 de la Junta de Directores del Fideicomiso, el 16 de julio de 
2014 se firmó el Contrato de Servicios de Ayuda 2075-02 entre la Corporación Enlace y el 
Fideicomiso ("CSA 2075-02") por el importe de $4,664,250.13, cuyos fondos fueron otorgados 
para apoyar las funciones de la Corporación Enlace relacionadas a los trabajos del Proyecto 
Caño Martín Peña. 

Mediante la Resolución 2018-02 de la Junta de Directores del Fideicomiso, la Corporación 
Enlace y el Fideicomiso firmaron el CSA 2079-CTF 002 por la cantidad de $1,167,345, que 
representa los fondos no utilizados del CSA 2015-02. Los fondos provistos por el CSA 2019-
CTF 002 fueron para que la Corporación Enlace continuara con los trabajos del Proyecto 
Caño Martín Peña. 

Concilio de Puerto Rico de los Niños Escuchas de América ("Concilio") 

El Concilio de Puerto Rico de los Niños Escuchas de América (el "Concilio") fue fundado el 75 
de noviembre de 1927 como parte de la región nor�ste de los "Boys Scouts of America". Las 
oficinas centrales están localizadas en 402 Avenida Esmeralda, Guaynabo. 

Mediante la Resolución 2001-07 de la Junta de Directores del Fideicomiso, el 8 de febrero de 
2002 se firmó el Contrato de Servicios de Ayuda 2002-18 entre el Concilio y el Fideicomiso 
("CSA 2002-018") por el importe de $7,477,000. Los fondos del CSA 2002-018 se usaron para 
financiar varios proyectos de mejoras sustanciales y expansión del "Campamento 
Guajataka". 

Mediante la Resolución 2018-02 de la Junta de Directores del Fideicomiso, el Concilio y el 
Fideicomiso firmaron un nuevo Contrato de Servicios de Ayuda, el 2019-CTF 007, por 
$797,637.75 que representaba los fondos no utilizados bajo el CSA 2002-18. Estos fondos 
fueron utilizados para terminar ciertos trabajos de reparaciones al Campamento Guajataka. 

111. Estadísticas de Desembolsos de Fondos 
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FIDEICOMISO DE LOS NII\JOS 

Informe Anual a la Asamblea Legislativa de Puerto Rico 1 
Oficina del Contralor de Puerto Rico 

Desde la creación del Fideicomiso hasta el 30 de junio de 2022, el Fideicomiso ha apoyado a 
cincuenta y una (57) entidades sin fines de lucro y a dieciocho (78) entidades 
gubernamentales. La tabla siguiente detalla el total de desembolsos de fondos por año fiscal 
hasta el 30 de junio de 2022: 

Importe Importe 
Año Fiscal Desembolsado Año Fiscal Desembolsado 

2001 $ 75,211,960.35 2012 $ 3,944,976.19 
2002 $ 171,690,102.13 2013 $ 6,366,296.85 
2003 $ 483,762,894.97 2014 $ 2,760,148.97 
2004 $ 149,142,073.47 2015 $ 1,713,190.16 
2005 $ 182,975,610.14 2016 $ 277,410.60 
2006 $ 44,250,818.76 2017 $ 2,561,418.98 
2007 $ 96,800,748.97 2018 $ -
2008 $ 112,855,926.94 2019 $ 780,611.33 
2009 $ 11,236,966.30 2020 $ 120,461.58 

· 2010 $ 5,851,868.88 2021 $ 1,105,013.00 
2011 $ 8,443,371.59 2022 $ -

Los desembolsos de fondos hechos durante los años fiscales 2076 al 2021 corresponden a los 
CSA a la Corporación Enlace y al Concilio. Posterior al 30 de junio de 2021 no hay vigentes 
CSA a ninguna Entidad Elegible. 
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The Chlldren's Trust 

(A Component Unlt of the Commonwealth of Puerto Rtco) 
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INDEPENDENT AUDITORS' REPORT 

To: The Membera of the Board of Olrectors of 
The Children's Trust 

·-

RSM 

PO&x'IOS28 
Si!rl .llllWl, PR 009l2·0�:'H 

T (787) 751, 616◄ 
f (/81) 759· 7479 

We have auditad the accompanylng financlal statements of the govemmental activitles and each major fund of The 
Chlldren's Trust, a Component Unit of the Comrnonwealth of Puerto Rico, as of and for tha year ended June 30, 
2016, and the relatad notes to the financia! statements, whlch collectlvely comprise the entlty's basíc financia! 
statements as llsted in the table of contents. 

Management'a Responslbftlly for the Flnanclal Statements 

Management is responstble for the preparation and falr presentatfon of these financia! statements In accordance wlth 
accounting principies generaHy aocepted In the Unlted States of America; thls incfudes the design, lmplementatlon, 
and matntenance of lntamal control releVant to the preparatiOn and falr presentation of ftnaneial statements tnat are 
free from material mlsstatement. whether due to fraud or error. 

Audltors' ResponslbHlty 

Our responsibillty is to expresa oplntons on these flnanclal statements based on our audit. We conducted our audlt 
In accordance with audltfng standards generally accepted in the United States of Amertca. Those standards requlre 
that we plan and parform the audlt to obtaln reasonable assurance about whether the financia! statements are free 
from material misstatemenl 

An audlt lnvolves performing procedures to obtaln audlt evldence about the amounts and disclosures in the flnanclal 
stataments. The proceclures selected depend on the audltors' Judgment, lncludlng the assessment of the risks of 
material mlsstatement of the financia! statements, whether due to fraud or error. In maklng those rlsk assessments, 
the auditor considera intemal control relevant to the entlty's preparatlon and fair presentatlon of the ftnancfal 
statements in order to deslgn audit procedures that are approprfate In tha clrcumstances, but not far the purpose ot 
expressfng an opinlon on the effectlveness of tha entlty's interna! control. Accordingly, we express no such oplnlon, 
An audit also lncludes evaluating the appropriateness of accountlng policles used and the reasonableness of 
slgnificant aocounting estimates made by management. as well as evaluatlng the overall presentatfon of tha financia! 
statements. 

We believe that the audlt evidence we have obtained is sufflcient and appropriate to provida a basis for our audlt 
opinions. 

Oplnlon 

In our oplnion, the financia! statements referred to above present falriy1 in all material respects, tha respective financia! 
position of the govemmental actlvities and each major fund of The Children's Trust as of June 30, 2018, and the 
respective changes In financial position for the year then ended1 in accordance with accounting principies generally 
accepted In the United States of America. 

, ,  '•'-" f',w�t.-; =': ; 1 W \ fllr ,,,; :,' •• ,. J': ... � 'lff ::. f\l'_J t ,....,·•1!.,,:'.11' , '-\ r, .... ♦•"i-..-i11 ,�,� .,,�·t? '( t\,i,hf t · �  •t� t¡ 1 1 .- 1 ,·.,_4 .. ;f'l t ,,. , , .  ' 'ff'i.t ht1h\J1.\, Í -·� , • .,..., ... 4 1 •�lf • f ;,,,. , --;,.11,4,. ¡ ., H IJll'Jll .. ,. .. 
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otherMattar 
Requ/19d Supplementary lnformation 

Accountfng prlnclpJes generally accepted in the Unlted States of America require that the Managemenfs Oiscussion 
and Analysls on pages 3 through 7 be presented to supplement the basic financia! statements. Such information, 
although not a  part of the basic financia! statements, is requlred by the Govemmental Accounting Standards Board 
Who consJders it to be an essential part of financtal reporting for placing the baslc financia! statements in an 
appropriate operatlonal, economic, or histor1cal context. We have applted certain limited procedures to the required 
supplementary lnformation In accordance wlth auditlng standards generally accepted In the Unlted States of Amerioa, 
whlch conslsted of lnqulries of rnanagement about lhe methods of preparing the lnfonnatlon and comparing the 
lnformatlon for conslstency with managemenfs responses to our inquines, the baste financia! statements, and other 
knowledge we obtalned during our audlt of the basic financia! statements. We do not expresa an oplnion or provide 
any assurance on the lnfonnation because the llmited procedures do not provlde us with sufflclent evidence to 
express an opinlon or provtde any assurance. 

san Juan, Puerto Rico 
Aprtl 4, 2017. 

Stamp No. E272836 was affixed to 
the orlglnal of this report. 
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THE CHILDREN'S TRUST 
(A Component Untt of th• Commonweallh of Puerto Rico) ·-

MANAGEMENrS DISCUSSION ANO ANALYSIS 
AS OF ANO FOR THE YEAR ENDED JUNE 30, 2018 RSM 
As managemeot of the Chlldren's Trust (the "Trusr), we_offer readers of lhe Trusfs financia! statemenls this narratlve 
overview and analysis of the Trust's financial performance during the fiscal year ended 
June 30, 2016. Pfease read it In conjunction wtth the Trust's basic financia! statements lncludlng the notes thereto, 
whlc:h follow thfs section. 

1. FtNANCIAL HIGHLIGHTS 

• Govemment-wlde net position {deflcit) deter1orated by approximately $37.2 mffllon to approximately 
$1,2"7 mllllon as of June 30, 2016, or approxlmately 3.1%, frOm approximately $1 ,209 mlUlon as of June 
30. 2015. 

• Govamment-wlde revenues from the Global Settlement Agraement far the fiscal year 2016 amounted to 
approxlmately $70.7 milllon, an lncrease of approxtmately $4.6 miUlon, or approximately 6.8%, from fiscal 
year 2015 of approxlmately $66.2 mllllon. 

• Operattng expenses conslst of paymants for programs and actMties perrnltted by the enabtlng legislatlon. 
Funda granted dur1ng 2016 accounted In the govemmant-wide financlals, totaled approxlmately $728 
th0usand1 a decrease of approximately $222 thousand, or approximately 23, 7%, from approximately $960 
thousand d\Jrlng 2015. The net increase In expenses of approxlmataly $17.9 million on govemmental 
actMttes was malnly due to a toss on impainnent on deposlts in the Bank amounttng to $16.6 minlon and 
increase in interest on long term debt amounting to $1 .5 mtnion. 

2. OVERVIEW OF THE FINANCIAL STATEMENTS 
The financia! statements lnclude the managemenrs discussion and analysis sectlon, the independent 
auditora' report, and the basic financia! statements of tha Trust The basic ftnancial statements also include 
notes that explaln In more detail soma of the lnformation in the baste flnanclal statements. 

3. REQUIRED FINANCIAL STATEMENT8 
Govemment-Wlde Financia/ statements- The statement of net posltlon {deflcit) and the statement of 
activlties report lnf'onnation on all actlvlties of tha Trust Only govemmantal actlvttles are presentad In the 
Trusta flnanclal statements. Govemmental actlvltles generally are flnanced through nonexchange revenues. 
Followtng is a description of the TNsrs govemment-wlde financial statements. 
• The statement of net positton (deficlt) presenta the Trusrs assets and deferred outftows of resources and 

the lablllties and deferred lnflows of resoutces, with the dlfference reported as net positlon (deffcit). 

• The statement of acllvlties demonstrates lhe dagrN to whfch the dlrect expenses of a glven fUnctfon or 
segments are offset by program revenues. Olrect expenses are those that are ciearly identlfiable Wlthin 
a specific fUnction. Program ravenues tnclude: (1) lntereat income on lnvestments and lnterest-bearing 
deposlts and (2) grants and contributlona that are restrfcted to meetthe operattonal orcapital requirements 
of a particular function. Other ltems not meeting the definltlon of program revenues are reported as 
general revenues. 

Fund Flnancfal statements- Fund accountlng Is deslgned to demonstrate legal compliance and to ald 
ftnanclal management by segregatlng transactlons reJated to certain govemment functlons or actlvities. A 
fund Is a separate accounting entity with a self-balanclng set of accounts that comprise its assets, deferred 
outflows of resources, ffabUltles, defen'ed lnflows of resources, fund balances, revenues and expenditures, as 
approprfate. The financfal actiVitfes of the Trust reportad In the accompanylng baslc financiar statements were 
classlfied in two govemmental funda. AH funds of the Trust are major funds. 
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THE CHILDREN'S TRUST 
(A Componen& Unlt.of the Commonwealth of Puerto Rico) ·-

MANAGEMENT'S DISCUSSION AND ANALYSIS AS 0F ANO FOR THE YEAR ENDED JUNE 30, 2018 RS�A 
4. FINANCIAL ANALYSIS 

The statament of net positlon (deftcit) and the statement of actlvitfes report lnformation about tha TN&t's 
actMtles in a way that wlll help understand whether the Trust as a whole is better or woree as a reault of thls 
year activitlaa. These two statements report the net deflclt of the Trust and the changas in net deffcit for the 
yeer. 
The Trusfs net posltlon (deffcit) (the difference between assets and the defemKt outflows of resources, and 
ffabilitfes and the deferred lnflows of resources) Is one way to measure the Trusrs financlal health or financlal 
positlon. OVer time, lncreases or decreases In the Trust's net position are one lndfcator of whether lts financia! 
health Is lmprovlng or deterforatlng. However, other non-financia! factora on tobacco and general industries, 
as are changes In economlc condltions and govemment leglslatlons need to be considerad. 

l. GOVERNMENT-WIDE FINANCIAL ANALYSIS 
The govemrnent-wide financia! statements are designad so that the user could determine whether th& Trust 
Is in a better or worse flnancial posltion when comparad to the prior year. The following is a condensad 
summary of net deffclt of the Trust compared wlth plior year (in thousands): 

Asaete: 
Currant 888ets  $ 
Non-ct.mn restricted assats 

Total asaeta 

Derenad outtows rl 1880lle8& 

Uabllltlts: 
CIIT8nt liablMtlel 
Non-ctl'rent llablllty 

Total lrabllltfes 

Net dalctt  $ 

Aaof June 30, 
2018 2018 

14,703 $ 32,258 
148,602 145,541 

181 ,306 177,797 

18,599 21.583 

6,137 8,230 
1.420.370 1.402.549 

1,428,507 1 ,408,779 

,1 .248,603) $ (1 ,209,419� 

$ 

s 

Changa 

Amount Percent 

(17,553) (54.4%) 
1,061 0.7% 

(18,492) (9.3%) 

(2.964) (13.7%) 

(93) (1.6%) 
17,821 1 .3% 

17,728 1.3% 

�37, 184) 3. 1% 

As notad, the Trusl's net deflcit fncreased by approxlmately $37.2 mllllon, from a deficit of approximately 
$1,209 mDHon In 2015, to a deffcit of approxlmately S1 ,247 mlHion In 2018. Thls deterioratlon resulta from tha 
net effect of: 

• Net decrease In total assets of approxtmately $16.5 mllllon, whlch Is relatad malnty to a loss on 
lmpatrment on deposlts on the Bank amountlng to approxlrnately $16.6 mllllon. 

• Oecrease In deferred outflows of resources of approxlmalely $2.9 million, mainly from the amortizatlon 
of defened loss on bonds refundfng. 

• Net tncrease in total llabilltles of approximately $17.7 mlUion, mainly due to the net effect of lnterest 
capitalizatlon for fiscal year 2016 of approxlmately S41.6 miHion and the payment of principal on bonds 
of approxlmately $24.9 mllllon. 
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THE CHILDREN'S TRUST 
(A Component Unlt of the Commonwealth of Puerto Rico) ·-

MANAGEMENT'S DISCUSSION AND ANALYSIS 
AS OF ANO FOR THE YEAR ENDED JUNE 30, 2018 RSM 

Condensad pragram actiVltiea and change In net deficlt are presented beloW (in thousands): 

For ttae Year Ended June 30, Ch•!!i• 
Functlon/Pn,gram 2018 2011 Amount Percent 

Expenses ofgovemmental actl\iities: 
Education $ 58 $ $ 58 100.0% 
Health 397 109 288 264.2% 
Recreatlon 80 ng (699) (89.7%) 
fntergovemmental grants 193 82 131 211.3% 
lmpainnent loas 16,603 16,603 100.0% 
lnterest on long tenn debt 

and other - net 93,989 92,472 1 ,617 1 .6% 

Total 1 1 1,320 93,422 1 7,898 19.2% 

Re\enues of gcnemmental actl\ftiea: 
fnvestment eamlnga 3,471 3,406 86 1.9% 
Global Settlement Agreement 70,865 86,192 4,473 6.8% 

Total 74, 136 69,597 4,539 6.5% 

Changa In net delclt $ (37,184) $ (23,825) $ i13,359) 56.1% 

While comparativa statements of net posltion (deftcit) show the changas In financia! posltlon, the statement of 
activitfes providea answers as to the natura and source of these changas. The lncrease In net deflcit of 
approximately $13.3 mllllon la mainly relatad to: (1) an lncrease on revenues of approxlmately $4.6 milllon, net 
of (2) an lncrease on expenses relatad to govemmental activlties of approxlmataly $17.8 mllllon. 

The lncrease in total revenues of approximataly $4.5 mhllon was malnly due to the lncrease of the Global 
Settlement Agreement conbibution. The total amount to be recelved under the Global Settlement Agreement 
dependa on the actual shipment of cigarettes. 

The net lncreaae in expenses of approximately $17.8 mllllon on govammental activltles was mainly due to a 
loas on Jmpairment on daposits in the Bank amounting to approximately $16.8 mlllion and lncrease In interest 
on long tenn debt amountfng to approxlmately $1.6 mUllon. 

8. GOVERNMENTAL FUND FINANCIAt. ANALYSl8 

The Truat's govemmental funds reported fund balances of approxlmately $124.2 mHllon as of June 30, 2016, 
which is approxlmately $18.0 mllllon less than in prior year. The decrease in fund balance in the govemmental 
funda Is malnly due to a loss on impalrment on deposits in the Bank amounting to approximately $16.6 milllon. 
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THE CHILDREN'S TRUST 
(A Component Unlt of tha Commonwealth of Puerto Rico) ·-

MANAGEIIENT'S DISCUSSION ANO ANAL YSIS 
AS OF ANO FOR 11tl! YEAR ENDED JUNE 30, 2018 RSM 

The folloWfng ia a rounded summary of fund balancés of the Trust comparad witb prior year (in thowlands) In 
the government ft.lnds: 

Uabtltiea and deferred lnftows 
Of'980UfC88 

Fund balances 
Total Habllltles, defened fnflows 
of f8SOW'081 and fund balances 

7. DEBT ADMIMSTRATION 

Aa of  June 301 

2016 2015 

$ 181.305 

$ 37,070 
124,235 

$ 161 ,305 

$ 177.797 

$ 42,784 
142,297 

Chanae 
Amount Percent 

$ (18,492) (9.3%) 

$ (5,694) (13.3%) 

(18.062) (12.7%) 

$ 23¡7� (12.8%) 

During the year ended June 30, 2016, principal payments on bonds payable amounted to approximatefy $24.9 
million. /VJ of Juna 30, 2016, tha remainlng balance on bonds was approximatefy $1 ,420 mlllfon, net of 
approxlmately $18.3 mllllon of non-accntted bond dlscount, due through year 2057. 

8. CURRENTLY KNOWN FACTS 

On April 6, 2016, the Commonwealth approved Act No. 21 known as 11Puerto Rico Emergency Moratorlum and 
Financia! Rehabilltat1on• (•Act 21•). Aet. 21 authorlzes the Govemor of Puerto Rico to declare a moratorlum 
on debt servfce payments for a temporary period for the Commonwealth, the Bank and the Economlc 
Oevelopment Bank for Puerto Rico (•eos·). 

0n AprU 8. 2018t pursuant to Ad 21 , the Govemor of Puerto Rico sfgned Executive Order No. 2016-01 o ("EO 
No. 201&-o10•)1 declaring the Bank to be In a state of emergency. In accordance wlth the emergency powers 
vested to 1ha Govemor In Act 21, EO No. 2016-01 O implemanted a regulatory framework govemlng the Bank's 
operatlons and llquidlty, lncluding prohibltlng loan dlsbursements by the Bank and establlshing a procedure 
with respect to govemmental Withdrawals, payments, and tranarer requesta with respect to runds held on 
deposit at the Bank. 

On June 30, 2016, the U.S. Presldent slgned the Puerto Rico Overstght, Management, and Economlc Stabllity 
Act. (9PROMESA•), whlch grants the Commonwealth and lts component unlts access to an orderly mechanlsm 
to restruclure their debts in exchange far slgnlflcant federal overslght ovar the Commonwealth's flnances. In 
broad strokea, PROMESA seeks to provlde Puerto Rico wlth fiscal and economlc disclpUne through the creatlon 
of a control board, retlef from creditors and lawsuits through the enactment of a temporary stay on llllgatfon, 
and two alternativa methods to adjust unsustainable debt. 

On June 30, 2016. the Govemor signad an Executiva Order, E0-2016-030 c•eo No. 2018-30•), daclañng the 
Commonwealth to be In state of emergency an<I declarlng a moratorlum on the CommomNealth's obllgatlon to 
make payments on bonds, and notes issued or guaranteed by the Commonwealth. EO No. 2016-30 suspends 
any obtlgation of the 0fflce of Management and Budget of tha Commonwealth to lnclude an approprlation In the 
proposed budget submitted to the Legislative Assembly far the payments of bonds issued by the Publlc Finance 
Corporatlon. 
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THE CHILDREN'S TRUST 
(A Component Unlt of the Commonwealth of Puerto Rico) ·-

MANAGEMENT'S DISCUSSION ANO ANALYSIS 
AS OF ANO FOR THE YEAR ENDED JUNE 30, 2018 RSM 

On October 16, 2016, the Puerto Rico Oepartment ofTraasury lssued Circular Letter 1300.08--17 Whereby lt is 
declarlng that Bank's managament understand that there Is a substantial doubt as to lhe Bank's abillty to 
continua as a going concern. Further, the Circular Letter requfres the Corporations and Municlpalltles to perform 
an lmpairment analysls of its deposita on the Bank. in whlch the unrealizable deposits need to be accaunted as 
an lmpairment loss. 

The Trust maintalns aU cash In the Bank. Management be1ieves that the Bank faces flnancial chatlenges and 
uncertaintles relating ita operatlon, as a result an ímpairment loss of approxlmately $16.6 mllllon was rec:ognlzed 
In the Trusfs financia! statements 88 of June 30, 2016. Refer to Note 3 of the basic financial statements for 
further lnformatJon. 

0n January 29, 2017, tha Govemor signed Act. No. 5 of 2017 (Act 5), Puerta Rico Flnancial Emergency and 
Fiscal Re&ponSibiOty Act, supersedlng and amending Act 21. The Act 5 is lntended to facllitate and encourage 
a voluntary negotlatlon process under PROMESA between the Governor and/or the Puerto Rtco Fiscal Agent 
and Ffnanclal Advlsory Authority, on behalf of the Govemment of Puerto Rico, and the creditors of the 
Govemment of Puerto Rico and its lnstrumentalitles. The Act 5 authorizes the Govemment of Puerto Rico, 
wlthln the parameters established by PROMESA, to designate certaln services necessary for the health, safety 
and welfara of the resldents of Puerto Rico and provided by the Govamment of Puerto Rlco and lts 
lnstrumentalitles as •essentlal serv1ces•, in accordance with the Constitution of Puerto Rico. 

Basad on the Act s. an emergency period commencing on the effectiVe date of the Act. and endlng upon May 1 ,  
2017, whlch term may be extended by the Govemor pursuant to an  executlve order for one addfflonat perlod of 
three (3) months, was declarad. Sedlon 203 of lhe Act 5 provides, among other, that. during the emergency 
period: 

• the Govemor shaU pay debt servk:e to the extent (a} posslble after all essentlal servfces of the 
Commonweatth of Puerto Rico have been provlded for; or (b) orctered to do so by the OVerslght Board or 
any other board created under federal law. In the event that the provlslons of tha Act 5 are In conftld Wlth 
the provlslons of any other law, the provlslons of thls Act. 5 shall prevall. 

• the Govemor may lssue exacutive ordenS requfring the use of avallable resources to be deposited In a 
lockbox account under the sole control of the Puerto Rico Fiscal Agent and Ftnancial Advisory Authority to 
pay for essential services as the Govemor deems necessary to protect tha health, safety, and welfare of 
the resldents of Puerto Rico. The Govemor may take any and all actions that the Govemor deems 
reasonable and necessary to preserve the abíllty of the Commonwealth or an instrumentality of tha 
Commonweatth to continua provldlng essentfal servlces to resldents of Puerto Rico. 

• the Govemor may lssue executive orders establlshlng priority rules for the dlsbursement of publlc f\Jnds 
when resources available for a fiscal year are lnsufflclent to cover the appropriatlons made for that fiscal 
year. 

• notw1thstandlng Sectlon 4(c) of Act No. 147 ot Juna 18, 1980, 88 amended, the Governor may repnanbze 
certaln servlces and expenses to a hlgher payment prtortty. 

• the Govemor may issua executlve orders as the Govemor deems necessary or advisab1e to assure the 
payment of a debt obllgation of the Commonwealth or an instrumentallty of the Commonwealth. 

9. REQUEST FOR INFORMATION 

Thls flnanclal report is designed to provlde those interested wlth a generaJ overview of the Trust's finances and 
to enhance the Trust's accauntabllfty for the funda lt recetves. Questions about thls report or requests for 
addltlonal inl'ormatlon should be addressed to the Trust, PO Box 42001 , San Juan, Puerto Rico, 
00940-2001 . 
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THE CHILDREN'S TRUST 
(A Component Unlt of the Commonwealth of Puerto Rico) 

BTATl!MENT OF NET POSfflON (DEFICIT) 
JUNE 30, 2018 

ASSeTS 
CURRENT ASSElS: 

lnterest-beartng depoalts with Go\emmant 
Deválopment Bank lbr Puerto Rico 

Certfflcata of depoelt 
ln\98tments and lnYastmant contracta 
Accrued lntarest recel\Bbla 

Total cunant asaets 

NONCURRENT RESTRICTED ASSElS: 
ftMetments and lnYaatment contracta 
Accrued lnteNNSt recehable 
Racehlable from Global Settlement Agreemant 

Total noncurrent restricted assets 

Total assets 

DEFERRED OUTFLOWS OF RESOURCES -
DeferTed loas on bonds defeasance 

LIABIUTIES 
CURRENT UABILmes: 

Accounts payable 
Uabllltfes payable from restrtcted assets­

Accrued lnterest payable 

Total cuma llabllitlea 

NONCURRENT LIABILllY - Bonds payable - due in mo,e than one year 

Total llabilítíes 

NEr POSITION (DEFICIT) 
Reatñcted 
Unrestrlcted 

Total net delcft 

Sea notes to basic ffnanclal statements. 
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210,101 
86,909 ..... 

14,424,967 
1 ,378 

1 

14,703,365 
� 

109.380,042 -
456,686 

38,764,733 

148,801,480 

161,304,815 u 
18,699,104 u 

304,788 u 
5,832,026 

6,138.812 

1,420,370,220 

1,426,507,032 .... 

140,789,434 
(1.387,372,547) 
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(A Component Utatt of the Commonwealth of Puerto Rico) 

STATEMENT OF ACTIVITIES 
FOR THE YEAR Bl>ED JUNE 30, 2018 

FuncllonwPrograma 

GOVERNMENTAL ACTIVITIES: 
Healfh s 
Educatlon 
lntergowmmental grant• 
lmpalnnent loas 
Debt S8NC8 and other 

Total glMl'Ml8f'ltal actl\lUel s 
GENERAL REVENUES - ln\eatment eam11111 

CHANGE IN NEr DEFICIT 

NEr DEflCIT - BeglMlng rJ yeat 

NET DEFICIT - End rJ year 

L See notes to baslc lnanclal atatements. 

L 
L 
L 
L 
L 
L 
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Expen•• 

:\AR,992 
80,082 
57,845 

193,108 
16.603,032 
93,989,386 

111,320,223 

s 

s 
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RS�A 

Program Net 
Ravanues Ravenuew(Expe,,... 

lnvntment Operallng and Changn 

Eamfngs Contributlona In Net Dtflclt 

s $ (398,992) 
(80,082) 
(57,&46) 

(193,108) 
(16,803.032) 

3,416,661 70,864,613 (19,908,212) 

3,416,661 $ 70,864,513 (37,239,048) 

54,780 

(37,184,289) 

(1,209,418,824) 

$ (1,248,803.113) 



THE CHILDREN'S TRUST 

(ACamponent Unlt of the Commonwealth of Puerto Rico) 

BALANCE SHEET - GOVERNMENTAL FUNDS 
JUNE 30. 2018 

General Fund 

ASSETS 
lnterast-bearlng deposite with Go\emment 

Oevelopment Bank for Puerto Rico $ 210, 101 

Certfficate of deposlt 68,909 

lmestments and irwestment contracts 14,424,967 

Accrued interest recehable 1 ,378 

Recehable from Global Settlement Agreement 

Total assets $ 14,703,355 

UABIUTIES. DEFERRED INFLOWS OF 

RESOURCES ANO FUND BALANCES 

LIABIUTIES - accounts payable $ 304,788 

DEFERRED INFLOWS OF RESOURCES -
Deferred re\ellue 

FUND BALANCES: 
Rastricted 
Committad 25,488,852 
Asslgned 2,851 ,324 

Unassigned (13,939,607) 

Total 1und batanees 14,398,569 

Total llabHltfea, deferred lnflows of 
1'880urces and fund balances $ 14,703,355 

See notes to basic financia! statements. 
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Total 
Debt Govemmental 

Servlce Fund Funda 

$ $ 210.101 
68,909 

109,380,042 123,805,009 
456,685 458,063 

36,764,733 38,784,733 

$ 146,601,460 $ 161,304,816 

$ $ 304,788 ' 

38,764,733 36,764,733 

109,838,727 109,836,727 

25,486,852 
2,851 ,324 

(13,939,607) 

109,836,727 124,235,296 

$ 146,601,460 $ 161,304,815 
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THE CHILDREN'S TRUST 

(A Component Unlt of the Commonwealth of Puesto Rico) 

RECONCILIATION OF BALANCE SHEET- GOVERNMENTAL FUNDS TO THE 
STATEMENT OF NET POSmON (DEFICIT) 
JUNE 30, 2018 

FUND BALANCES OF GOVERNMENTAL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVITIES ARE 
DIFFERENT IN THE STATEMENT OF NET POSITION (DEFICIT) BECAUSE: 

ReceiWlble ti'aTt Global Settlement Agreement to be applled to debt scwce wilt not be 
receiwd in the current period and, therefore, is reportad as defened lntlows of 

·-

RSM 

$ 124,235,298 

resourcas in the fund flnanctal statements. 36,764,733 

Accrued lntereat payable la not due and peyable in the current period and, thentfore, is 
not raported In the fund flnancial statements. (5,832.028) 

Sonda payable ara not dua anct payable in the current perlod and, therefore, ara not 
repor1ed In the fund financia! statements. (1 ,438,655,298) 

Olscount on banda lsaued Is reported as an other financlng use in the gowmmental 
blds flnanclal atatements; howlMr, such dlscount Is defen'8d and accreted owr the 
llfe of the bonds and la lncluded withln bond& payable In the statement of net deficit. 18,285,076 

Unamortlzed losa on bonc:fs refunding Is not reportad as an expenditure in the 
goyammental fund ftnanclal statements: howewr, such losa Is del'ened and amortlzed 
over the life of tt,e bonds and Js presented as deJaned outftowa of resources In the 
statement of net deftcit. 1 8,599.104 

NET DEF1ctT OF GOVERNMENTAL ACTIVITIES $ (1,246,603,1 13) 

See notea to b881c financial atatements. 
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THE CHLDREN'S TRUST ·- r i 
' l 

(A Component Unlt of the Commonwea 1th of Puerto Rico) 
RSM 

u 8TATEMENT OF REVENUES, EXPENOITURES, ANO CHANGES IN PUNO 
BALANCES - GOVERNMENTAL FUNDS 
FOR THE YEAR ENDED JUNE 30, 2018 

u Total 
Debt Govemmental 

General Fund Servlce Fund Funde 
-

REVENUES: 

lm.estment eamlngs $ 54,760 s 3,416,661 s 3,471,421 
Ravenue t0fn Global Settlemant Agraement 10.no,624 70,770,624 -

Total revanuea 54,780 74, 187.285 74,242,046 -
EXPENDITURES: 

Haalth 396,992 398,992 
Racreatton 80,062 80,062 -
Educatfon 67,845 57,645 
lntergowmmental 193,108 193,108 u othar 365,012 365,012 
lmpalm,ent losa 16,603,032 18,603,032 

u Debt s8"Ace: 
Pñncfpal 24,950,000 24,950,000 
lnterest 48,056,872 48,056,872 

u 
Total expendltures 17,695,849 73,006,872 90,702,721 

OTHER FINANCINO SOURCES/(USES) -
Transfel'B inl(out) 13,782 (13,782) 

NET CHANGES IN FUND BALANCES (17,627,307) 1, 186,631 (16,4160,676) w 

FUND BALANCES - Beglnnlng of year 32,025,876 108,670,096 140,695,972 u 
FUND BAl.ANC&S - End of year $ 14,398,569 $ 109,838,727 $ 124,235.298 

1 i � 
See notas to baaic financial statements. 
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THE CHILDREN'S TRUST ·-

(A Componant Unlt of the Commonwealth of Puerto Rico) 

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, ANO CHANGES 
IN FUND BALANCES - GOVERNMENTAL FUNDS TO THE STATEIIENT OF ACTIVITIES 
FOR THE YE4R ENDED JUNB 30, 2018 

NEr CHANGE IN FUND BALANCE · GOVERNMENT AL FUNDS 

AMOUNTS REPORI ED FOR GOVERNMENTAL ACTIVITIES ARE 
DIFFERENT IN THE STATEMBO' OF ACTIVITfES BECAUSE: 

Net change In raeei\able tom Global Sattlement Agraement is reportad as rewnue In the 
statemant of actJ\4tlea, but Is not repo,ted In the fund tlnanclal atatement sinca lt does not 
pnMde cunent financlal resources. 

Net changa In intereat payabfe reportad In the statement of acti\ffies that does not requlre 
the use of current financial resources and. therebe, are not ntpOrted as an expenditure in 
the gowmmental fiJnds. 

Repayment of bond prlnclpal Is an expenditure in the gowmmental fiJnds, but the repayment 
reduces bonds payable ln the statement el net positlon; this Is the amount of redemptlon on 
bond principal during the year. 

lnterest capltalizatlon on the 2005 and 2008 Series of the Tobacco Settlemant Asset• 
Backed Bonda do not requlre the use of current tlnanclal resources and, therefora, are not 
reported as expenditure In gowmmental ft.mds. 

Toe amortlzatton of deferred tosa on bonds reftJnded and the accretlon of bonds dlscount do 
not require the use of cunent financia! rasources and, therebe. are not reportad as 
expendltures in the govemmental lmds· 

Accretlon of bond discount 
Amortlzatlon of losa on refiJnding 

CHANGE IN NET OEFICIT OF GOVERNMENTAL ACTIVITIES 

Sea notes to bale financial statements. 
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(16,460,676) 

(106. 1 10) 

167,633 

24,950,000 

(41 ,822,190) 

(1 , 148,948) 
(2.964,000) 

(37, 184,289) 
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THE CHIU>REN'S TRUST 
(A Coníponent Unlt of tha Commonwealth of Puerto Rico) RSM 
NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30 2011 
1. REPORTING ENTITY 

The Chlldren'a Trust (the •rrusr) la a Component Unit of the Commonwealth of Puerto Rico (the 
•eommonWHlth•) created by Act 173 of the Legislature of the Commonwealth on July 30, 1999, as amended, 
(the •Act 1 73•)1 and an afflliate of the Govemment Development Bank for Puerto Rico (the •ean�). a 
Component Untt of the Commonwealth. The Trust was created forthe purpose of devefoplng programa almed 
at promotfng a better quality of lifa and the well-belng of famllies, chUdren, and youth In Puerto Rico, especialJy 
in tha areas of educatJon, recreatlon and health. These programa are financed with moneys recelved by virtue 
of the Commonwealth from the Global Settlement Agreement datad November 23, 1998 (the "Agraemenr) 
betwaen eertain tobacco companles and cettaln states, tenitories, and other jurisdlctions of the Unlled States 
of Amarlca, fncludlng the Commonwealth. Pursuant to the Act 173, tha Commonwaafth ustgned ancf fa 
tranaferr1ng to the Trust the contributions, whlch the Commonwealth Is entltled to receive under the 
Agraament The Agreement calls for aMual payments through the year 2025, whlch wlll vary due to 
lnftatlonary and volume adjustments. After 2025, tha tobacco companies shall continua maklng contributlons 
In perpetUlty. Currently, all of the proceeds recelved from the Agreement are pledged for debt service. 

The Act 173 provldes that the Bank wlll act as the trustee of the Trust. Pursuant to the Act 1 73, the Trust la 
exempt from taxation In Puerto Rico. 

2. 8ASIS OF PRESENTATION ANO SUMMARY OF SIGNIFICANT ACCOUNTtNG POLICIES 

The accounting and reportlng policies of the Trust conform to Accountlng Principies Generally Accepted In the 
Unlted Statea of Amerlca (ªGAAP") for govemments, as prescn'bed by the Govemmental Accounting 
Standards Board rGASBª). 

The preparatton of ftnancial statements In conformity wlth GAAP requfres management to make estimates and 
assumptlona that affect tha reportad amounts of assets, deferred outftows of resources, llablllties, deferred 
inftows of resources, and the disclosure of contingent assets and llabllitles at the date of the financlaf 
statements, and the reported amounts of changas in net posltlon {deftcft), and actlvities dunng the reporting 
period. Actual 1'9SUlts oould dlffer from those estimates. 

Followtng la a desctiptlon of the Trust's most signiflcant accounting policlas: 

Government-Wlde and Fund Flnanclal Statementa 

Govemment•Wlde Financia/ StatemWJts- The statement of net position (deflcit) and the statement of 
actfvitles report infonnatlon on all balances and activities of the Trust The effect of lnterfund balances has 
been removed from both statemenm. Govemmental activlties are flnanced through revenues from the 
Agraement. lntergovemmental revenues, and lnvestment eamings. 

The atatement of net posltion (deficit) presenta tha TNst's assata and deferred outflows of rasources, and 
llablllttes and defen'ad lnffows of resourcas. with the difference reported as net position (deftcit). 

Net posldon (deftcit) la reported In three categorles: 

• Net lnvestment In capital assets - consista of capital assets. net of accumulated dapreclatlon and 
amortlzatlon and reduced by outstandlng balances for bonds, notes, and other debt that are attributed to 
the acqulsitlon, conatruction, or improvement of those assets, lf any. The Trust has no lnvestment In capital 
assets. 
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THE CHILDREN'S TRUST 
(A Component Unlt of tha Commonweallh of Pue,to Rico) RSM 
NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30 2016 

• Restrlcted -feSUlts when constraints placed on net positfon use are elther extemally lmposed by credltors, 
contrlbutors, and lhe llke, or lmposed by taw through constitutlonal provislons or enabling h!9'slatlon. When 
both restricted and unrestricted mources are avallable for use. lt Is the Trust's pollcy to use restrtcted 
resources flrst and the unrestrtcted resources when they are needed. 

• Unrastricted - consista of net posltion (deficit) that doea not meet the deflnition of the two preceding 
categories. Unrastrlcted net positlon often Is deslgnated to indicate that management does not conalder lt 
to be available for general operations. Unrestrlcted net positlon often has constralnts on rasouroes, whlch 
are lmposed by management, but can be removed or modified. 

The statement of activltlas demonstrates the degree to whlch the direct expenses of a glven funcUon or 
segment fs offset by program revenues. Direct expenses are those lhat are ctearty ldentiflable withln a speciflc 
functton. Program revenues fnclude eamlngs on lnvestments. Other ltems not meeting the definitlon of 
pragram revenues are reportad as general ravenues. 

Fund's Finsnclal Statements- Fund accountlng is designad to demonstrata legal compllance and to ald 
financia! management by segragating transactfons reJated to certain govemment functions ar actlvlties. A 
fUnd Is a separata accounting entity wlth a self-balancing set of accounts. Ali of the financia! actlvltles of the 
Trust are reported In the accompanyfng baslc financia! stafements and have been classlfled as govemmental. 
AII funds of the Trust are majar funda. 

Fund balances for each govemmental fund are dlsplayed In the foflowing classiftcations depictlng tha refative 
strength of the spencHng constraints placed on the purposes for which resources can be used: 

• Nonspendable-amounts thatcannot be spent because u.y 818 eíther not in a spendable fonn (such 
as inventorles anct prepald amountB) or are  legally or contractuaJly requlred to be malntalned lntact. 

• Restricfed- amounta that can be spent only for specific purposes becaUse of constraints lmposed by 
extemal providel's (such as grantors, bondholders, and hlgher levels of govemmenl). or fmposed by 
constitutional provislons or enabllng leglslatfon. 

• Committed - amounts that can be spent only for specific purposes detem,ined by a fOrmal actlOI' of 
the govemmenfs highest level of decislon-making authortty. 

• Aaaigned - amounts the govemment lntends to use for apeciflc purposes that do not meet the crlteria 
to be cfassiffed aa rastrlcted or commltted. 

• Unasslgned -amounts that are available for any purposa. 

M.........ment Focua, Bufe of Accountlng, and Ffnanclal Statament Presentatfon 

Govemment-Wlde Financia/ Statements-The govemment-wida flnanclal statements are reported uslng the 
economfc resources measurament focus and the accrual basls of accountfng. Revenuas are recordad when 
eamed and expenses are recordad when a liablllty Is incurred, regardless of the Omtng of relatad cash flows. 
Grants and similar ltems are recognlzed as revenues as soon as all of the eHglblffty requirements imposed by 
the proVider have been met 
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THE GHILDREN'S TRUST 
CA Componlnt Unl of the Commonwulth of Puelto Rico) RSM 
NOTES TOTHE PINANCIAL STATEMENTS 
JUNE 3!, 2018 

Govemrnental Fund's Flnam;JaJ statementa- The govemmenlal fund's flnancfal atatements are reportad 
uslng the eurrent financia! resources measurement focus and the modifled accrual basls of accountlng. 
Revenuas aré rec=ognfzed when they bacome measurable and avallable. Revenues are considerad to ba 
avaifabte when they are co11ectibfe wlthin the current period or soon enough thereafter to pay labilltiea of the 
currant period. For thís pUTpOSe, the TNst considera revenues to be avallable if they are to be collected wlthln 
120 daya aftet the end of the current ftscal year-end. Expenditures are recordad when tha retated llablllty Is 
lncurred. An axceptJon to thls general rule rnctudes prfnclpal and lnterest on general long-tenn debt, whfch is 
recogn1Zed when due. 

The ffnanc:ial activitles of the Trust that are reportad In the accompanying baslc financial statements hava 
been classitied lnto the follawing mejor govemmental funds: 

• General Fund- The general fund Is used to account for grants awarded to promote a better quality of 
tifa and the well-being of famllies, children, and youth In Puerto Rico. During the year ended June 30, 
2016, grants were awarded for health, recreation, and educatlonal actlvitles. 

• Ollbt Service Fund-This debt service fund 1s used to account for proceeds from the Agreemant and 
for the payment of interast and principal on long..tenn obllgations. 

Budptluy Accounr/ng - The Trust is not requlred by the Act 173 to submlt a budget for approval by the 
Legislatura of the Commonwealth; consequently, no formal budgetary accountlng proceduras are followed. 

Use ol &tlmatu- The preparatton of the basic financia! statements In conformlty wlth GAAP requlres 
management to meke estlmates and assumptions thataffect the reportad amounts of assets, deferred outtlows 
of resources, liabilities, deferred inttows of rasources, and disclosure of contlngent assets and liabllltfea at the 
date of the baslc financial stataments and the reportad amounts of revenues and expenses during the reporting 
period. Actual resuHs could differ from those estimates. 

C.h Equ/valents - Cash equivalents are deflned as hlghly llquld lnvestments wlth orfglnat maturltles at the 
data of purchase of thraa months or lass. 

lnvestmenta ami lnvestment Contracta - lnvestments and investment contracta are carrled at falr value, 
except for money market lnvestmants and partlcipating lnvestment contracta with a remainlng rnaturity at the 
tfme of purchase of one year or less, and non-partlcipating tnvesbnent contracta, canied at cost, whlch 
approximate fatrvalue. Fair value is determinad basad on quoted market prices, and quotations recelved from 
lndependent broker/dealers or prfcing servlces organfzatlons. 

GASB Statement No. 721 Falr Value Measuremsnt and Appllcatlon, defines falr value as the price that would 
be recewed to sell an asaet or paid to bansfer a lfabillty In an orderty transaction between market particlpants 
at the measurement date. 

Thls statement establishes a hierarchy of valuatron lnputs basad on the extent to whlch the tnputs are 
observable In thé marketplace. lnputs are used tn apptylng the varlous valuatlon techniques and take lnto 
account tha assumptiOns that market partlclpants use to make valuation decisions. lnputs may lnctude prlce 
lnformation, ctedft data, interest and yleld curve data. and other factora speciffc to the financia! instrument. 
Observable inputs reftect market data obtained from lndependent sources. In contrast, unobservable fnputs 
reflect tha entfty's assumptlons about how market participants would vafua the flnancial lnstrumenl 

16 

u 

: 1 
¡,,,.¡ 

u 

u 

-

1 
1 -

-

u 

u 

u 

i 1 
¡,,,,¡ 

u 

u 

1 1 

w 

u 

u 

LI 

u 

r
_
 



L 
L 
L 
L 
L 
L 
L 
L 
L 
1 
L 
L 
L 
L 
L 
L 
L 
L 
L 

·-

THE CHILDREN'S TRUST 
RS�A (A Component Unlt of the Commonwealth of Puerto Rico) 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30 2016 

A financia! instrumenfs level withln the fair vatue hierarchy Is based on the lowest level of any input that is 
slgnlflcant to the fair value meaaurernent The foflowtng descnbes the hlerarchy of lnputs osed to measure falr 
value and the prtma,y valuatlon methodologles usad for flnanclal lnstruments measured at falr value on a 
recurrtng basis: 

Level 1 

Levet 2 

Jnvestments Whose values are balad on quoted prlces (unadjusted) for identlcal assets 
or IJabllitles In acftve markets that a govemment can access at the measorement date. 

lnvestmants with lnputs other than quotecl pricea lncluded withln Level 1 that are 
observable for an asset or llablllty, el1her dlrectly or lndlrectly. 

f nveatments have unobservabta lnputs for an asset or llabUlty and may requtre a degrae 
of professfonal judgment. 

Realizad galns and losses from the sale of investmentt and unrealzed changea In fair vatues ara recorded as 
lnvestment lncome. 

Bond laaue Coats and Bond Dlscounta- In the govemment-wlda flnanclal statements and the 
govemmental funds flnanclal stataments, the bond lssue costa are recordad as expendltures when pafd. 
Olscount on bonds Is accreted ovcr the flfe of the debt ualng tha effec:tive lnterest method In the govemment­
wlde flnanclal statements. Olscount on bonds Is accounted for In the governmental funda as expendltures 
when pa�. 

Refundlng- Refundlng lnvolva the lssuance of new debt whose proceeds are used to repay lmmedtately 
(aunent refundlng) or at a future time (advance refundlng) prevlously issued debt The cfifference between 
the reacqulsltiOn prlce and the net carrying amount of the old debt is defan'ed and amortizad as a component 
of lnterest expensa In the statement of actlvftles. over tha remalnlng l1fe of the old debt or the tife of the new 
debt. whlohever Is shorter. The deferrad amount Is reportad on the statement of nat posltton {deflcrt) as 
deferred outftows of resources. 

DeflmHI Revenue- Deferrad revenue at the govemmental fund level arlsea whan potentlal revenue doas 
not meet the •ava11able• criteria fer ravenue racognition In the cum,nt period. Oeferred revenue aJso arlsee 
when resources are recelved before the Trust has a legal ctalm to them. as when grant moneys are received 
prior to lncurrfng tha quaflfylng expendltures. In subsequant perlods, whan the revenue recognition crlterla la 
met. or when the TNSt has a legal clalm to the reaources, the Uabillty for deferred revenua is removed from 
tl1e balance sheet. and the revenue Is recognlzed. Deferred revanue at the govemment 'Wide level arises onty 
when the Trust recelves resources before it has a legal clalm to them. The deferred ravenue Is teported on 
the govemmental funds balance sheet as deferrecl lnftows of resources. 

Tobacco Sflftlement- The TNst follows the GASB Tachnlcal BulletJn No. 2004-1, Tobacco Settlement 
Rec;ognitlon and Flnanclal Reporfing Entlty Jssue, as amended by GASB Statament No. 48, Sales and PJedgn 
ol Recelvables and Future Revenues and lntnJ.Entlty Transfers of Asaeta and Future Rewnues (the ªGASB 
48"), whlch provldes accounting guidanee for antlties created to obtain the rlghts to all or a portien of futura 
tobacco setttement rasources and fer the govemments that create such entlties. 
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THE CHILDREN'S TRUST 
(A Component Unlt of the Commonweafth of Puerto Rico) RSM 
NOTES TO THe FINANCIAL STATEMENTS 
JUNI! 301 2011 

GASB 48 lndtcates that the entlty craated to obtaln the rights, whlch Is called lhe Tobacco Settlement Authority 
r,'SA•), shoUld be considerad a component unit of tha government that Cl'&ated it and that the component unlt 
shoUld be accounted for as a blended r.omponent unil GASB 48 also states that the govemment raceivlng 
the paymen1s from tha tobacco companles under the Agreemen� which Is called the saltlng govemment 
should recognlze a receivable and revenue for tobacco settlement resourcas When an event occuts. The 
event that results in the recognltlon of an asset and revenue by a settllng govemment Is the domeatlc shlpment 
of dgarettes. GASB 48 lndlcates that accruals should be made by the settllng government and TSA for 
estlmated shlpments from January 1 to thelr respective fiscal year-ends, sfnce the annual payments are based 
on a calendar year. However, underthe modlflad.accrual basls of accountlng at the fund level, revenue should 
be recognized only to the extent that resources are available. 

GASB 48 addrasses the questlon or how the settflng govemments should report the receipt of the resourcas 
provlded by the TSA's remlttances of the proceeds of the bonds sold. Since the TSA should be reported as a 
blended component unlt. GASB 48 lndicates these remlttances should be reportad as transfera Jnto the fund 
recelvlng the prcceads and transfers out in the fund that accounts for the actiVlties of the TSA. Since the Trust 
has no contractual obllgation, under lts enabllng legislatlon or etsewhere, to remit all bond proceeds or assets 
relatad to tha Agreement to the settllng govemment (the Commonwealth), the Trust recognlzes as expenses 
amounts that are dfsburaed for grants to lts seltling govemment (lncluding lts instrumentallties) or thlrd partfes. 
GASB has tssued the followlng accountlng pronouncements that have effective date after June 30, 2016: 

(a) GASB Statement No. 73, Accountfng and Financlal Reporting for Penslons and Related Assets That 
Am Not within the Scope of GASB Slatement 68, and Amsndments to Certain Provlslons of GASB 
Statements 67 and 68, which is effectlve for fiscal yeats beglnnlng after June 15, 2016, except those 
provislona that address accountlng and ftnancial reportlng by employers and govemmental 
nonemployer eonbibutlng entltles for penslons that are not Wlthin the scope of Statement 68, which 
are effectiVe for fiscal years beginning after June 15, 2018. 

(b) GASB statement No. 74, Financia/ Reportlng for Postemployment Benefit Plans OtherThan PeMion 
Plans, whlch Is effectlve for fiscal years beglnnlng after June 1 5, 2016. 

(e) GASS statement No. 75, Account/ng and Flnanclal Reporttng for Postemp/oyment S.nefits Other 
Than Pensions. which Is efft!ctive for fiscal years beglnning after June 15, 2017. 

(d) GAS8 Statement No, n, Tax Abatement D/sclosum, which is effective for periods beglnnlng after 
Oecember 16, 2015. 

(e) GASB Statement No. 78, Pensions Provlded through Certaln Multiple-Employer óeffned Benefit 
Penslon Plana, Is affective for fiscal years beginning afler December 15, 2015. 

(f) GASB Statement No. 79, c.ttain &tema/ lnvestment Pools and Pool Partictpants, Is effective for 
fiscal years beglnnlng after June 15, 2015, except for certaln provlsions on portfollo quallty, custodia! 
risk, and shadow prlcing. Those proVisions are effective for fiscal yeara beginnlng after Oecember 
15. 2015. 

(g) GASB Statement No. 80 Blendlng Requlrements for Certain Component Unlts - an amendment of 
GASB statement No. 14. The requlrements of this statement are effective for fiscal years beglnnlng 
after June 15, 2018. 

(h) GASB Statement No. 81 lmwocable Split-lnterest Agreements. The requlrements of thls statement 
ara effective for fiscal years beginnlng after December 15, 2018. 

18 

u 
i ' 
' 1 w 

u 
u 
-

-

LI 
u 
u 

... 

u 
1 : 
1 1 u 

u 
u 
u 
1 

..,¡ 

-



L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

·-
THE CHILDREN'S TRUST 
CA Component Unlt of th• Commonwealth of Puerto Rico) RSM 
NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30 2018 

(1) GASB Statement No. 82 Penslons lssues-an amsndment of GASB statements No. 67, No. 68 and 
No. 73. The requlrements of thfs statement ara affective tor fiscal years beginnlng after June 16, 
2016, except for the requlrements of thls Statement for the selectfon of assumpUons In a 
circumstance In Which an employer's penslon llablllty Is maasured as of a data other than tha 
employer's most recent fiscal year-end. In that circumstance, tha requirements for the selectlon of 
assumptions are affactive for that employer in the first reportfng períod In whlch the measurement 
data of the pension íiability is on or after June 15, 2017. 

O) GASB statement No. 83 Certaln Aaset Retire1rlent Obligetlons. The requlrements of this statement 
are effectlve for flscal years beginning after June 16, 2018. 

(k) GASB Statement No. 84 Flduciary ActMties. The requlrements of thls statement are eft'ectlve for 
fiscal years beginning after December 15, 2018. 

Management Is evaluatlng the lmpact that these statements wlll have, lf any, on the Trust's basic financial 
statements. 

3. CU8TODIAL CREDIT RISK 

Custodia! credlt rtsk is the risk that fn the event of a bank failUre, the Trusfs deposlts may not be returned. 
The Trust does not have a deposlt pollcy for custodia! credlt risk. As of June 30, 2016. ali of the Trust's 
depos� bank balance. aggregating approxlmately $17,282,000. was exposed to custodia! aadlt risk slnce 
such deposlts, ali of which are maintained at the Bank, are untnsured and uncollaterallzed. 

As a result of reductJon rn llquidlty experienced subsequent to June 30, 2014, the Bank took a number of 
llquldlty enhanclng and conservatlon rneasures and consummated tha sala of assets and other altematives to 
address its liquidity needs. In lights of the Bank's significant debt servlce obllgattons durfng ft&cal year 2016, 
these measures. however are not expected to be sufflclent to malntain tha Bank's operations in the ordlnary 
course absent the completion of a capital market transaction, a rastructurlng of Bank's debt and the llmely 
payment of the Commonwealth debt servfce appropriatlon. 

Accordlngly1 the Bank was not in a position to pay the principal on lts debts obllgatlons due on May 1 ,  2018 
and contlnue operations In the ordlnary course. 

0n Aprll 8, 2016, the Govemor signad Executlve Order No. 2018-01 O (•EO No. 2016-010j, declaring the Bank 
to be In a &tate of emergency pursuant to Act 21 of Aprll 6, 2016. In accordance wtth the amergency powers 
provlded for In Act21, EO No. 2018-01 O lmplemented a regulatory framework govemlng tha Bank's operatlons 
and llquldlty, lncluding prohlbitlng loan dlsbursements by the Bank and establishlng a procedure wlth respect 
to govemmental wlthdrawals, payments, and transfer requests wfth respect to funds hetd on deposlt at the 
Bank. To that effect. EO No. 2016-01 o restriCts the withdrawal, payment and transfer of tunda held on deposit 
at the Bank to those fU&Oll8ble and necassary to ensure the provlsion of asaentlal servlces and authorlzes 
the Bank to establish weekly llmits on the aggregate amount of such dlsbursemetits. Moreover, EO No. 2016-
01 O prohibits tha Bank'a depositors from printing or writing chacks creditable agalnst thelr accounts at the 
Bank, unless they ob1ain a temporary walver from the Bank. As the Sank serves as the depositary of Trust's 
funds, the Trusrs cash and time depoaits, pursuant to EO No. 2016-10, wiU be subject to strict restrictions and 
limitatlons, as desCribed herein. 
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Management batleves that the Bank faces slgnlflcant riBk and uncertaintfes and lt currantly does not have 
sufflclent llqukl flnanctat rasources to meet obllgatlons as they become due, as a resuit. an lmparrment loas 
amountlng to approximately $16.8 million was recognized In the Trusrs flnanclal statemanta as of June 30, 
2016. 

4. INVE8TMENT8 AND INVESTMENT CONTRACTS 

The Trust follows the lnvestment guldellnes promulgated by the Bank under the authorlty provldad by Act No. 
1 13 of August 3, 1996 and Execubve Order 1995-50A which detan which lnvennents categorias may be 
purchased or enterad by tha Trust The Bank's lnvestment pollcles establlsh Umltatlons and other guldellnes 
on maturitles and amounts to be lnvested In the aforementloned lnveatment categories and by 
lssuer/counterparty and on exposure by country. 

Thererore, the Bank'e lnveatment pollcies allow managementto purehase or enter into the followlng lnvestment 
instrumenta: 

• U.S. govemment and agencies obllgatlons 
• Certiflcates of deposlt and time deposite 
• Bankers' aoceptancea 
• Obllgatlons of the Commonweatth of Puerto Rico, lts agencies, municlpallttes, publlc corporations, and 

fnátrumentafrtles 
• Federal funda sold 
• Securlties purchased under agreements to resell 
• World Bank sacurities 
• Martgage-backed and asset-backed securities 
• Corporate debt, lncludlng lnvestment contracts 

• Extemal investment pools 
• Stock of corporatlons craated under the laws of the Unfted Statea of Amerfca or the Commonwealth of 

Puerto Rico 
• Opllons, futuras, and lntereat-rate swap agreements for hedglng and rfsk control purposes, as well as 

for the creatfon of synthetfc praducts whlch quallfy under any of the foregolng lnvestment catagorles 
• Opan-end mutual funds wlth acceptable underlytng asseta and rated AAA by Standard & Poor's or lts 

equtvalant by Moody's lnvestors Servlce. 

The selVlce agreement wlth the Bank provldea that the Bank's As8et LlabUity Management Committee 
(•ALCO•) is reaponstble for lmpfemanling and monltorlng the lnterest rata rlsk poltcles and alrategies. The 
ALCO meets on a monthly basis to ooordlnate and monitor the lnterest rate risk management of lnterest 
sensltive assets and lnterest sensltlve ffabllltles, lnctudlng matchlng of their antlcfpated tevel and maturitles, 
consfstent wlth the Trusfs lfquldlty, capital edequacy, risk, and profltablllty goals set by the Tt\JSfS board of 
directora. 
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THE CHILDREN'S TRUST 
(A Component Unlt of the Commonwealth of Puerto Rico) RSM 
NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30 2018 

As of June 30, 2016, the Trust malntalns approximately $109.3 milllon In lnvestments and lnvestments 
contracta whieh are held as debt seivice reserves in trusted accounts that are govemed by the appllc:able bond 
indenture. AII of the funds used for debt services are held by the trustee In the name of the Trust with the 
exception of $83. 7 mlllion of nonpartlc�tlng lnvestments contracts. 

At June 30, 2016, falr value of lnvestments based on the hierarchy of inputs are determlned as follows: 

lnvellmant Type Level 1 Leval 2 Lavel 3 Total 

lntemal lll\l8Stment poola-11xed income aecuritles: 
Puerto Rico Gowmment lniatmentTn,at Fund $ $ 14.424,967 s $ 14,424,967 

Extemal lnwstment poots. txed lncome 1ecuritlet: 
U.S. Bank-Money Ma11<et 25,695,807 25,895,807 

Nonpartlcl¡)atlng ltMlltment eontracta-
UniCradlt Bank AGGuarwlteed lfMltment 
Contract 83,884,236 83,884,236 

$ 25,895,807 $ 14.424,987 s 83,684,236 $ 123,805,009 

The following table summarizes the typa and maturities of investments at fair vaJue hetd by the Trust at Juna 
30, 2016. Basad on concentration credlt risl(. lnvestments by type in any one issuer representing 5% or more 
of total inYeStmenta have been separately disclosed, 

Wllbln MtrOnt Allllrflvt AlllrTtn 
�ntlype Ont Y•r toFIVIYtall IDTtnYffll V..11 Total 

lnltl'l1II in.llnlnl poolt-btd ÍICClllltsec"11iel; 
Pu.to Rico �lt lrwtmtrtTnat Fllld $ 14,424,9&7 • $ • s ,,,424.9S7 

Exltfflll Ml1fflerlt poc1 .. llced irlcomt 1ICll!tles; 
u.s. Blnk-Mcnt¡ ..... 25.895.807 25.895.807 

Nonplrlíclplli"rfMltmenl� 
UnlCnldll 8lnk AG-Guaúld Natrnent 

83.884,235 83,1184,235 

$ 14,424,867 s $ s 109,380,� s 123.805,008 

Reconclllalb,to Ultgc,,aMl8ff-4ttfdt 
ltllemlntdnetdllcll: 
llMlltl'fGttd fnwllmellll and IIMltmenl contracta $ 1',4a4.9&7 
Raltricttd iWNtffllllll n ll'Mlllment contracta 109,380,042 

1'0111 $ 123,805.009 
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Tite cradlt quality ratlngs fer lnvestments and lnvestments contracts as of June 30, 2016, are as follows: 

Coanter Party 

A.let'to Rloo Govemment 
lnvNtmlnt Tl'u,l Fund 

US IMnlc  
UIQedl Bank AO 

l. S!RVICE AGREEMENT 

Credlt llell Rltlng 
Standard a Poor'• Moody'• 

A.Mm 
A+IA•1 

B88-/A·3 

The TNsl has an agreement wfth the Benk whereby the Bank provldes managertal, admlnfstratlve and 
ftnaneial aarvices to the Trust Pursuant to this agreement, the Trust was chargad $200,000 duñng ftacaf year 
ended June 30, 2018. Such amount was lncluded In accounts payable as of Juna 30, 2018. 

l. BONOS PAVABLE 

0n October 10, 2002. the Trust refunded lts then outstandlng $390,170,000 Tobacco Settrement Asset 
Backed Bonds, Series 2000 datad as of October 1 ,  2000, wtth new 2002 Serfes bonds (the •sartea 2002 
Bonds•) fn the amount of $1,171 ,200,000. As of Juna 30, 2018, the outstandJng balance of these bonds 
conslst of single ratad term bonds (the •renn Bonds") maturfng from May 15, 2025 to 2033 ($240,390,000 at 
6.375%), from May 1 5, 2034 to 2039 ($310,380,000 at 5.5%) and from May 1 5, 2040 to 2043 ($298,265,000 
at 5.625'6}. 

Toe Term Bonds are subject to mandatory redemptlon In whole or In part prior to thelr respective stated 
maturtty dates from the Agreement collectlons In excess of the minlmum amount requlred to pay the scheduled 
annual debt servlce and administrativa expenses may been used to redeem bonds at the redernpflon price or 
100ºAi of Uta principal amount thereof together wlth lnterest accrued thereon to the data fixed for redemptlon. 

On June �o. 2005, the Trust lssued a new serles of Tobacco SettJament Asset-Backed Bonds, Sertes 2006A 
and 2005B (the ªSerles 2005A and 20058 Sonda"), for $108,209,448. The Series 2006A and 20068 conslst 
of capital appreclatfon bonds maturing on May 1 5, 2050 ($74,523,430 at 6.50% plus accreted lnterest) and 
capltal appredatfon bonds maturing on May 1 5, 2055 ($33,886,016 at 7.25% plus accreted lnterest), 
1'8$PdYely. As of June 30, 2016, the outstanding balances of Series 2006A and 20058 conslst of 
$150,631 ,679 and $73,743,123, respectlvely. 

On April 30, 2008, the Trust lsaued a new serlas of Tobacco Settlement Asset-Backed Bonds, Serles 2008A 
and 20088 (tha ªSerles 2008A and 20088 Bonds•), for $195,878,970. Tha Series 2008A and 20088 oonsist 
of capltaJ appraclatlon bonds maturing on May 15, 2057 ($139,003,082 at 7.625% plus accreted lnterest) and 
capital appreciatlon bonds maturing on May 15, 2057 ($58,875,888 at 8.375% plus aCQteted Jnterest), 
respectlvaly. As of June 30, 2016, the outstandlng balances of Series 2008A and 20088 constst of 
$266,102,814 and $1 1 1 , 152,780, respectlvely. 
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THE CHILDREN'S TRUST 
(A Component Unlt of the Commonwealth of Puerto Rico) RS�A 
NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30 2018 

The Serles 2008A and 20088 Bonds are subordlnated and are not entltled to raceive any payments untll the 
date when the Serles 2005A and 2006B Bonds are no longar outstandlng. The Serles 2005A and 20058 
Bonds ara subordinated and are not entitled to recelve any payments until the data when the Serles 2002 
Bonds are no longar outstandlng. 

In additlon, the Series 20088 and 2005B Bonds are aubordinated to the Serles 2008A and 2006A Bonds, 
respectlvely, and are not entitled to receive any payments until the date when the Serles 2008A or 2005A 
Bonds are no longar outstandlng. AII bonds are secured by 100% of the annual payments received under the 
Agreement 

Changes In bonda payable for the year ended June 30, 2018, are summarized as follow (In thousands): 

Bllnelt Balancell 
.-. 1. Dlbt ou., .lwlt30. 
2015 Palcl lnul11• ... OntY• 

Barm Pll'fllltN S · 1,421,983 s s {24,880) $ 41,822 $ 1,438,ISM 

lhlccrellld ú:Gln (1!'34) 111G {18.285) 
Bondt payable  s 11

5
549 

! $ ,�950) s 421771 s 1 ,4201370 s 

Changas in deferred outflows of resources durtng the year ended June 30, 2016, are summarlzed as follow 
(in thousands): 

Defemld Ion on refundlng 

Balance at 
July 1, 
2011 AcCNtlon 

S (2'\583) S 2,964 
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THE CHILDREN'S TRUST 

RSM (A Com,onent Unft of the Commonwealth of Puerto Rico) 
u 

u 
NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30 2011 

1. 

As of June 30, 2016, debt servlce requlrements for bonds outstandlng were as follow (in thousands): 

Year Endina June ao, Pr1nclpal lntarNt Total 

2017 $ $ 46,656 s 46,658 
2018 46,656 4'6,656 
2019 46,656 46,856 
2020 46,656 "48,868 
2021 46,658 "48,658 
2022·2026 12.480 233,281 245,781 
2027-2031 186,832 214,338 400,988 
2032-2038 268,185 193,794 459,979 
2037-2041 334,210 81 ,782 415,992 
2042-2048 81,395 4,578 85,973 
2047�1 
2062-2066 
2057-4061 8,824.580 8,824,580 

9,505,482 $ 961,051 $ 10,466,533 

Lees: 
Unaccrated clscount (18,285) 

Unaccreted lnterest (8,066,827) 

Total Bonds payable $ 1,420,370 

COMMITMENTS 

-

: 1 
¡_, 

u 

u 

u 
1 ! 

.... 

At June 30, 2018, the Trust had approved commitments to provide asslstance to several entfties through 1 1 
twanty-four contracta wlth balances amountlng to approximately $17.0 milllon for health, recreatlon and U 
educatlonal actlvltles. 

8. GLOBAL SETTLEMENT AGREEMENT u 
On November 23, 1998, the Agreement was enterad into by and between certain tobacc:o companles and 

Th
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1th. . 1  ¡ e Agraement cal r annua payments roug e year 20 5, wh e vary dueto nnauonary an vo ume � 

adjustments. After 2025, the tobacco companles shall contlnue making contributlons In perpetulty. 
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THE CHILDREN'S TRUST 
(A Component Unlt of the Commonwealtll of Puerto Rlcot RSM 
NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30 2018 

FoUowlng is a sumrnary of projected collectlons amounts In the official statement that shOuld be received by 
the Trust through the year ending June 30, 2025 (unaudited, In thousands): 

Year Eil,dn9 June so, 

2017 
2018 
2019 
2020 

2021 
2022-2025 

hnount to be c:oUaclad through lhe �•r andlng Juno 30, 2025 

$ 

s 

Amount 

84,81 7  
95,824 
98,937 
88,014 
99,208 

409,088 

883,868 

Actual collectfons from the Agraement wm fluctuate due to future cigarette consumption, whlch could be 
affected by factots such as inflatlon, demographles, cigaretta prlces, dlsposable income. employment. 
advertising expendltures, and regulatlons, among others. During 2016, actual collections were $70,n0,623 
ar 15% leas than the proJectad amount In the master settlement agreement for the year 2016. 

Atl of the revenue receiYed under the Agreement and lnvestment eamlngs on certaln accounts under the bond 
lndenturas are pfedged as collateral for all bond issUances. 

Amounts received under the bond lssuances are usad to flnance prcgrams aimed at promottng a better quallty 
of llfe and 1he well-being of familias, childran. and youth in Puerto Rico, especlally In tha areas of educatfon, 
recreatlon, and health in fonn of grants. Part of the proceeds from the Serles 2008A and 20088 Bonds were 
used to pay certafn operatlng expenses of the Commonwealth. 

Ourtng the year ended June 30, 2016, pledged revenues amounted to $701n0,824, whlch were usad to pay 
for $73,007,872 of relatad principal and fnterest of the bond Jsauances. 

l. INTERGOVERNMENTAL GRANTS 

The Trust has astablished tntergovemmental agreements In order to disburse funds asslgned by the Board of 
Otrectors Of the Trust. The lntergovernmenta1 grant of approximately $193,000 lncurred during the year ended 
on June 30, 2016, was pald to the Offlce for the Jmprovement of Publlc Schools. 

Below Is a summary of each lntergovemmental agreement_ that provide a basls and legal context for dlsburslng 
the funda. The Trust has reservad lts ríghts to amend any of the lntergovemmental agreements In consultation 
wlth the comtSpOndíng governmental entitles fn order to take lnto consldaratlon changas in the spectflc 
projects or redlrectlng the funds to other project&: 

Pubtlc Building Authorily r PBA ") 

On December 27, 2005, the Trust signad an agreement with the Department of Educatton ("DE") ror the 
asslgnment of $1 O mntlon, to perfonn structural lmprovements on slx (6) schools for the amount of $6.3 milflon 
and tha ccnstructfon of rampa and lmprovements to the wastewater dlsposal system for $3.7 miHioo. 
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On October 8, 2008, the DE signed an agreement with the Puerto Rico lnfrastructure Financing Authority 
(•PRIFA") in Whlch DE agreed to transfer$3. 7 mlllon to PRIFA for the constructlon of ramps.and lmprovements 
to the wastewater disposal aystem In schools. As of June 30, 2016, the Trust has disbursed $2.8 million from 
the asslgned funds. All projects were completad. The remalnlng $1.1 mlUlon is avallable to be usad In other 
projects of the DE. 
omce of the lmprovement of Publ1c Schools 

EffectJve on NOvembet 5, 2002, the Trust entered lnto en agreement Wlth the 0ffice for the lmprovements of 
Publfc Sdlools (•OMEP", by its SpaniSh aeronym) for the esslgnment of $29 mUllon. Fmm thls amount. $8 
mflllon were assigned for the construction and structural improvements of schools located in designated 
special communities, $5.2 milllon for schools requlring lmmedlate improvements under the project one 
fhousánd, $3 mlfflon for rehabilitation of schools to comply with tha coda of selsmlc resistant, $6.5 mlfflon for 
the proJect of vocatlonal schools, $4 mllllon for schools under a apeclal project called school renovation, and 
$2.8 mllllon forthe purchase of trucks to support brigadas employed fn acttvities relatad wlth the fmprovements, 
and routina malntenance of public schools. As of June 30, 2016, a total of 528.9 miUlon were dlsbursed, 
therefont, $131 thousand are availabla for tha completion of those projects. 

10. 8U88EQUENT EVENT8 
0n June 30. 2018, tha U.S. President signed the Puerto Rico OVerslght, Management, and Eoonomlc stablllty 
Act ("PROMESA 1, whlch grants the Commonwealth and lts component unlts access to en orderly mechanlsm 
to rastructure thelr debts In exchange for slgnificant federal over&lght over the Commonwealth's ftnances. In 
brOad strokes, PROMESA seeks to provlde Puerto Rico Wlth fiscal and economlc dlscipllne through the 
creation of a control board, rellef from credltors and lawsuits through the enactment of a temporary stay on 
lltigation. and two altematJve rnethods to adjust unsustalnable debt 
On June 30, 2016, the Govemor signed an E'xecutlve Order, E0-2016-030 ("EO No. 2016-30·)1 declaring the 
Commonwealth to be rn state of emergency and declaring a moratortum on the Comrnonwealth's obltgation 
to maka payments on bonds, and notes lssued or guaranteed by the Commonwealth. EO No. 2016-30 
suspends any obllgation of the Offioe of Management and Budget of the Commonwealth to lnclude an 
appropria(ion In the proposed budget submitted to the l.eglslative Assembly for the paymenta Of bOnds isaued 
by the PubUc Flnance Corporatfon. 
0n 0ctober 18, 2018. lhe Puerto Rice Department ofTreasury issued Circular Letter 1300-08-17 whereby tt 
Is declaring that Bank's management understand that there Is a substantial doubt as to the Bank's abffity to 
conttnue • a golng concem. Further. the Circular Letter requiles the COIJ)Of'8tions and Munlclpalltles to 
perform an impafrment analysls of its deposits on lila Bank, in whlch the unreallzable depoalts need to be 
accounted as an fmpalrment toss. 
0n Janua,y 29, 2017. the Govemor slgned Act No. 5 of 2017 (Act 5), Puerto Rico Financia! Emergency and 
Fiscal RéSponslbUity Act, supersedlng and amending Act 21. The Act 5 1s intended to facllltate and encourage 
a volunbMy nego11ation process under PROMESA between the Govamor and/or the Puerto Rico Fiscal Agent 
and Financfal Advlsory Authority, on behalf of the Govemment of Puerto Rleo, and the aadltors ot the 
Govemment of F>uerto Rico and ita instrumentallties. The lv;t 5 authoriZes the Govemment of Puerto Rico, 
withln the parameters established by PROMESA, to designate certain services nec:essary forthe healUl, safety 
and welfare of tha reaidents of Puerto Rico and provided by the Govemrnent of Puerto Rico and ita 
instrumentatities as •essantral servtcas•, In accordance with the ConstitUtion of Puerto Rico. 
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THE CHILDREN'S TRUST 
(A Component Unlt of the Commonwealth of Puedo Rico) RS�A 
NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30 2018 

Based on the Act. 5, an emergency perlad commenclng on the effectiVe date of the Act and ending upon May 
1 ,  2017, which term may be extended by the Govemor pursuant to an executlve oroer forone additional period 
of three (3) months, was declarad. Sectlon 203 of the Act 5 provfdes, among other, that, during the emergency 
period: 

• the Govemor shall pay debt servlce to the extent (a) posslble after all essentlal services of the 
Commonwealth of Puerto Rico have been provlded for; or (b) oroered to do so by the OVersight Board 
or any other boaro created under federal law. In the event that the provlslons of the Act 5 are in conftlct 
with tha provisions of any other law, the províslons of thls Act 5 shall prevan. 

• the Govemor may lssue executive orders requlrlng the use of available resources to be deposited In a 
lockbox account under the sola control of tha Puerto Rico Fiscal Agent and Financia! Advlsory Authority 
to pay for essentlal servlces as the Govemor deems necessary to protect the health, safety, and welfare 
of the residents of Puerto Rico. The Govemor may take any and all actions that the Govemor deems 
reasonable and necessary to preserve the abHlty of the Commonwealth or an lnstrumentallty of the 
Commonwealth to continua provlding assential servlces to resldents of Puerto Rico. 

• the Govemor may lssue executlve orders establishlng prforlty rules for the dlsbursement of public funda 
when resources avallable for a fiscal year are insufficient to cover the appropriations made for that fiscal 
year_ 

• notwithstandlng Sectlon 4(c) of Aet No. 147 of June 18, 1980, as amended, the Govemor may reprioritize 
certafn servfces and expenses to a hlgher payment prlorlty. 

• the Govemor may lssue executive orders as the Govemor deems necessary or advlsable to assure the 
payment of a debt obligatlon of the Commonwealth or an lnstrumentality of the Commonwealth. 

SUbsequent aventa were avaluated through April 4, 2017, the date the baslc flnanclal statements were 
available to be lssued, to determine lf any such events should either be recognized or dlsclosed in the June 
30, 2016 financia! statements. 
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To: 

INDEPENDENT AUDITOR$' REPORT 

The Members of the Board of Directors of 
The Children's Trust 

·-

RS�A 
RSM Puerto Rico 

POBox10528 
San Juan, PR 00922-0528 

T (787) 751-6164 
F (787) 759-7479 

www.rsm.pr 

We have audited the accompanying financia! statements of the govemmental activities and each major fund of The 
Children's Trust, a Component Unit of the Commonwealth of Puerto Rico, as of and for the year ended June 30, 
2017, and the relatad notes to the financia! statements, which collectively comprise the entity's basic financia! 
statements as listed in the table of contents. 

Managemenfs Responsibillty for the Financia! Statements 

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

Auditors' Responsibility 

Our responsibility is to express opinions on these financia! statements based on our audit. We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financia! statements are free 
from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financia! 
statements. The procedures selected depend on the auditors' judgment, including the assessment of the risks of 
material misstatement of the financia! statements, whether due to fraud or error. In making those risk assessments, 
the auditor considers interna! control relevant to the entity's preparation and fair presentation of the financia! 
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity's interna! control. Accordingly, we express no such opinion. 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financia! 
statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinions. 

THE POWER OF BEING UNDERSTOOD 
AUDIT I TAX I CONSULTING 

RSM Puerto Rico Is a member ol !he RSM network and traeres as RSM. RSt.l Is tht! tradlng name USed by the members 01 lhe RSM network. Each member ol the RSM network 1s an "1dependent 
ao:ounllng and consutJns ftrm Whlch practlces In lts own rts,,t. The RSM networi< iS not ltself a sepa,are !epi entlty In a,ry jurisdictlOn. 
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Oplnion 

In our opinion, the financia! statements referred to above present fairly, in ali material respects, the respective financia! 
positlon of the govemmental activities and each majar fund of The Children's Trust as of June 30, 2017, and the 
respective changes in financia! position for the year then ended, in accordance with accounting principies generally 
accepted in the United States of America. 

Other Matter 

Required Supplementary lnforrnation 

Accounting principies generally accepted in  the United States of America require that the Management's Discussion 
and Analysis on pages 3 through 7 be presentad to supplement the basic financia! statements. Such informatlon ,  
although not a part of the basic financia! statements, i s  required by the Governmental Accountlng Standards Board 
who considers it to be an essential part of financia! reporting for placing the basic financia! statements in an 
appropriate operationaI, economic, or h istorical context. We have applied certain limitad procedures to the required 
supplementary information i n  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 basic financia! statements, and other 
knowledge we obtained during our audit of the basic financia! statements. We do not express an opinion or provide 
any assurance on the information because the l imited procedures do not provide us with sufficient evidence to 
express an opinion or provide any assurance. 

San Juan, Puerto Rico 
July 1 9, 2019. 

Stamp No. E392259 was affixed to 
the original of this report. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO A NAL YSIS 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 2017 

As management ofthe Children's Trust (the "Trust'), we offer readers of the Trust's financia! statements this narrative 
overview and analysis of the Trust's financia! performance during the fiscal year ended June 30, 2017. Please read 
it in conjunction with the Trust's basic financia! statements including the notes thereto, which follow this section. 

1 .  

2. 

FINANCIAL HIGHLIGHTS 
• Government-wide net deficit for the fiscal year 201 7 amounted to approximately $1 ,269 million, an 

increase of approximately $22 million, or approximately 1 .8%, from fiscal year 2016 of approximately 
$1 ,247 million. 

• Government-wide revenues from the Global Settlement Agreement far the fiscal year 201 7  amounted to 
approximately $72.3 million, an increase of approximately $1 .6 million, ar approximately 2.3%, from fiscal 
year 2016 of approximately $70. 7 million. 

• Operating expenses consist of payments far programs and activities permitted by the enabling legislation. 
Funds granted during 201 7  accounted in the government-wide financials, totaled approximately $2. 7 
million, a decrease of approximately $ 14.6 million, ar approximately 84.4%, from approximately $1 7.3  
million during 2016. 

OVERVIEW OF THE FINANCIAL STATEMENTS 

The financia! statements include the management's discussion and analysis section, the independent 
auditors' report, and the basic financia! statements of the Trust. The basic financia! statements also include 
notes that explain in more detail sorne of the information in the basic financia! statements. 

L 3. REQUIREO FINANCIAL STATEMENTS 

L 

L 

L 

L 

L 

L 

L 

L 

Govemment-Wide Financia/ Statements - The statement of net position (deficit) and the statement of activities 
report information on all activities of the Trust Only governmental activities are presented in the Trust's 
financia! statements. Governmental activities generally are financed through nonexchange revenues. 
Following is a de.scription of the Trust's government-wide financia! statements. 

• The statement of net position (deficit) presents the Trust's assets and deferred outflows of resources and 
the liabilities and deferred inflows of resources, with the difference reported as net position (deficit). 

• The statement of activities demonstrates the degree to which the d irect expenses of a given function or 
segments are offset by program revenues. Direct expenses are those that are clearly identifiable within 
a specific function. Program revenues include: (1)  interest income on investments and interest-bearing 
deposits and (2) grants and contributions that are restricted to meet the operational or capital requirements 
of a particular function. Other items not meeting the definition of program revenues are reported as 
general revenues. 

Fund Financia/ Statements - Fund accounting is designed to demonstrate legal compliance and to aid 
financia! management by segregating transactions related to certain government functions ar activities. A 
fund is a separate accounting entity with a self-balancing set of accounts that comprise its assets, deferred 
outflows of resources, liabil ities, deferred inflows of resources, fund balances, revenues and expenditures, as 
appropriate. The financia! activities of the Trust reported in the accompanying basic financia! statements were 
classified in two governmental funds. AII funds of the Trust are majar funds. 

Page 3 



THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANALYSIS 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 2017 

4. FINANCIAL ANAL YSIS 
The statement of net position (deficit) and the statement of activities report information about the Trusfs 
activities in a way that will help understand whether the Trust as a whole is better or worse as a result of this 
year activities. These two statements report the net deficit of the Trust and the changas in net deficit for the 
year. 

The Trusfs net position (deficit) (the difference between assets and the deferred outflows of resources, and 
liabllities and the deferred inflows of resources) is one way to measure the Trust's financia! health or financia! 
position. Over time, increases or decreases in the Trust's net position are one indicator of whether its financia! 
health is improving or deteriorating. However, other non-financia! factors on tobacco and general industries, 
as are changas in economic conditions and govemment legislations need to be considered. 

5. GOVERNMENT-WIOE FINANCIAL STATEMENTS ANAL YSIS 
The govemment-wide financia! statements are designad so that the user could determine whether the Trust 
is in a better or worse financia! position when compared to the prior year. The following is a condensed 
summary of net deficit of the Trust compared with prior year (in thousands): 

As of June 301 Chanae 
2017 2016 Amount Percent 

Assets: 
Current Assets $ 1 1 ,818 $ 14,703 $ (2,885) (19.So/4) 
Non-current restricted assets 1451725 1461602 ,am (0.6%) 

Total assets 157,543 1611305 {3,762) (2.3%) 

Oeferred outflows of resources 15,635 181599 {21964) ( 15.9%) 

Liabilities: 
Current iabiities 5,835 6,137 (302) (4.9%) 
Non-current liabilty 1 ,4361463 1,4201370 161093 1 .1% 

Total liabilities 1 ,442,298 1,4261507 15,791 1 .1 %  

Net deficit $ ,1126911201 ! 11.246.603} $ ,22.s1n 1 .8% 

As noted, the Trust's net deficit increased by approximately $22 million, for the fiscal year 2017 amounted to 
approximately $1 ,269 million and for fiscal year 2016 amounted to approximately $1 ,247 million. This 
deterioration results from the net effect of: 

• Net decrease in total assets of approximately $3.8 million, related to a to changa in investments and 
investments contracts. 

• Decrease in deferred outflows of resources of approximately $2.9 million, mainly from the amortization 
of deferred loss on bonds refunding. 

• Net increase in total liabilities of approximately $15.8 million, resultad due to the net effect of interest 
capitalization for fiscal year 2017 of approximately $44.8 million. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION ANO ANAL YSIS 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 2017 

6. 

Condensed program activities and change in net deficit are presented below (in thousands): 

FunctlonfProgram 

Expenses of governmental activities: 
Education $ 
Health 
Recreation 
lntergovernmental grants 
lmpainnent loss 
lnterest on long term debt and other - net 

Total 

Revenue of govemmental activities: 
lnvestment eamings 
Global Settlement Agreement 
lmpainnent recovery on 
deposits held in GDB 

Total 

Changa in net deficit $ 

For the Year Ended June 301 Change 

2017 

2,478 
69 

129 

95,715 

98,391 

3,597 
72,266 

1 2  

75,875 

$ 

(22,516) $ 

2016 

58 $ 
397 
80 

1 93 
16,603 
93,989 

1 1 1 ,320 

3,471 
70,665 

74,136 

Amount 

(58) $ 
2,081 

(12,929) 

126 
1 ,601 

12 

1 ,739 

(37, 184) $ ,._ ___ 14_.668_ 

Percent 

(100% ) 
524.2% 

(13.8 ) 
(33.2% ) 
(100% ) 

1 .8% 

(1 1 .6% ) 

3.6% 
2.3% 

100% 

2.3% 

(39.4% )  

While comparative statements of net position (deficit) show the changes in financial position, the statement of 
activities provides answers as to the nature and source of these changes. The decrease in change in net deficit 
of approximately $14.6 million is mainly related to: (1)  an increase on revenues of approximately $1 .7 million, 
and (2) a decrease on expenses related to govemmental activities of approximately $12.9 million. 

The increase on total revenues of approximately $1 . 7 million was mainly due to the increase of the Global 
Settlement Agreement contribution. The total amount to be received under the Global Settlement Agreement 
depends on the actual shipment of cigarettes. 

The net decrease in expenses of approximately $12.9 million on govemmental activities was mainly attributed 
to a decrease in loss on impairment on deposits in the Govemment Development Bank for Puerto Rico (the 
Bank) amounting to $16.6 million, net of an increase in  interest on long term debt amounting to $ 1 .  7 million. 

GOVERNMENTAL FUNO FINANCIAL STATEMENTS ANALYSIS 

The Trust's govemmental funds reportad fund balances of approximately $121 million as of June 30, 201 7, 
which is approximately $3.2 million less than in prior year. The decrease in fund balance in the govemmental 
funds is mainly due to an increase in health expenditures of approximately $2 million and an increase in interest 
on debt service of approximately $1 . 7 million. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANALYSIS 
AS OF ANO FOR THE YEAR ENOED JUNE 30, 2017 

The following is a rounded summary of fund balances of the Trust comparad with prior year (in thousands} in the 
govemment funds: 

Assets 

Uabifities and deferred inflows 
of resource 

Fund Balance 
Total fiabilties, deferred inflows 

of resources ans fund balances 

7. OEBT AOMINISTRATION 

$ 

$ 

$ 

As of June 30, 
2017 2016 

157,543 $ 161,305 

36,547 $ 
1 20,996 

37,070 
1 24,235 

157,543 _s ____ 1_6_1 ._305 ___ 

$ 

$ 
$ 

$ 

Change 
Amount Percent 

(3,762) 

(523) 
(3,239) 

(3.762) 

(2.3%) 

(1 .4%) 
(2.6%) 

(2.3%) 

During the year ended June 30, 2017, principal payments on bonds payable amounted to approximately 
$29.8 million. As of June 30, 2017, the remaining balance on bonds was approximately $1 ,436 million, net of 
approximately $17.2 million of non-accreted bond discount, due through year 2061 .  

8. CURRENTLY KNOWN FACTS 

On April 6, 2016, the Commonwealth approved Act No. 21 known as "Puerto Rico Emergency Moratorium 
and Financia! Rehabilitation" ("Act 21"). Act 21 authorized the Govemor of Puerto Rico to declare a 
moratorium on debt service payments for a temporary period for various government entities, including the 
Commonwealth and the Bank. 

On April 8, 2016, pursuant to Act 21 , the Govemor of Puerto Rico signed Executive Order No. 2016-01 O ("EO 
No. 2016-010"), declaring the Bank to be in a state of emergency. In accordance with the emergency powers 
vested to the Govemor in Act 21 ,  EO No. 2016-01 O implemented a regulatory framework goveming the Bank's 
operations and liquldity, including prohibiting loan disbursements by the Bank and establishing a procedure 
with respect to govemmental withdrawals, payments, and transfer requests with respect to funds held on 
deposit at the Bank. 

On June 30, 2016, the U.S. President signed the Puerto Rico Oversight, Management. and Economic Stability 
Act ("PROMESA"), which grants the Commonwealth and its component governmental entities access to an 
orderly mechanism to restructure their respective debts in exchange for significant federal oversight over the 
Commonwealth's finances. In general terms, PROMESA seeks to provlde Puerto Rico with fiscal and 
economic discipline through the creation of a Financia! Oversight and Management Board for Puerto Rico (the 
"Oversight Board•), relief from creditors and lawsuits through the enactment of a temporary stay on litigation, 
and two altemative methods to adjust unsustainable debl PROMESA is applicable to all public corporations 
and instrumentalities of the Commonwealth, including the Trust, and the Trust (together with all other Puerto 
Rico govemment entities) has been designated as a ·covered territorial instrumenta11ty• by the OVersight 
Board, thereby making its subject to its fiscal oversight authority. 

Page 6 

r 
u !  

1 

i 1 1 
; 1 � 

u 

u 

-

u 

u 

u 

1 ' 
1 ¡ 

u 
1 ! ' 1 

-

u 

u 

u 

------- -------· 

' 1 

--------

1 : 
1 ! 

u 



L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION ANO ANAL YSIS 
AS OF ANO FOR THE YEAR ENDED JUNE 30, 2017 

On October 16, 2016, the Puerto Rico Department of Treasury issuad Circular Letter 1 300-08-17 whereby it 
informad that the Bank's rnanagement understood that there was substantial doubt as to the Bank's ability to 
continua as a going concem. Further, the Circular Letter requirad the Commonwealth's public corporations 
and municipalities to perform an impairment analysis of their respective deposits with the Bank, and to account 
for unrealizable deposits as an impairment loss. 

On January 29, 2017, the Govemor signad Act No. 5 of 2017 (Act 5), Puerto Rico Financia! Emergency and 
Fiscal Responsibility Act, superseding and amending Act 21 .  The Act 5's purpose was to facilitate and 
encourage a voluntary negotiation process under PROMESA between the Govemor and/or the Puerto Rico 
Fiscal Agency and Financia! Advisory Authority (AAFAF), on behalf of the Govemment of Puerto Rico, and 
the craditors of the Govemment of Puerto Rico and its instrumentalities (Act 2-2017 had previously repealad 
Chapter 6 of Act 21 , which was AAF AF's original enabling act, and replaced it with a new enabling statute for 
AAFAF). The Act 5 authorizes the Govemment of Puerto Rico, within the parameters establishad by 
PROMESA, to designate certain services necessary for the health, safety and welfare of the resldents of 
Puerto Rico and provided by the Govemment of Puerto Rico and its instrumentalities as "essential services", 
in accordance with the Constitution of Puerto Rico. Act 5 also providad that the Executive Orders enacted 
pursuant to Act 21 would continue in effect until amended, repealad or supersedad. Therefore, the restrictions 
on the disbursements of deposits from the Bank continuad to be in effect notwithstanding the repeal of Act 21 .  

On November 29, 2018, the Bank completad a restructuring of its financia! liabilities, including its deposits, 
pursuant to a proceeding under TiUe VI of PROMESA and to Act No. 1 09-2017, as amendad. In  connection 
with such restructuring, the deposits of public corporations that were net depositors of the Bank (i.e., their 
deposits with the Bank exceedad their loans with the Bank) were transferred to a newly created public trust 
known as the GDB Public Entity Trust (the ªPEr), together with certain assets of the Bank (consisting mainly 
of loans payable from legislative appropriations). The Trust has a claim of approximately $16,607,000 against 
the PET in respects of its deposits with the Bank. Such claim is payable from the revenues, if any, generated 
by the PET's assets. The revenues to be generated by the PET assets, if any, are uncertain at this time and, 
therefore, no assurances can be provided that the Trust will be able to collect on its claim against the PET. 

9. REQUEST FOR INFORMATION 

This financia! report is designad to provide those interested with a general overview of the Trusfs finances and 
to enhance the Trust's accountability for the funds it receives. Questions about this report or requests for 
additional information should be addressed to the Trust, PO Box 42001 ,  San Juan, Puerto Rico, 00940-2001 . 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF NET POSITION (DEFICIT) 
JUNE 30, 2017 

ASSETS 
CURRENT ASSETS: 

Certificate of deposit 
lnvestments and investment contracts 
Accrued lnterest receivable 

Total current assets 

NON-CURRENT RESTRICTED ASSETS: 
lnvestments and investment contracts 
Accrued interest receivable 
Receivable from Global Settlement Agreement 

Total noncurrent restricted assets 

Total assets 

DEFERRED OUTFLOWS OF RESOURCES ­
Oeferred loss on bonds defeasance 

LIABILmES 
CURRENT LIABILITIES: 

Accounts payable 
Liabilities payable from restricted assets­
Accrued interest payable 

Total current liabilities 

NON-CURRENT LIABILITY - Bonds payable - due in more than one year 

Total liabilities 

NET POSITION (DEFICIT) 
Restricted 
Unrestricted 

Total net deficit 

See notes to basic financia! statements. 

J 

·- u 
RSJA 

u 

Govemmental 
Activitles 

-
$ 67,166 

1 1 ,749,893 
11389 ...,; 

1 1 ,818¡448 

--
1 08,900,599 

480,555 
36,343,509 w 

1 45,724,663 

u 1 57,5431 1 1 1  

1 5,635, 104 u 

203,120 u 

51631 ,706 ! 1 

5,834,826 

1 ,436¡463,061 : 1 
1 
...,¡ 

1 ,442,297,887 

u ! 
1 40,092,957 

{1 .4091212,629) 
i 1 

$ (1,269, 1 19,672) w 

: 1 

u 

Page 8 

u 

u 

w 

u 



L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

■ -
THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) RS�A 
STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED JUNE 301 2017 

Functions/Programs 

GOVERNMENTAL ACTMTIES: 
Health 
Recreation 
lntergovemmental grants 
Debt servíce and other 

Total govemmental activities 

GENERAL REVENUES: 
lnvestment eamings 

Expenses 

$ 2,478,379 
68,948 

129,224 
95,715,204 

$ 98,391,755 

lmpainnent recovery on deposits held in GDB 

CHANGE IN NET DEFICIT 

NET DEFICIT - Beginning of year 

NET DEFICIT - End of year 

See notes to basic financia! statements. 

$ 

$ 

Program 
Revenues 

lnvestment Operating 
Eamlngs Contributlons 

$ 

3,492,586 72,265,794 

3,492.586 $ 72,265,794 

Net 
Revenues/ 
(Expenses) 

and Changes 
in Net Deflclt 

$ (2,478,379) 
. (68,948) 

(129,224) 
(19,956,824) 

(22,633,375) 

(22,516,559) 

(1 ,246,603,1 13) 

$ (1,269, 1 19,672) 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

BALANCE SHEET - GOVERNMENTAL FUNDS 
JUNE 30 2017 

ASSETS 
Certificate of deposit 
lnvestments and investment contracts 
Accrued interest receivable 
Receivable from Global Settlement Agreement 

Total assets 

LIABILITIES, DEFERRED INFLOWS OF 
RESOURCES ANO FUND BALANCES 

LIABILITIES - accounts payable 

DEFERRED INFLOWS OF RESOURCES -
Deferred revenue 

FUND BALANCES: 
Restricted 
Committed 
Unassigned 

Total fund balances 

Total liabilities, deferred inflows of 
resources and fund balances 

See notes to basic financia! statements. 

Debt 
General Fund Service Fund 

$ 

$ 

$ 

$ 

67,1 66 $ 
1 1 ,749,893 1 08,900,599 

1 ,389 480,555 
361343¡509 

1 1 1818,448 $ 145,7241663 

203,120 ..,_$ ___ _ 

36,343,509 

1 09,381 , 154 
1 1 ,751 ,282 

(135,954) 

1 1 ,615,328 109,38 1 , 1 54 

1 1 ,818,448 $ 145¡1241663 

RS�A 

Total 
Govemmental 

Funds 

$ 67,166 
1 20,650,492 

481,944 
3613431509 

$ 1 571543,1 1 1  

$ 203, 120 

36,343,509 

1 09,381 , 1 54  
1 1 ,751 ,282 

(135,954) 

1 20,996,482 

$ 1 571543, 1 1 1  
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCILIATION OF BALANCE SHEET- GOVERNMENTAL FUNDS TO THE 
STATEMENT OF NET POSITION (DEFICIT) 
JUNE 30, 2017 

FUND BALANCES OF GOVERNMENTAL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVITIES ARE 
DIFFERENT IN THE STATEMENT OF NET POSITION (DEFICIT) BECAUSE: 

Recelvable from Global Settlement Agreement to be appliad to debt servlce will not be 
recelved in the current period and, therefore, is reported as deferred inflows of resources in 
the fund financia! statements. 

Accrued interest payable is not due and payable in the current period and, therefore, is not 
reported in the fund financia! statements. 

Bonds payable are not due and payable in the current period and, therefore, are not reportad 
in the fund financia! statements. 

Discount on bonds issued Is reportad as an other financing use in the govemmental funds 
financia! statements; however, such dlscount Is deferred and accretad over the life of the 
bonds and is included within bonds payable in the statement of net deficit 

Unamortized loss on bonds refunding is not reportad as an expenditure in the govemmental 
fund financia! statements; however, such loss is deferred and amortizad over the life of the 
bonds and is presentad as deferred outtlows of resources in the statement of net deficit 

NET DEFICIT OF GOVERNMENTAL ACTIVITIES 

See notes to basic financia! statements. 

■ -

RS�A 

$ 120,996,482 

36,343,509 

(5,631 ,706) 

(1 ,453,665,31 7) 

17,202,256 

1 5,635,104 

$ (1,269,1 19,672) 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF REVENUES, EXPENDITURES, ANO CHANGES IN FUND 
BALANCES - GOVERNMENTAL FUNDS 
FOR THE YEAR ENDED JUNE 30, 2017 

General Fund 

REVENUES: 
lnvestment eamings $ 1 04,489 
lmpairment recovery on deposits held in GDB 12,327 
Revenue from Global Settlement Agreement 

Total revenues 1 16,816 

EXPENDITURES: 
Health 2,478,379 
Recreation 68,948 
Other 387,478 
lntergovernmental grants 129,224 
Debt service: 

Principal 
lnterest 

Total expenditures 3,064,029 

OTHER FINANCING SOURCES/(USES) -
Transfers in/(out) 163,972 

NET CHANGES IN FUND BALANCES (2,783,241)  

FUND BALANCES - Beginning of year 1 4,398,569 

FUND BALANCES - End of year $ 1 1,615,328 

See notes to basic financia! statements. 

·-

RSJA 

Total 
Debt Govemmental 

Service Fund Funds 

$ 3,492,586 $ 3,597,075 
12,327 

72,687,01 9  72,687,01 9  

76,179,605 76,296,421 

2,478,379 
68,948 

387,478 
129,224 

29,815,000 29,815,000 
46,656,206 46,656,206 

76,471 ,206 79,535,235 

(163,972) 

(455,573) (3,238,814) 

1 09,836,727 124,235,296 

$ 109,381 , 154 $ 1 20,996,482 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES 
IN FUND BALANCES - GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED JUNE 30, 2017 

NET CHANGE IN FUND BALANCE • GOVERNMENTAL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTMTIES ARE 
DIFFERENT IN THE STATEMENT OF ACTIVITIES BECAUSE: 

Net changa in receivable from Global Settlement Agreement is reported as revenue in the 
statement of activities, but is not reported in the fund financia! statement since it does not 
provide current financia! resources. 

Net change in interest payable reported in the statement of activities that does not require the 
use of current financia! resources and, therefore, are not reported as an expenditure in the 
govemmental funds. 

Repayment of bond principal is an expenditure in the governmental funds, but the repayment 
reduces bonds payable in the statement of net position; this is the amount of redemption on 
bond principal during the year. 

lnterest capitalization on the 2005 and 2008 Series of the Tobacco Settlement Asset-Backed 
Bonds do not require the use of current financia! resources and, therefore, are not reported as 
expenditure in governmental funds. 

The amortization of deferred loss on bonds refunded and the accretion of bonds discount do 
not require the use of current financia! resources and, therefore, are not reported as 
expenditures in the govemmental funds-

Accretion of bond discount 
Amortization of loss on refundlng 

CHANGE IN NET DEFICIT OF GOVERNMENTAL ACTMTIES 

See notes to basic financia! statements. 

$ 

$ 

RS�A 

(3,238,814) 

(421 ,223) 

200,320 

29,815,000 

(44,825,020) 

(1 ,082,821)  
(2,964,001)  

(22,51 6,559) 

Page 1 3  



·-

THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RS�A 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

1. Rl!PORTING ENTITY 

The Children's Trust (the ªTrust') is a Component Unit of the Commonwealth of Puerto Rico (the 
ªCommonwealth") created by Act 1 73 of the Legislatura of the Commonwealth on July 30, 1 999, as amended, 
("Act 173•), and an affiliate of the Govemment Development Bank for Puerto Rico (the ªBank•), a cornponent 
unit of the Commonwealth. The Trust was created for the purpose of developing programs almed at promoting 
a better quality of life and the well-being of familias, children, and youth in Puerto Rico, especlally in the areas 
of education, recreation and health. These programs are flnanced with moneys received by the Commonwealth 
from the Global Settlement Agreement dated November 23, 1 998 (the • Agreement') between certain tobacco 
companies and certain states, territories, and other jurisdictions of the United States of America, including the 
Commonwealth. Pursuant to the Act 1 73, the Commonwealth assigned and transferred to the Trust the 
contributions, which the Commonwealth is entitled to receive under the Agreemenl The Agreement calls for 
annual payments through the year 2025, which will vary due to inflationary and volume adjustments. After 2025, 
the tobacco companies shall continue making contributions in perpetuity. Currently, all of the proceeds reoeived 
from the Agreement are pledged to cover for debt service requirement of three outstanding bond issuances of 
the Trust 

The Act 1 73 provlded that the Bank will act as the trustee of the Trust However, the Bank's prior functions are 
now canied out by the Puerto Rico Fiscal Agency and Financia! Advisory Authority (AAFAF), as the new fiscal 
agent and financia! advisor to Puerto Rico govemment entities pursuant to Act 2-201 7. Pursuant to the Act 1 73, 
the Trust is exempt from taxation in Puerto Rico. 

2. BASIS OF PRESENTATION ANO SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accounting and reporting policies of the Trust conform to Accounting Principies Generally Accepted in the 
United States of America rGAAP•) for govemments, as prescribed by the Govemmental Accounting Standards 
Board (ªGASB"}. 

The preparation of financia! statements in conformity with GAAP requires management to make estimates and 
assumptions that affect the reportad amounts of assets, deferred outflows of resources, liabilities, deferred 
inflows of resources, and the disclosure of contingent assets and liabilities at the date of the financia! statements, 
and the reportad amounts of changes in net position {deficit), and activities during the reporting period. Actual 
results could differ from those estimates. 

Following is a description of the Trusfs most significant accounting policies: 

Govemment-Wlde and Fund Flnancial statements 

Govemment-Wide Financia[ Statements- The statement of net position (deficit) and the statement of activities 
report infprmation on ali balances and activities of the Trust. The effect of interfund balances has been removed 
from both statements. Govemmental activities are financed through revenues from the Agreement, 
intergovemmental revenues, and investment eamings. 

The statement of net position (deficit) presents the Trust's assets and deferred outflows of resources, and 
liabilities and deferred inflows of resources, with the difference reportad as net position (deficit). 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RS�A 
NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

Net position (deficit) is reportad in three categories: 

• Net investment in capital assets - consists of capital assets, net of accumulated depreciation and 
amortization and reduced by outstanding balances for bonds, notes, and other debt that are atbibuted to the 
acquisition, construction, or improvement of those assets, if any. The Trust has no investment in capital 
assets. 

• Restricted - results when constraints placed on net position use are either extemally imposed by creditors, 
contributors, and the like, or imposed by law through constitutional provisions or enabling legislation. When 
both restricted and unrestricted resources are available for use, it is the Trust's policy to use restricted 
resources first and the unrestricted resources when they are needed. 

• Unrestricted - consists of net position (deficit) that does not meet the definition of the two preceding 
categories. Unrestricted net position often is designated to indicate that management does not consider it to 
be available for general operations. Unrestricted net position often has constraints on resources, which are 
imposed by management, but can be removed or modified. 

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment 
is offset by program revenues. Direct expenses are those that are clearly identifiable within a specific function. 
Program revenues lnclude eamings on investments. Other ltems not meeting the definition of program revenues 
are reportad as general revenues. 

Fund's Financia/ Statements - Fund accounting is designad to demonstrate legal compliance and to aid 
financia! management by segregating transactions relatad to certain govemment functio11s or activities. A fund 
is a separata accounting entity with a self-balancing set of accounts. Ali of the financia! activities of the Trust 
are reportad in the accompanying basic financia! statements and have been classified as govemmental. Ali 
funds of the Trust are major funds. 

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

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

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

• Committed - amounts that can be spent only for specific purposes determinad by a formal action of the 
govemmenfs highest level of decision-maldng authority. 

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

• Unassigned - amounts that are available for any purpose. 

Measurement Focus, Basls of Accountlng, and Flnanclal Statement Presentatlon 

Govemment-WJde Financia/ Statements - The govemment-wide financia! statements are reportad using the 
economic resources measurement focus and the accrual basis of accounting. Revenues are recordad when 
eamed and expenses are recordad when a liability is incurred, regardless of the timing of related cash flows. 
Grants and similar items are recognized as revenues as soon as all of the eligibility requirements imposed by 
the provider have been met. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 
RS�A 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

Govemmental Fund's Financia/ Statements - The govemmental fund's financia! statements are reported using 
the current financia! resources measurement focus and the modified accrual basis of accounting. Revenues 
are reoognized when they become measurable and available. Revenues are consldered to be available when 
they are collectible within the current period or soon enough thereafter to pay liabilities. of the current period. 
For this purpose, the Trust considers revenues to be available if they are to be collected within 1 20 days after 
the end of the current fiscal year-end. Expenditures are recordad when the relatad liability is incurred. An 
exception to this general rule includes principal and interest on general long-term debt, which is recognized 
when due. 

The financia! activities of the Trust that are reportad in the accompanying basic financia! statements have been 
classified into the following major govemmental funds: 

• General Fund - The general fund is used to account for grants awardad to promote a better quality of lite 
and the well-being of familias, children, and youth in Puerto Rico. During the year ended June 30, 201 7, 
grants were awardad for health, and recreational activities. 

• Debt Service Fund - This debt servlce fund is usad to account for proceeds from the Agreement and for 
the payment of interest and principal on long-term obligations. 

Budgetary Accountlng - The Trust is not requirad by the Act 1 73 to submit a budget for approval by the 
Legislatura ofthe Commonwealth; consequently, no formal budgetary accounting procedures are followad. 

Use of Estlmates - The preparation of the basic financia! statements in conformity with GAAP requires 
management to make estimates and assumptions that affect the reported amounts of assets, deferred outflows 
of resources, liabilities, deferred inflows of resources, and disclosure of contingent assets and liabilities at the 
date of the basic financia! statements and the reportad amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates. 

Cash Equlvalents - Cash equivalents are defined as highly liquid investments with original maturities at the 
date of purchase of three months or less. 

lnvestments and lnvestment Contracts - lnvestments and investment contracts are carriad at fair value, 
except for money market investments and participating investment contracts with a remaining maturity at the 
time of purchase of one year or less, and non-participating investment contracts, carried at cost, which 
approximate fair value. Fair value is determinad basad on quotad market prices, and quotations receivad from 
independent broker/dealers or pricing services organizations. 

GASB Statement No. 72, Fair Value Measurement and Applicaüon, defines fair value as the price that would be 
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at 
the measurement date. 

This statement establishes a hierarchy of valuation inputs based on the extent to which the inputs are observable 
in the marketplace. lnputs are used in applying the various valuation techniques and take into account the 
assumptions that market participants use to make valuation decisions. lnputs may include price information, 
cradit data, interest and yield curve data, and other factors specific to the financia! instrument. Observable 
inputs reflect market data obtained from independent sources. In contrast, unobservable inputs reflect the 
entity's assumptions about how market participants would value the financia! instrument 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

A financia! instrument's level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement The following describes the hierarchy of inputs used to measure fair 
value and the primary valuatlon methodologies used for financia! instruments measured at fair value on a 
recurring basis: 

Level 1 

Level 2 

Level 3 

lnvestments whose values are based on quoted prices (unadjusted) for identical assets or 
llabllities in active markets that a govemment can access at the measurement date. 

lnvestments with inputs other than quoted prices included within Level 1 that are observable 
for an asset or liability, either directly or indirectly. 

lnvestments have unobservable inputs for an asset or liability and may require a degree of 
professional judgment 

RealiZed gains and losses from the sale of investments and unrealized changes in fair values are recorded as 
investment income. 

Bond lssue Costs and Bond Discounts - In the govemment-wide financia! statements and the governmental 
funds financia! statements, the bond issue costs are recordad as expenditures when paid. Discount on bonds 
is accreted over the life of the debt using the effectlve interest method in the govemment-wide financia! 
statements. Discount on bonds is accounted for in the govemmental funds as expenditures when paid. 

Refundlng- Refunding involve the issuance of new debt whose proceeds are used to repay immediately 
(current refunding) or at a future time (advance refunding) previously issued debt. The difference between the 
reacquisition price and the net carrying amount of the old debt is deferred and amortizad as a component of 
interest expense in the statement of activities, over the remaining life of the old debt or the lite of the new debt, 
whichever is shorter. The deferred amount is reportad on the statement of net deficit as deferred outflows of 
resources. 

Deferred Revenue- Deferred revenue at the governmental fund level arises when potential revenue does not 
meet the "available• criteria for revenue recognition in the current period. Deferred revenue also arises when 
resources are received before the Trust has a legal claim to them, as when grant moneys are received prior 
to incurring the qualifying expenditures. I n  subsequent periods, when the revenue recognition criteria is met, 
or when the Trust has a legal claim to the resources, the liability for deferred revenue is removed from the 
balance sheet, and the revenue is recognized. Deferred revenue at the govemment wide level añses only when 
the Trust receives resources before it has a legal claim to them. The deferred revenue is reportad on the 
governmental funds balance sheet as deferred inflows of resources. 

Tobacco Settlement- The Trust follows the GASB Technical Bulletin No. 2004-1 , Tobacco Settlement 
Recognition and Financia/ Reporting Entity lssue, as amended by GASB Statement No. 48, Sales and Pledges 
of Receivables and Future Revenues and /ntra-Entity Transfers of Assets and Future Revenues (the ªGASB 
48•), which provides accounting guidance for entities created to obtain the rights to ali or a portian of future 
tobacco settlement resources and for the governments that create such entities. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 
RS�A 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

GASB 48 indicates that the entity created to obtain the rights, which is called the Tobacco Settlement Authority 
("TSA•), should be considered a component unit of the govemment that created it and that the component unit 
should be accounted for as a blended component unit. GASB 48 also states that the govemment receiving the 
payments from the tobacco companies under the Agreement, which is called the settling govemment, should 
recognize a receivable and revenue for tobacco settlement resources when an event occurs. The event that 
results in the recognition of an asset and revenue by a settling government is the domestic shipment of 
cigarettes. GASB 48 indicates that accruals should be made by the settling govemment and TSA for estimated 
shipments from January 1 to their respective fiscal year-ends, sínce the annual payments are based on a 
calendar year. However, under the modified-accrual basis of accounting at the fund level, revenue should be 
recognized only to the extent that resources are available. 

GASB 48 addresses the question of how the settling govemments should report the receipt of the resources 
provided by the TSA's remittances of the proceeds of the bonds sold. Since the TSA should be reported as a 
blended component unit, GASB 48 indicates these remittances should be reportad as transfers into the fund 
receiving the proceeds and transfers out in the fund that accounts for the activities of the TSA Since the Trust · 
has no contractual obligation, under its enabling legislation or elsewhere, to remit all bond proceeds or assets 
related to the Agreement to the settling govemment (the Commonwealth), the Trust recognizes as expenses 
amounts that are disbursed for grants to its settling govemment (including its instrumentalities) or third parties. 

GASB has issued the following accounting pronouncements that have effective date after June 30, 2017: 

(a) GASB Statement No. 75, Accounting and Financia/ Reporting for Postemp/oyment Benefits Other Than 
Pensions, which is effective for fiscal years beginning after June 1 5, 201 7. 

(b) GASB Statement No. 81 Irrevocable Split lnterest Agreements. The requirements of this statement are 
effective for fiscal years beginning after December 15, 201 6. 

(e) GASB Statement No. 82 Pensions lssues an amendment of GASB Statements No. 67, No. 68 and No. 
73. 7he requirements of this statement are effective for fiscal years beginning after June 15, 201 6, 
except for the requlrements of this Statement for the selection of assumptlons in a circumstance in 
which an employer's pension liability is measured as of a date other than the employer's most recent 
fiscal year-end. In that circumstance, the requirements for the selection of assumptions are effective 
for that employer in the first reporting period in which the measurement date of the pension liability is 
on or after June 1 5, 2017. 

(d) GASB Statement No. 83 Certain Asset Retirement Obligations. The requirements of this statement are 
effective for fiscal years beginning after June 15, 2018. 

(e) GASB Statement No. 84 F/ducia,y Activities. The requirements of this statement are effective for fiscal 
years beginning after December 1 5, 2018. 

Management is evaluating the impact that these statements will have, if any, on the Trust's basic financia! 
statements. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RS�A 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

3. CUSTODIAL CREDIT RISK 

Custoclial credit risk is the rlsk that in the event of a bank failure, the Trust's deposits may not be retumad. The 
Trust does not have a deposit policy for custodia! credit risk. As June 30, 2017, the Trust had approximately 
$16,592,000 in funds depositad with the Bank for uses pennitted under Act 173. The Bank was facing slgniflcant 
financia! difficulties and eventually became unable to pay its obligations, including its deposit liabilities, as they 
carne due in 2016. 

On April 8, 2016, then Govemor Alejandro García Padilla issued an executive order under Act 21-2016 to, 
among other things, suspend the withdrawal of deposits from the Bank. The Bank continuad to face signiflcant 
financia! difficulties, and, on November 29, 2018, it completad a restructuring of its financia! liabilities, including 
its deposits, pursuant to a proceeding under Trtle VI of PROMESA and to Act No. 109-2017, as amendad. In 
connection with such restructuring, the deposits of public corporations that were net depositors of the Bank (i.e., 
their deposits with the Bank exceeded their loans with the Bank) were transferred to GDB Public Entity Trust 
(the ªPET"}, together with certain assets of the Bank (consisting mainly of loans payable from legislative 
appropriations}. The Trust has a claim of approximately $16,592,000 against the PET in respects of its deposits 
with the Bank. Such claim is payable from the revenues, if any, generated by the PET's assets. The revenues 
to be generatad by the PET assets, if any, are uncertain at this time and, therefore, no assurances can be 
provided that the Trust will be able to collect on its claim against the PET. 

4. INVESTMENTS AND INVESTMENT CONTRACTS 

The Trust follows the investment guidelines promulgated by the Bank under the authority providecl by Act No. 
1 13 of August 3, 1995 and Executive Order 1995-S0A, which detail whlch investments categories may be 
purchased or enterad by the Trust, which establish limitations and other guidelines on maturities and amounts 
to be invested in the aforementioned investment categories and by issuer/counterparty and on exposure by 
country. 

Therefore, the Bank's investment policies allow management to purchase or enter into the following investment 
instruments: 

• U.S. govemment and agencies obligations 
• Certificates of deposit and time deposits 
• Bankers' acceptances 
• Obligations of the Commonwealth of Puerto Rico, its agencies, municipalities, public corporations, and 

instrumentalities 
• Federal funds sotd 
• Securitles purchased under agreements to resell 
• World Bank securities 
• Mortgage-backed and asset-backad securities 
• Corporate debt, including investment contracts 
• Externa! investment pools 
• Stock of corporations creatad under the laws of the United States of Ameñca or the Commonwealth of 

Puerto Rico 

Page 19  



■ -

THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 
RS�A 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

• Options, futures, and interest-rate swap agreements for hedging and risk control purposes, as well as for 
the creation of synthetic products which qualify under any of the foregoing investment categories 

• Open-end mutual funds with acceptable underlying assets and rated AAA by Standard & Poor's or its 
equivalent by Moody's lnvestors Service. 

As of June 30, 2017, the Trust maintains approximately $108.9 million in investments and investments contracts 
which are held as debt service reserves in trusted accounts that are govemed by the applicable bond indenture. 
Ali of the funds used for debt services are held by the trustee in the name of the Trust with the exception of 
$83. 7 million of nonparticipating investments contracts. 

At June 30, 2017, the Trust had the following recurring fair value measurements: 

lnvestment type Leve! 1 Level 2 Level 3 Total 

lntemal lnvestment pools -fixed lncome Securlies 
Puerto Rico Govemment lnvestment Trust Fund $ $ 1 1 ,749,893 $ $ 1 1 ,749,893 

Externa! investment pools -flxed income securitles: 
U.S. Bank- Money Market 25,216,365 25,216,365 

Nonpartlcipating lnvestment contacts - UniCredit Bank 
AG-Guaranteed investrnent Contract 83,684,234 83,684,234 

$ 25,216,365 $ 1 1 ,749,893 $ 83,684,234 $ 120,650,492 

The foHowing table summarizes the type and maturities of investments at fair value held by the Trust at 
June 30, 2017. Based on concentration creclit risk, investments by type in any one issuer representing 5% or 
more of total investments have been separately disclosed. 

Wlthln Wlthin to Wlthin to Afler 
lnvestment type One year Five Years Ten Years Ten Years Total 

Interna! investment pools -fixed 
income securities 

Puerto Rico Govemment 
lnvestment Trust Fund $ 1 1,749,893 $ $ $ $ 1 1 ,749,893 

Extemal investment pools -fixed 
income securities: 

U.S, Bank-Money Market 25,216,365 25,216,365 
Nonparticipatlng investment contacls 
- UniCredlt Bank AG-Guaranteed 
investment Contract 83,684,234 83,684,234 

$ 1 1 ,749,893 $ $ $ 108,900
1
599 $ 120,650,492 

The credit quality ratings for investments and investments contracts as of June 30, 2017, are as follows: 

Counter Party 

Puerto Rico Govemment lnvestment Trust Fund 
U.S. Bank 
UniCredit Bank AG 

Credlt Rlsk Ratlng 
Standard & Pool's 

AAAm 
A+/A-1 

BBB-/A-3 

Moody's 

A-1/P-1 
Baa1/P-2 
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THE CHILDREN'S TRUST RSI\A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

5. SERVICE AGREEMENT 

6. 

The Trust has an agreement with the Bank whereby the Bank provides managerial, administrativa and financia! 
services to the Trust. Pursuant to this agreement, the Trust was charged $200,000 during fiscal year ended 
June 30, 201 7. Such amount was included in accounts payable as of June 30, 201 7. Subsequently to June 30, 
2017, the managerial, administrativa and financia! services to the Trust are provided by AAFAF. 

BONOS PAYABLE 

On October 1 0, 2002, the Trust refunded its then outstanding $390, 170,000 Tobacco SettlementAsset Backed 
Bonds, Series 2000 dated as of October 1 ,  2000, with new 2002 Series bonds (the "Series 2002 Bonds") in the 
amount of $1 , 171 ,200,000. As of June 30, 2017, the outstanding balance of these bonds consist of single rated 
term bonds (the "Term Bonds·) maturing from May 1 5, 2025 to 2033 ($210,575,000 at 5.375%}, from May 1 5, 
2034 to 2039 ($310,380,000 at 5.5%) and from May 1 5, 2040 to 2043 (296,255,000 at 5.625%}. 

The Term Bonds are subject to mandatory redemption in whole or in part prior to their respective stated maturity 
dates from the Agreement collections in excess of the minimum amount required to pay the scheduled annual 
debt service and administrativa expenses may been used to redeem bonds at the redemption price of 1 00% of 
the principal amount thereof together with interest accrued thereon to the date fixed for redemption. 

On June 30, 2005, the Trust issued a new series of Tobacco Settlement Asset-8acked Bonds, Series 2005A 
and 2005B (the "Series 2005A and 2005B Bonds·), for $108,209,446. The Series 2005A and 2005B consist of 
capital appreciation bonds maturing on May 1 5, 2050 ($74,523,430 at 6.50% plus accreted interest) and capital 
appreciation bonds maturing on May 1 5, 2055 ($33,686,016 at 7.25% plus accreted interest), respectively. As 
of June 30, 2017, the outstanding balances of Series 2005A and 20058 consist of $160,581 ,736 and 
$79, 186,403, respectively. 

On April 30, 2008, the Trust issued a new series of Tobacco Settlement Asset-8acked Bonds, Series 2008A 
and 20088 (the "Series 2008A and 20088 8onds"), for $195,878,970. The Series 2008A and 20088 consist of 
capital appreciation bonds maturfng on May 15, 2057 ($1 39,003,082 at 7.625% plus accreted interest) and 
capital appreciation bonds maturing on May 1 5, 2057 ($56,875,888 at 8.375% plus accreted interest), 
respectively. As of June 30, 2017, the outstanding balances of Series 2008A and 20088 consist of 
$276,028,589 and $120,658,588 respectively. 

The Series 2008A and 2008B Bonds are subordinated and are not entitled to receive any payments until the 
date when the Series 2005A and 20058 Bonds are no longer outstanding. The Series 2005A and 2005B Bonds 
are subordinated and are not entitled to receive any payments until the. date when the Series 2002 8onds are 
no longer outstanding. 

In addition, the Series 2008B and 2005B Bonds are subordinated to the Series 2008A and 2005A 8onds, 
respectively, and are not entitled to receive any payments until the date when the Series 2008A or 2005A Bonds 
are no longer outstanding. Ali bonds are secured by 1 00% of the annual payments received under the 
Agreement. As of June 30, 2017, principal and interest payments on all of the Trust's outstanding bonds are 
current. 
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THE CHILDREN'S TRUST RSM 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

7. 

Changes in bonds payable for the year ended June 30, 2017, are summarized as follow (in thousands}: 

Balance at other Balance at OueWlthln 
Ju!l 1 ,2016 Additlons Oebt Paid lncreases June 30, 2017 One Year 

Bond Payable $ 1 ,438,655 $ $ (29,815) $ 44,825 $ 1,453,665 $ 
Less: 

Unaccreted 
discount (18,285) 1 ,083 (17,202) 

$ 1 ,420,370 $ $ �29,81 5) $ 45,908 $ 1,436,463 $ 

Changes in deferred outflows of resources during the year ended June 30, 2017, are summarized as foflow (in 
thousands}: 

Deferred IQss on refunding $ 

Balance at 
July 1 ,  2016  

(18,599) $ 

Accretion 
Balance at 

June 30, 2017 

2,964 $ 15,635 �-----'--
As of June 30, 2017, debt service requirements far bonds outstanding were as follow (in thousands}: 

Year Ending June 301 Princie!I lnterest Total 

2018  $ $ 45,054 $ 45,054 
2019 45,054 45,054 
2020 45,054 45,054 
2021 45,054 45,054 
2022 45,054 45,054 
2023--2027 9,855 225,268 235,123 
2028-2032 161 ,615 206,126 367,741 
2033-2037 230,135 156,019 386,154 
2038-2042 334,210 81 ,782 415,992 
2043-2047 81 ,395 4,578 85,973 
2048-2052 
2053-2057 
2057-2061 8,634,580 8,634,580 

$ 9,451 ,790 $ 899,043 $ 10,3501833 

Less: 
Unaccreted discount (17,202) 
Unaccreted interest Q:,998,125) 

Total Bonds payable $ 1 ,436,463 

COMMITMENTS 

As of June 30, 2017, the Trust had only one approved commitment, or grant agreement, with one entity, as 
explained in Note 9. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

8. GLOBAL SETTLEMENT AGREEMENT 

9. 

On November 23, 1 998, the Agreement was enterad into by and between certain tobacco companies and 
certain states, territories, and other jurisdictions of the Uníted States of America, including the Commonwealth. 
The Agreement calls for annual payments through the year 2025, which will vary due to inflationary and volume 
adjustments. After 2025, the tobacco companies shall continue making contributions in perpetuity. 

Following is a summary of projected collections amounts in the official statement that should be received by the 
Trust through the year ending June 30, 2025 (unaudited, in thousands): 

Year ending June 30, Amount 

2018  $ 97,014 
2019 98,140 
2020 99,231 
2021 1 00,439 
2022 101 ,638 

2023-2025 312,712 

$ 809,174 

Actual collections from the Agreement will fluctuate due to future cigarette consumption, which could be affected 
by factors such as inflation, demographics, cigarette prices, disposable income, employment, advertising 
expenditures, and regulations, among others. During 2017, actual collections were $72,687,019 or 1 5% less 
than the projected amount in the .master settlement agreement for the year 2017. 

AII of the revenue received under the Agreement and investment eamings on certain accounts under the bond 
indentures are pledged as collateral for all bond issuances. 
Arnounts received under the bond issuances are used to finance programs aimed at promoting a better quality 
of life and the well-being of families, children, and youth in Puerto Rico, especially in the areas of education, 
recreation, and health in form of grants. Part of the proceeds from the Series 2008A and 2008B Bonds were 
used to pay certain operating expenses of the Commonwealth. 

During the year ended June 30, 2017, pleclged revenues amounted to $72,687,019, which were used to pay for 
$76,471 ,206 of relatad principal and interest of the bond issuances. 

INTERGOVERNMENTAL GRANTS 

The Trust has established intergovemmental agreements with various Puerto Rico govemmental entities in 
order to disburse funds as permitted by Act 173 and as authorized by the Board of Directora of the Trust. As 
of June 30, 2017, the Board of Directors of the Trust has approved $1 ,324,317,710 in funds disbursed under 
grant agreements to severa! Puerto Rico govemmental entities, disbursing approximately $1 ,314,516,521 ,  with 
a balance of $9,801 , 189 of unused grant · moníes. Of the amounts in unused grant monies to governmental 
entities, in April 2014, the Board of Directors of the Trust authorized reassigning $4,664,250 to the Corporación 
del Proyecto ENLACE del Caño Martín Pena ("Corporación Enlace") under a grant agreement between the 
Corporación Enlace and the Trust As of June 30, 2017, the amount of unspent funds under the grant agreement 
with the Corporación Enlace was $1 ,888,883 with a grant termination date as of June 30, 2018. There were no 
outstanding grant agreements available for other Puerto Rico govemmental entities as of June 30, 2017. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 
RS�A 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2017 

10. SUBSEQUENT EVENTS 

The following subsequent events were evaluated through July 19, 2019, the date the basic financia! statements 
were available to be issued, to determine if any such events should either be recognized or disclosed in the 
June 30, 2017 financia! statements: 

1 .  At June 30, 2017, the Trust had approximately $16,592,000 in funds deposited with the Bank. On 
November 29, 2018, the Bank completed a restructuring of its financia! liabilltfes, including its deposits, 
pursuant to a proceedlng under Tltle VI of PROMESA and to Act No. 109-2017, as amended. In  connectlon 
with such restructuring, the deposits of public corporations that were net depositors of the Bank (l.e., thelr 
deposits with the Bank exceeded their loans with the Bank) were transferred to the PET, together with certain 
assets of the Bank (consisting mainly of loans payable from legislativa appropriations). The Trust has a claim 
of approximately $16,592,000 against the PET in respects of its deposits with the Bank. Such claim is payable 
from the revenues, if any, generated by the PET's assets. The revenues to be generated by the PET assets, 
if any, are uncertain at this time and, therefore, no assurances can be provided that the Trust will be able to 
collect on its claim against the PET. 

2. In December 2017, the Trust opened two commercial bank accounts with an FDIC insured commercial bank 
in Puerto Rico. The two new bank accounts were funded with $1 1.9 milflon in unspent cash that the Trust 
had available to support the execution of grant agreements, as permitted by Act 173, and to cover general 
operating expenses. Since December 2017, the two commercial bank accounts have been used by the Trust 
to support its outstandlng grant agreements and to cover its general operating expenses. 

3. In October 2018, the Board of Directors of the Trust authorized a new grant agreement to the Corporación 
Enlace, which is subsequent to the grant agreement that was approved in April 2014 which had a termination 
date of June 30, 2018. The amount of the new grant agreement was $1 ,167,345, which represented the 
amount of unspent funds pertaining to the grant agreement originally authorized in April 2014. The new grant 
agreement with the Corporación Enlace has a termination date as of February 25, 2021 . 

4. In October 2018, the Board of Directors of the Trust authorized a new grant agreement to the Puerto Rico 
Council of Boy Scouts of America, lnc. ("Boy Scouts·) in the amount of $197,632. The new grant agreement 
with the Boy Scouts has a termination date as of November 26, 2019. 

5. On November 29, 2018, the Bank completed a restructuring of its financia! liabilities, including its deposits, 
pursuant to a proceeding under Title VI of PROMESA and to Act No. 1 09-2017, as amended. In connection 
with such restructuring, the deposits of public corporations that were net depositors of the Bank (i.e., their 
deposits with the Bank exceeded their loans with the Bank) were transferred to a newly created public trust 
known as the GDB Public Entity Trust {the "PEr), together with certain assets of the Bank (consisting mainly 
of Joans payable from legislative appropriations). The Trust has a claim of approximately $16,607,000 
against the PET in respects of its deposits with the Bank. Such claim is payable from the revenues, if any, 
generated by the PET's assets. The revenues to be generated by the PET assets, if any, are uncertain at 
this time and, therefore, no assurances can be provided that the Trust will be able to collect on its claim 
agalnstthe PET. 
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To: 

INDEPENDENT AUDITORS' REPORT 

The Members of the Board of Directors of 
The Children's Trust 

■ -

RS�A 
RSM Puerto Rico 

PO Box 10528 
San Juan, PR 00922-0528 

T 787-751-6164 
F 787-759-7479 

www.rsm.pr 

We have audited the accompanying financia! statements of the governmental activities and each major fund of The 
Children's Trust, a Component Unit of the Commonwealth of Puerto Rico, as of and for the year ended June 30, 
201 8, and the related notes to the financia! statements, which collectively comprise the entity's basic financia! 
statements as listed in the table of contents. 

Management's Responsibility for the Financia! Statements 

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

Auditors' Responsibility 

Our responsibility is to express opinions on these financia! statements based on our audit. We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financia! statements are free 
from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financia! 
statements. The procedures selected depend on the auditors' judgment, including the assessment of the risks of 
material misstatement of the financia! statements, whether due to fraud or error. In making those risk assessments, 
the auditor considers interna! control relevant to the entity's preparation and fair presentation of the financia! 
statements in arder to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity's interna! control. Accordingly, we express no such opinion. 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financia! 
statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinions. 

THE POWER OF BEING UNDERSTOOD 
AUDIT I TAX I CONSULTI NG 
RSM Puerto Rico is  a member of the RSM networ1< and trades as RSM. RSM is  the trading name used by !he members of !he RSM network. Each member of !he RSM networ1< is  an  independent 
accounting and consulting firrn which practices in its own right. The RSM networ1< is not itself a separate legal entity in any JuriSdiction. 

L 
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RS�A 
Opinion 

In our opinion, the financia! statements referred to above present fairly, in all material respects, the respective financia! 
position of the governmental activities and each majar fund of The Children's Trust as of June 30, 2018 ,  and the 
respective changes in financia! position for the year then ended, in accordance with accounting principies generally 
accepted in the United States of America. 

Other Matter 

Required Supplementary lnformation 

Accounting principies generally accepted in the United States of America, require that the Management's Discussion 
and Analysis on pages 3 through 7 be presented to supplement the basic financia! statements. Such information, 
although not a part of the basic financia! statements, is required by the Governmental Accounting Standards Board 
which considers it to be an essential part of financia! reporting for placing the basic financia! statements in an 
appropriate operational, economic, or histori98I context. We have applied certain limited procedures to the required 
supplementary information in accordance with auditing standards generally accepted in the United States of America, 
which consisted of inquiries of management about the methods of preparing the information and comparing the 
information for consistency with management's responses to our inquiries, the basic financia! statements, and other 
knowledge we obtained during our audit of the basic financia! 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. 

San Juan, Puerto Rico 
April 2 1 ,  2020. 

Stamp No. E41 1 168 was affixed to 
the original of this report. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANAL YSIS (UNAUOITEO) 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 201 8 

As management of the Children's Trust (the "Trust"), we offer readers of the Trust's financia! statements this narrativa 
overview and analysis of the Trust's financia! performance during the fiscal year ended June 30, 201 8. Please read 
it in conjunction with the Trust's basic financia! statements including the notes thereto, which follow this section. 

1 .  FINANCIAL HIGHLIGHTS 

• The Trust's government-wide net deficit for the fiscal year 201 8 was approximately $1 ,285 million, an 
increase of approximately $16.3 million , · or approximately 1 .3%, as comparad to approximately $1 ,269 
million in fiscal year 2017 .  

• Government-wide revenues for fiscal year 201 8  generated from the Global Settlement Agreement dated 
November 23, 1 998 (the "Tobacco Settlement") between certain tobacco companies and certain states, 
territories, and other jurisdictions of the United States of America, including the Commonwealth of Puerto 
Rico (the "Commonwealth") were approximately $77.8 million, an increase of approximately $5.5 million, 
or approximately 7. 7%, as comparad to approximately $72.3 mi Ilion in fiscal year 201 7. 

• Operating expenses consist of payments for programs and activities permitted by the Trust's enabling 
legislation, Act No. 1 73 of July 30, 1 999, as amended ("Act 173"). The total aggregate amount of funds 
granted during fiscal year 201 8  accounted in the government-wide financials was approximately 
$555,000, a decrease of approximately $2.1  million, or approximately 79.3%, as comparad to 
approximately $2.7 million during fiscal year 201 7. 

2. OVERVIEW OF THE FINANCIAL STATEMENTS 

3. 

The financia! statements include the management's d iscussion and analysis section, the independent 
auditors' report, and the basic financia! statements of the Trust. The basic financia! statements also include 
notes that explain in more detail sorne of the inforrnation in the basic financia! statements. 

REQUIREO FINANCIAL STATEMENTS 
Govemment-Wide Financia/ Statements - The statement of net position (deficit) and the statement of activities 
report inforrnation on all activities of the Trust. Only governmental activities are presentad in the Trust's 
financia! statements. Governmental activities generally are financed through nonexchange revenues. 
Following is a description of the Trust's government-wide financia! statements. 

• The statement of net position (deficit) presents the Trust's assets and deferred outflows of resources and 
the liabilities and deferred inflows of resources, with the difference reportad as net position (deficit). 

• The statement of activities demonstrates the degree to which the direct expenses of a given function or 
segments are offset by program revenues. Direct expenses are those that are clearly identifiable within 
a specific function.  Program revenues include: ( 1 )  interest income on investments and interest-bearing 
deposits and (2) grants and contributions that are restricted to meet the operational or capital requirements 
of a particular function. Other items not meeting the definition of program revenues are reportad as 
general revenues. 

Fund Financia/ Statements - Fund accounting is designad to demonstrate legal compliance and to aid 
financia! management by segregating transactions related to certain government functions or activities. A 
fund is a separata accounting entity with a self-balancing set of accounts that comprise its assets, deferred 
outflows of resources, liabilities, deferred inflows of resources, fund balances, revenues and expenditures, as 
appropriate. The financia! activities of the Trust reportad in the accompanying basic financia! statements were 
classified in two governmental funds. AII funds of the Trust are major funds. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION AND ANAL YSIS (UNAUDITED) 
AS OF ANO FOR THE YEAR ENDED JUNE 30, 201 8 

4. FINANCIAL ANAL YSIS 

5. 

The statement of net position (deficit) and the statement of activities report information about the Trust's 
activities in a way that will help understand whether the Trust as a whole is better or worse as a result of this 
year activities. These two statements report the net deficit of the Trust and the changes in net deficit for the 
year. 
The Trust's net position (deficit) (the difference between assets and the deferred outflows of resources, and 
liabilities and the deferred inflows of resources) is one way to measure the Trust's financia! health or financia! 
position. Over time, increases or decreases in the Trust's net position are one indicator of whether its financia! 
health is improving or deteriorating. However, other non-financia! factors on tobacco and general industries, 
as are changes in economic conditions and government legislations need to be considered. 

GOVERNMENT-WIDE FINANCIAL STATEMENTS ANALYSIS 
The government-wide financia! statements are designad so that the user could determine whether the Trust 
is in a better or worse financia! position when compared to the prior year. The following is a condensad 
summary of net deficit of the Trust compared with prior year (in thousands}: 

As of June 30, Change 
201 8 2017 Amount Percent 

Assets: 
Current Assets $ 12,065 $ 1 1 ,8 18  $ 247 2.1 % 
Non-current restricted assets 145,438 145,725 {287) {0.2% } 

Total assets 1 57 ,503 1 57,543 {40) {0.03% ) 

Deferred outflows of resources 12,671 1 5,635 {2,964) {1 9% ) 

Liabilities: 
Current liabilities 6,342 5,835 507 8.7% 
Non-current liability 1 ,449,224 1 ,436,463 12,761 0.9% 

Total liabilities 1 ,455,566 1 ,442,298 1 3,268 0.9% 
Net deficit $ !1 ,285,392 ) $ !1 ,269 , 120)  $ !16,272) 1 .3% 

As previously mentioned, for fiscal year 201 8, the Trust's balance sheet net deficit increased by approximately 
$16.3 million to approximately $1 ,285 million, as comparad to fiscal year 201 7, due to the following: 

• Net decrease in total assets of approximately $40,000, related to a to change in investments and 
investments contracts. 

• Decrease in deferred outflows of resources of approximately $2.9 million, mainly from the amortization 
of deferred loss on bonds refunding. 

• Net increase in total liabilities of approximately $1 3.2 million, mainly from capital appreciation bonds 
from the net effect of interest capitalization for fiscal year 201 8 of approximately $48 million. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANAL YSIS (UNAUOITEO) 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 2018 

Condensed program activities and change in net deficit are presented below (in thousands): 

Function/Program 

Expenses of govemmental activities: 
Health 
Recreation 
lntergovemmental grants 
Custodia! credit risk loss 
lnterest on long tenn debt and other -
net 

Total 

Revenue of governmental activities: 
lnvestment eamings 
Global Settlement Agreement 
lmpainnent recovery on 
deposits held in GDB 

Total 

Change in net deficit 

$ 

$ 

For the Year Ended June 30, 
2018 2017 

555 $ 

16  

97,322 

97,893 

3,778 
77,843 

81 ,621 

2,478 
69 

129 

95,715 

98,391 

3,597 
72,266 

1 2  

75,875 

(1 6,272 ) _$ __ _ (22,516) 

$ 

$ 

Change 
Amount Percent 

( 1 ,923 ) (77.6% ) 
(69 ) (100% ) 

(129 ) (100% ) 
1 6  100% 

1 ,607 1 .7% 

(498 ) (0.5% ) 

181  5.0% 
5,577 7.7% 

(12) (100%) 

5,746 7.6% 

6,244 (27.7% ) 

For fiscal year 201 8, the $6.2 million decrease in net deficit to $16.3 million is mainly due to: ( 1 )  an increase 
on revenues of approximately $5.7 million and (2) a decrease on expenses related to governmental activities 
of approximately $498,000. The revenue increase was mainly attributed to a higher annual contribution from 
the Tobacco Settlement. The total amount to be received under the Tobacco Settlement depends on the actual 
shipment of cigarettes. The net decrease in expenses mostly carne from $2.1  million in lower grant expenses, 
net of the $1 .6 million increase in interest on long-term debt. 

L 6. GOVERNMENTAL FUNO FINANCIAL STATEMENTS ANALYSIS 
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The Trust's governmental funds reported fund balances of approximately $ 1 1 9.6 million as of June 30, 201 8, 
which is approximately $1 .3 million less than the prior fiscal year ending June 30, 2017.  The fund balance 
decrease for governmental funds was mainly due to an increase in interest on debt service of approximately 
$1 .6 million. 

The following is a rounded summary of fund balances of the Trust compared with prior year {in thousands) in 
the government funds: 

As of June 30, Change 
2018 2017 Amount Percent 

Assets $ 1 57,502 $ 1 57,543 $ (41 )  {0.03% ) 

Liabilities and deferred inflows of resource $ 37,81 3  $ 36,547 $ 1 ,266 3.46% 
Fund Balance 1 1 9,689 120,996 {1,307) {1 .08% ) 
Total liabilities, deferred inflows of 

resources and fund balances $ 1 57,502 $ 1 57,543 $ (41 )  (0.03% ) 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANAL YSIS (UNAUOITEO) 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 2018 

7. OEBT AOMINISTRATION 

During the fiscal year ended June 30, 201 8, principal payments on bonds payable amounted to approximately 
$36.4 million . As of June 30, 201 8 ,  the remaining balance on bonds was approximately $1 ,449 million, net of 
approximately $16 . 1  million of non-accreted bond discount, due through year 2061 . 

8. CURRENTLY KNOWN FACTS 

On June 30, 2016, President Barack Obama signed into law the Puerto Rico Oversight, Management, and 
Economic Stability Act of 2016 ("PROMESA"}, which seeks to provide the Commonwealth of Puerto Rico 
(the "Commonwealth") with fiscal and economic discipline through, among other things: (i) the establishment 
of the Financia! Oversight and Management Board for Puerto Rico (the "Oversight Board"), whose 
responsibilities include the certification of fiscal plans and budgets for the Commonwealth and its related 
entities; (ii) a temporary stay of all creditor lawsuits; and (iii) two alternative methods to adjust unsustainable 
debt: (a) a voluntary debt modification process under Title VI of PROMESA, which establishes a largely out­
of-court debt restructuring process through which modifications to financia! debt can be accepted by a 
supermajority of creditors; and (b) a bankruptcy-type proceeding under Title I I I  of PROMESA, which 
establishes an in-court debt restructuring process substantially based upan incorporated provisions of the U.S. 
Bankruptcy Code (1 1 U.S.C. §§ 1 01 ,  et seq.).  

On May 1 ,  2017, the stay under Title IV of PROMESA expired, permitting the substantial l itigation brought by 
bondholders and other creditors against the Commonwealth and its component units to resume. As a result, 
on May 3, 201 7, the Oversight Board, at the request of the Governor of Puerto Rico (the "Governor"), 
commenced a Title I II case for the Commonwealth by filing a petition for relief under Title 111 of PROMESA in 
the United States District Court for the District of Puerto Rico (the "Title III Cpurt"). Title 1 1 1  of PROMESA 
incorporates the automatic stay provisions of Bankruptcy Code section 362 and 922, which are made 
applicable to the Title I I I  cases pursuant to PROMESA section 301 (a). 

On February 28, 2020, the Oversight Board filed its Amended Title I I I  Joint Plan of Adjustment of the 
Commonwealth of Puerto Rico, et al. [ECF No. 1 1946] (the "Amended Plan") and an amended disclosure 
statement related thereto [ECF No. 1 1 947] (the "Amended Disclosure Statement"), which amended the 
Oversight Board's initial plan of adjustment filed in September 201 9. The Amended Plan and Amended 
Disclosure Statement do not reflect the potential impact from the on-going outbreak of a respiratory illness 
caused by a novel (new) coronavirus known as COVID-1 9. On March 23, 2020, the Oversight Board filed an 
urgent motion requesting to adjourn consideration of the Amended Disclosure Statement---currently scheduled 
for June 3 and June 4, 2020-until further notice. The Title 1 1 1  Court granted the motion on March 27, 2020, 
requiring the Oversight Board to file a status report on May 1 ,  2020. The Joint Plan and Disclosure Statement 
remain subject to future amendments and Title 1 1 1  Court approval, and it is not certain that the Title I I I  Court will 
ultimately confirm the Amended Plan. For additional information on the Amended Plan, refer to Note 1 0  to the 
basic financia! statements. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION AND ANAL YSIS (UNAUDITED) 
AS OF AND FOR THE YEAR ENDED JUNE 30, 2018 

On November 29, 201 8, Government Development Bank for Puerto Rico ("GDB") completed a restructuring of 
its financia! liabilities, including its deposits, pursuant to Qualifying Modification under under Title VI of 
PROMESA (the "Qualifying Modification") and Act No. 1 09 of August 24, 201 7, known as the Government 
Development Bank for Puerto Rico Debt Restructuring Act (the "GDB Restructuring Act") . The GDB 
Restructuring Act created two special purpose entities -the GDB Debt Recovery Authority and the Public Entity 
Trust (the "PET") -into which the GDB would divide and irrevocably transfer its assets. Under the Qualifying 
Modification,  holders of certain bond and deposit claims against GDB exchanged their claims for bonds issued 
by the GDB Debt Recovery Authority and GDB transferred to such entity its municipal loan portfolio, a portien 
of its public entity loan portfolio, its real estate owned assets, and its unencumbered cash. In addition, pursuant 
to the GDB Restructuring Act, claims on account of deposits held by the Commonwealth and other public 
entities were exchanged for interests of the PET. The assets of the PET (the "PET Assets") consist of among 
other items, an unsecured claim against the Commonwealth of approximately $580 million, which is the subject 
of a proof of claim filed in the Commonwealth's Title 1 1 1  case. On November 6, 201 8, the United States District 
Court for the District of Puerto Rico approved GDB's Qualifying Modification under Title VI of PROMESA and 
the Qualifying Modification became effective as of November 29, 201 8. The Trust has a claim of approximately 
$16,607,000 against the PET in respect of its deposits with GDB. Such claim is payable from the revenues, if 
any, generated by the PET Assets. The revenues to be generated by the PET Assets, if any, are uncertain at 
this time and, therefore, no assurances can be provided that the Trust will be able to collect on its claim against 
the PET. For additional information on the GDB Qualifying Modification, refer to Note 1 O to the basic financia! 
statements. 

9. REQUEST FOR INFORMATION 

This financia! report is designed to provide those interested with a general overview of the Trust's finances and 
to enhance the Trust's accountability for the funds it receives. Questions about this report or requests for 
additional information should be addressed to the Trust, PO Box 42001 , San Juan, Puerto Rico, 00940-2001 .  
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF NET POSITION (DEFICIT) 
JUNE 30, 2018 

ASSETS 
CURRENT ASSETS: 

Cash 
Certificate of deposit 
Accrued interest receivable 

Total current assets 

NON-CURRENT RESTRICTED ASSETS: 
lnvestments and investment contracts 
Accrued interest receivable 
Receivable from Global Settlement Agreement 

Total noncurrent restricted assets 

Total assets 

DEFERRED OUTFLOWS OF RESOURCES -
Deferred loss on bonds defeasance 

LIABILITIES 
CURRENT LIABILITIES: 

Accounts payable 
Liabilities payable from restricted assets­
Accrued interest payable 

Total current liabilities 

NON-CURRENT LIABILITY - Bonds payable - due in more than one year 

Total liabilities 

NET POSITION (DEFICIT) 
Restricted 
Un restricted 

Total net deficit 

See notes to basic financia! statements. 

·-

$ 

RSI\A 

Governmental 
Activities 

1 1 ,995,523 
67,71 9 

1 ,365 

12,064,607 

1 08,099,286 
481 , 1 92 

36,857,452 

145,437,930 

1 57,502,537 

12,671 , 103 

955,589 

5,386,841 

6,342,430 

1 ,449,223,981 

1 ,455,566,41 1 

140,051 ,089 
(1 ,425,443,860) 

$ (1 ,285,392,771) 
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THE CHILDREN'S TRUST 
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(A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED JUNE 30, 2018  

L 

Functions/Programs 

GOVERNMENTAL ACTIVITIES: 
Health 
Custodia! credit risk loss 
Debt service and other 

Total governmental activities 

GENERAL REVENUES: 
lnvestment earnings 

CHANGE IN NET DEFICIT 

NET DEFICIT - Beginning of year 

L NET DEFICIT - End of year 

L 

L 

L 

L 

L 

L 

L 

L 

See notes to basic financia! statements. 

$ 

$ 

Program Revenues 
lnvestment Operating 

Expenses Earnings Contributions 

555,588 $ $ 
1 6,596 

97,322,1 35 3,657,798 77,842,970 

97,894,31 9 $ 3,657,798 $ 77,842,970 

·-

RS�A 

Net 
Revenues/ 
(Expenses) 

and Changes 
in Net Deficit 

$ (555,588) 
(16,596) 

(1 5,821 ,367) 

(16,393,551 )  

120,452 
( 16,273,099) 

(1 ,269, 1 1 91672} 

$ (1 ,285,392,771} 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

BALANCE SHEET - GOVERNMENTAL FUNDS 
JUNE 30, 2018 

General Fund 

ASSETS 
Cash $ 1 1 ,995,523 $ 
Certificate of deposit 67,71 9 
lnvestment and investment contracts 
Accrued interest receivable 1 ,365 
Receivable from Global Settlement Agreement 

Total assets $ 12,064,607 $ 

LIABILITIES, DEFERRED INFLOWS OF 
RESOURCES ANO FUND BALANCES 

LIABILITIES - accounts payable $ 955,589 $ 

DEFERRED INFLOWS OF RESOURCES -
Deferred revenue 

FUND BALANCES: 
Restricted 
Committed 1 1 ,996,888 
Unassigned (887,870) 

Total fund balances 1 1 , 1 09,0 18  

Total liabilities, deferred inflows of 
resources and fund balances $ 12,064,607 $ 

See notes to basic financia! statements. 

Debt 
Service Fund 

1 08,099,286 
481 , 1 92 

36,857,452 

145,437,930 

36,857,452 

1 08 ,580,478 

1 08,580,478 

145,437,930 

·-

RSI\A 

Total 
Governmental 

Funds 

$ 1 1 ,995,523 
67,71 9 

1 08,099,286 
482,557 

36,857,452 

$ 1 57,502,537 

$ 955,589 

36,857,452 

1 08,580,478 
1 1 ,996,888 

(887,870) 

1 1 9,689,496 

$ 1 57,502,537 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCILIATION OF BALANCE SHEET- GOVERNMENTAL FUNDS TO THE 
STATEMENT OF NET POSITION (DEFICIT) 
JUNE 30, 2018 

FUND BALANCES OF GOVERNMENT AL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVITIES ARE 
DIFFERENT IN THE STATEMENT OF NET POSITION (DEFICIT) BECAUSE: 

Receivable from Global Settlement Agreement to be applied to debt service will not be 
received in the current period and , therefore, is reported as deferred inflows of resources 
in the fund financia! statements. 

Accrued interest payable is not due and payable in the current period and, therefore, is not 
reported in the fund financia! statements. 

Bonds payable are not due and payable in the current period and, therefore, are not 
reported in the fund financia! statements. 

Unamortized loss on bonds refunding is not reported as an expenditure in the 
governmental fund financia! statements; however, such loss is deferred and amortized 
over the life of the bonds and is presented as deferred outflows of resources in the 
statement of net deficit. 

NET DEFICIT OF GOVERNMENTAL ACTIVITIES 

See notes to basic financia! statements. 

·-

RS�A 

$ 1 1 9,689,496 

36,857,452 

(5,386,841)  

(1 ,449,223,981 ) 

12,671 , 1 03 

$ (1 ,285,392,771 ) 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF REVENUES, EXPENDITURES, ANO CHANGES IN FUND 
BALANCES - GOVERNMENTAL FUNDS 
FOR THE YEAR ENDED JUNE 30, 2018 

General Fund 

REVENUES: 
lnvestment earnings $ 1 20,452 $ 
Revenue from Global Settlement Agreement 

Total revenues 120,452 

EXPENDITURES: 
Health 555,588 
Other 429,901 
Debt service: 

Principal 
lnterest 

Total expenditures 985,489 

OTHER FINANCING SOURCES/(USES) -
Transfers in/(out) 358,727 

NET CHANGES IN FUND BALANCES (506,31 0) 

FUND BALANCES - Beginning of year 1 1 ,61 5,328 

FUND BALANCES - End of year $ 1 1 , 1 09,0 18  $ 

See notes to basic financia! statements. 

·-

RS�A 

Total 
Debt Governmental 

Service Fund Funds 

3,657,798 $ 3,778,250 
77,329,028 77,329,028 

80,986,826 81 , 1 07,278 

555,588 
429,901 

36,445,000 36,445,000 
44,983,775 44,983,775 

81 ,428,775 82,414,264 

(358,727) 

(800,676) (1 ,306,986) 

1 09,381 , 1 54 120,996,482 

1 08,580,478 $ 1 19 ,689,496 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCIUATION OF THE STATEMENT OF REVENUES, EXPENOITURES, ANO CHANGES 
IN FUNO BALANCES - GOVERNMENTAL FUNOS TO THE STATEMENT OF ACTIVITIES 
FOR THE YEAR ENOEO JUNE 30, 2018 

NET CHANGE IN FUNO BALANCE - GOVERNMENTAL FUNOS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVITIES ARE 
OIFFERENT IN THE STATEMENT OF ACTIVITIES BECAUSE: 

Net change in receivable from Global Settlement Agreement is reported as revenue in the 
statement of activities, but is not reported in the fund financia! statement since it does not 
provide current financia! resources. 

Net change in interest payable reported in the statement of activities that does not require 
the use of current financia! resources and. therefore, are not reported as an expenditure in 
the governmental funds. 

Repayment of bond principal is an expenditure in the governmental funds, but the 
repayment reduces bonds payable in the statement of net position; this is the amount of 
redemption on bond principal during the year. 

lnterest capitalization on the 2005 and 2008 Series of the Tobacco Settlement Asset­
Backed Bonds do not require the use of current fihancial resources and, therefore, are not 
reported as expenditure in governmental funds. 

The amortization of deferred loss on bonds refunded and the accretion of bonds discount 
do not require the use of current financia! resources and, therefore, are not reported as 
expenditures in the governmental funds-

Accretion of bond discount 
Amortization of loss on refunding 

CHANGE IN NET OEFICIT OF GOVERNMENTAL ACTIVITIES 

See notes to basic financia! statements. 

$ 

$ 

RS�A 

(1 ,306,986) 

51 3,943 

244,865 

36,445,000 

(48, 1 95,007) 

(1 ,01 0,91 2) 
(2,964,001 ) 

(16,273,098) 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018 

1 .  REPORTING ENTITY 

·-

RS�A 

The Trust is a component unit of the Commonwealth created by the Legislative Assembly of the Commonwealth 
under Act 1 73 of the Legislature of the Commonwealth on July 30, 1 999, and an affiliate of the Govemment 
Development Bank of Puerto Rico ("GDB"), a component unit of the Commonwealth . The Trust was created 
for the purpose of developing programs aimed at promoting a better quality of lite and the well-being of families, 
children, and youth in Puerto Rico, especially in the areas of education, recreation and health. These programs 
are financed with funds received by the Commonwealth from the Tobacco Settlement. Pursuant to the Act 
1 73, the Commonwealth assigned and transferred to the Trust the contributions that the Commonwealth is 
entitled to receive under the Tobacco Settlement. The Tobacco Settlement provides for annual payments 
through the year 2057, which will vary due to inflationary and volume adjustments. After 2057, the tobacco 
companies shall continua making contributions in perpetuity. Currently, all of the proceeds received from the 
Tobacco Settlement are pledged to cover the debt service requirements under three outstanding bond 
issuances of the Trust. 

Act 1 73 also provides that GDB will act as the trustee of the Trust. However, GDB's prior functions are now 
carried out by the Puerto Rico Fiscal Agency and Financia! Advisory Authority ("MFAF"), as the new fiscal 
agent and financia! advisor to the Commonwealth pursuant to Act No. 2 of January 1 8, 201 7, as amended. 
Pursuant to Act 173, the Trust is exempt from taxation in Puerto Rico. 

2. BASIS OF PRESENT ATION ANO SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accounting and reporting policies of the Trust conform to Accounting Principies Generally Accepted in the 
United States of America ("GMP") for govemments, as prescribed by the Governmental Accounting Standards 
Board ("GASB"). 

The preparation of financia! statements in conformity with GMP requires management to make estimates and 
assumptions that affect the reported amounts of assets, deferred outflows of resources, liabilities, deferred 
inflows of resources, and the disclosure of contingent assets and liabilities at the date of the financia! statements, 
and the reported amounts of changes in net position (deficit), and activities during the reporting period. Actual 
results could differ from those estimates. 

Following is a description of the Trust's most significant accounting policies: 

Govemment-Wide and Fund Financia! Statements 

Govemment-Wide Financia/ Statements - The statement of net position (deficit) and the statement of activities 
report information on all balances and activities ofthe Trust. The effect of interfund balances has been removed 
from both statements. Governmental activities are financed through revenues from the Tobacco Settlement, 
intergovernmental revenues, and investment earnings. 

The statement of net position (deficit) presents the Trust's assets and deferred outflows of resources, and 
liabilities and deferred inflows of resources, with the difference reported as net position (deficit). 

Net position (deficit) is reportad in three categories: 

• Net investment in capital assets - consists of capital assets, net of accumulated depreciation and 
amortization and reduced by outstanding balances for bonds, notes, and other debt that are attributed to the 
acquisition ,  construction, or improvement of those assets, if any. The Trust has no investment in capital 
assets. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) RSl\A 
NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018 

• Restricted - results when constraints placed on net position use are either externally imposed by creditors, 
contributors, and the like, or imposed by law through constitutional provisions or enabling legislation.  When 
both restricted and unrestricted resources are available for use, it is the Trust's policy to use restricted 
resources first and the unrestricted resources when they are needed. 

• Unrestricted - consists of net position (deficit) that does not meet the definition of the two preceding 
categories. Unrestricted net position often is designated to indicate that management does not consider it to 
be available for general operations. Unrestricted net position often has constraints on resources, which are 
imposed by management, but can be removed or modified. 

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment 
is offset by program revenues. Direct expenses are those that are clearly identifiable within a specific function. 
Program revenues include earnings on investments. Other items not meeting the definition of program revenues 
are reportad as general revenues. 

Fund's Financia/ Statements - Fund accounting is designad to demonstrate legal compliance and to aid 
financia! management by segregating transactions related to certain government functions or activities. A fund 
is a separata accounting entity with a self-balancing set of accounts. AII of the financia! activities of the Trust 
are reportad in the accompanying basic financia! statements and have been classified as governmental. AII 
funds of the Trust are major funds. 

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

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

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

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

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

• Unassigned - amounts that are available for any purpose. 

Measurement Focus, Basis of Accounting, and Financia! Statement Presentation 

Govemment-Wide Financia/ Statements - The government-wide financia! statements are reportad using the 
economic resources measurement focus and the accrual basis of accounting. Revenues are recordad when 
earned and expenses are recordad when a liability is incurred, regardless of the timing of related cash flows. 
Grants and similar items are recognized as revenues as soon as all of the eligibility requirements imposed by 
the provider have been met. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) RS�A 
NOTES TO BASIC FINANCIAL ST ATEMENTS 
JUNE 30, 2018 

Govemmental Fund's Financia/ Statements - The governmental fund's financia! statements are reported using 
the current financia! resources measurement focus and the modified accrual basis of accounting. Revenues 
are recognized when they become measurable and available. Revenues are considered to be available when 
they are collectible within the current period or soon enough thereafter to pay liabilities of the current period. 
For this purpose, the Trust considers revenues to be available if they are to be collected within 120 days after 
the end of the current fiscal year-end .  Expenditures are recorded when the related liability is incurred. An 
exception to this general rule includes principal and interest on general long-term debt, which is recognized 
when due. 

The financia! activities of the Trust that are reported in the accompanying basic financia! statements have been 
classified into the following major govemmental funds: 

• General Fund - The general fund is used to account for grants awarded to promote a better quality of life 
and the well-being of families, children, and youth in Puerto Rico. During the year ended June 30, 201 8, 
grants were awarded for health, and other . .  

• Debt Service Fund - This debt service fund is used to account for proceeds from the Tobacco Settlement 
and for the payment of interest and principal on long-term obligations. 

Budgetary Accounting - The Trust is not required by the Act 1 73 to submit a budget for approval by the 
Legislature of the Commonwealth; consequently, no formal budgetary accounting procedures are followed. 

Use of Estimates - The preparation of the basic financia! statements in conformity with GAAP requires 
management to make estimates and assumptions that affect the reported amounts of assets, deferred outflows 
of resources, liabilities, deferred inflows of resources, and disclosure of contingent assets and liabi lities at the 
date of the basic financia! statements and the reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates. 

Cash Equivalents - Cash equivalents are defined as highly liquid investments with original maturities at the 
date of purchase of three months or less. 

lnvestments and lnvestment Contracts - lnvestments and investment contracts are carried at fair value, 
except for money market investments and participating investment contracts with a remaining maturity at the 
time of purchase of one year or less, and non-participating investment contracts, carried at cost, which 
approximate fair value. Fair value is determined based on quoted market prices, and quotations received from 
independent broker/dealers or pricing services organizations. 

GASB Statement No. 72, Fair Va/ue Measurement and App/ication, defines fair value as the price that would be 
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at 
the measurement date. 

This statement establishes a hierarchy of valuation inputs based on the extent to which the inputs are observable 
in the marketplace. lnputs are used in applying the various valuation techniques and take into account the 
assumptions that market participants use to make valuation decisions. lnputs may include price information, 
credit data, interest and yield curve data, and other factors specific to the financia! instrument. Observable 
inputs reflect market data obtained from independent sources. In contrast, unobservable inputs reflect the 
entity's assumptions about how market participants would value the financia! instrument. 
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THE CHILDREN'S TRUST RS�A (A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018  

A financia! instrument's level within the fair value hierarchy i s  based on the lowest level of any input that is 
significant to the fair value measurement. The following describes the hierarchy of inputs used to measure fair 
value and the primary valuation methodologies used for financia! instruments measured at fair value on a 
recurring basis: 

Level 1 

Level 2 

Level 3 

lnvestments whose values are based on quoted prices (unadjusted) for identical assets or 
liabilities in active markets that a government can access at the measurement date. 

lnvestments with inputs other than quoted prices included within Level 1 that are observable 
for an asset or liability, either directly or indirectly. 

lnvestments have unobservable inputs for an asset or liability and may require a degree of 
professional judgment. 

Realized gains and losses from the sale of investments and unrealized changes in fair values are recorded as 
investment income. 

Bond lssue Costs and Bond Discounts - In the government-wide financia! statements and the governmental 
funds financia! statements, the bond issue costs are recorded as expenditures when paid. Discount on bonds 
is accreted over the life of the debt using the effective interest method in the government-wide financia! 
statements. Discount on bonds is accounted for in the governmental funds as expenditures when paid. 

Refunding - Refunding involve the issuance of new debt whose proceeds are used to repay immediately 
(current refunding) or at a futura time (advance refunding) previously issued debt. The difference between the 
reacquisition price and the net carrying amount of the old debt is deferred and amortized as a component of 
interest expense in the statement of activities, ovar the remaining life of the old debt or the lite of the new debt, 
whichever is shorter. The deferred amount is reported on the statement of net deficit as deferred outflows of 
resources. 

Deferred Revenue - Deferred revenue at the governmental fund level arises when potential revenue does not 
meet the "available" criteria for revenue recognition in the current period. Deferred revenue also arises when 
resources are received befare the Trust has a legal claim to them, as when grant moneys are received prior 
to incurring the qualifying expenditures. In subsequent periods, when the revenue recognition criteria is met, 
or when the Trust has a legal claim to the resources, the liability for deferred revenue is removed from the 
balance sheet, and the revenue is recognized. Deferred revenue at the government wide level arises only when 
the Trust receives resources befare it has a legal claim to them. The deferred revenue is reportad on the 
governmental funds balance sheet as deferred inflows of resources. 

Tobacco Settlement - The Trust follows the GASB Technical Bulletin No. 2004-1 , Tobacco Settlement 
Recognition and Financia/ Reporting Entity lssue, as amended by GASB Statement No. 48, Sales and Pledges 
of Receivables and Future Revenues and lntra-Entity Transfers of Assets and Future Revenues (the "GASB 
48"), which provides accounting guidance for entities created to obtain the rights to all or a portian of future 
tobacco settlement resources and for the governments that create such entities. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) RS�A 
NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018 

GASB 48 indicates that the entity created to obtain the rights, which is  called the Tobacco Settlement Authority 
("TSA"} ,  should be considered a component unit of the government that created it and that the component unit 
should be accounted for as a blended component unit. GASB 48 also states that the government receiving the 
payments from the tobacco companies under the Tobacco Settlement which is called the settling government, 
should recognize a receivable and revenue for tobacco settlement resources when an event occurs. The event 
that results in the recognition of an asset and revenue by a settling government is the domestic shipment of 
cigarettes. GASB 48 indicates that accruals should be made by the settl ing government and TSA for estimated 
shipments from January 1 to their respective fiscal year-ends, since the annual payments are based on a 
calendar year. However, under the modified-accrual basis of accounting at the fund level, revenue should be 
recognized only to the extent that resources are available. 

GASB 48 addresses the question of how the settling governments should report the receipt of the resources 
provided by the TSA's remittances of the proceeds of the bonds sold. Since the TSA should be reportad as a 
blended component unit, GASB 48 indicates these remittances should be reported as transfers into the fund 
receiving the proceeds and transfers out in the fund that accounts for the activities of the TSA. Since the Trust 
has no contractual obligation, under its enabling legislation or elsewhere, to remit all bond proceeds or assets 
relatad to the Tobacco Settlement to the settling government (the Commonwealth}, the Trust recognizes as 
expenses amounts that are disbursed for grants to its settling government (including its instrumentalities} or 
third parties. 

GASB has issued the following accounting pronouncements that have effective date after June 30, 201 8: 

(a} GASB Statement No. 83, Certain Asset Retirement Obligations. The requirements of this statement are 
effective for fiscal years beginning after June 1 5, 2018 .  

(b} GASB Statement No. 84, Fiduciary Activities. The requirements of this statement are effective for fiscal 
years beginning after December 1 5, 201 8. 

(c} GASB Statement No. 87, Leases. The requirements of this statement are effective for fiscal years 
beginning after December 1 5, 201 9 .  

(d} GASB Statement No. 88, Certain Disclosures Re/ated to Debt inc/uding Direct Borrowíngs and Direct 
Placements. The requirements of this statement are effective for fiscal years beginning after June 1 5, 
201 8. 

(e} GASB Statement No. 89, Accounting for lnterest Cost lncurred before year End befare a Construction 
Period. The requirements of this statement are effective for fiscal years beginning after December 1 5, 
201 9. 

(f} GASB Statement No. 90, Majority EquityAccounting for lnterests - an amendment of GASB 
Statements No. 14  and No. 61 . The requirements of this statement are effective for fiscal years 
beginning after December 1 5, 201 8 .  

(g} GASB Statement No. 91 ,  Conduit Debt Obligations. The requirements of this statement are effective 
for fiscal years beginning after December 1 5, 2020. 

Management is evaluating the impact that these statements will have, if any, on the Trust's basic financia! 
statements. 
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THE CHILDREN'S TRUST RS�A (A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018 

3. 

4. 

CUSTODIAL CREDIT RISK 

Custodia! credit risk is the risk that in the event of a bank failure, the Trust's deposits may not be returned. The 
Trust does not have a deposit policy for custodia! credit risk. As of June 30, 201 8, the Trust had approximately 
$1 6.6 million in funds deposited with GDB for uses permitted under Act 173. GDB was facing sign ificant financia! 
difficulties and eventually became unable to pay its obligations, including its deposit liabilities, as they carne due 
in 2017. 

On April 8, 2016, then-Governor Alejandro García Padilla issued an executive order under Act 2 1 -201 6 to, 
among other things, suspend the withdrawal of deposits from GDB. GDB continued to face significant financia! 
difficulties, and, on November 29, 201 8, it completed a restructuring of its financia! liabilities, including its 
deposits, pursuant to a Qualifying Modification under Title VI of PROMESA and the GDB Restructuring Act. In 
connection with the Qualifying Modification, the deposits of public corporations that were net depositors of GDB 
(i.e., their deposits with GDB exceeded their loans with GDB) were transferred to PET, together with certain 
assets of GDB (consisting mainly of loans payable from legislative appropriations). The Trust has a claim of 
approximately $16.6 million against the PET in respects of its deposits with GDB. Such claim is payable from 
the revenues, if any, generated by the PET Assets. The revenues to be generated by the PET Assets, if any, 
are uncertain at this time and, therefore, no assurances can be provided that the Trust will be able to collect on 
its claim against the PET. See Note 1 O (b). 

INVESTMENTS ANO INVESTMENT CONTRACTS 
The Trust follows the investment guidelines promulgated by GDB under the authority provided by Act No. 1 1 3 
of August 3, 1 995 and Executive Order 1 995-S0A, which detail which investments categories may be purchased 
or entered by the Trust, which establish limitations and other guidelines on maturities and amounts to be 
invested in the aforementioned investment categories and by issuer/counterparty and on exposure by country. 

Therefore, the GDB's investment policies allow management to purchase or enter into the following investment 
instruments: 

• U.S. government and agencies obligations 

• Certificates of deposit and time deposits 

• Bankers' acceptances 

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

• Federal funds sold 

• Securities purchased under agreements to resell 

• World Bank securities 

• Mortgage-backed and asset-backed securities 

• Corporate debt, including investment contracts 

• Externa! investment pools 

• Stock of corporations created under the laws of the United States of America or the Commonwealth of 
Puerto Rico 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) RS�A 
NOTES TO BASIC FINANCIAL ST ATEMENTS 
JUNE 30, 201 8  

• Options, futures, and interest-rate swap agreements for hedging and risk control purposes, as well as for 
the creation of synthetic products which qualify under any of the foregoing investment categories 

• Open-end mutual funds with acceptable underlying assets and rated AAA by Standard & Poor's or its 
equivalent by Moody's lnvestors Service. 

As of June 30, 201 8, the Trust maintains approximately $108 million in investments and investments contracts 
which are held as debt service reserves in trusted accounts that are govemed by the applicable bond indenture. 
AII of the funds used for debt services are held by the trustee in the name of the Trust with the exception of 
$83.7 million of nonparticipating investments contracts. 

At June 30, 201 8, the Trust had the following recurring fair value measurements: 

lnvestment type 

Extemal lnvestment pools- fixed income 
securities: 
U.S. Bank-Money Market 

Nonparticipating investment contracts­
UniCredit Bank AG-Guaranteed lnvestment 

Contract 

Level 1 

$ 24,415,051 $ 

$ 24,41 5,051 $ 

Level 2 

-----

Level 3 Total 

$ $ 24,41 5,051 

83,684,235 83,684,235 

$ 83,684,235 $ 108,099,286 

1 l 

! 1 

-

' -

-

...,, 

u 
The following table summarizes the type and maturities of investments at fair value held by the Trust at 
June 30, 201 8. Based on concentration credit risk, investments by type in any one issuer representing 5% or 

LJI 

more of total investments have been separately disclosed. 

lnvestment type 

Externa! investment pools -
fixed income securities: 
U.S. Bank-Money Market 

Nonparticipating investment 
contracts-
UniCredit Bank AG­
Guaranteed lnvestment 
Contract 

Within 
One year 

$ 24,415,051 $ 

Within to 
Five Years 

$ 24,41 5,051 $ -------

$ 

$ 

Within to 
Ten Years 

After 
Ten Years Total 

$ $ 24,41 5,051 

83,684,235 83,684,235 

$ 83,684,235 $ 108,099,286 

The credit quality ratings for investments and investments contracts as of June 30, 201 8, are as follows: 

U.S. Bank 
UniCredit Bank AG 

Counter Party 
Credit Risk Rating 

Standard & Poor's Moody's 

BBB 
NR 

A3 
Ba 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018  

5. SERVICE AGREEMENT 

■ -

RS�A 

The Trust had an agreement with GD8 whereby GD8 provided managerial, administrativa, and financia! 
supporting services to the Trust. Pursuant to this agreement, the Trust was invoiced $200,000 during the fiscal 
year ended June 30, 201 8. Such amount was included in accounts payable as of June 30, 201 8. Since June 
30, 201 8, the managerial ,  administrativa, and financia! supporting services to the Trust were provided by 
AAFAF. 

6. BONOS PAYABLE 

On October 10, 2002, the Trust refunded its then outstanding $390, 170,000 Tobacco Settlement Asset 8acked 
8onds, Series 2000 dated as of October 1 ,  2000, with new 2002 Series bonds (the "Series 2002 8onds") in the 
amount of $1 , 1 71 ,200,000. As of June 30, 201 8, the outstanding balance of these bonds consist of single rated 
term bonds (the "Term 8onds") maturing from May 1 5, 2025 to 2033 ($174, 1 30,000 at 5.375%), from May 1 5, 
2034 to 2039 ($310,380,000 at 5.5%) and from May 1 5, 2040 to 2043 (296,255,000 at 5.625%). 

The Term 8onds are subject to mandatory redemption in whole or in part prior to their respective stated maturity 
dates from the Tobacco Settlement collections in excess of the mínimum amount required to pay the scheduled 
annual debt service and administrative expenses may been used to redeem bonds at the redemption price of 
1 00% of the principal amount thereof together with interest accrued thereon to the date ftxed for. redemption. 

On June 30, 2005, the Trust issued a new series of Tobacco Settlement Asset-8acked 8onds, Series 2005A 
and 20058 (the "Series 2005A and 20058 8onds"), for $1 08,209,446. The Series 2005A and 20058 consist of 
capital appreciation bonds maturing on May 1 5, 2050 ($74,523,430 at 6.50% plus accreted interest) and capital 
appreciation bonds maturing on May 1 5, 2055 ($33,686,016 at 7.25% plus accreted interest), respectively. As 
of June 30, 201 8, the outstanding balances of Series 2005A and 20058 consist of $171 , 1 89, 164 and 
$85,031 ,474, respectively. 

On April 30, 2008, the Trust issued a new series of Tobacco Settlement Asset-8acked 8onds, Series 2008A 
and 20088 (the "Series 2008A and 20088 8onds"), for $1 95,878,970. The Series 2008A and 20088 consist of 
capital appreciation bonds maturing on May 1 5, 2057 ($1 39,003,082 at 7.625% plus accreted interest) an� 
capital appreciation bonds maturing on May 1 5, 2057 ($56,875,888 at 8.375% plus accreted interest), 
respectively. As of June 30, 201 8 and 201 7, the outstanding balances of Series 2008A and 20088 consist of 
$297,454,594 and $1 30,975,092 respectively. 

The Series 2008A and 20088 8onds are subordinated and are not entitled to receive any payments until the 
date when the Series 2005A and 20058 8onds are no longer outstanding. The Series 2005A and 20058 8onds 
are subordinated and are not entitled to receive any payments until the date when the Series 2002 8onds are 
no longer outstanding. 

In addition, the Series 20088 and 20058 8onds are subordinated to the Series 2008A and 2005A 8onds, 
respectively, and are not entitled to receive any payments until the date when the Series 2008A or 2005A 8onds 
are no longer outstanding. AII bonds are secured by 100% of the annual payments received under the Tobacco 
Settlement. As of June 30, 201 8, principal and interest payments on all of the Trust's outstanding bonds are 
current. 
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NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018 

Changas in  bonds payable for the year ended June 30, 201 8, are summarized as follow (in thousands): 

Balance at Debt Other Balance at Due Within 
Jul� 1 ,  2017 Additions Paid lncreases June 30, 2018 One Year 

Bonds payable $ 1 ,453,665 $ $ (36,445) $ 48, 195 $ 1 ,465,415 
Less: 

Unaccreted 
discount {17,202) 1 ,01 1 {16,191) 

Bonds payable $ 1 ,436,463 $ $ �36,445) $ 49,206 $ 1 ,449,224 $ 

Changas in deferred outflows of resources during the year ended June 30, 201 8, are summarized as follow (in 
thousands): 

Description 

Deferred loss on refunding $ 

Balance at 
July 1 ,  201 7 

(1 5,635) $ 

Accretion 
Balance at 

June 30, 2018 

2,964 _$ _ __.(_12.._,6_7_.1)  

As of June 30, 201 8, debt service requirements for bonds outstanding were as follow (in thousands): 

Year Ending June 30, Principal lnterest Total 

201 9  $ $ 45,054 $ $45,054 
2020 45,054 45,054 
2021 45,054 45,054 
2022 45,054 45,054 
2023 45,054 45,054 

2024-2028 3, 170 224,739 227,909 
2029-2033 1 70,960 1 97,439 368,399 
2034-2038 248,500 143,41 1 391 ,91 1 
2039-2043 358 , 135 63, 1 32 421 ,267 
2044-2048 
2049-2053 
2054-2058 
2059-2061 8,634,580 8,634,580 

$ 9,41 5,345 $ 853,991 $ 10,269,336 

Less: 
Unaccreted discount ( 16, 191 ) 
Unaccreted interest {7,949,930) 

Total Bonds payable $ 1 ,449,224 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018 

7.  COMMITMENTS 

·-

RS�A 

As of June 30, 201 8, the Trust had only one approved commitment, or grant agreement, with one entity, as 
explained in Note 9. 

8. THE TOBACCO SETTLEMENT AGREEMENT 

On November 23, 1 998, the Tobacco Settlement was entered into by and between certain tobacco companies 
and certain states, territories, and other jurisdictions of the United States of America, including the 
Commonwealth. The Tobacco Settlement calls for annual payments through the year 2057, which will vary due 
to inflationary and volume adjustments. After 2057, the tobacco companies shall continua making contributions 
in perpetuity. 

Following is a summary of the projetions of annual payments to be received by the Trust in each year through 
2057 (unaudited, in thousands): 

Year ending June 30, Amount 

201 9  $ 98, 1 40 
2020 99,231 
2021 1 00,439 

2022 1 01 ,638 
2023 1 02 ,889 

2024-2028 534,584 

2029-2033 571 , 1 64 
2034-2038 609, 1 92 
2039-2043 648,829 

2044-2048 690,21 1 
2049-2053 735,434 

2054-2057 622,644 

$ $4,914,395 

Actual collections from the Tobacco Settlement will fluctuate due to future cigarette consumption , which could 
be affected by factors such as inflation , demographics, cigarette prices, disposable income, employment, 
advertising expenditures, and regulations, among others. During 201 8, actual collections were $77,842,970 or 
20% less than the projected amount in the master settlement agreement for the year 201 8. 

AII of the revenue received under the Tobacco Settlement and investment earnings on certain accounts under 
the bond indentures are pledged as collateral for all bond issuances. 

Amounts received under the bond issuances are used to finance programs aimed at promoting a better quality 
of life and the well-being of familias, children, and youth in Puerto Rico, especially in the areas of education, 
recreation, and health in form of grants. Part of the proceeds from the Series 2008A and 2008B Bonds were 
used to pay certain operating expenses of the Commonwealth. 

During the year ended June 30, 201 8, pledged revenues amounted to $77,842,970, which were used to pay for 
$81 ,428,775 of related principal and interest of the bond issuances. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018 

9. INTERGOVERNMENTAL GRANTS 

■ -

RS�A 

The Trust has established intergovernmental agreements with various Puerto Rico governmental entities in 
order to disburse funds as permitted by Act 1 73 and as authorized by the Board of Directors of the Trust. As of 
June 30, 201 8, the Board of Directors of the Trust has approved $1 ,324,317,71 O in funds disbursed under grant 
agreements to severa! Puerto Rico governmental entities, disbursing approximately $1 ,314,516,521 , with a 
balance of $9,801 , 1 89 of unused grant monies. Of the amounts in unused grant monies to governmental 
entities, in April 2014, the Board of Directors of the Trust authorized reassigning $4,664,250 to the Corporación 
del Proyecto ENLACE del Caño Martín Peña ("Corporación Enlace") under a grant agreement between the 
Corporación Enlace and the Trust. As of June 30, 2018, the amount of unspent funds under the grant agreement 
with the Corporación Enlace was $1 ,888,883 with a grant termination date as of June 30, 201 8. There were no 
outstanding grant agreements available for other Puerto Rico governmental entities as of June 30, 201 8. 

10. SUBSEQUENT EVENTS 

The following subsequent events were evaluated through April 21 , 2020, the date the basic financia! statements 
were available to be issued, to determine if any such events should either be recognized or disclosed in the 
June 30, 2018 financia! statements: 

(a) New Grant Agreements 

In October 201 8, the Board of Directors of the Trust authorized a new grant agreement to the Corporación 
Enlace, which replaced the grant agreement that was approved in April 2014. The amount of the new grant 
agreement was $1 , 167,345, which represented the amount of unspent funds pertaining to the grant agreement 
originally authorized in April 2014. The new grant agreement with the Corporación Enlace has a termination 
date as of February 25, 2021 . 

In October 201 8, the Board of Directors of the Trust authorized a new grant agreement to the Puerto Rico 
Council of Boy Scouts of America, lnc. ("Boy Scouts") in the amount of $1 97,632. The new grant agreement 
with the Boy Scouts has a termination date as of November 26, 201 9. 

(b) GDB Qualifying Modification and Title VI Approval Process 

On March 23, 201 8, GDB ceased its operations. On November 29, 201 8, GDB completed a restructuring of 
certain of its indebtedness pursuant to a Qualifying Modification under Title VI of PROMESA (the "Qualifying 
Modification"). Under the Qualifying Modification, holders of certain bond and deposit claims against GDB (each 
a "Participating Bond Claim") exchanged their claims for bonds issued by a newly created public 
instrumentality-the GDB Debt Recovery Authority-and GDB transferred to such entity its municipal loan 
portfolio, a portian of its public entity loan portfolio, its real estate owned assets and its unencumbered cash. 

The Qualifying Modification was approved by the United States District Court for Puerto Rico pursuant to section 
601 (m)(2) of PROMESA. Pursuant to PROMESA, the Qualifying Modification is valid and binding on any person 
or entity asserting claims or other rights, including a beneficia! interest (directly or indirectly, as principal, agent, 
counterpart, subrogee, insurer or otherwise) in respect of Participating Bond Claims, and any trustee, any 
collateral agent, any indenture trustee, any fiscal agent, and any bank that receives or holds funds related to 
such Participating Bonds. The Qualifying Modification, including all settlements, compromises, raleases, 
discharges, and injunctions, were deemed by the District Court to be full, final, complete, binding, and conclusive 
as to the Commonwealth, all Commonwealth instrumentalities, and any creditors of such entities, and is not 
subject to any collateral attack or other challenge by any such entities in any court or other forum. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) RS�A 
NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2018  

Pursuant to Act No. 109-2017, also known as the Government Development Bank for Puerto Rico Debt 
Restructuring Act (the "GDB Restructuring Act") and the terms of the Qualifying Modification, claims on account 
of deposits held by the Commonwealth and other public entities were exchanged for beneficia! un its in the 
"Public Entity Trust" created pursuant to the GDB Restructuring Act. Specifically, under the provisions of the 
GDB Restructuring Act, on the closing date of the Qualifying Modification (the "Closing Date"), the balance of 
liabilities owed between the Commonwealth and its agents, instrumentalities and affiliated (each a "Non­
Municipal Government Entity") and GDB were determinad by applying the outstanding balance of any deposits 
held at GDB in a Non-Municipal Government Entity's name against the outstanding balance of any loan of such 
Non-Municipal Government Entity owed to GDB or of any bond or note of such Non-Municipal Government 
Entity held by GDB as of such date. Those Non-Municipal Government Entities having net claims against GDB, 
after giving effect to the foregoing adjustment received their pro rata share of interests in the Public Entity Trust, 
which was deemed to be full satisfaction of any and all claims such Non-Municipal Government Entity may have 
against GDB. In addition, claims that the Commonwealth and other governmental entities may have had against 
GDB have been released pursuant to the GDB Restructuring Act. 

As of the date hereof, the assets of the PET consist of a $578 million claim against the Commonwealth, which 
is the subject of a proof of claim filed in the Commonwealth Title III case (the "PET Claim"). The Official 
Committee of Unsecured Creditors appointed in the Commonwealth Title 1 1 1  Case has objected to the PET Claim 
and, as of the date hereof, the Court has not determinad if the PET Claim is an allowed claim that will be entitled 
to a distribution. 

(e) COVID-19 

On March 1 1 ,  2020, the World Health Organization declared the Coronavirus disease ("COVID-1 9") as a global 
pandemic. As a result of the health threat and to contain the virus spread across the island, Governor Váquez­
Garced issued executive arder EO 2020-020, on March 12, 2020, declaring a state of emergency in Puerto Rico 
to concentrate all efforts and implement necessary measures to safeguard the health, well-being and public 
safety of the citizens of Puerto Rico. The executive arder authorizes the Commonwealth's Secretary of the 
Treasury and the Executive Director of the PROMB to set up a special budget, from any available funds, 
including the Emergency Fund, to cover all necessary costs for the containment of the virus throughout the 
island and sharing information with the municipalities. Subsequent executive orders, including curfew directives 
and other protective measures have been issued in response to the COVID-1 9 spread. Also, economic 
stabilization measures have been implementad by both the Government of Puerto Rico and the U.S. 
Government to provide support and stimulus to frontline workers, educators and students, hospitals and small 
businesses, including individuals and businesses in Puerto Rico, in response to the economic distress causad 
by the COVID-1 9 pandemic. 
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To: 

INDEPENDENT AUDITORS' REPORT 

The Members of the Board of Directors of 
The Children's Trust 

■ -

RS�A 
RSM Puerto Rico 

PO Box 10528 
San Juan, PR 00922-0528 

T 787-751-6164 

F 787-759-7479 
www.rsm.pr 

We have auditad the accompanying financia! statements of the governmental activities and each majar fund of The 
Children's Trust, a component unit of the Commonwealth of Puerto Rico, as of and for the year ended June 30, 201 9, 
and the relatad notes to the financia! statements, which collectively comprise The Chidren's Trust basic financia! 
statements as listed in the table of contents. 

Management's Responsibility for the Financia! Statements 

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

Auditors' Responsibility 

Our responsibility is to express opinions on these financia! statements based on our audit. We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financia! statements are free 
from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financia! 
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of 
material misstatement of the financia! statements, whether due to fraud or error. In making those risk assessments, 
the auditor considers interna! control relevant to the entity's preparation and fair presentation of the financia! 
statements in arder to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity's interna! control. Accordingly, we express no such opinion. 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financia! 
statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 

THE POWER OF BEING UNDERSTOOD 

AUDIT I TAX I CONSULTING 

RSM Puerto Rico is a member of the RSM network and trades as RSM. RSM is the trading name used by lhe members of lhe RSM network. Each member of the RSM network is an independent 
accounting and consulting firm which practices in its own right The RSM network is not itseW a separata legal entity in any Jurisdietion. 

..... 
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RS�A 
Opinion 

In our opinion, the financia! statements referred to above present fairly, in all material respects, the respective financia! 
position of the governmental activities and each major fund of The Children's Trust as of June 30, 201 9, and the 
respective changes in financia! position for the year then ended, in accordance with accounting principies generally 
accepted in the United States of America. 

Other Matter 

Required Supplementary lnforrnation 

Accounting principies generally accepted in the United States of America require that the Management's Discussion 
and Analysis on pages 3 through 6 be presented to supplement the basic financia! statements. Such information,  
although not a part of the basic financia! statements, is required by the Governmental Accounting Standards Board 
which considers it to be an essential part of financia! reporting for placing the basic financia! statements in an 
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required 
supplementary information in accordance with auditing standards generally accepted in the United States of America, 
which consisted of inquiries of management about the methods of preparing the information and comparing the 
information for consistency with management's responses to our inquiries, the basic financia! statements, and other 
knowledge we obtained during our audit of the basic financia! 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. 

San Juan, Puerto Rico 
September 29, 2021 . 

Stamp No. E467 494 was affixed to 
the original of this report. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION AND ANAL YSIS (UNAUDITED) 
AS OF AND FOR THE YEAR ENDED JUNE 301 201 9 

As management of the Children's Trust (the Trust}, we offer readers of the Trust's financia! statements this narrative 
overview and analysis of the Trust's financia! performance during the fiscal year ended June 30, 201 9. Please read 
it in conjunction with the Trust's basic financia! statements including the notes thereto, which follow this section .  

1 .  

2. 

3. 

FINANCIAL HIGHLIGHTS 
• The Trust's government-wide net deficit for the fiscal year 2019  was approximately $1 ,306 million, a 

increase of approximately $20.2 million, or approximately 1 .6%, as compared to approximately $1 ,285 
million for fiscal year 201 8. 

• Government-wide revenues for fiscal year 201 9  generated from the Global Settlement Agreement dated 
November 23, 1 998 ("the Tobacco Settlement") between certain tobacco companies and certain states, 
territories, and other jurisdictions of the United States of America, including the Commonwealth of Puerto 
Rico ("the Commonwealth") were approximately $75.2 million, a decrease of approximately $2.7 million, 
or approximately 3.4%, as compared to approximately $77.8 million for fiscal year 201 8. 

• Operating expenses consist of payments for programs and activities permitted by the Trust's enabling 
legislation, Act 1 73 of July 30, 1 999, as amended (Act 1 73). The total aggregate amount offunds granted 
during fiscal year 201 9 accounted in the government-wide financials was approximately $345 thousand, 
a decrease of approximately $21 O thousand, or approximately 37. 8%, as compared to approximately $555 
thousand granted during fiscal year 201 8. 

OVERVIEW OF THE FINANCIAL STATEMENTS 
The financia! statements include the management's discussion and analysis section, the independent 
auditors' report, and the basic financia! statements of the Trust. The basic financia! statements also include 
notes that explain in more detail sorne of the information in the basic financia! statements. 

REQUIRED FINANCIAL STATEMENTS 

Govemment-Wide Financia/ Statements - The statement of net position (deficit) and the statement of activities 
report information on ali activities of the Trust. Only governmental activities are presented in the Trust's 
financia! statements. Governmental activities generally are financed through nonexchange revenues. 
Following is a description ofthe Trust's government-wide financia! statements: 

• The statement of net position (deficit) presents the Trust's assets and deferred outflows of resources and 
the liabilities and deferred inflows of resources, with the difference reportad as net position (deficit) . 

• The statement of activities demonstrates the degree to which the direct expenses of a given function or 
segments are offset by program revenues. Direct expenses are those that are clearly identifiable within 
a specific function. Program revenues include: ( 1 )  interest income on investments and interest-bearing 
deposits and (2) grants and contributions that are restricted to meet the operational or capital 
requirements of a particular function.  Other items not meeting the defin ition of program revenues are 
reportad as general revenues. 

Fund Financia/ Statements - Fund accounting is designed to demonstrate legal compliance and to aid 
financia! management by segregating transactions related to certain government functions or activities. A fund 
is a separata accounting entity with a self-balancing set of accounts that comprise its assets, deferred outflows 
of resources, liabilities, deferred inflows of resources, fund balances, revenues and expenditures, as 
appropriate. The financia! activities of the Trust reported in the accompanying basic financia! statements were 
classified in two governmental funds. AII funds of the Trust are major funds. 

Page 3 

1 
L... 



THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANAL YSIS (UNAUOITEO) 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 201 9 

4. FINANCIAL ANAL YSIS 
The statement of net position (deficit) and the statement of activities report information about the Trust's 
activities in a way that will help understand whether the Trust as a whole is better or worse as a result of this 
year's activities. These two statements report the net deficit of the Trust and the changes in net deficit for the 
year. 
The Trust's net position (deficit) (the difference between assets and the deferred outflows of resources, and 
liabilities and the deferred inflows of resources) is one way to measure the Trust's financia! health or financia! 
position. Over time, increases or decreases in the Trust's net position are one indicator of whether its financia! 
health is improving or deteriorating. However, non-financia! factors related to tobacco and general industries 
and changes in economic conditions and legislation need to be considerad as well. 

5. GOVERNMENT-WIOE FINANCIAL STATEMENTS ANALYSIS 

u 

u 

-

-

-

-

The government-wide financia! statements are designad so that the user could determine whether the Trust LJ 
is in a better or worse financia! position when compared to the prior year. The following is a condensed 
summary of net deficit of the Trust compared with prior year (in thousands): 

As of June 30
1 

Change 
2018 

2019 (As restated) Amount Percent 

Assets: 
Current Assets $ 1 1 ,523 $ 1 1 ,997 $ (474) (4.0% ) 
Non-current restricted assets 1 44 486 145,438 (952) (0.7% ) 

Total assets 1 56,009 1 57,435 (1 ,426) (0.9% ) 
Deferred outflows of resources 9,707 12,671 {2,964) (23.4% ) 

Liabilities: 
Current liabilities 5,91 1 6,342 (431 ) (6.8% ) 
Non-current liability 1 ,465,500 1 ,4491224 1 6,276 1 . 1 %  

Total liabilities 1 ,471 ,41 1 1 ,455,566 1 5,845 1 . 1 %  

Net deficit $ {1 ,305,695) $ �1 .285,460 ) $ �20,235) 1 .6% 

As previously explained, for fiscal year 201 9, the Trust's balance sheet net deficit increased by approximately 
$20.2 million to approximately $1 ,306 million, as compared to fiscal year 201 8, due to the fol lowing: 

• Net decrease in total assets of approximately $1 .4 million, primarily related to a decrease in 
investments and investment contracts amounting to approximately $1 million and a decrease in cash 
amounting to approximately $474 thousand. 

• Decrease in deferred outflows of resources of approximately $3 million mainly from the amortization of 
deferred loss on bonds refunding. 

• Net increase in total liabilities of approximately $1 5.8 million, mainly from capital appreciation bonds 
from the net effect of interest capitalization for fiscal year 201 9  of approximately $51 . 9 million. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION AND ANAL YSIS (UNAUDITED) 
AS OF AND FOR THE YEAR ENDED JUNE 30, 201 9 

6. 

Condensed program activities and change in net deficit are presented below (in thousands): 
For the Year Ended June 30, Change 

2018 
Function/Program 2019 {As restated) Amount Percent 

Expenses of governmental 
Health $ 345 $ 555 $ (21 0 )  (37.8% ) 
Custodia! credit risk loss 84 (84 ) ( 100% ) 
lnterest on long term debt and 
other - net 98,990 97,322 1 ,668 1 .7% 

Total 99,335 97,961 1 ,374 1 .4% 

Revenues of governmental activities: 
lnvestment earnings 3,937 3,778 1 59 4.2% 
Global Settlement Agreement 75 1 63 77 843 (2,680 ) (3.4% ) 

Total 79,1 00 81 ,621 (2,521 ) (3. 1 % ) 

Change in net deficit $ (20,235 ) $ (16,340) $ (3,895 ) 23.8% 

For fiscal year 201 9, the net deficit increase by approximately $3.9 million from approximately $16.3 million in 
fiscal year 201 8 to approximately $20.2 million in fiscal year 201 9. This change was mainly due to: ( 1 )  a 
decrease in revenues of approximately $2.5 million and (2) an increase in expenses relatad to governmental 
activities of approximately $1 .4 million. The net revenue decrease was mainly attributed to a lower annual 
contribution from the Tobacco Settlement. The total amount to be received under the Tobacco Settlement 
depends on the actual shipment of cigarettes. The net increase in expenses mostly resultad from an increase 
of approximately $1 .7 million in interest on long-term debt, net of approximately $21 0  thousand decrease due 
to lower grant expenses. 

GOVERNMENTAL FUND FINANCIAL STATEMENTS ANAL YSIS 

The Trust's governmental funds reportad fund balances of approximately $1 1 8.3 mi llion as of June 30, 2019 ,  
which i s  approximately $1 .3 million less than the prior fiscal year ending June 30, 2018 .  The fund balance 
decrease in governmental funds was mainly due to a decrease in cash and investments and investment 
contracts of approximately $1 .4 million. 

The following is a rounded summary of fund balances of the Trust compared with the prior year (in thousands) 
in the government funds: 

Assets 

Liabilities and deferred inflows of resource 
Fund Balance 
Total liabilities, deferred inflows of 
resources and fund balances 

$ 

$ 

$ 

As of June 30, 
2018  

2019 (As restated) 

1 56,009 $ 1 57,435 
37,668 $ 37,81 3 

1 1 8,341 1 1 9,622 

Change 

Amount 

$ (1 ,426) 

$ (145) 
(1 ,281 )  

Percent 

(0.9% ) 

(0.4% ) 
(1 . 1 % )  

1 56,009 $ 1 57,435 $ (1 ,426) (0.9% ) 
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THE CHILDREN'S TRUST 

(A Component Unlt of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANAL YSIS (UNAUOITED) 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 2019 

7. OEBT AOMINISTRATION 

During the fiscal year ended June 30, 201 9, principal payments on bonds payable amounted to approximately 
$36.6 million. As of June 30, 201 9, the remaining balance on bonds was approximately $1 ,465 million, net of 
approximately $15.2 million of non-accreted bond discount, due through year 2061 . 

8. CURRENTL Y KNOWN FACTS 

On March 1 1 ,  2020, the World Health Organization declarad the Coronavirus disease (ªCOVID-1 9") a global 
pandemic. As a result of the health threat and to contain the virus's spread across the island, Governor Váquez­
Garced issued executive order EO 2020-020 on March 12, 2020, declaring a state of emergency in Puerto 
Rico to concentrate all efforts and implement necessary measures to safeguard the health, wellbeing and 
public safety of the citizens of Puerto Rico. The executive order authorizes the Commonwealth's Secretary of 
the Treasury and the Executive Director of the Puerto Rico Office of Management and Budget to set up a 
special budget from any available funds, including the Emergency Fund, to cover all necessary costs for the 
containment of the virus throughout the island and the sharing of information with the municipalities. 
Subsequent executive orders, including the reopening of certain economic areas, curfew directivas and other 
protective measures have been issued in response to the COVID-1 9 spread. In addition, economic stabilization 
measures have been implementad by both the Government of Puerto Rico and the U.S. Government to provide 
support and stimulus to frontline workers, educators and students, hospitals, municipalities and small 
businesses, including individuals and businesses in Puerto Rico, in response to the economic distress caused 
by the COVID-1 9 pandemic. 

Management has not yet identified the extent of the impact, if any, that the Coronavirus pandemic may have 
had (or will have in the future) on the Trust's bond repayment capacity and to what extent revenue sources 
have been adversely depleted. 

9. REQUEST FOR INFORMATION 

This financia! report is designed to provide those interested with a general overview of the Trust's finances and 
to enhance the Trust's accountability for the funds it receives. Questions about this report or requests for 
additional information should be addressed to the Trust, PO Box 42001 , San Juan, Puerto Rico, 00940-2001 . 
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THE CHILDREN'S TRUST RS�A 
L (A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF NET POSITION (DEFICIT) 
JUNE 30 2019 

Governmental 
Activities 

L ASSETS 
CURRENT ASSETS: 

L 
Cash $ 1 1 ,522,61 1 

Total current assets 1 1 ,522,61 1  

L NON-CURRENT RESTRICTED ASSETS: 
lnvestments and investment contracts 107,099,431 
Accrued interest receivable 487,904 

L Receivable from Global Settlement Agreement 36,898,838 

Total noncurrent restricted assets 144,486, 173 

L 
Total assets 1 56,008,784 

DEFERRED OUTFLOWS OF RESOURCES -

L 
Deferred loss on bonds defeasance 9,707,1 03 

LIABILITIES 
CURRENT LIABILITIES: 

L 
Accounts payable 769,362 
Liabilities payable from restricted assets-
Accrued interest payable 5,142,219  

L Total current liabilities 5,91 1 ,581 

NON-CURRENT LIABILITY - Bonds payable 1 ,465,499,978 
Total liabilities 1 ,471 ,41 1 ,559 

NET POSITION (DEFICIT) 
Restricted 1 39,343,954 

L Unrestricted (1 ,445,039,626) 

L 
Total net deficit $ (1 ,305,695,672) 

See notes to basic financia! statements. 

L 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF ACTMTIES 
FOR THE YEAR ENDED JUNE 30, 2019 

Functions/Programs 

GOVERNMENTAL ACTMTIES: 
Health $ 

Debt service and other 

Total governmental activities $ 

GENERAL REVENUES: 
lnvestment earnings 

CHANGE IN NET DEFICIT 

NET DEFICIT - Beginning of year (as restated) 

NET DEFICIT - End of year 

See notes to basic financia! statements. 

Ex�nses 

345,484 $ 

98,989,724 

99,335,208 $ 

Program Revenues 
lnvestment Operating 
Eamings Contributions 

$ 

3,791 ,254 75, 162,800 

3,791 ,254 $ 75,162,800 

·-

$ 

$ 

RSI\A 

Net 
Revenues / 
(Expenses) 

and Changes 
in Net Deficit 

(345,484) 
(20,035,670) 

(20,381 , 154) 

145,972 

(20,235, 182) 

( 1 ,285,460,490) 

�1 ,305,695,672} 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

BALANCE SHEET - GOVERNMENTAL FUNDS 
JUNE 30, 2019 

General Fund 

ASSETS 
Cash $ 1 1 ,522,61 1 
lnvestment and investment contracts 
Accrued interest receivable 
Receivable from Global Settlement Agreement 

Total assets $ 1 1 1522161 1 

LIABILITIES, DEFERRED INFLOWS OF 
RESOURCES AND FUND BALANCES 

LIABILITIES - accounts payable $ 769.362 

DEFERRED INFLOWS OF RESOURCES -
Uneamed revenue 

FUND BALANCES: 
Restricted 1 1 ,204,205 
Commítted 
Unassígned {450.956} 

Total fund balances 1 0¡153.249 

Total liabilities, deferred inflows of 
resources and fund balances $ 1 1 1522161 1 

See notes to basic financia! statements. 

■ -

RSI\A 

Total 
Debt Govemmental 

Service Fund Funds 

$ $ 1 1 ,522,61 1  
1 07,099,431 1 07,099,431 

487,904 487,904 
36,898,838 36,898,838 

$ 144.486.1 73 $ 1 561008.784 

$ $ 769.362 

36.898.838 36.898.838 

1 07,587,335 1 1 8,791 ,540 

(450.956} 

1 07.587.335 1 1 813401584 

$ 144¡486.1 73 $ 1 5610081784 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCILIATION OF BALANCE SHEET - GOVERNMENTAL FUNDS TO THE 
STATEMENT OF NET POSITION (DEFICIT) 
JUNE 30, 2019  

FUND BALANCES OF GOVERNMENTAL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVITIES ARE 
DIFFERENT IN THE STATEMENT OF NET POSITION (DEFICIT) BECAUSE: 

Receivable from Global Settlement Agreement to be applied to debt 
service will not be received in the current period and, therefore, is reported 
as deferred inflows of resources in the fund financia! statements. 

Accrued interest payable is not due and payable in the current period and, 
therefore, is not reported in the fund financia! statements. 

Bonds payable are not due and payable in the current period and, 
therefore, are not reported in the fund financia! statements. 

Unamortized loss on bonds refunding is not reported as an expenditure in 
the govemmental fund financia! statements; however, such loss is deferred 
and amortized over the life of the bonds and is presented as deferred 
outflows of resources in  the statement of net position (deficit). 

NET DEFICIT OF GOVERNMENTAL ACTIVITIES 

See notes to basic financia! statements. 

■ -

RS�A 

$ 1 1 8,340,584 

36,898,838 

(5, 142,21 9) 

(1 ,465,499,978) 

9,707, 103 

$ (1 ,305,695,672) 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND 
BALANCES - GOVERNMENTAL FUNDS 
FOR THE YEAR ENDED JUNE 30, 2019 

General Fund 

REVENUES: 
lnvestment earnings $ 145,972 
Revenue from Global Settlement Agreement 

Total revenues 145,972 

EXPENDITURES: 
Health 345,484 
Other 374,492 
Debt service: 

Principal 
lnterest 

Total expenditures 719,976 

OTHER FINANCING SOURCES/(USES) -
Transfers in/(out) 285,954 

NET CHANGES IN FUND BALANCES (288,050) 

FUND BALANCES - Beginning of year (as restated) 1 1 ,041 ,299 

FUND BALANCES - End of year $ 10
1
753

1
249 

See notes to basic financia! statements. 

·-

RS�A 

Total 
Debt Govemmental 

Service Fund Funds 

$ 3,791 ,254 $ 3,937,226 
75,121 ,414 75,121 ,414 

78,912,668 79,058,640 

345,484 
374,492 

36,595,000 36,595,000 
43,024,857 43,024,857 

79,619,857 80,339,833 

(285,954) 

(993, 143) (1 ,281 , 193) 

108,580,478 1 1 9,621 ,777 

1 1 07
1
587

1
335 $ 1 18

1
340

1
584 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENOITURES, ANO CHANGES 
IN FUNO BALANCES - GOVERNMENTAL FUNOS TO THE STATEMENT OF ACTIVITIES 
FOR THE YEAR ENOEO JUNE 30, 2019 

NET CHANGE IN FUNO BALANCE - GOVERNMENTAL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVITIES ARE 
DIFFERENT IN THE STATEMENT OF ACTIVITIES BECAUSE: 

Net change in receivable from Global Settlement Agreement is reported as revenue in the 
statement of activities, but is not reported in the fund financia! statement since it does not 
provide current financia! resources. 

Net change in interest payable reported in the statement of activities that does not require 
the use of current financia! resources and, therefore, are not reported as an expenditure in 
the govemmental funds. 

Repayment of bond principal is an expenditure in the governmental funds, but the 
repayment reduces bonds payable in the statement of net position; this is the amount of 
redemption on bond principal during the year. 

lnterest capitalization on the 2005 and 2008 Series of the Tobacco Settlement Asset­
Backed Bonds do not require the use of current financia! resources and, therefore, are not 
reported as expenditure in govemmental funds. 
The amortization of deferred loss on bonds refunded and the accretion of bonds discount 
do not require the use of current financia! resources and, therefore, are not reported as 
expenditures in the govemmental funds-

Accretion of bond discount 
Amortization of loss on refunding 

CHANGE IN NET OEFICIT OF GOVERNMENTAL ACTIVITIES 

See notes to basic financia! statements. 

RS�A 

$ (1 ,281 , 1 93) 

41 ,386 

244,622 

36,595,000 

(51 ,922,124) 

(948,873) 
!2,964,000) 

$ (20.23511 82} 
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THE CHILDREN'S TRUST RSI\A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

1 .  

2. 

REPORTING ENTITY 

The Trust is a component unit of the Commonwealth created by Act 1 73 of the Legislature of the Commonwealth 
on July 30, 1 999, and an affiliate of the Government Development Bank of Puerto Rico ("GDB"}, a component 
unit of the Commonwealth. The Trust was created for the purpose of developing programs aimed at promoting 
a better quality of life and the well-being of families, children, and youth in Puerto Rico, especially in the areas 
of education, recreation and health. These programs are financed with funds received by the Commonwealth 
from the Tobacco Settlement. Pursuant to Act 173, the Commonwealth assigned and transferred to the Trust 
the contributions that the Commonwealth is entitled to receive under the Tobacco Settlement. The Tobacco 
Settlement provides for annual payments through the year 2057, which will vary due to inflationary and volume 
adjustments. After 2057, the tobacco companies shall continue making contributions in perpetuity. Currently, all 
of the proceeds received from the Tobacco Settlement are pledged to cover the debt service requirements 
under three outstanding bond issuances of the Trust. 

Act 173 also provides that GDB will act as the trustee of the Trust. However, GDB's prior functions are now 
carried out by the Puerto Rico Fiscal Agency and Financia! Advisory Authority ("AAFAF"}, as the new fiscal 
agent and financia! advisor to the Commonwealth pursuant to Act 2 of January 1 8, 201 7, as amended. Pursuant 
to Act 173, the Trust is exempt from taxation in Puerto Rico. 

BASIS OF PRESENTATION ANO SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accounting and reporting policies of the Trust conform to Accounting Principies Generally Accepted in the 
United States of America ("GAAP") for governments, as prescribed by the Governmental Accounting Standards 
Board ("GASB"}. 

The preparation of financia! statements in conformity with GAAP requires management to make estimates and 
assumptions that affect the reported amounts of assets, deferred outflows of resources, liabilities, deferred 
inflows of resources, and the disclosure of contingent assets and liabilities at the date of the financia! statements, 
and the reported amounts of changes in net position (deficit}, and activities during the reporting period. Actual 
results could differ from those estimates. 

Following is a description of the Trust's most significant accounting policies: 

Government-Wide and Fund Financia! Statements 

Govemment-Wide Financia/ Statements - The statement of net position (deficit} and the statement of activities 
report information on all balances and activities of the Trust. The effect of interfund balances has been removed 
from both statements. Governmental activities are financed through revenues from the Tobacco Setttement, 
intergovernmental revenues, and investment earnings. 

The statement of net position (deficit) presents the Trust's assets and deferred outflows of resources, and 
liabilities and deferred inflows of resources, with the difference reported as net position (deficit}. 

Net position (deficit} is reported in three categories: 

• Net investment in capital assets - consists of capital assets, net of accumulated depreciation and 
amortization an� reduced by outstanding balances for bonds, notes, and other debt that are attributed to 
the acquisition, construction, or improvement of those assets, if any. The Trust has no investment in 
capital assets. 
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THE CHILDREN'S TRUST RSI\JI 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

• Restricted - results when constraints placed on net position use are either extemally imposed by 
creditors, contributors, and the like, or imposed by law through constitutional provisions ar enabling 
legislation. When both restricted and unrestricted resources are available far use, it is the Trust's policy 
to use restricted resources first and the unrestricted resources when they are needed. 

• Unrestricted - consists of net position (deficit) that does not meet the definition of the two preceding 
categories. Unrestricted net position often is designated to indicate that management does not consider 
it to be available far general operations. Unrestricted net position often has constraints on resources, 
which are imposed by management, but can be removed ar modified. 

The statement of activities demonstrates the degree to which the direct expenses of a given function ar segment 
is offset by program revenues. Direct expenses are those that are clearly identifiable within a specific function. 
Program revenues include eamings on investments. Other items not meeting the definition of program revenues 
are reportad as general revenues. 

Fund's Financia/ Statements - Fund accounting is designad to demonstrate legal compliance and to aid 
financia! management by segregating transactions related to certain govemment functions or activities. A fund 
is a separata accounting entity with a self-balancing set of accounts. AII of the financia! activities of the Trust 
are reportad in the accompanying basic financia! statements and have been classified as govemmental. AII 
funds of the Trust are major funds. 

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

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

• Restricted - amounts that can be spent only far specific purposes beca use of constraints imposed by extemal 
providers (such as grantors, bondholders, and higher levels of govemment), ar imposed by constitutional 
provisions ar enabling legislation. 

• Committed - amounts that can be spent only far specific purposes determinad by a formal action of the 
govemment's highest level �f decision-making authority. 

• Assigned - amounts the govemment intends to use far specific purposes that do not meet the criteria to be 
classified as restricted or committed. 

• Unassigned - amounts that are available far any purpose. 
Measurement Focus, Basis of Accounting, and Financia! Statement Presentation 
Govemment-Wide Financia/ Statements - The govemment-wide financia! statements are reported using the 
economic resources measurement focus and the accrual basis of accounting. Revenues are recorded when 
eamed and expenses are recordad when a liability is incurred, regardless of the timing of related cash flows. 
Grants and similar items are recognized as revenues as soon as ali of the eligibility requirements imposed by 
the provider have been met. 

Govemmental Fund's Financia/ Statements - The govemmental fund's financia! statements are reportad using 
the current financia! resources measurement focus and the modified accrual basis of accounting. Revenues are 
recognized when they become measurable and available. Revenues are considerad to be available when they 
are collectible within the current period or soon enough thereafter to pay liabilities of the current period. Far this 
purpose, the Trust considers revenues to be available if they are to be collected within 120 days after the end 
of the current fiscal year-end. Expenditures are recorded when the related liability is incurred. An exception to 
this general rule includes principal and interest on general long-term debt, which is recognized when due. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

The financia! activities of the Trust that are reported in the accompanying basic financia! statements have been 
classified into the following major governmental funds: 

• General Fund - The general fund is used to account for grants awarded to promote a better quality of life 
and the well-being of families, children, and youth in Puerto Rico. During the year ended June 30, 201 9, 
grants were awarded for health and other purposes. 

• Debt Service Fund - This debt service fund is used to account for proceeds from the Tobacco Settlement 
and for the payment of interest and principal on long-term obligations. 

Budgetary Accounting- The Trust is not required by Act 1 73 to submit a budget for approval by the Legislature 
of the Commonwealth; consequently, no formal budgetary accounting procedures are followed. 

Cash Equivalents - Cash equivalents are defined as highly liquid investments with original maturities at the 
date of purchase of three months or less. 

lnvestments and lnvestment Contracts - lnvestments and investment contracts are carried at fair value, 
except for money market investments and participating investment contracts with a remaining maturity at the 
time of purchase of one year or less, and non-participating investment contracts, carried at cost, which 
approximate fair value. Fair value is determined based on quoted market prices, and quotations received from 
independent broker/dealers or pricing services organizations. 

GASB Statement No. 72, Fair Value Measurement and Application, defines fair value as the price that would be 
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at 
the measurement date. 

This statement establishes a hierarchy of valuation inputs based on the extent to which the inputs are observable 
in the marketplace. lnputs are used in applying the various valuation techniques and take into account the 
assumptions that market participants use to make valuation decisions. lnputs may include price information, 
credit data, interest and yield curve data, and other factors specific to the financia! instrument. Observable inputs 
reflect market data obtained from independent sources. In contrast, unobservable inputs reflect the entity's 
assumptions about how market participants would value the financia! instrument. 

A financia! instrument's level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement. The following describes the hierarchy of inputs used to measure fair 
value and the primary valuation methodologies used for financia! instruments measured at fair value on a 
recurring basis: 

Level 1 lnvestments whose values are based on quoted prices (unadjusted) for identical assets or liabilities 
in active markets that a government can access at the measurement date. 

Level 2 lnvestments with inputs other than quoted prices included within Leve! 1 that are observable for an 
asset or liability, either directly or indirectly. 

Level 3 lnvestments have unobservable inputs for an asset or liability and may require a degree of 
professional judgment. 

Realized gains and losses from the sale of investments and unrealized changes in fair values are recorded as 
investment income. 
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THE CHILDREN'S TRUST RSJJI 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

Long-term debt, bond issue costs and bond discounts - The liabilities reportad in the government-wide 
financia! statements are bonds payable. Bonds payable are reportad net of the applicable bond premium or 
discount. In the government-wide financia! statements and the governmental funds financia! statements, the 
bond issue costs are recordad as expenditures when paid. Discount on bonds is accreted over the life of the 
debt using the effective interest method in the government-wide financia! statements. Discount on bonds is 
accounted for in the governmental funds as expenditures when paid. 

Deferred Outflowsllnflows of Resources - In addition to assets, the statement of net position (deficit) will 
sometimes report a separata section for deferred outflows of resources. This separata financia! statement 
element, deferred outflows of resources, represents a consumption of net position (deficit) that applies to a 
future period(s) and so will not be recognized as an outflow of resources (expense/expenditure) until then. The 
Trust has one major caption that qualifies for reporting in this category: the unamortized balance of loss on 
bonds defeasance, reportad in the government-wide statement of net position (deficit). A loss on bond 
defeasance, or refunding, results from the difference in the carrying value of a refunded debt and its reacquisition 
price. This amount is capitalizad and amortizad over the shorter of the l ife of the refunded or refunding debt as 
a component of interest expense in the government-wide statement of activities. Further information about the 
balance of unamortized deferred refunding losses can be found in Note 8. 

In addition to liabilities, the statement of net position (deficit) and the governmental funds' balance sheet will 
sometimes report a separata section for deferred inflows of resources. This separata financia! statement 
element, deferred inflows of resources, represents an acquisition of net position (deficit) and resources that 
applies to a future period(s) and so will not be recognized as an inflow of resources (revenue) until that time. 
The Trust has only one type of caption that qualifies for reporting in this category, and that is unearned revenue 
from the Tobacco Settlement, reportad in the governmental fund balance sheet. Deferred inflows of resources 
at the governmental fund level arise when potential revenue does not meet the "available" criteria for revenue 
recognition in the current period under the accrual basis of accounting. In subsequent periods, when the revenue 
recognition criteria is met, or when the applicable resources become available, the deferred inflow of resources 
is removed from the balance sheet, and the revenue is recognized. Further information about the balance of 
unearned revenue can be found below and in Note 1 O. 

Receivable and Revenue from Tobacco Settlement - The Trust follows the GASB Technical Bulletin 
No. 2004-1 , Tobacco Settlement Recognition and Financia/ Reporting Entity lssue, as amended by GASB 
Statement No. 48, Sales and P/edges of Receivables and Future Revenues and lntra-Entity Transfers of Assets 
and Future Revenues (the "GASB 48"), which provides accounting gu idance for entities created to obtain the 
rights to all or a portion of future tobacco settlement resources and for the governments that create such entities. 

GASB 48 indicates that the entity created to obtain the rights, which is called the Tobacco Settlement Authority 
("TSA"), should be considerad a component unit of the govemment that created it and that the component unit 
should be accounted for as a blended component unit. GASB 48 also states that the government receiving the 
payments from the tobacco companies under the Tobacco Settlement, which is called the settling govemment, 
should recognize a receivable and revenue for tobacco settlement resources when an event occurs. The event 
that results in the recognition of an asset and revenue by a settling government is the domestic shipment of 
cigarettes. GASB 48 indicates that accruals should be made by the settling government and TSA for estimated 
shipments from January 1 to their respective fiscal year-ends, since the annual payments are based on a 
calendar year. However, under the modified-accrual basis of accounting at.the fund level, revenue should be 
recognized only to the extent that resources are available. 
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THE CHILDREN'S TRUST RSI\A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019  

GASB 48  addresses the question of how the settling governments should report the receipt of the resources 
provided by the TSA's remittances of the proceeds of the bonds sold. Since the TSA should be reportad as a 
blended component unit, GASB 48 indicates these remittances should be reportad as transfers into the fund 
receiving the proceeds and transfers out of the fund that accounts for the activities of the TSA. Since the Trust 
has no contractual obligation, under its enabling legislation or elsewhere, to remit all bond proceeds or assets 
related to the Tobacco Settlement to the settling government (the Commonwealth), the Trust recognizes as 
expenses amounts that are disbursed for grants to its settling government (including its instrumentalities) or 
third parties. 

lnterfund transfers - Legally required transfers are reportad when incurred as transfer in by the recipient fund 
and as transfer out by the disbursing fund, with receivables and payables presentad as amounts due to and 
due from other funds. Advances between funds are also presented as amounts due to and due from other funds. 
However, these advances, transfers, and related amounts receivable and payable are considerad interna! 
balances and activities that have been eliminated in the government-wide financia! statements. 

Risk Management - To minimiza the risk of loss, the Trust is covered by AAFAF's insurance coverage for public 
liability, hazard, automobile, crime, and bonding, as well as medical and workmen's insurance for employees of 
the Trusts. 

GASB has issued the following accounting pronouncements that have an effective date after June 30, 201 9: 

(a) GASB Statement No. 83, Certain Asset Retirement Obligations. This Statement addresses 
accounting and financia! reporting for certain asset retirement obligations (AROs). An ARO is a legally 
enforceable liability associated with the retirement of a tangible capital asset. A government that has 
legal obligations to perform future asset retirement activities relatad to its tangible capital assets should 
recognize a liability based on the guidance in this Statement. The requirements of the Statement are 
effective for reporting periods after June 1 5, 2018, as amended by GASB Statement No. 95, 
Postponement of the effective dates of Certain Authoritative Guidance. 

(b) GASB Statement No. 84, Fiduciary Activities. This statement improves guidance regarding the 
identification of fiduciary activities for accounting and financia! reporting purpose and how those 
activities should be reportad. The requirements of the Statement are effective for reporting periods after 
December 1 5, 201 8, as amended by GASB Statement No. 95, Postponement of the effective dates of 
Certain Authoritative Guidance. 

(c) GASB Statement No. 87, Leases. The objective of this Statement is to better meet the information 
needs of financia! statement users by improving accounting and financia! reporting for leases by 
governments. This Statement increases the usefulness of governments' financia! statements by requiring 
recognition of certain lease assets and liabilities for leases that previously were classified as operating 
leases and recognized as inflows of resources or outflows of resources based on the payment provisions 
of the contract. lt establishes a single model for lease accounting based on the foundational principie 
that leases are financings of the right to use an underlying asset. Under this Statement, a lessee is 
required to recognize a lease liability and an intangible right-to-use lease asset, and a lessor is required 
to recognize a lease receivable and a deferred inflow of resources, thereby enhancing the relevance and 
consistency of information about governments' leasing activities. The requirements of the Statement are 
effective for reporting periods after December 1 5, 201 9, as amended by GASB Statement No. 95, 
Postponement of the effective dates of Certain Authoritative Guidance. 
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THE CHILDREN'S TRUST RSI\A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

(d) GASB Statement No.  88, Certain Disc/osures Related to Debt including Direct Barrowings and 
Direct Placements. The primary objective of this Statement is to improve the information that is 
disclosed in notes to government financia! statements related to debt, including direct borrowings and 
d irect placements. lt also clarifies which liabil ities governments should include when disclosing 
information related to debt. This Statement defines debt for purposes of disclosure in notes to financia! 
statements as a liability that arises from a contractual obligation to pay cash (or other assets that may be 
used in lieu of cash) in one or more payments to settle an amount that is fixed at the date the contractual 
obligation is established. This Statement requires that additional essential information related to debt be 
disclosed in notes to financia! statements, including unused lines of credit; assets pledged as collateral 
for the debt; and terms specified in debt agreements related to significant events of default with finance­
related consequences, significant terminátion events with finance-related consequences, and significant 
subjective acceleration clauses. For notes to financia! statements related to debt, this Statement also 
requires that existing and additional information be provided for direct borrowings and direct placements 
of debt separately from other debt. The requirements of the Statement are effective for reporting periods 
after June 1 5, 201 8, as amended by GASB Statement No. 95, Postponement of the effective dates of 
Certain Authoritative Guidance. 

(e) GASB Statement No. 89, Accaunting for lnterest Cost lncurred befare Year End befare a 
Constructian Period. This Statement establishes accounting requirements for interest cost incurred 
befare the end of a construction period . Such interest cost includes all interest that previously was 
accounted for in accordance with the requirements of paragraphs 5-22 of Statement No. 62, Codification 
of Accounting and Financia/ Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA 
Pronouncements, which are superseded by this Statement. This Statement requires that interest cost 
incurred befare the end of a construction period be recognized as an expense in the period in which the 
cost is incurred for financia! statements prepared using the economic resources measurement focus. As 
a result, interest cost incurred befare the end of a construction period will not be included in the historical 
cost of a capital asset reportad in a business-type activity or enterprise fund. This Statement also 
reiterates that in financia! statements prepared using the current financia! resources measurement focus, 
interest cost incurred befare the end of a construction period should be recognized as an expenditure on 
a basis consistent with governmental fund accounting principies. The requirements of the Statement are 
effective for reporting periods after December 1 5, 201 9, as amended by GASB Statement No. 95, 
Postponement of the effective dates of Certain Authoritative Guidance. 

(f) GASB Statement No. 90, Majority Equity Accounting for lnterests - an amendment of GASB 
Statements No. 1 4  and No. 61 . The primary objectives of this Statement are to improve the consistency 
and comparability of reporting a government's majority equity interest in a legally separata organization 
and to improve the relevance of financia! statement information for certain component units. lt defines a 
majority equity interest and specifies that a majority equity interest in a legally separate organization 
should be reported as an investment if a government's holding of the equity interest meets the definition 
of an investment. The requirements of the Statement are effective for reporting periods after December 
1 5 , 201 8 ,  as amended by GASB Statement No. 95, Postponement of the effective dates of Certain 
Authoritative Guidance. 

Page 1 8  

u 

u 
1 
1 1 

-

-

.... 

-

u ' 

1 .... 

-

-

u 

-

u 
u 

u 

1 

¡,,.; 



L 
L 
L 
L 
L 
L 
L 
L 
L 
L 
L 
L 
1 
l.., 

' 

L 

L 
L 

l 
L... 

L 

·-

THE CHILDREN'S TRUST RSI\JI 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

(g) GASB Statement No. 91 , Conduit Debt Obligations. The primary objectives of this Statement are to 
provide a single method of reporting conduit debt obligations by issuers and eliminate diversity in practice 
associated with (i) commitments extended by issuers, (ii) arrangements associated with conduit debt 
obligations, and (iii) related note disclosures. This Statement achieves those objectives by clarifying the 
existing definition of a conduit debt obligation; establishing that a conduit debt obligation is not a liability 
of the issuer; establishing standards for accounting and financia! reporting of additional commitments 
and voluntary commitments extended by issuers and arrangements associated with conduit debt 
obligations; and improving required note disclosures. This Statement requires issuers to disclose general 
inforrnation about their conduit debt obligations, organized by type of commitment, including the 
aggregate outstanding principal amount of the issuers' conduit debt obligations and a description of each 
type of commitment. The requirements of the Statement are effective for reporting periods after 
December 1 5, 2020, as amended by GASB Statement No. 95, Postponement of the effective dates of 
Certain Authoritative Guidance. 

(h) GASB Statement No. 92, Omnibus 2020. The objectives ofthis Statement are to enhance comparability 
in accounting and financia! reporting and to improve the consistency of authoritative literature by 
addressing practice issues that have been identified during implementation and application of certain 
GASB Statements. This Statement addresses a variety of tapies and includes specific provisions about 
the following: The effective date of Statement No. 87, Leases, and lmplementation Guide No. 2019-3, 
Leases, for interim financia! reports; reporting of intra-entity transfers of assets between a primary 
government employer and a component unit defined benefrt pension plan or defined benefrt other 
postemployment benefit (OPEB) plan; the applicability of Statement No. 73, Accounting and Financia/ 
Reporting for Pensions and Re/ated Assets That Are Not within the Scope of GASB Statement 68, and 
Amendments to Certain Provisions of GASB Statements 67 and 68, as amended, and Statement No. 7 4, 
Financia/ Reporting for Postemployment Benefd Plans Other Than Pension P/ans, as amended, to 
reporting assets accumulated for postemployment benefrts; the applicability of certain requirements of 
Statement No. 84, Fiduciary Activities, to postemployment benefrt arrangements; measurement of 
liabilities (and assets, if any) related to asset retirement obligations (AROs) in a government acquisition; 
reporting by public entity risk pools for amounts that are recoverable from reinsurers or excess insurers; 
reference to nonrecurring fair value measurements of assets or liabilities in authoritative literature; and 
terminology used to refer to derivative instruments. The requirements of the Statement are effective for 
reporting periods after June 1 5, 2020, as amended by GASB Statement No. 95, Postponement of the 
effective dates of Certain Authoritative Guidance. 

(i) GASB Statement No. 93, Replacement of lnterbank Offered Rates (IBOR). The objective of this 
Statement is to address accounting and financia! reporting implications that result from the replacement 
of an IBOR, most notably the London lnterbank Offered Rate (LIBOR). As a result of global reference 
rate reforrn, LIBOR is expected to cease to exist in its current form at the end of 2021 , prompting 
governments to amend or replace financia! instruments for the purpose of replacing LIBOR with other 
reference rates, by either changing the reference rate or adding or changing fallback provisions related 
to the reference rate. The removal of LIBOR as an appropriate benchmark interest rate is effective for 
reporting periods ending after December 31 , 2021 , and all other requirements of this Statement are 
effective for reporting periods beginning after June 1 5, 2020, as amended by GASB Statement No. 95, 
Postponement of the effective dates of Certain Authoritative Guidance. 
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THE CHILDREN'S TRUST RSI\A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

(j) GASB Statement No. 94, Public-Private and Public-Public Partnership and Avai/abi/ity Payment 
Ammgement. The primary objective of this Statement is to improve financia! reporting by addressing 
issues related to public-private and public-public partnership arrangements ("PPPs"). A PPP is an 
arrangement in which a government (the transferor) contracts with an operator (a governmental or 
nongovernmental entity) to provide public services by conveying control of the right to operate or use a 
nonfinancial asset, such as infrastructure or other capital asset (the underlying PPP asset), for a period 
of time in an exchange or exchange-like transaction. Sorne PPPs meet the definition of a service 
concession arrangement ("SCA") which requires that: ( 1 )  the operator collects and is compensated by 
feas from third parties; (2) the transferor determines or has the ability to modify or approve which services 
the operator is required to provide, to whom the operator is required to provide the services, and the 
prices or ratas that can be charged for the services; and (3) the transferor is entitled to significant residual 
interest in the service utility of the underlying PPP asset at the end of the arrangement. This Statement 
also provides guidance for accounting and financia! reporting for availability payment arrangements 
("APAs"). An APA is an arrangement in which a government compensates an operator for services that 
may include designing, constructing, financing, maintaining, or operating an underlying nonfinancial 
asset for a period of time in an exchange or exchange-like transaction. The requirements of this 
Statement are effective for fiscal years beginning after June 1 5, 2022, and all reporting periods thereafter. 
Earlier application is encouraged. 

(k) GASB Statement No. 95, Postponement of the effective dates of Certain Authoritative Guidance. 
The primary objective of this Statement is to provide temporary relief to governments and other 
stakeholders in light of the COVID-1 9 pandemic. That objective is accomplished by postponing the 
effective dates of certain provisions in Statements and lmplementation Guides that first became effective 
or are scheduled to become effective for periods beginning after June 1 5, 2018, and later. 

The effective dates of certain provisions contained in the following pronouncements are postponed by 
one year: 

• Statement No. 83, Certain Asset Retirement Obligations 
• Statement No. 84, Fiduciary Activities 
• Statement No. 88, Certain Disclosures Relatad to Debt, including Direct Borrowings and Direct 

Placements 
• Statement No. 89, Accounting for lnterest Cost lncurred before the End of a Construction Period 
• Statement No. 90, Majority Equity lnterests 
• Statement No. 91 , Conduit Debt Obligations 
• Statement No. 92, Omnibus 2020 
• Statement No. 93, Replacement of lnterbank Offered Rates 
• lmplementation Guide No. 201 7-3, Accounting and Financia/ Reporting for Postemployment Benefits 

Other Than Pensions (and Certain lssues Related to OPEB Plan Reporting) 
• lmplementation Guide No. 201 8-1 , lmplementation Guidance Update-201 8 
• lmplementation Guide No. 201 9-1 , lmplementation Guidance Update-201 9  
• lmplementation Guide No. 2019-2, Fiduciary Activities. 

The effective dates of the following pronouncements are postponed by 1 8  months: 

• Statement No. 87, Leases 
• lmplementation Guide No. 201 9-3, Leases. 
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THE CHILDREN'S TRUST RS�II 
(A Component Unlt of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019  

Earlier application of the provisions addressed i n  this Statement i s  encouraged and is permitted to the 
extent specified in each pronouncement as originally issued. The requirements of this Statement are 
effective immediately. 

(1) GASB Statement No. 96, Subscriptlon-Based lnformatlon Techno/ogy Arrangements. This 
Statement provides guidance on the accounting and financia! reporting for subscription-based 
information technology arrangements (SBITAs) for govemment end users (governments). This 
Statement ( 1 )  defines a SBITA; (2) establishes that a SBITA results in a right-to-use subscription asset­
an intangible asset-and a corresponding subscription liability; (3) provides the capitalization criteria for 
outlays other than subscription payments, including implementation costs of a SBITA; and (4) requires 
note disclosures regarding a SBITA. To the extent relevant, the standards for SBITAs are based on the 
standards established in Statement No. 87, Leases, as amended. The requirements of this Statement 
are effective for fiscal years beginning after June 1 5, 2022, and all reporting periods thereafter. Earlier 
application is encouraged. 

(m) GASB Statement No. 97, Certain Component Criteria, and Accounting and Financia/ Reporting for 
Interna/ Revenue Code Sectlon 457 Deferred Compensatlon Plans - An Amendment of GASB 
Statements No. 14 and No. 84, and a Supersession of GASB Statement No. 32. The primary 
objectives of this Statement are to (1 ) increase consistency and comparabil ity related to the reporting of 
fiduciary component units in circumstances in which a potential component unit does not have a 
governing board and the primary government performs the duties that a governing board typically would 
perform; (2) mitigate costs associated with the reporting of certain defined contribution pension plans, 
defined contribution other than postemployment benefit (OPEB) plans, and employee benefit plans other 
than pension plans or OPEB plans (other employee benefit plans) as fiduciary component un its in 
fiduciary fund financia! statements; and (3) enhance the relevance, consistency, and comparability of the 
accounting and financia! reporting for Interna! Revenue Code (IRC) Section 457 deferred compensation 
plans (Section 457 plans) that meet the definition of a pension plan and for benefits provided through 
those plans. 

The requirements of this Statement that ( 1 )  exempt primary governments that perform the duties that a 
governing board typically performs from treating the absence of a governing board the same as the 
appointment of a voting majority of a goveming board in determining whether they are financially 
accountable for defined contribution pension plans, defined contribution OPEB plans, ·or other employee 
benefit plans and (2) limit the applicability of the financia! burden criterion in paragraph 7 of Statement 
84 to defined benefit pension plans and defined benefit OPEB plans that are administered through trusts 
that meet the criteria in paragraph 3 of Statement 67 or paragraph 3 of Statement 74, respectively, are 
effective immediately. 

The requirements of this Statement that are related to the accounting and financia! reporting for Section 
457 plans are effective for fiscal years beginning after June 1 5, 2021 . For purposes of determining 
whether a primary government is financially accountable for a potential component unit, the requirements 
of this Statement that provide that for all other arrangements, the absence of a governing board be 
treated the same as the appointment of a voting majority of a governing board if the primary government 
performs the duties that a governing board typically would perform, are effective for reporting periods 
beginning after June 1 5, 2021 . Earlier application of those requirements is encouraged and permitted by 
requirement as specified within this Statement. 

Management is evaluating the impact that these statements will have, if any, on the Trust's basic financia! 
statements. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

3. RESTATEMENT 

■ -

RS�/1 

During 201 8, the Trust identified and corrected an overstatement in the valuation of the certificate of deposit 

u 

1 1  

1 1  

with the Government Development Bank due to custodia! credit risk. Custodia! credit risk is the risk that, in the -
event of a bank failure, the Trust's deposits may not be returned. The Trust does not have a deposit policy for 
custodia! credit risk. As of June 30, 201 8, the Trust had approximately $68 thousand in a certificate of deposit 
with GDB. 

On April 8 ,  2016, then-Governor Alejandro García Padilla issued an executive order under Act 21-201 6  to, 
among other things, suspend the withdrawal of deposits from GDB. GDB continued to face significant financia! 
difficulties. On March 23, 201 8, the Bank ceased its operations and management initiated an orderly wind down 
process. The wind down process involved, among other things, a comprehensive restructuring of substantially 
all of GDB's obligations pursuant to the Title VI Qualifying Modification. The United States District Court for the 
District of Puerto Rico approved GDB's proposed restructuring on November 6, 201 8, and the Qualifying 
Modification went effective on November 29, 201 8. Due to the explanation above, the Trust's certificate of 
deposit with GDB was determined to be impaired. 

The following tables summarize these changes to net position (deficit) and fund balance at the beginning of the 
year, as previously reported: 

Government-Wide Financia! Statements 

Net deficit - July 1 ,  201 8, as previously reported 

Overstatement of Certificate of deposit 

Net deficit - July 1 ,  201 8, as restated 

Fund Financia! Statements 

Fund Balance - July 1 ,  2018, as previously reported 

Overstatement of Certificate of deposit 

Fund Balance - July 1 ,  2018, as restated 

4. DEPOSITS PLACED WITH BANK 

Governmental 
Activities 

$ ( 1 ,285,392,771 )  

(67,71 9)  

$ (1 ,285,460,490) 

General Fund 

s 1 1 9,689,496 

(67,719) 

s 1 19,621 ,777 

Custodia! credit risk is the risk that in the event of a financia! institution's failure, the Trust's deposits may not be 
returned to it. The Commonwealth requires that public funds deposited in commercial banks in Puerto Rico must 
be fully collateralized for the amount deposited in excess of federal depository insurance. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

As of June 30, 201 9, none of the depository Trust balance is  uninsured or  uncollateralized, as  indicated in the 
following table: 

Commercial bank 

Carrying 
Amount 

$ 1 1 , 522,61 1 

5. CLAIM RECEIVABLE FROM THE PUBLIC ENTITY TRUST 

Amount 
uninsured and 

Bank Balance uncollaterized 

On August 1 O, 201 8, GDB commenced an action to restructure certain of its indebtedness pursuant to a 
Qualifying Modification (the Qualifying Modification) under Title VI of PROMESA. The United States District 
Court for the District of Puerto Rico approved GDB's proposed restructuring on November 6, 201 8, and the 
Qualifying Modification went effective on November 29, 201 8. 

Pursuant to Act 1 09-201 7 , also known as the Govemment Development Bank for Puerto Rico Debt 
Restructuring Act (the GDB Restructuring Act) and the terms of the Qualifying Modification , claims on account 
of deposits held by the Commonwealth and other public entities, including the Trust, were exchanged for 
beneficia! units in the "Public Entity Trust" created pursuant to the GDB Restructuring Act. Specifically, under 
the provisions of the GDB Restructuring Act, on the closing date of the Qualifying Modification (i.e., November 
29, 2018) (the Closing Date) , the balance of liabilities owed between the Commonwealth and its agents, 
instrumentalities and affiliates, including the Trust (each a Non-Municipal Government Entity) and GDB was 
determined by applying the outstanding balance of any deposits held at GDB in a Non-Municipal Government 
Entity's name against the outstanding balance of any loan of such Non-Municipal Government Entity owed to 
GDB or of any bond or note of such Non-Municipal Government Entity held by GDB as of such date. Those 
Non-Municipal Govemment Entities having net claims against GDB, after giving effect to the foregoing 
adjustment, which included the Trust, received their pro rata share of interests on the Public Entity Trust (or 
PET), which was deemed to be in ful l satisfaction of any and all claims such Non-Municipal Govemment Entity 
may have had against GDB. The assets of the PET (the PET Assets) consist of, among other items, a claim in 
the amount of approximately $578 million against the Commonwealth, which is the subject of a proof of claim 
filed in the Commonwealth's Title 1 1 1  case. 

As a result of the execution of the Qualifying Modification the Trust received beneficia! units of the PET 
amounting to $16.6 mil lion in exchange for the deposits held at GDB. 

The assets of the PET (the PET Assets) consist of, among other items, a claim in the amount of approximately 
$578 million against the Commonwealth, which is the subject of a proof of claim filed in the Commónwealth's 
Title I I I  case (the PET Claim). The Official Committee of Unsecured Creditors appointed in the Commonwealth 
Title I I I  Case has objected to the PET Claim and, as of the date hereof, the Court has not determined if the PET 
Claim is an allowed claim that will be entitled to a distribution. 

The Trust's recovery of the PET units will depend on the payment of the claim filed in the Commonwealth's Title 
1 1 1  case. As a result, units received from the PET are fully reserved. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

6. INVESTMENTS ANO INVESTMENT CONTRACTS 

·-

RS�A 

The Trust follows the investment guidelines promulgated by GDB under the authority provided by Act 1 13 of 
August 3, 1 995, and Executive Order 1 995-S0A, which detail which investment categories may be purchased 
or entered by the Trust, which establish limitations and other guidelines on maturities and amounts to be 
invested in the aforementioned investment categories and by issuer/counterparty and on exposure by country. 

Therefore, the GDB's investment policies allow management to purchase ar enter into the following investment 
instruments: 

• U.S. government and agencies obligations 

• Certificates of deposit and time deposits 

• Bankers' acceptances 

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

• Federal funds sold 

• Securities purchased under agreements to resell 

• World Bank securities 

• Mortgage-backed and asset-backed securities 

• Corporate debt, including investment contracts 

• Externa! investment pools 

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

• Options, futures, and interest-rate swap agreements far hedging and risk control purposes, as well as far the 
creation of synthetic products which qualify under any of the foregoing investment categories 

• Open-end mutual funds with acceptable underlying assets and rated AAA by Standard & Poor's or its 
equivalent by Moody's lnvestors Service. 

As of June 30, 201 9, the Trust maintains approximately $107.1  million in investments and investment 
contracts, which are held as debt service reserves in trusted accounts with US Bank that are govemed 
by the applicable bond indenture. AII of the funds used far debt services are held by the trustee in the 
name of the Trust with the exception of $83.7 million of nonparticipating investment contracts. 
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THE CHILDREN'S TRUST RS�JI 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

As of June 30, 201 9, the Trust had the following recurring fair value measurements: 

lnvestment type 

Externa! lnvestment pools- fixed income 
securities: 
First American Money Market Fund 

Nonparticipating investment contracts­
UniCredit Bank AG-Guaranteed lnvestment 

Contract 

Level 1 

$ 23,415, 196 $ 

Level 2 Level 3 Total 

$ $ 24,41 5 , 196 

83,684,235 83,684,235 

$ 23,415, 1 96  $ ------- $ 83,684,235 $ 107,099,431 

The following table summarizes the type and maturities of investments at fair value held by the Trust as of 
June 30, 201 9. Based on concentration credit risk, investments by type in any one issuer representing 5% or 
more of total investments have been separately disclosed. 

lnvestment type 

Externa! investment pools -
fixed income securities: 

First American Money 
Market Fund 

Nonparticipating investment 
contracts-
UniCredit Bank AG­
Guaranteed lnvestment 
Contract . 

Within 
One year 

$ 23,415, 196 $ 

Within to 
Five Years 

$ 23,415, 196 _$ ___ _ 

$ 

$ 

Within to 
Ten Years 

After 
Ten Years Total 

$ $ 23,415, 196 

83,684,235 83,684,235 

$ 83,684,235 $ 107,099,431 

The credit quality ratings for investments and investments contracts as of June 30, 201 9, are as follows: 

First American 
UniCredit SpA 

Counter Party 

7. SERVICE AGREEMENT 

Credit Risk Rating 
Standard & 

Poor's Moody's 
AAAm 
88B 

Aaa-mf 
Baa1 

The Trust had an agreement with GDB whereby GDB provided managerial, administrative, and financia! 
supporting services to the Trust. Pursuant to this agreement, the Trust was invoiced $200,000 during the fiscal 
year ended June 30, 201 9. Such amount was included in accounts payable as of June 30, 201 9. Since May 7, 
2020, the managerial, administrative, and financia! supporting services to the Trust are provided by AAFAF. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

8. BONOS PAYABLE 

■ -

RSI\A 

On October 1 0, 2002, the Trust refunded its then outstanding $390,170,000 Tobacco Settlement Asset Backed 
Bonds, Series 2000 dated as of October 1 ,  2000, with new 2002 Series bonds (the "Series 2002 Bonds") in the 
amount of $1 ,171 ,200,000. As of June 30, 201 9, the outstanding balance of these bonds consists of single rated 
term bonds (the "Term Bonds") maturing from May 1 5, 2025 to 2033 ($174,1 30,000 at 5.375%), from May 1 5, 
2034 to 2039 ($31 0,380,000 at 5 .5%) and from May 1 5, 2040 to 2043 (296,255,000 at 5.625%). 

The Term Bonds are subject to mandatory redemption in whole ar in part prior to their respective stated maturity 
dates from the Tobacco Settlement collections in excess of the minimum amount required to pay the scheduled 
annual debt service and administrative expenses may been used to redeem bonds at the redemption price of 
1 00% of the principal amount thereof together with interest accrued thereon to the date f1Xed far redemption. 

On June 30, 2005, the Trust issued a new series of Tobacco Settlement Asset-Backed Bonds, Series 2005A 
and 2005B (the "Series 2005A and 2005B Bonds"), far $1 08,209,446. The Series 2005A and 2005B consist of 
capital appreciation bonds maturing on May 1 5, 2026 ($74,523,431 at 6.50% plus accreted interest) and capital 
appreciation bonds maturing on May 1 5, 2028 ($33,686,016 at 7.25% plus accreted interest), respectively. As 
of June 30, 201 9, the outstanding balances of Series 2005A and 2005B consist of $1 82,497,279 and 
$91 ,307,993, respectively. 

On April 30, 2008, the Trust issued a new series of Tobacco Settlement Asset-Backed Bonds, Series 2008A 
and 2008B (the "Series 2008A and 2008B Bonds"), far $195,878,970. The Series 2008A and 2008B consist of 
capital appreciation bonds maturing on May 1 5, 2057 ($1 39,003,082 at 7.625% plus accreted interest), and 
capital appreciation bonds maturing on May 1 5, 2057 ($56,875,888 at 8.375% plus accreted interest), 
respectively. As of June 30, 201 9, the outstanding balances of Series 2008A and 2008B consist of $320,585,406 
and $142 , 181 ,772, respectively. 

The Series 2008A and 2008B Bonds are subordinated and are not entitled to receive any payments until the 
date when the Series 2005A and 2005B Bonds are no longer outstanding. The Series 2005A and 2005B Bonds 
are subordinated and are not entitled to receive any payments until the date when the Series 2002 Bonds are 
no longer outstanding. In addition, the Series 2008B and 2005B Bonds are subordinated to the Series 2008A 
and 2005A Bonds, respectively, and are not entitled to receive any payments until the date when the Series 
2008A ar 2005A Bonds are no longer outstanding. AII bonds are secured by 1 00% of the annual payments 
received under the Tobacco Settlement. As of June 30, 201 9, principal and interest payments on all of the 
Trust's outstanding bonds are current. 

Changas in bonds payable far the year ended June 30, 201 9, are summarized as follows (in thousands): 

Balance at Balance at Due 

July 1 ,  Debt Other June 30, Wlthin 

201 8 Additions Pald lncreases 201 9 One Vear 

Bonds payable $ 1 ,465,41 5 $ $ (36, 595) $ 5 1 , 922 $ 1 ,480,742 $ 
Less: 

Unaccreted dlscount ( 1 6, 1 91 )  948 ( 1 5,243) 

Bonds payable $ 1 ,449,224 $ $ (36, 595) $ 52,870 $ 1 ,465,499 $ 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019  

Changes i n  deferred outflows of resources during the year ended June 30, 201 9, are summarized as follows (in 
thousands): 

D�scription 

Deferred loss on refunding $ 

Balance at 
July 1 ,  201 8  

(12,671 ) $ 

Accretion 
Balance at 

June 30, 2019 

2,964 __ $ __ .... (9 __ , 7_0_7) 

As of June 30, 201 9, debt service requirements for bonds outstanding were as follows (in thousands): 

Year Ending June 30, 

Less: 

2020 
2021 
2022 
2023 
2024 

2025-2029 
2030-2034 
2035-2039 
2040-2044 
2045-2049 
2050-2054 
2055-2059 
2060-2061 

Unaccreted discount 
Unaccreted interest 

Total Bonds payable 

9. COMMITMENTS 

Principal 

$ 

1 79,91 9 
267,995 
296,255 

8,634,580 

$ 9,378,749 

(1 5,243) 
{7,898,007) 

$ 1 1465,499 

l nterest Total 

$ 45,054 $ 45,054 
45,054 45,054 
45,054 45,054 
45,054 45,054 
45,054 45,054 

222,609 222,609 
1 88,250 368 , 169 
129,746 397,741 
43,064 339,319 

8,634,580 

$ 808,939 $ 1 0, 1 87,688 

As of June 30, 201 9, the Trust had two approved commitments, or grant agreements, with two entities, 
respectively, as explained in Note 1 1 .  

1 O. THE TOBACCO SETTLEMENT AGREEMENT 

On November 23, 1 998, the Tobacco Settlement was entered into by and between certain tobacco companies 
and certain states, territories, and other jurisdictions of the United States of Americe, including the 
Commonwealth. The Tobacco Settlement calls for annual payments through the year 2057, which will vary due 
to inflationary and volume adjustments. After 2057, the tobacco companies shall continue making contributions 
in perpetuity. 
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THE CHILDREN'S TRUST RS"A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019  

Following i s  a summary of the projections of annual payments to be received by the Trust in each year through 
2057 (unaudited, in thousands}: 

Year ending June 30, Amount 

2020 $ 99,231 
2021 1 00,439 
2022 1 01 ,638 
2023 1 02,889 
2024 1 04 , 124 

2025-2057 4,307,934 

$ 4,8161255 

Actual collections from the Tobacco Settlement will fluctuate due to future cigarette consumption, which could 
be affected by factors such as inflation, demographics, cigarette prices, disposable income, employment, 
advertising expenditures, and regulations, among others. During 201 9, actual col lections were $75, 1 21 ,414 or 
3.5% less than the projected amount in the master settlement agreement far the year 201 9. 

AII of the revenue received under the Tobacco Settlement and investment earnings on certain accounts under 
the bond indentures are pledged as collateral for all bond issuances. 

Net cash proceeds obtained under the bond issuances were used to finance the Trust's programs aimed at 
promoting a better quality of life and the well-being of families, children, and youth in Puerto Rico, especially in 
the areas of education, recreation, and health in the form of grants. Part of the proceeds from the Series 2008A 
and 20088 Bonds were used to pay certain operating expenses of the Commonwealth. 

During the year ended June 30, 201 9, pledged revenues amounted to $75, 162,800, which were used to pay far 
$79,61 9,857 of related principal and interest of the bond issuances. 

1 1 .  GRANT AGREEMENTS 

The Trust has established various grant agreements with Puerto Rico govemmental entities and not-for-profit 
organizations in arder to disburse funds as permitted by Act 1 73 and as authorized by the Board of Directors of 
the Trust. 

In October 201 8, the Board of Directors of the Trust authorized a new grant agreement to the Corporación del 
Proyecto ENLACE del Caño Martin Peña ("Corporación Enlace"}, a Puerto Rico governmental entity, with a 
grant termination date of February 2021 . The amount of the new grant agreement was $1 , 167,345, which 
represented the amount of unspent funds pertaining to the grant agreement originally authorized in April 2014. 
As of June 30, 201 9, the amount of unspent funds under the grant agreement with Corporación Enlace was 
$1 ,046,883. 

During October 201 8, the Board of Directors of the Trust authorized a new grant agreement to the Puerto Rico 
Council of Boy Scouts of America, lnc. ("Boy Scouts"}, a not-for-profit organization. The amount of this grant 
agreement was $1 97,632 and has a grant termination date of November 26, 201 9. As of June 30, 201 9, the 
amount of unspent funds under the grant agreement with the Boy Scouts was $1 33,509. 

There were no additional outstanding grant agreements available to other corporate entities as of June 30, 201 9 .  
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THE CHILDREN'S TRUST RS�JI 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 201 9  

12. SUBSEQUENT EVENTS 

The following subsequent events were evaluated through September 29, 2021 , the date the basic financia! 
statements were available to be issued, to determine if any such events should either be recognized or disclosed 
in the June 30, 201 9  financia! statements: 

COVID-19 

On March 1 1 ,  2020, the World Health Organization declarad COVID-1 9 a global pandemic. As a result of the 
health threat and to contain the virus's spread across the island, Governor Váquez-Garced issued executive 
arder EO 2020-020 on March 12 ,  2020, declaring a state of emergency in Puerto Rico to concentrate all efforts 
and implement necessary measures to safeguard the health , wellbeing and public safety ofthe citizens of Puerto 
Rico. The executive arder authorizes the Commonwealth's Secretary of the Treasury and the Executive Director 
of thePuerto Rico Office of Management and Budget to set up a special budget, from any available funds, 
including the Emergency Fund, to cover all necessary costs for the containment of the virus throughout the 
island and the sharing of information with the municipalities. Subsequent executive orders, including the 
reopening of certain economic areas, curfew directivas and other protective measures have been issued in 
response to the COVID-1 9 spread. In addition ,  economic stabilization measures have been implementad by 
both the Government of Puerto Rico and the U.S. Government to provide support and stimulus to frontline 
workers, educators and students, hospitals, municipalities and small businesses, including individuals and 
businesses in Puerto Rico, in response to the economic distress caused by the COVID-1 9 pandemic. 

Management has not yet identified the extent of the impact, if any, that the Coronavirus pandemic may have 
had (or could have in the future) on the Trust's bond repayment capacity and to what extent revenue sources 
have been adversely depleted. 
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To: 

INDEPENDENT AUDITORS' REPORT 

The Members of the Board of Directors of 
The Children's Trust 

■ -
RS�A 

RSM Puerto Rico 

PO Box 10528 

San Juan, PR 00922-0528 

T 787-751-6164 

F 787-759-7479 

www.rsm.pr 

We have audited the accompanying financia! statements of the governmental activities and each major fund of 
The Children's Trust, a component unit of the Commonwealth of Puerto Rico, as of and for the year ended June 30, 
2020, and the related notes to the financia! statements, which collectively comprise The Children's Trust basic 
financia! statements as listed in the table of contents. 

Management's Responsibility for the Financia! Statements 

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

Auditors' Responsibility 

Our responsibility is to express an opinion on these financia! statements based on our audit. We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America. Those standards require 
that we plan and peñorm the audit to obtain reasonable assurance about whether the financia! statements are free 
from material misstatement. 

An audit involves peñorming procedures to obtain audit evidence about the amounts and disclosures in the financia! 
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of 
material misstatement of the financia! statements, whether due to fraud or error. In making those risk assessments, 
the auditor considers interna! control relevant to the entity's preparation and fair presentation of the financia! 
statements in arder to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity's interna! control. Accordingly, we express no such opinion. 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financia! 
statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 

THE POWER OF BEING UNDERSTOOD 

AUDIT I TAX I CONSULTING 

RSM Puerto Rico is a member of the RSM network and trades as RSM. RSM is the trading name used by the members of the RSM network. Each member of the 
RSM network is an independent accounting and consulting firm which practices in its own right. The RSM network is not itself a separate legal entity in any Jurisdiction. 

L 
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Opinion 

In our opinion, the financia! statements referred to above present fairly, in all material respects, the respective LJ 
financia! position of the govemmental activities and each majar fund of The Children's Trust as of June 30, 2020, and 
the respective changas in financia! position far the year then ended, in accordance with accounting principies 
generally accepted in the United States of America. 

Other Matter 

Required Supplementary lnformation 

Accounting principies generally accepted in the United States of America require that the Management's Discussion 
and Analysis on pages 3 through 6 be presentad to supplement the basic financia! statements. Such information,  
although not a part of the basic financia! statements, is required by the Governmental Accounting Standards Board 
which considers it to be an essential part of financia! reporting far placing the basic financia! statements in an 
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required 
supplementary information in accordance with auditing standards generally accepted in the United States of America, 
which consisted of inquiries of management about the methods of preparing the information and comparing the 
infarmatíon far consistency with management's responses to our inquiries, the basic financia! statements, and other 
knowledge we obtained during our audit of the basic financia! statements. We do not express an opinion or provide 
any assurance on the infarmation because the limitad procedures do not provide us with sufficient evidence to 
express an opinion or provide any assurance. 

San Juan, Puerto Rico 
December 1 5, 2021 . 

Stamp No. E477607 was affixed to 
the original of this report. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION AND ANAL YSIS (UNAUDITED) 
AS OF AND FOR THE YEAR ENDED JUNE 30, 2020 

As management of the Children's Trust (the Trust), we offer readers of the Trust's financia! statements this narrative 
overview and analysis of the Trust's financia! performance during the fiscal year ended June 30, 2020. Please read 
it in conjunction with the Trust's basic financia! statements including the notes thereto, which follow this section. 

1 .  

2. 

3. 

FINANCIAL HIGHLIGHTS 

• The Trust's government-wide net deficit for the fiscal year 2020 was approximately $1 ,334 million, a net 
deficit increase of approximately $29 million, or approximately 2.2%, as compared to approximately 
$1 ,306 million for fiscal year 2019.  

• Government-wide revenues far fiscal year 2020 generated from the Global Settlement Agreement dated 
November 23, 1 998 ("the Tobacco Settlement") between certain tobacco companies and certain states, 
territories, and other jurisdictions of the United States of America, including the Commonwealth of Puerto 
Rico ("the Commonwealth") were approximately $71 .7 million, a decrease of approximately $3.5 million, 
or approximately 4.6%, as compared to approximately $75.2 million far fiscal year 201 9. 

• Operating expenses consist of payments far programs and activities permitted by the Trust's enabling 
legislation, Act 1 73 of July 30, 1 999, as amended (Act 1 73). Total operating expenses were approximately 
$104 million, a net increase of approximately $4.8 million or approximately 4.8%, as compared to 
approximately $99.3 million far fiscal year 201 9. The net increase in expenses mostly resulted from an 
increase of approximately $5. 1  million in interest on long-term debt, net of approximately $345,000 
thousand decrease due to no grant expenses far 2020. 

OVERVIEW OF THE FINANCIAL STATEMENTS 

The financia! statements include the management's discussion and analysis section ,  the independent 
auditors' report, and the basic financia! statements of the Trust. The basic financia! statements also include 
notes that explain in more detail sorne of the information in the basic financia! statements. 

REQUIRED FINANCIAL STATEMENTS 

Govemment-Wide Financia/ Statements - The statement of net position (deficit) and the statement of activities 
report information on all activities of the Trust. Only governmental activities are presented in the Trust's 
financia! statements. Governmental activities generally are financed through nonexchange revenues. 
Following is a description of the Trust's government-wide financia! statements: 

• The statement of net position (deficit) presents the Trust's assets and deferred outflows of resources and 
the liabilities and deferred inflows of resources, with the difference reported as net position (deficit) . 

• The statement of activities demonstrates the degree to which the direct expenses of a given function or 
segments are offset by program revenues. Direct expenses are those that are clearly identifiable within 
a specific function. Program revenues include: (1) interest income on investments and interest-bearing 
deposits and (2) grants and contributions that are restricted to meet the operational or capital 
requirements of a particular function. Other items not meeting the definition of program revenues are 
reported as general revenues. 

Fund Financia/ Statements - Fund accounting is designed to demonstrate legal compliance and to aid 
financia! management by segregating transactions related to certain government functions or activities. A fund 
is a separate accounting entity with a self-balancing set of accounts that comprise its assets, deferred outflows 
of resources, liabilities, deferred inflows of resources, fund balances, revenues and expenditures, as 
appropriate. The financia! activities of the Trust reported in the accompanying basic financia! statements were 
classified in two governmental funds. AII funds of the Trust are major funds. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANAL YSIS (UNAUOITEO) 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 2020 

4. FINANCIAL ANAL YSIS 
The statement of net position (deficit) and the statement of activities report information about the Trust's 
activities in a way that will help understand whether the Trust as a whole is better or worse as a result of this 
year's activities. These two statements report the net deficit of the Trust and the changes in net deficit for the 
year. 
The Trust's net position (deficit)-the difference between assets and the deferred outflows of resources, and 
liabilities and the deferred inflows of resources-is one way to measure the Trust's financia! health or financia! 
position. Over time, increases or decreases in the Trust's net position are one indicator of whether its financia! 
health is improving or deteriorating. However, non-financia! factors related to tobacco and general industries 
and changes in economic conditions and legislation need to be considered as well. 

5. GOVERNMENT-WIOE FINANCIAL STATEMENTS ANAL YSIS 
The government-wide financia! statements are designed so that the user could determine whether the Trust 
is in a better or worse financia! position when compared to the prior year. The following is a condensed 
summary of net deficit of the Trust compared with prior year (in thousands): 

As of June 30
1 

Change 
2020 2019 Amount Percent 

Assets: 
Current Assets $ 1 1 ,4 1 7  $ 1 1 ,523 $ (106) (0.9% ) 
Non-current restricted assets 144,713  1 44,486 227 0.2% 

Total assets 156, 1 30 1 56,009 121  0. 1 %  

Deferred outflows of resources 6,743 9,707 {2,964) {30.5% ) 

Liabilities: 
Current liabilities 5,568 5,91 1 (343) (5.8% ) 
Non-current liability 1 ,491 ,71 0 1 ,465,500 26,21 0  1 .8% 

Total liabilities 1 1497,278 1 47 1 ,41 1 25,867 1 .8% 

Net deficit $ (1 ,334,405) $ (1 ,305,695) $ {28,710) 2.2% 

As previously explained, for fiscal year 2020, the Trust's balance sheet net deficit increased by approximately 
$28. 7 million to approximately $1 ,334 million, as compared to fiscal year 201 9, due to the following: 

• Net increase in total assets of approximately $121 thousand, primarily related to an increase in 
investments and investment contracts amounting to approximately $227 thousand and a decrease in 
cash amounting to approximately $ 106 thousand. 

• Decrease in deferred outflows of resources of approximately $3 million mainly from the amortization of 
deferred loss on bonds refunding. 

• Net increase in total liabilities of approximately $25.9 million, mainly from capital appreciation bonds 
from the net effect of interest capitalization for fiscal year 2020 of approximately $55.8 million and 
principal payment made amounting to $30.5 million. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANAL YSIS (UNAUOITEO) 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 2020 

Condensed statements of activities is presented below (in thousands): 

For the Year Ended June 30
1 

Function/Program 2020 2019 

Expenses of governmental 
Health $ $ 345 
lnterest on long term debt and 
other - net 1 04,094 98,990 

Total 104,094 99,335 

Revenues of governmental activities: 
lnvestment earnings 3,71 5 3,937 
Global Settlement Agreement 71 ,669 75, 163 

Total 75 384 79,1 00 

Change in net deficit $ {28,710 )  $ {20,235) 

Change 
Amount Percent 

$ (345 ) (100.0% ) 

5, 1 04 5.2% 

4,759 4.8% 

(222 ) (5.6% ) 
(3,494 ) (4.6% ) 

(3,716 )  (4.7% ) 

$ !8,475 ) 41 .9% 

For fiscal year 2020, the Trust had a net deficit increase of approximately $8.5 million from approximately $20.2 
million in fiscal year 201 9  to approximately $28. 7 million in fiscal year 2020. This net deficit increase was 
mainly due to: ( 1 )  a decrease in revenues of approximately $3.7 million and (2) an increase in expenses related 
to governmental activities of approximately $4.8 million. The net decrease in revenues was mainly attributed to 
a lower annual contribution from the Tobacco Settlement, which depends on the actual shipment of cigarettes 
each year. The net i ncrease in expenses mostly resulted from an increase of approximately $5.1 million in 
interest on long-term debt, net of approximately $345 thousand decrease in grant expenses in fiscal year 2020. 

6. GOVERNMENTAL FUNO FINANCIAL STATEMENTS ANAL YSIS 

The Trust's governmental funds reported fund balances of approximately $1 1 8.6 million as of June 30, 2020, 
which is approximately $293 thousand more than the prior fiscal year ending June 30, 2019. The fund balance 
increase in governmental funds was mainly due to a increase in cash and investments and investment contracts 
of approximately $121 thousand. 

The following is a rounded summary of fund balances of the Trust compared with the prior year (in thousands) 
in the government funds: 

As of June 30, Change 
2020 2019 Amount Percent 

Assets $ 1 56, 1 30 $ 1 56,009 $ 1 21 0. 1 %  

Liabilities and deferred inflows of resource $ 37,496 $ 37,668 $ (1 72) (0.5% ) 
Fund Balance 1 18,634 1 18,341 293 0.2% 
Total liabilities, deferred inflows of 
resourees and fund balances $ 1 56, 1 30 $ 1 56,009 $ 121 0. 1 %  
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S OISCUSSION ANO ANAL YSIS (UNAUOITEO) 
AS OF ANO FOR THE YEAR ENOEO JUNE 30, 2020 

7. OEBT AOMINISTRATION 

During the fiscal year ended June 30, 2020, principal payments on bonds payable amounted to approximately 
$30.5 million. As of June 30, 2020, the remaining balance on bonds was approximately $1 ,492 million, net of 
approximately $14.4 million of non-accreted bond discount, due through fiscal year 2057. 

8. CURRENTLY KNOWN FACTS 

On March 1 1 , 2020, the World Health Organization declared the Coronavirus disease ("COVID-1 9") .a global 
pandemic. As a result of the health threat and to contain the virus's spread across the island, Governor Váquez­
Garced issued executive arder EO 2020-020 on March 1 2, 2020, declaring a state of emergency in Puerto 
Rico to concentrate all efforts and implement necessary measures to safeguard the health, wellbeing and 
public safety of the citizens of Puerto Rico. The executive arder authorizes the Commonwealth's Secretary of 
the Treasury and the Executive Director of the Puerto Rico Office of Management and Budget to set up a 
special budget from any available funds, including the Emergency Fund, to cover all necessary costs for the 
containment of the virus throughout the island and the sharing of information with the municipalities. 
Subsequent executive orders, including the reopening of certain economic areas, curfew directives and other 
protective measures have been issued in response to the COVID-19 spread. In addition, economic stabilization 
measures have been implemented by both the Government of Puerto Rico and the U.S. Government to provide 
support and stimulus to frontline workers, educators and students, hospitals, municipalities and small 
businesses, including individuals and businesses in Puerto Rico, in response to the economic distress caused 
by the COVID-19 pandemic. 

Management has not yet identified the extent ofthe impact, if any, that the COVID-19 pandemic may have had 
(or will have in the future) on the Trust's bond repayment capacity and to what extent revenue sources have 
been adversely depleted. 

9. REQUEST FOR INFORMATION 

u 

u 

u 

u 

-

u 

u 

u 

u 

This financia! report is designad to provide those interested with a general overview of the Trust's finances and """ 
to enhance the Trust's accountability for the funds it receives. Questions about this report or requests for 
additional information should be addressed to the Trust, PO Box 42001 , San Juan, Puerto Rico, 00940-2001 . 
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THE CHILDREN'S TRUST RS�A 
L (A Component Unit of the Commonwealth of Puerto Rico) 

L 
STATEMENT OF NET POSITION (DEFICIT) 
JUNE 30, 2020 

Governmental 

L Actlvltles 

ASSETS 

L CURRENT ASSETS: 
Cash $ 1 1 ,416,945 

L 
Total current assets 1 1 ,416,945 

NON-CURRENT RESTRICTED ASSETS: 
lnvestments and investment contracts 107,425,364 
Accrued interest receivable 446,468 
Receivable from Global Settlement Agreement 36,841 ,039 

L Total noncurrent restricted assets 144,71 2,871 

Total assets 1 56,129,816 

1 DEFERRED OUTFLOWS OF RESOURCES -
Deferred loss on bonds defeasance 6,743,1 02 

L LIABILITIES 
CURRENT LIABILITIES: 

L 
Accounts payable 655,000 
Liabilities payable from restricted assets-
Accrued interest payable 4,91 3,270 

L Total current liabilities 5,568,270 

NON-CURRENT LIABILITY - Bonds payable 1 ,491 ,709,996 

L Total liabilities 1 ,497,278,266 

L 
NET POSITION (DEFICIT) 

Restricted 139,799,601 
Unrestricted (1 ,474,204,949} 

L Total net deficit $ (1 ,334,405,348} 

See notes to basic financia! statements. 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED JUNE 30, 2020 

Functions/Programs 

GOVERNMENTAL ACTIVITIES: 
Debt service and other 

Total governmental activities 

GENERAL REVENUES: 
lnvestment eamings 

CHANGE IN NET DEFICIT 

NET DEFICIT - Beginning of year 

NET DEFICIT - End of year 

See notes to basic financia! statements. 

$ 

$ 

Expenses 

104,093,906 $ 

104,093,906 $ 

Program Revenues 
lnvestment Operating 
Earnings Contributions 

3,625,430 $ 71 ,669,300 

3,625,430 $ 7 1 ,669,300 

·-

$ 

$ 

RS�A 

Net 
Revenues / 
(Expenses) 

and Changes 
in Net Deflcit 

(28,799, 1 76) 

(28,799, 176) 

89,500 

(28,709,676) 

(1 ,305,695,672) 

(1 ,334,405,348) 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

BALANCE SHEET - GOVERNMENTAL FUNDS 
JUNE 30, 2020 

ASSETS 

Cash 
lnvestment and investment contracts 
Accrued interest receivable 
Receivable from Global Settlement Agreement 

Total assets 

LIABILITIES, DEFERRED INFLOWS OF 
RESOURCES AND FUND BALANCES 

LIABILITIES - accounts payable 

DEFERRED INFLOWS OF RESOURCES -
Uneamed revenue 

FUND BALANCES: 

Restricted 
Unassigned 

Total fund balances 

Total liabilities, deferred inflows of 
resources and fund balances 

See notes to basic financia! statements. 

General Fund 

$ 1 1 ,416,945 

1 1 ,416,945 

655,000 

1 1 , 141 ,512 
(379,566) 

10,761 ,946 

$ 1 1 ,416,946 

$ 

$ 

·-

RS�A 

Total 
Debt Governmental 

Service Fund Funds 

$ 1 1 ,416,945 
107,425,364 107,425,364 

446,468 446,468 
36,841 ,039 36,841 ,039 

144,712,871 156, 129,816 

655,000 

36,841 ,039 36,841 ,039 

107,871 ,832 1 19,01 3,344 
(379,566) 

107,87 1 ,832 1 18,633,778 

144,712,871 $ 156,129,817 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCILIATION OF BALANCE SHEET - GOVERNMENTAL FUNDS TO THE 
STATEMENT OF NET POSITION (DEFICIT) 
JUNE 30, 2020 

FUND BALANCES OF GOVERNMENTAL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVITIES ARE 
DIFFERENT IN THE STATEMENT OF NET POSITION (DEFICIT) BECAUSE: 

Receivable from Global Settlement Agreement to be applied to debt service 
will not be received in the current period and, therefore, is reported as 
deferred inflows of resources in the fund financia! statements. 

Accrued interest payable is not due and payable in the current period and, 
therefore, is not reported in the fund financia! statements. 

Bonds payable are not due and payable in the current period and, 
therefore, are not reported in the fund financia! statements. 

Unamortized loss on bonds refunding is not reported as an expenditure in 
the govemmental fund financia! statements; however, such loss is deferred 
and amortized over the life of the bonds and is presented as deferred 
outflows of resources in the statement of net position (deficit) . 

NET DEFICIT OF GOVERNMENTAL ACTIVITIES 

See notes to basic financia! statements. 

·-

RS�A 

$ 1 18,633,778 

36,841 ,039 

(4,91 3,270) 

(1 ,491 ,709,996) 

6,743, 1 02 

$ (1 ,334,405,347) 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

STATEMENT OF REVENUES, EXPENOITURES, ANO CHANGES IN FUNO 
BALANCES - GOVERNMENTAL FUNDS 
FOR THE YEAR ENOEO JUNE 30, 2020 

General Fund 

REVENUES: 
lnvestment earnings $ 89,500 
Revenue from Global Settlement Agreement 

Total revenues 89,500 

EXPENOITURES: 
Other 1 32,429 
Debt service: 

Principal 
lnterest 

T atal expenditures 1 32,429 

OTHER FINANCING SOURCES/(USES) -
Transfers in/(out) 51 ,625 

NET CHANGES IN �UNO BALANCES 8,696 

FUNO BALANCES - Beginning of year 1 0,753,249 

FUNO BALANCES - End of year $ 1 0,761 ,945 

See notes to basic financia! statements. 

·-

RS�A 

Total 
Oebt Govemmental 

Service Fund Funds 

$ 3,625,430 $ 3,714,930 
71 ,727,099 71 ,727,099 

75,352,529 75,442,029 

1 32,429 

30,510,000 30,51 0,000 
44,506,407 44,506,407 

75,016,407 75,148,836 

(51 ,625) 

284,497 293,1 93 

107,587,335 1 18,340,584 

$ 107,871 ,832 $ 1 18,633,777 
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THE CHILDREN'S TRUST 

(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES 
IN FUND BALANCES - GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED JUNE 30, 2020 

NET CHANGE IN FUND BALANCES - GOVERNMENTAL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVITIES ARE 
DIFFERENT IN THE STATEMENT OF ACTIVITIES BECAUSE: 

Net change in receivable from Global Settlement Agreement is reported as revenue in the 
statement of activities, but is not reported in the fund financia! statement since it does not 
provide current financia! resources. 

Net change in interest payable reported in the statement of activities that does not require 
the use of current financia! resources and, therefore, are not reported as an expenditure in 
the govemmental funds. 

Repayment of bond principal is an expenditure in the governmental funds, but the repayment 
reduces bonds payable in the statement of net position; this is the amount of redemption on 
bond principal during the year. 

l nterest capitalization on the 2005 and 2008 Series of the Tobacco Settlement Asset-Backed 
Bonds do not require the use of current financia! resources and, therefore, are not reported 
as expenditure in govemmental funds. 

The amortization of deferred loss on bonds refunded and the accretion of bonds discount do 
not require the use of current financia! resources and, therefore, are not reported as 
expenditures in the governmental funds-

Accretion of bond discount 
Amortization of loss on refunding 

CHANGE IN NET DEFICIT OF GOVERNMENTAL ACTIVITIES 

See notes to basic financia! statements. 

$ 

$ 

RS�JI 

293,1 93 

(57,799) 

228,949 

30,510,000 

(55,829,616) 

(890,402) 
(2,964,001)  

{28z709,676} 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

1 .  

2. 

REPORTING ENTITY 

The Trust is a component unit of the Commonwealth created by Act 173 ofthe Legislature ofthe Commonwealth 
on July 30, 1 999, and an affiliate of the Govemment Development Bank of Puerto Rico ("GDB"), a component 
unit of the Commonwealth. The Trust was created for the purpose of developing programs aimed at promoting 
a better quality of life and the well-being of fam_ilies, children, and youth in Puerto Rico, especially in the areas 
of education, recreation and health. These programs are financed with funds received by the Commonwealth 
from the Tobacco Settlement. Pursuant to Act 173, the Commonwealth assigned and transferred to the Trust 
the contributions that the Commonwealth is entitled to receive under the Tobacco Settlement. The Tobacco 
Settlement provides for annual payments through the year 2057, which will vary due to inflationary and volume 
adjustments. After 2057, the tobacco companies shall continue making contributions in perpetuity. Currently, all 
of the proceeds received from the Tobacco Settlement are pledged to cover the debt service requirements 
under three outstanding bond issuances of the Trust. 

Act 173 also provídes that GDB will act as the trustee of the Trust. However, GDB's prior functions are now 
carried out by the Puerto Rico Fiscal Agency and Financia! Advisory Authority ("AAFAF"), as the new fiscal 
agent and financia! advisor to the Commonwealth pursuant to Act 2 of January 1 8, 2017, as amended. Pursuant 
to Act 173, the Trust is exempt from taxation in Puerto Rico. 

BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accounting and reporting policies of the Bank conform to U.S. GAAP, as applicable to govemmental entities. 
The Bank follows Govemmental Accounting Standards Board (GASB) statements under the hierarchy 
established by Statement No. 76, The Hierarchy of General/y Accepted Accounting Principies for State and 
Local Govemments, in the preparation of its basic financia! statements. 

The preparation of basic financia! statements in conformity with U.S. GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of 
contingent assets and liabilities at the date of the financia! statements, and the reported amounts of revenues 
and expenses/expenditures during the reported period. Actual results could differ from those estimates. 
Significant items subject to such estimates and assumptions include the account receivable from global 
settlement agreement and the related deferred inflow. 

Following is a description of the Trust's most significant accounting policies: 

Govemment-Wide and Fund Financia! Statements 

Government-Wide Financia/ Statements - The statement of net position (deficit) and the statement of activities 
report information on ali balances and activities of the Trust. The effect of interfund balances has been removed 
from both statements. Governmental activities are financed through revenues from the Tobacco Settlement, 
intergovernmental revenues, and investment eamings. 

The statement of net position (deficit) presents the Trust's assets and deferred outflows of resources, and 
liabilities and deferred inflows of resources, with the difference reported as net position (deficit). 

Net position (deficit) is reported in three categories: 

• Net investment in capital assets - consists of capital assets, net of accumulated depreciation and 
amortization and reduced by outstanding balances for bonds, notes, and other debt that are attributed to 
the acquisition, construction, or improvement of those assets, if any. The Trust has no investment in 
capital assets. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

• Restricted - results when constraints placed on net position use are either extemally imposed by 
creditors, contributors, and the like, or imposed by law through constitutional provísions or enabling 
legislation. When both restricted and unrestricted resources are available for use, it is the Trust's policy 
to use restricted resources first and the unrestricted resources when they are needed. 

• Unrestricted - consists of net position (deficit) that does not meet the definition of the two preceding 
categories. Unrestricted net position often is designated to indícate that management does not consider 
it to be available for general operations. Unrestricted net posítion often has constraints on resources, 
which are imposed by management, but can be removed or modified. 

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment 
is offset by program revenues. Direct expenses are those that are clearly identifiable within a specific function. 
Program revenues ínclude earnings on ínvestments. Other items not meeting the defínition of program revenues 
are reportad as general revenues. 

Fund's Financia/ Statements - Fund accounting is designed to demonstrate legal compliance and to aid 
financia! management by segregating transactions related to certain government functions or activities. A fund 
is a separate accounting entity wíth a self-balancing set of accounts. AII of the financia! activities of the Trust 
are reportad in the accompanying basic financia! statements and have been classified as governmental. AII 
funds of the Trust are majar funds. 

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

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

• Restricted - amounts that can be spent only for specific purposes beca use of constraints imposed by externa! 
providers (such as grantors, bondholders, and hígher levels of government}, or ímposed by constítutíonal 
provisions or enabling legislation. 

• Committed - amounts that can be spent only for specific purposes determined by a formal actíon of the 
govemment's híghest level of decision-makíng authority. 

• Assígned - amounts the government íntends to use far specific purposes that do not meet the criteria to be 
classified as restricted or committed. 

• Unassigned - amounts that are available for any purpose. 
Measurement Focus, Basis of Accounting, and Financia! Statement Presentation 

Govemment-Wide Financia/ Statements - The government-wide financia! statements are reported using the 
economic resources measurement focus and the acci-ual basis of accounting. Revenues are recorded when 
eamed and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. 
Grants and similar items are recognized as revenues as soon as all of the eligibility requirements imposed by 
the provider have been met. 

Govemmenta/ Fund's Financia/ Statements - The governmental fund's financia! statements are reportad using 
the current financia! resources measurement focus and the modified accrual basis of accounting. Revenues are 
recognized when they become measurable and available. Revenues are considerad to be available when they 
are collectible within the current period or soon enough thereafter to pay liabilities of the current period. For this 
purpose, the Trust considers revenues to be available if they are to be collected within 1 20 days after the end 
of the current fiscal year-end. Expenditures are recordad when the related liability is incurred. An exception to 
this general rule includes principal and interest on general long-term debt, which is recognized when due. 

Page 14  

u 

! 1 

u 

u 

-

-

-

...,¡ 

u 

-

u 

¡ 1 ' 1 

u 
u 

u 

.... 



L 

L 

L 

L 
L 
L 
L 
L 
-

L 

L 

L 

L 

L 

L 

L 

L 

L 

■ -

THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

The financia! activities of the Trust that are reported in the accompanying basic financia! statements have been 
classified into the following major govemmental funds: 

• General Fund - The general fund is used to account for grants awarded to promote a better quality of life 
and the well-being offamilies, children, and youth in Puerto Rico. During the fiscal year ended June 30, 2020, 
grants were awarded for health and other purposes. 

• Debt SeNice Fund - This debt service fund is used to account for proceeds from the Tobacco Settlement 
and for the payment of interest and principal on long-term obligations. 

Budgetary Accounting-The Trust is not required by Act 1 73 to submit a budget for approval by the Legislature 
of the Commonwealth; consequently, no formal budgetary accounting procedures are followed. 

Cash Equivalents - Cash equivalents are defined as highly liquid investments with original maturities at the 
date of purchase of three months or less. 

lnvestments and lnvestment Contracts - lnvestments and investment contracts are carried at fair value, 
except for money market investments and participating investment contracts with a remaining maturity at the 
time of purchase of one year or less, and non-participating investment contracts, carried at cost, which 
approximate fair value. Fair value is determined based on quoted market prices, and quotations received from 
independent broker/dealers or pricing services organizations. 

GASB Statement No. 72, Fair Value Measurement and Application, defines fair value as the price that would be 
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at 
the measurement date. 

This statement establishes a hierarchy of valuation inputs based on the extent to which the inputs are observable 
in the marketplace. l nputs are used in applying the various valuation techniques and take into account the 
assumptions that market participants use to make valuation decisions. lnputs may include price information, 
credit data, interest and yield curve data, and other factors specific to the financia! instrument. Observable inputs 
reflect market data obtained from independent sources. In  contrast, unobservable inputs reflect the entity's 
assumptions about how market participants would value the financia! instrument. 

A financia! instrument's level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement. The following describes the hierarchy of inputs used to measure fair 
value and the primary valuation methodologies used for financia! instruments measured at fair value on a 
recurring basis: 

Level 1 lnvestments whose values are based on quoted prices (unadjusted} for identical assets or liabilities 
in active markets that a government can access at the measurement date. 

Level 2 lnvestments with inputs other than quoted prices included within Leve! 1 that are observable for an 
asset or liability, either d irectly or indirectly. 

Level 3 lnvestments have unobservable inputs for an asset or liability and may require a degree of 
professional judgment. 

Realized gains and losses from the sale of investments and unrealized changes in fair values are recorded as 
investment income. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

Long-term debt, bond issue costs and bond discounts - The liabilities reported in the govemment-wide 
financia! statements are bonds payable. Bonds payable are reported net of the applicable bond premium or 
discount. In the government-wide financia! statements and the governmental funds financia! statements, the 
bond issue costs are recorded as expenditures when paid. Discount on bonds is accreted over the life of the 
debt using the effective interest method in the government-wide financia! statements. Discount on bonds is 
accounted for in the govemmental funds as expenditures when paid. 

Deferred Outflows/lnflows of Resources - In addition to assets, the statement of net position (deficit) will 
sometimes report a separate section far deferred outflows of resources. This separate financia! statement 
element, deferred outflows of resources, represents a consumption of net position (deficit) that applies to a 
future period(s) and so will not be recognized as an outflow of resources (expense/expenditure) until then. The 
Trust has one major caption that qualifies far reporting in this category: the unamortized balance of loss on 
bonds defeasance, reported in the government-wide statement of net position (deficit). A loss on bond 
defeasance, or refunding, results from the difference in the carrying value of a refunded debt and its reacquisition 
price. This amount is capitalized and amortized over the shorter of the life of the refunded or refunding debt as 
a component of interest expense in the government-wide statement of activities. Further information about the 
balance of unamortized deferred refunding losses is d iscussed in Note 7. 

In addition to liabilities, the statement of net position (deficit) and the govemmental funds' balance sheet will 
sometimes report a separate section far deferred inflows of resources. This separate financia! statement 
element, deferred inflows of resources, represents an acquisition of net position (deficit) and resources that 
applies to a future period(s) and so will not be recognized as an inflow of resources (revenue) until that time. 
The Trust has only one type of caption that qualifies far reporting in this category, and that is unearned revenue 
from the Tobacco Settlement, reported in the governmental fund balance sheet. Deferred inflows of resources 
at the govemmental fund level arise when potential revenue does not meet the "available" criteria far revenue 
recognition in the current period under the accrual basis of accounting. In subsequent periods, when the revenue 
recognition criteria is met, or when the applicable resources become available, the deferred inflow of resources 
is removed from the balance sheet, and the revenue is recognized. Further information about the balance of 
unearned revenue is d iscussed below and in Note 9. 

Receivable and Revenue from Tobacco Settlement - The Trust fallows the GASB Technical Bulletin 
No. 2004-1 , Tobacco Settlement Recognition and Financia/ Reporting Entity /ssue, as amended by GASB 
Statement No. 48, Sales and Pledges of Receivables and Future Revenues and lntra-Entity Transfers of Assets 
and Future Revenues (the "GASB 48"), which provides accounting guidance for entities created to obtain the 
rights to all or a portian of future tobacco settlement resources and far the governments that create such entities. 

GASB 48 indicates that the entity created to obtain the rights, which is called the Tobacco Settlement Authority 
("TSA"), should be considered a component unit of the government that created it and that the component unit 
should be accounted far as a blended component unit. GASB 48 also states that the government receiving the 
payments from the tobacco companies under the Tobacco Settlement, which is called the settling government, 
should recognize a receivable and revenue for tobacco settlement resources when an event occurs. The event 
that results in the recognition of an asset and revenue by a settling govemment is the domestic shipment of 
cigarettes. GASB 48 indicates that accruals should be made by the settling government and TSA for estimated 
shipments from January 1 to their respective fiscal year-ends, since the annual payments are based on a 
calendar year. However, under the modified-accrual basis of accounting at the fund level, revenue should be 
recognized only to the extent that resources are available. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

GASB 48 addresses the question of how the settling governments should report the receipt of the resources 
provided by the TSA's remittances of the proceeds of the bonds sold. Since the TSA should be reported as a 
blended component unit, GASB 48 indicates these remittances should be reported as transfers into the fund 
receiving the proceeds and transfers out of the fund that accounts far the activities of the TSA. Since the Trust 
has no contractual obligation, under its enabling legislation or elsewhere, to remit all bond proceeds or assets 
related to the Tobacco Settlement to the Commonwealth, the Trust recognizes as expenses amounts that are 
disbursed far grants to the Commonwealth (including its instrumentalities) or third parties. 

lnterfund transfers - Legally required transfers are reported when incurred as transfer in by the recipient fund 
and as transfer out by the disbursing fund, with receivables and payables presented as amounts due to and 
due from other funds. Advances between funds are also presented as amounts due to and due from other funds. 
However, these advances, transfers, and related amounts receivable and payable are considered interna! 
balances and activities that have been eliminated in the government-wide financia! statements. 

Risk Management- To minimize the risk of loss, the Trust is covered by AAFAF's insurance coverage far public 
liability, hazard, automobile, crime, and bonding. 

GASB has issued the fallowing accounting pronouncements that have an effective date after June 30, 2020: 

(a) GASB Statement No. 83, Certain Asset Retirement Obligations. This Statement addresses 
accounting and financia! reporting far certain asset retirement obligations (AROs). An ARO is a legally 
enforceable liabílity associated with the retirement of a tangible capital asset. A government that has 
legal obligations to perform future asset retirement activities related to its tangible capital assets should 
recognize a l iability based on the guidance in this Statement. The requirements of the Statement are 
effective far reporting periods after June 1 5, 201 8, as amended by GASB Statement No. 95, 
Postponement of the effective dates of Certain Authoritative Guidance. 

(b) GASB Statement No. 84, Fiduciary Activities. This statement improves guidance regarding the 
identification of fiduciary activities far accounting and financia! reporting purpose and how those 
activities should be reported. The requirements of the Statement are effective far reporting periods after 
December 1 5, 201 8, as amended by GASB Statement No. 95, Postponement of the effective dates of 
Certain Authoritative Guidance. 

(c) GASB Statement No. 87, Leases. The objective of this Statement is to better meet the infarmation 
needs of financia! statement users by improving accounting and financia! reporting far leases by 
governments. This Statement increases the usefulness of governments' financia! statements by requiring 
recognition of certain lease assets and liabilities for leases that previously were classified as operating 
leases and recognized as inflows of resources or outflows of resources based on the payment provisions 
of the contract. lt establishes a single model far lease accounting based on the foundational principie 
that leases are financings of the right to use an underlying asset. Under this Statement, a lessee is 
required to recognize a lease liability and an intangible right-to-use lease asset, and a lessor is required 
to recognize a lease receivable and a deferred inflow of resources, thereby enhancing the relevance and 
consistency of information about govemments' leasing activities. The requirements of the Statement are 
effective far reporting periods after December 1 5, 201 9, as amended by GASB Statement No. 95, 
Postponement of the effective dates of Certain Authoritative Guidance. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

(d) GASB Statement No. 88, Certain Disclosures Related to Debt including Direct Borrowings and 
Direct Placements. The primary objective of this Statement is to improve the infonnation that is 
disclosed in notes to government financia! statements related to debt, including direct borrowings and 
direct placements. lt also clarifies which liabilities governments should include when d isclosing 
information related to debt. This Statement defines debt far purposes of disclosure in notes to financia! 
statements as a liability that arises from a contractual obligation to pay cash ( or other assets that may be 
used in lieu of cash) in one or more payments to settle an amount that is fixed at the date the contractual 
obligation is established. This Statement requires that additional essential infonnation related to debt be 
disclosed in notes to financia! statements, including unused lines of credit; assets pledged as collateral 
for the debt; and terms specified in debt agreements related to significant events of default with finance­
related consequences, significant termination events with finance-related consequences, and significant 
subjective acceleration clauses. For notes to financia! statements related to debt, this Statement also 
requires that existing and additional infannation be provided for direct borrowings and direct placements 
of debt separately from other debt. The requirements of the Statement are effective for reporting periods 
after June 1 5, 201 8 ,  as amended by GASB Statement No. 95, Postponement of the effective dates of 
Certain Authoritative Guidance. 

(e) GASB Statement No. 89, Accaunting far lnterest Cast lncurred befare Year End befare a 
Canstructian Perlad. This Statement establishes accounting requirements for interest cost incurred 
befare the end of a construction period. Such interest cost includes all interest that previously was 
accounted for in accordance with the requirements of paragraphs 5-22 of GASB Statement No. 62, 
Codif,cation of Accounting and Financia/ Reporting Guidance Contained in Pre-November 30, 1989 
FASB and AICPA Pronouncements, which are superseded by this Statement. This Statement requires 
that interest cost incurred befare the end of a construction period be recognized as an expense in the 
period in which the cost is incurred far financia! statements prepared using the economic resources 
measurement focus. As a result, interest cost incurred befare the end of a construction period will not be 
included in the historical cost of a capital asset reported in a business-type activity or enterprise fund. 
This Statement also reiterates that in financia! statements prepared using the current financia! resources 
measurement focus, interest cost incurred befare the end of a construction period should be recognized 
as an expenditure on a basis consistent with governmental fund accounting principies. The requirements 
of the Statement are effective for reporting periods after December 1 5, 201 9, as amended by GASB 
Statement No. 95, Postponement of the effective dates of Certain Authoritative Guidance. 

(f) GASB Statement No. 90, Majority Equity Accounting for lnterests - an amendment of GASB 
Statements No. 1 4  and No. 61 . The primary objectives of this Statement are to improve the consistency 
and comparability of reporting a government's majority equity interest in a legally separata organization 
and to improve the relevance of financia! statement infarmation far certain component units. lt defines a 
majority equity interest and specifies that a majority equity interest in a legally separate organization 
should be reportad as an investment if a government's holding of the equity interest meets the definition 
of an investment. The requirements of the Statement are effective for reporting periods after December 
1 5, 201 8, as amended by GASB Statement No. 95, Postponement of the effective dates of Certain 
Authoritative Guidance. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

(g) GASB Statement No. 91 , Conduit Debt Obligations. The primary objectives of this Statement are to 
provide a single methoc:I of reporting conduit debt obligations by issuers and eliminate diversity in practice 
associated with (i) commitments extended by issuers, (ii) arrangements associated with conduit debt 
obligations, and (iii} related note disclosures. This Statement achieves those objectives by clarifying the 
existing defin ition of a conduit debt obligation; establishing that a conduit debt obligation is not a liability 
of the issuer; establishing standards far accounting and financia! reporting of additional commitments 
and voluntary commitments extended by issuers and arrangements associated with conduit debt 
obligations; and improving required note disclosures. This Statement requires issuers to disclose general 
infarmation about their conduit debt obligations, organized by type of commitment, including the 
aggregate outstanding principal amount of the issuers' conduit debt obligations and a description of each 
type of commitment. The requirements of the Statement are effective far reporting periods after 
December 1 5, 2020, as amended by GASB Statement No. 95, Postponement of the effective dates of 
Certain Authoritative Guidance. 

(h} GASB Statement No. 92, Omnibus 2020. The objectives of this Statement are to enhance comparability 
in accounting and financia! reporting and to improve the consistency of authoritative literature by 
addressing practice issues that have been identified during implementation and application of certain 
GASB Statements. This Statement addresses a variety of tapies and includes specific provisions about 
the following: The effective date of GASB Statement No. 87, Leases, and lmplementation Guide No. 
2019-3, Leases, far interim financia! reports; reporting of intra-entity transfers of assets between a 
primary govemment employer and a component unit defined benefit pension plan or defined benefit other 
postemployment benefit (OPEB} plan; the applicability of GASB Statement No. 73, Accounting and 
Financia/ Reporting for Pensions and Re/ated Assets That Are Not within the Scope of GASB Statement 
68, and Amendments to Certain Provisions of GASB Statements 67 and 68, as amended, and GASB 
Statement No. 74, Financia/ Reporting far Postemployment Benefit Plans Other Than Pension Plans, as 
amended, to reporting .assets accumulated far postemployment benefits; the applicability of certain 
requirements of GASB Statement No. 84, Fiduciary Activities, to postemployment benefit arrangements; 
measurement of liabilities (and assets, if any} related to asset retirement obligations (AROs} in a 
govemment acquisition; reporting by public entity risk pools far amounts that are recoverable from 
reinsurers or excess insurers; reference to nonrecurring fair value measurements of assets or liabilities 
in authoritative literature; and terminology used to refer to derivative instruments. The requirements of 
the Statement are effective far reporting perioc:ls after June 1 5, 2020, as amended by GASB Statement 
No. 95, Postponement of the effective dates of Certain Authoritative Guidance. 

(i} GASB Statement No. 93, Rep/acement of lnterbank Offered Rates (/SOR). The objective of this 
Statement is to address accounting and financia! reporting implications that result from the replacement 
of an interbank offered rate (IBOR), most notably the London l nterbank Offered Rate (LIBOR}. As a result 
of global reference rate reform, LIBOR is expected to cease to exist in its current farm at the end of 202 1 ,  
prompting govemments to amend o r  replace financia! instruments far the purpose of replacing LIBOR 
with other reference rates, by either changing the reference rate ar adding or changing fallback provisions 
related to the reference rate. The removal of LIBOR as an appropriate benchmark interest rate is effective 
far reporting perioc:ls ending after December 31 , 2021 , and all other requirements of this Statement are 
effective far reporting periods beginning after June 1 5, 2020, as amended by GASB Statement No. 95, 
Postponement of the effective dates of Certain Authoritative Guidance. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

(j) GASB Statement No. 94, Public-Private and Public-Public Partnership and Availability Payment 
Arrangement. The primary objective of this Statement is to improve financia! reporting by addressing 
issues related to public-private and public-public partnership arrangements ("PPPs"). A PPP is an 
arrangement in which a government (the transferor) contracts with an operator-a governmental or 
nongovernmental entity-to provide public services by conveying control of the right to operate or use a 
nonfinancial asset, such as infrastructure or other capital asset (the underlying PPP asset), for a period 
of time in an exchange or exchange-like transaction. Sorne PPPs meet the definition of a service 
concession arrangement ("SCA") which requires that: ( 1 )  the operator collects and is compensated by 
fees from third parties; (2) the transferor determines or has the ability to modify or approve which services 
the operator is required to provide, to whom the operator is required to provide the services, and the 
prices or rates that can be charged for the services; and (3) the transferor is entitled to significant residual 
interest in the service utility of the underlying PPP asset at the end of the arrangement. This Statement 
also provides guidance for accounting and financia! reporting for availability payment arrangements 
("APAs"). An APA is an arrangement in which a government compensates an operator for services that 
may include designing, constructing, financing, maintaining, or operating an underlying nonfinancial 
asset for a period of time in an exchange or exchange-like transaction. The requirements of this 
Statement are effective for fiscal years beginning after June 1 5, 2022, and all reporting periods thereafter. 
Earlier application is encouraged. 

(k) GASB Statement No. 95, Postponement of the effective dates of Certain Authoritative Guidance. 
The primary objective of this Statement is to provide temporary relief to governments and other 
stakeholders in light of the COVID-19 pandemic. That objective is accomplished by postponing the 
effective dates of certain provisions in Statements and lmplementation Guides that first became effective 
or are scheduled to become effective for periods beginning after June 1 5, 2018, and later. 

The effective dates of certain provisions contained in the following pronouncements are postponed by 
one year: 

• Statement No. 83, Certain Asset Retirement Obligations 
• Statement No. 84, Fiduciary Activities 
• Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings and Direct 

Placements 
• Statement No. 89, Accounting for lnterest Cost l ncurred befare the End of a Construction Period 
• Statement No. 90, Majority Equity lnterests 
• Statement No. 91 , Conduit Debt Obligations 
• Statement No. 92, Omnibus 2020 
• Statement No. 93, Replacement of l nterbank Offered Rates 
• lmplementation Guide No. 2017-3, Accounting and Financia/ Reporting far Postemployment 

Benefits Other Than Pensions (and Certain lssues Related to OPEB Plan Reporting) 
• lmplementation Guide No. 201 8-1 , lmplementation Guidance Update---201 8 
• lmplementation Guide No. 201 9-1 , lmplementation Guidance Update---201 9 
• lmplementation Guide No. 201 9-2, Fiduciary Activities. 

The effective dates of the following pronouncements are postponed by 1 8  months: 

• Statement No. 87, Leases 
• lmplementation Guide No. 201 9-3, Leases. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

Earlier application of the provisions addressed in this Statement is encouraged and is permitted to the 
extent specified in each pronouncement as originally issued. The requirements of this Statement are 
effective immediately. 

(1) GASB Statement No. 96, Subscription-Based lnformation Technology Arrangements. This 
Statement provides guidance on the accounting and financia! reporting for subscription-based 
information technology arrangements (SBITAs) for government end users (governments). This 
Statement ( 1 )  defines a SBITA; (2) establishes that a SBITA results in a right-to-use subscription asset­
an intangible asset-and a corresponding subscription liability; (3) provides the capitalization criteria for 
outlays other than subscription payments, including implementation costs of a SBITA; and (4) requires 
note d isclosures regarding a SBITA. To the extent relevant, the standards for SBITAs are based on the 
standards established in GASB Statemeht No. 87, Leases, as amended. The requirements of this 
Statement are effective for fiscal years beginning after June 1 5, 2022, and all reporting periods thereafter. 
Earlier application is encouraged. 

(m) GASB Statement No. 97, Cerlain Component Criteria, and Accounting and Financia/ Reporting for 
Interna/ Revenue Code Section 457 Deferred Compensation Plans - An Amendment of GASB 
Statements No. 14 and No. 84, and a Supersession of GASB Statement No. 32. The primary 
objectives of this Statement are to ( 1 )  increase consistency and comparability related to the reporting of 
fiduciary component units in circumstances in which a potential component unit does not have a 
governing board and the primary government performs the duties that a governing board typically would 
perform; (2) mitigate costs associated with the reporting of certain defined contribution pension plans, 
defined contribution other than postemployment benefit (OPEB) plans, and employee benefit plans other 
than pension plans or OPEB plans (other employee benefit plans) as fiduciary component units in 
fiduciary fund financia! statements; and (3) enhance the relevance, consistency, and comparability of the 
accounting and financia! reporting for Interna! Revenue Code (IRC) Section 457 deferred compensation 
plans (Section 457 plans) that meet the definition of a pension plan and for beneflts provided through 
those plans. 

The requirements of this Statement that ( 1 )  exempt primary governments that perform the duties that a 
governing board typically performs from treating the absence of a governing board the same as the 
appointment of a voting majority of a governing board in determining whether they are financially 
accountable for defined contribution pension plans, defined contribution OPEB plans, or other employee 
benefit plans and (2) limit the applicability of the financia! burden criterion in paragraph 7 of 
Statement 84 to defined benefrt pension plans and defined benefit OPEB plans that are administered 
through trusts that meet the criteria in paragraph 3 of Statement 67 or paragraph 3 of GASB Statement 
No. 74, respectively, are effective immediately. 

The requirements of this Statement that are related to the accounting and financia! reporting for 
Section 457 plans are effective for fiscal years beginning after June 1 5, 2021 . For purposes of 
determining whether a primary government is financially accountable for a potential component unit, the 
requirements of this Statement that provide that for all other arrangements, the absence of a governing 
board be treated the same as the appointment of a voting majority of a governing board if the primary 
government performs the duties that a governing board typically would perform, are effective for reporting 
periods beginning after June 1 5, 2021 .  Earlier application of those requirements is encouraged and 
permitted by requirement as specified within this Statement. 

• GASB Statement No. 98, The Annual Comprehensive Financia/ Report- This Statement establishes 
the term annual comprehensive financia/ reporl and its acronym ACFR. That new term and acronym replace 
instances of comprehensive annual financia/ reporl and its acronym in generally accepted accounting 
principies for state and local governments. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

This Statement was developed in response to concerns raised by stakeholders that the common 
pronunciation of the acronym for comprehensiva annual financia! report sounds like a profoundly 
objectionable racial slur. 

The requirements of this Statement are effective for fiscal years ending after December 1 5, 2021 . Earlier 
application is encouraged. 

Management is evaluating the impact that these statements will have, if any, on the Trust's basic financia! 
statements. 

3. DEPOSITS PLACED WITH BANK 

Custodia! credit risk is the risk that in the event of a financia! institution's failure, the Trust's deposits may not be 
returned to it. The Commonwealth requires that public funds depositad in commercial banks in Puerto Rico must 
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be fully collateralized for the amount depositad in excess of federal depository insurance. -

As of June 30, 2020, none of the depository Trust balance is uninsured or uncollateralized, as indicated in the 
following table: 

Conmercial bank 

Carrying 
Amount 

$ 1 1.41 6.945 

4. CLAIM RECEIV ABLE FROM THE PUBLIC ENTITY TRUST 

Amount 
uninsured and 

Bank Balance uncollaterized 

$ 1 1.41 6.945 $ 

On August 1 O, 201 8, GDB commenced an action to restructure certain of its indebtedness pursuant to a 
Qualifying Modification (the Qualifying Modification) under Title VI of PROMESA. The United States District 
Court for the District of Puerto Rico approved GDB's proposed restructuring on November 6, 201 8, and the 
Qualifying Modification went effective on November 29, 201 8. 

Pursuant to Act 1 09-2017, also known as the Govemment Development Bank for Puerto Rico Debt 
Restructuring Act (the GDB Restructuring Act) and the terms of the Qualifying Modification, claims on account 
of deposits held by the Commonwealth and other public entities, including the Trust, were exchanged for 
beneficia! units in the "Public Entity Trust" created pursuant to the GDB Restructuring Act. Specifically, under 
the provisions of the GDB Restructuring Act, on the closing date of the Qualifying Modification (i.e. ,  November 
29, 2018) (the Closing Date), the balance of liabilities owed between the Commonwealth and its agents, 
instrumentalities and affiliates, including the Trust (each a Non-Municipal Government Entity) and GDB was 
determined by applying the outstanding balance of any deposits held at GDB in a Non-Municipal Government 
Entity's name against the outstanding balance of any loan of such Non-Municipal Government Entity owed to 
GDB or of any bond or note of such Non-Municipal Government Entity held by GDB as of such date. Those 
Non-Municipal Government Entities having net claims against GDB, after giving effect to the foregoing 
adjustment, which included the Trust, received their pro rata share of interests on the Public Entity Trust (or 
PET), which was deemed to be in full satisfaction of any and all claims such Non-Municipal Government Entity 
may have had against GDB. As a result of the execution of the Qualifying Modification the Trust received 
beneficia! units of the PET amounting to $16.6 million in exchange for the deposits held at GDB. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
. JUNE 30, 2020 

s. 

The assets of the PET (the PET Assets) consist of, among other items, a claim in the amount of approximately 
$578 million against the Commonwealth, which is the subject of a proof of claim filed in the Commonwealth's 
Title I I I  case (the PET Claim). 

The Official Committee of Unsecured Creditors appointed in the Commonwealth Title III Case has objected to 
the PET Claim and, as of the date hereof, the Court has not determined if the PET Claim is an allowed claim 
that will be entitled to a d istribution. 

The Trust's recovery of the PET units will depend on the payment of the claim filed in the Commonwealth's Title 
1 1 1  case. As a resu lt, units received from the PET are fully reserved. 

INVESTMENTS ANO INVESTMENT CONTRACTS 

The Trust follows the investment guidelines promulgated by GDB under Act 1 13 of August 3, 1995, and 
Executive Order 1 995-50A, which detail the categories for which the Trust may purchase or enter into 
investments, and establish limitations and other guidelines on maturities and amounts to be invested in the 
aforementioned investment categories and by issuer/counterparty and on exposure by country. 

Therefore, the GDB's investment policies allow management to purchase or enter into the following investment 
instruments: 

• U.S. government and agencies obligations 

• Certificates of deposit and time deposits 

• Bankers' acceptances 

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

• Federal funds sold 
• Securities purchased under agreements to resell 

• World Bank securities 

• Mortgage-backed and asset-backed securities 

• Corporate debt, including investment contracts 

• Externa! investment pools 

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

• Options, futures, and interest-rate swap agreements for hedging and risk control purposes, as well as for 
the creation of synthetic products which qualify under any of the foregoing investment categories 

• Open-end mutual funds with acceptable underlying assets and rated AAA by Standard & Poor's or its 
equivalent by Moody's lnvestors Service. 

As of June 30, 2020, the Trust maintains approximately $107.4 million in investments and investment contracts, 
which are held as debt service reserves in trust accounts with US Bank ("the trustee") that are governed by the 
applicable bond indenture. AII of the funds used for debt service are held by the trustee in the name of the Trust 
with the exception of $83. 7 mi Ilion of non-participating investment contracts. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

As of June 30, 2020, the Trust had the following recurring fair value measurements: 

lnvestment type 

Extemal lnvestment pools- fixed income 
securities: 
First American Money Market Fund 

Nonparticipating investment contracts­
UniCredit Bank AG-Guaranteed lnvestment 

Contract 

Level 1 Level 2 Level 3 Total 

$ 23,741 , 1 29 $ $ $ 23,741 , 1 29 

$ 23,741 , 1 29 $ --------
83,684,235 83,684,235 

$ 83,684,235 $ 107,425,364 

LI 
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u 
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The following table summarizes the type and maturities of investments at fair value held by the Trust as of 1 , 

June 30, 2020. Based on concentration credit risk, investments by type in any one issuer represehting 5% or W 
more of total investments have been separately disclosed. 

lnvestment type 

Extemal investment pools -
fixed income securities: 

First American Money 
Market Fund 

Nonparticipating investment 
contracts-
UniCredit Bank AG­
Guaranteed lnvestment 
Contract 

Within 
One year 

$ 23,741 , 129 $ 

Within to 
Five Years 

$ 23,741 , 1 29 $ ---== 

$ 

$ 

Within to 
Ten Years 

$ 

After 
Ten Years Total 

$ 23,741 , 1 29 

83,684,235 83,684,235 

$ 83,684,235 $ 107,425,364 

The credit quality ratings for investments and investments contracts as of June 30, 2020, are as follows: 

First American 
UniCredit SpA 

Counter Party 

6. SERVICE AGREEMENT 

Credit Risk Rating 
Standard & 

Poor's Moody's 
AAAm 
BBB 

Aaa-mf 
Baa1 

On May 7, 2020, the Trust entered into an agreement with AAFAF whereby AAFAF provides managerial , 
administrative, and financia! supporting services to the Trust. Pursuant to this agreement, the Trust was invoiced 
$5,000 during the fiscal year ended June 30, 2020. Such amount was included in accounts payable as of 
June 30, 2020. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

7. BONOS PAYABLE 

On October 1 0, 2002, the Trust refunded its then outstanding $390,170,000 Tobacco Settlement Asset Backed 
Bonds, Series 2000 dated as of October 1 ,  2000, with new 2002 Series bonds (the "Series 2002 Bonds") in the 
amount of $1 , 171 ,200,000. As of June 30, 2020, the outstanding balance of these bonds consists of single rated 
term bonds (the "Term Bonds") maturing from May 1 5, 2025 to 2033 ($210,575,000 at 5.375%), from May 1 5, 
2034 to 2039 ($310,380,000 at 5.5%) and from May 1 5, 2040 to 2043 (296,255,000 at 5.625%). 

The Term Bonds are subject to mandatory redemption in whole or in part prior to their respective stated maturity 
dates from the Tobacco Settlement collections in excess of the mínimum amount required to pay the scheduled 
annual debt service and administrative expenses may be used to redeem bonds at the redemption price 
of 1 00% of the principal amount thereof, together with interest accrued thereon, to the date fixed for redemption.  

On June 30, 2005, the Trust issued a new series of Tobacco Settlement Asset-Backed Bonds, Series 2005A 
and 2005B (the "Series 2005A and Series 2005B Bonds"), for $ 108,209,446. The Series 2005A and 
Series 2005B Bonds consist of capital appreciation bonds maturing on May 1 5, 2026 ($74,523,431 at 6.50% 
plus accreted interest) and capital appreciation bonds maturing on May 1 5, 2028 ($33,686,016 at 7.25% plus 
accreted interest), respectively. As of June 30, 2020, the outstanding balances of Series 2005A and 
Series 2005B Bonds consist of $194,552,365 and $98,047,807, respectively. 

On April 30, 2008, the Trust issued a new series of Tobacco Settlement Asset-Backed Bonds, Series 2008A 
and 2008B (the "Series 2008A and Series 2008B Bonds"), for $1 95,878,970. The Series 2008A and 
Series 2008B Bonds consist of capital appreciation bonds maturing on May 1 5, 2057 ($1 39,003,082 at 7.625% 
plus accreted interest), and capital appreciation bonds maturing on May 1 5, 2057 ($56,875,888 at 8.375% plus 
accreted interest), respectively. As of June 30, 2020, the outstanding balances of the Series 2008A and 2008B 
Bonds consist of $345,475,577 and $ 154,326,316, respectively. 

The Series 2008A and Series 2008B Bonds are subordinated and are not entitled to receive any payments until 
the date when the Series 2005A and Series 2005B Bonds are no longer outstanding. The Series 2005A and 
Series 2005B Bonds are subordinated and are not entitled to receive any payments until the date when the 
Series 2002 Bonds are no longer outstanding. In addition, the Series 2008B and Series 2005B Bonds are 
subordinated to the Series 2008A and Series 2005A Bonds, respectively, and are not entitled to receive any 
payments until the date when the Series 2008A or 2005A Bonds are no longer outstanding. AII bonds are 
secured by 1 00% ofthe annual payments received under the Tobacco Settlement. As of June 30, 2020, principal 
and interest payments on all of the Trust's outstanding bonds are current. 

Changes in bonds payable far the year ended June 30, 2020, are summarized as follows (in thousands): 

Balance at Balance at Due 
July 1, Debt Other June 30, Within 
2019 Additions Paid lncreases 2020 One Year 

Bonds payable $ 1 ,480,742 $ $ (30,510) $ 55,830 $ 1 ,506,062 $ 
Less: 

Ulaccreted discount (15,243) 890 (14,353) 

Bonds payable $ 1 ,465,499 $ $ (30,510) $ 56,720 $ 1 ,491 ,709 $ 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

Changes in deferred outflows of resources during the year ended June 30, 2020, are summarized as follows (in 
thousands}: 

Description 

Deferred loss on refunding $ 

Balance at 
July 1 ,  2019 

(9,707} $ 

Accretion 
Balance at 

June 30, 2020 

2,964 _,$ __ .._(6..._, 7_4_.3) 

As of June 30, 2020, debt service requirements far bonds outstanding were as follows (in thousands): 

Less: 

Year Ending June 30, 

2021 
2022 
2023 
2024 
2025 

2026-2030 
2031-2035 
2036-2040 
2041-2045 
2046-2050 
2051-2055 
2056-2057 

Unaccreted discount 
Unaccreted interest 

Total Bonds payable 

8. THE TOBACCO SETTLEMENT AGREEMENT 

Principal 

$ 

200,270 
288,650 
229,725 

8,634,580 

9,353,225 

(14,353) 
{7,847, 1 63) 

$ 1 ,491 ,709 

l nterest Total 

$ 45,054 $ 45,054 
45,054 45,054 
45,054 45,054 
45,054 45,054 
45,054 45,054 

1 77,556 1 77,556 
1 78,353 378,623 
1 15,004 403,654 
26,400 256,1 25 

81634,580 

$ 722,583 $ 1 0,075,808 

On November 23, 1 998, the Tobacco Settlement was entered into by and between certain tobacco companies 
and certain states, territories, and other jurisdictions of the United States of America, including the 
Commonwealth. The Tobacco Settlement calls for annual payments through the year 2057, which will vary due 
to inflationary and volume adjustments. After 2057, the tobacco companies shall continua makíng contributions 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

Following is a summary of the projections of annual payments to be received by the Trust in each year 
through 2057 (unaudited, in thousands}: 

Year Ending June 30, Amount 

2021 $ 80,577 
2022 81 ,535 
2023 82,492 
2024 83,450 
2025 84,407 

2026-2057 3,206!61 3 

$ 3,619,074 

Actual collections from the Tobacco Settlement will fluctuate each fiscal year due to changes in future cigarette 
consumption, which could be affected by factors such as inflation, demographics, cigarette prices, disposable 
income, employment, advertising expenditures, and regulations, among others. During 2020, actual collections 
were $71 ,727,099 or 27% less than the projected amount in the master settlement agreement for the year 2020. 

AII of the revenue received under the Tobacco Settlement and investment earnings on certain accounts under 
the bond indentures are pledged as collateral for all bond issuances. 

Net cash proceeds obtained under the bond issuances were used to finance the Trust's programs aimed at 
promoting a better quality of life and the well-being of families, children, and youth in Puerto Rico, especially in 
the areas of education, recreation, and health in the form of grants. Part of the proceeds from the Series 2008A 
and Series 20088 Bonds were used to pay certain operating expenses of the Commonwealth. 

During the year ended June 30, 2020, pledged revenues amounted to $71 ,669,300, which were used to pay 
for $75,016,407 of related principal and interest of the bond issuances. 

9. COMMITEMENT ANO GRANT AGREEMENTS 

The Trust has established various grant agreements with Puerto Rico governmental entities and not-for-profit 
organizations in arder to disburse funds as permitted by Act 1 73 and as authorized by the Board of Directors of 
the Trust. 

In October 201 8, the Board of Directors of the Trust authorized a new grant agreement to the Corporación del 
Proyecto ENLACE del Caño Martín Peña ("Corporación Enlace"}, a Puerto Rico governmental entity, with a 
grant termination date of February 2021 . The amount of the new grant agreement was $1 , 1 67,345, which 
represented the amount of unspent funds pertaining to the grant agreement originally authorized in April 2014. 
As of June 30, 2020, the amount of unspent funds under the grant agreement with Corporación Enlace 
was $1 ,046,883. 

During October 201 8, the Board of Directors of the Trust authorized a new grant agreement to the Puerto Rico 
Council of Boy Scouts of America, lnc. ("Boy Scouts"}, a not-for-profit organization. The amount of this grant 
agreement was $197,632 and has a grant termination date of November 26, 2019. As of June 30, 2020, the 
amount of unspent funds under the grant agreement with the Boy Scouts was $1 33,509. 
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THE CHILDREN'S TRUST RS�A 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
JUNE 30, 2020 

10. SUBSEQUENT EVENTS 

The following subsequent events were evaluated through December 1 5, 2021 , the date the basic financia! 
statements were available to be issued, to determine if any such events should either be recognized or disclosed 
in the June 30, 2020 financia! statements: 

COVID-19 

On March 1 1 ,  2020, the World Health Organization declared COVID-19 a global pandemic. As a result of the 
health threat and to contain the virus's spread across the island, Governor Váquez-Garced issued executive 
order EO 2020-020 on March 12 ,  2020, declaring a state of emergency in Puerto Rico to concentrate ali efforts 
and implement necessary meas u res to safeguard the health, wellbeing and public safety of the citizens of Puerto 
Rico. The executive order authorizes the Commonwealth's Secretary of the Treasury and the Executive Director 
of the Puerto Rico Office of Management and Budget to set up a special budget, from any available funds, 
. including the Emergency Fund, to cover all necessary costs for the containment of the virus throughout the 
island and the sharing of information with the municipalities. Subsequent executive orders, including the 
reopening of certain economic areas, curfew directives and other protective measures have been issued in 
response to the COVID- 19  spread. In addition, economic stabilization measures have been implemented by 
both the Government of Puerto Rico and the U.S. Government to provide support and stimulus to frontline 
workers, educators and students, hospitals, municipalities and small businesses, including individuals and 
businesses in Puerto Rico, in response to the economic distress caused by the COVID-19 pandemic. 

Management has not yet identified the extent of the impact, if any, that the Coronavirus pandemic may have 
had (or could have in the future) on the Trust's bond repayment capacity and to what extent revenue sources 
have been adversely depleted. 
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To: 

INDEPENDENT AUDITOR$' REPORT 

The Members of the Board of Directors of 
The Children's Trust 

■ -
RS�A 

RSM Puerto Rico 

PO Box 10528 

San Juan, PR 00922-0528 

T 787-751-6164 

F 787-759-7479 

www.rsm.pr 

We have audited the accompanying financia! statements of the governmental activities and each majar fund of The 
Children's Trust, a component un it of the Commonwealth of Puerto Rico, as of and far the year ended June 30, 202 1 ,  
and the related notes to the financia! statements, which collectively comprise The Children's Trust basic financia! 
statements as l isted in the table of contents. 

Management's Responsibility for the Financia! Statements 

Management is responsible far the preparation and fair presentation of these financia! statements in accordance with 
accounting principies generally accepted in the United States of America; this includes the design, implementation, 
and maintenance of interna! control relevant to the preparation and fair presentation of financia! statements that are 
free from material misstatement, whether due to fraud ar error. 

Auditors' Responsibility 

Our responsibility is to express an opinion on these financia! statements based on our audit. We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financia! statements are free 
from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and d isclosures in the financia! 
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of 
material misstatement of the financia! statements, whether due to fraud ar error. In making those risk assessments, 
the auditor considers interna! control relevant to the entity's preparation and fair presentation of the financia! 
statements in arder to design audit procedures that are appropriate in the circumstances, but not far the purpose of 
expressing an opinion on the effectiveness of the entity's interna! control. Accordingly, we express no such opinion. 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financia! 
statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis far our audit 
opinion. 

THE POWER OF BEING UNDERSTOOD 
AUDIT I TAX I CONSULTING 

RSM Puerto Rico is a member of the RSM network and trades as RSM. RSM is the trading name used by the members of the RSM network. Each member of the 
RSM network is an independent accounting and consulting firm which practices in its own right. The RSM network is not itself a separate legal entity in any Jurisdiction. 

L 



■ -

RS�A 
Opinion 

In our opinion, the financia! statements referred to above present fairly, in all material respects, the respective financia! 
position of the governmental activities and each major fund of The Children's Trust as of June 30, 202 1 ,  and the 
respective changes in financia! position for the year then ended, in accordance with accounting principies generally 
accepted in the United States of America. 

Other Matter 

Required Supplementary lnformation 

Accounting principies generally accepted in the United States of America require that the Management's Discussion 
and Analysis on pages 3 through 6 be presented to supplement the basic financia! statements. Such information, 
although not a part of the basic financia! statements, is required by the Governmental Accounting Standards Board 
which considers it to be an essential part of financia! reporting for placing the basic financia! statements in an 
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required 
supplementary inforrnation 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 basic financia! statements, and other 
knowledge we obtained during our audit of the basic financia! 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. 

San Juan, Puerto Rico 
April 27, 2022. 

Stamp No. E490597 was affixed to 
the original of this report. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION ANO ANALYSIS (UNAUDITED) 
JUNE 30 2021 

As management of the Children's Trust (the Trust), we offer readers of the Trust's financia! statements this 
narrative overview and analysis of the Trust 's financia! performance during the fiscal year ended June 30, 2021 . 
Please read it in conjunction with the Trust's basic financia! statements including the notes thereto, which follow 
this section. 

1 .  FINANCIAL HIGHLIGHTS 

• The Trust's govemment-wide net deficit for the fiscal year 2021 was approximately $ 1 .35 billion, a net 
deficit increase of approximately $1 9.4 million, or approximately 1 . 5%, as compared to approximately 
$1 .33 billion for fiscal year 2020. 

• Govemment-wide revenues for fiscal year 2021 generated from the Global Settlement Agreement dated 
November 23, 1 998 (the Tobacco Settlement) between certain tobacco companies and certain states, 
territories, and other jurisdictions of the United States of America, including the Commonwealth of 
Puerto Rico (the Commonwealth) were approximately $80.6 million, an increase of approximately $8.9 
mili ion, or approximately 12.4%, as compared to approximately $71 . 7 mili ion for fiscal year 2020. 

• Operating expenses consist of payments for programs and activities permitted by the Trust 's enabling 
legislation, Act 173 of July 30, 1 999, as amended (Act 173). Total operating expenses were 
approximately $104 million, a net decrease of approximately $90 thousand or approximately 0. 1%, as 
compared to approximately $ 104.1 million for fiscal year 2020. The decrease in expenses resulted from 
the net of an increase of approximately $1  million due to grant expenses incurred and the decrease of 
approximately $1 . 1  million in interest expense on long-term debt in fiscal year 2021 . 

2. OVERVIEW OF THE FINANCIAL STATEMENTS 

The financia! statements include the management's discussion and analysis section, the independent 
auditors' report, and the basic financia! statements of the Trust. Toe basic financia! statements also include 
notes that explain in more detail sorne of the information in the basic financia! statements. 

3. REQUIRED FINANCIAL STATEMENTS 

Government-Wide Financia/ Statements - The statement of net position (deficit) and the statement of 
activities report information on ali activities of the Trust. Only governmental activities are presented in 
the Trust's financia! statements. Govemmental activities generally are financed through nonexchange 
revenues. Following is a description of the Trust 's government-wide financia! statements: 

• The statement of net position (deficit )  presents the Trust's assets and deferred outflows of resources 
and the liabilities and deferred inflows of resources, with the difference reported as net position 
(deficit). 

• The statement of activities demonstrates the degree to which the direct expenses of a given function 
or segments are offset by program revenues. Direct expenses are those that are clearly identifiable 
within a specific function. Program revenues include: ( 1 ) interest income on investments and interest­
bearing deposits and (2) grants and contributions that are restricted to meet the operational or capital 
requirements of a particular function. Other items not meeting the definition of program revenues are 
reported as general revenues. 

Page 3 



THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION ANO ANALYSIS (UNAUDITED) 
JUNE 30 2021 

Fund Financial Statements - Fund accounting is designed to demonstrate legal compliance and to aid 
financial management by segregating transactions related to certain govemment functions or activities. A 
fund is a separate accounting entity with a self-balancing set of accounts that comprise its assets, deferred 
outflows of resources, liabilities, deferred inflows of resources, fund balances, revenues and expenditures, 
as appropriate. The financial activities of the Trust reported in the accompanying basic financial statements 
were classified in two govemmental funds. All funds of the Trust are major funds. 

4. FINANCIAL ANAL YSIS 

The statement of net position (deficit) and the statement of activities report information about the Trust's 
activities in a way that will help understand whether the Trust, as a whole, is better or worse as a result 
of this year's activities. These two statements report the net deficit of the Trust and the changes in net 
deficit for the year. 

The Trust's net position (deficit)-the difference between assets and the deferred outflows of resources, 
and liabilities and the deferred inflows of resources-is one way to measure the Trust's financial health or 
financial position. OVer time, increases or decreases in the Trust's net position are one indicator of whether 
its financia! health is improving or deteriorating. However, non-financial factors related to tobacco and 
general industries and changes in economic conditions and legislation need to be considered as well. 

5. GOVERNMENT-WIDE FINANCIAL STATEMENTS ANALYSIS 
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The govemment-wide financial statements are designed so that the user could determine whether the Trust 
LJ is in a better or worse financial position when compared to the prior year. The following is a condensed 

summary of net deficit of the Trust compared with prior year (in thousands): 

Assets: 
Current assets s 
Non-current restricted assets 

Total assets 

Deferred outflows of resources 

Liabilities: 
Current liabilities 
Non-current liability 

Total liabilities 

Net deficit s 

As of June 30, 
2021 2020 

10,538 
144,509 

1 55
!
047 

3 779 

4,697 
1 ,507,960 

1
!
512

!
657 

(1 ,353,831 ) 

s 1 1 ,417 
144,71 3  

1 56,1 30 

6¡743 

5, 568 
1 ,491 ,710 

1 ,497,278 

s (1 ,334,405 ) 

s 

s 

Change 
Amount Percent 

(879 ) (7.7% ) 
(204) (0. 1% ) 

(1 1083 )  {0.7% ) 

(2,%4) (44.0% ) 

(871 ) ( 1 5.6% ) 
1 6,250 1 . 1 %  

1 5,379 1 .0% 

(1 9,426) 1 . 5% 

As previously explained, for fiscal year 2021 , the Trust's net deficit increased by approximately $1 9.4 
million, to approximately $1 .35 billion, as compared to fiscal year 2020, due to the following: 

u 

-

.... 

-
• Net decrease in total assets of approximately $1 . 1  million, primarily related to a decrease in 

investments and investment contracts amounting to approximately $376,000 and a decrease in cash 
amounting to approximately $879,000, net of an increase in the account receivable from the Tobacco 
Settlement of approximately $177,000. 

u !  
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED) 
JUNE 30 2021 

• Decrease in deferred outflows of resources of approximately $3 million mainly from the amortization 
of deferred loss on bonds refunding. 

• Net increase in total liabilities of approximately $1 5.4 million, mainly from capital appreciation 
bonds from the net effect of interest capitalization for fiscal year 2021 of approximately $61 million 
and principal payment made amounting to $44.7 million, net of a decrease in current liabilities of 
approximately $871 ,000. 

Condensed statements of activities are presented below (in thousands): 

Function/Program 

Expenses of governmental activities: 
Health 
lnterest on long term debt and 

othér - net 

Total 

Revenues of governmental activities: 
lnvestment earnings 
Global Settlement Agreement 
Other income 

Total 

Change in net deficit 

For the Year Ended June 30, 

$ 

$ 

2021 2020 

1 ,047 $ 

1 02,957 1 04,094 

1 04,004 104,094 

3,402 3,71 5 
80,577 71 ,669 

600 

84,579 75,384 

(19,425 ) $ (28,710 )  

$ 

$ 

Change 
Amount Percent 

1 ,047 1 00% 

(1 , 1 37 ) (1 . 1% ) 

(90 ) (0. 1 % ) 

(31 3 ) (8.4% ) 
8,908 1 2.4% 

600 1 00% 

9, 1 95 1 2.4% 

9,285 (32.3% ) 

For fiscal year 2021 , the Trust had a net deficit decrease of approximately $9.3 million from approximately 
$28.7 million in fiscal year 2020 to approximately $19.4 million in fiscal year 2021 . This net deficit decrease 
was mainly due to: ( 1 ) an increase in revenues of approximately $9.2 million and (2) a decrease in expenses 
related to governmental activities of approximately $90,000. The net increase in revenues was mainly 
attributed to an increase in the annual contribution from the Tobacco Settlement, which depends on the 
actual shipment of cigarettes each year. The net decrease in expenses mostly resulted from an increase of 
approximately $1 million due to grant expenses incurred, net of approximately a decrease in $1 . 1  million in 
interest on long-term debt in fiscal year 2021 . 

6. GOVERNMENTAL FUND FINANCIAL STATEMENTS ANALYSIS 

The Trust's  governmental funds reported fund balances of approximately $1 17.9 million as of June 30, 2021 , 
which is approximately $690,000 less than the prior fiscal year ending June 30, 2020. The fund balance 
decrease in governmental funds was mainly due to a decrease in investments and investment contracts 
amounting to approximately $376,000 and a decrease in cash amounting to approximately $879,000. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED) 
JUNE 30 2021 

The following is a rounded summary of fund balances of the Trust compared with the prior year (in thousands) 
in the government funds: 

As of June 30, Change 
2021 2020 Amount Percent 

Assets $ 1 55,048 $ 1 56,1 30 $ (1 ,082) (0.7% ) 

Liabilities and deferred inflows of resource $ 37, 1 03 $ 37,496 $ (393) (1 .0% ) 
Fund Balance 1 17

!
945 1 1 81634 (689) (0.6% ) 

Total liabilities, deferred inflows of 
resources and fund balances $ 1 55,048 $ 1 56,1 30 $ (1 ,082) (0.7% ) 

7. DEBT ADMINISTRA TION 

u 

u 
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During the fiscal year ended June 30, 2021 , principal payments on bonds payable amounted to approximately 
$44.7 million. As of June 30, 2021 , the remaining balance on bonds was approximately $1 . 5  billion, net of 
approximately $1 3 .5  million of non-accreted bond discount, due through fiscal year 2057. LJ 

8. CURRENTL Y KNOWN FACTS 

Commonwealth Plan of Adiustment 

As described in Note 1 0, on January 18,  2022, the Title I I I  Court entered its findings of fact and conclusions 
of law (the Findings of Fact) in connection with the Modified Eighth Amended Title III Joint Plan of 
Adjustment of the Commonwealth of Puerto Rico, et al . [ECF No. 1 9812] (the Commonwealth Plan of 
Adjustment), and an arder confirming the Commonwealth Plan of Adjustment [ECF No. 1 9813] (the 
Commonwealth Confirmation Order). Between January 28, 2022 and February 17, 2022, six appeals of the 
Confirmation Order were filed in the First Circuit. By March 1 1 ,  2022, the First Circuit denied all parties' 
motions for a stay pending appeal, which allowed the Commonwealth Plan of Adjustment to become 
effective despite the appeals. Oral argument on the merits of the appeals is currently scheduled far April 
28, 2022. On March 1 5, 2022 (the Effective Date), the conditions precedent to the Effective Date of the 
Commonwealth Plan of Adjustment were satisfied and/or waived by the OVersight Board, and the plan 
became effective. Accordingly, the Commonwealth Plan of Adjustment has been confirmed and is currently 
effective as of the date hereof. 

The Commonwealth Plan of Adjustment discharges any claim related to budgetary appropriations, 
including appropriations for the repayment of certain loans held by the PET (defined below). Far further 
information on the Commonwealth Plan of Adjustment refer to Note 1 0  and the Commonwealth 
Plan of Adjustment, Findings of Fact, and Commonwealth Confirmation Order, which are available at 
https: / / cases.primeclerk. com/puertorico/Home-Docketlnfo. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

MANAGEMENT'S DISCUSSION ANO ANALYSIS (UNAUDITED) 
JUNE 30, 2021 

COVID- 19 Pandemic 

On March 1 1 ,  2020, the World Health Organization declared the Coronavirus disease (COVID-1 9) a global 
pandemic. As a result of the health threat and to contain the virus's spread across the island, then Governor 
Váquez-Garced issued executive order EO 2020-020 on March 12, 2020, declaring a state of emergency in 
Puerto Rico to concentrate all efforts and implement necessary measures to safeguard the health, wellbeing 
and public safety of the citizens of Puerto Rico. The executive order authorizes the Commonwealth's 
Secretary of the Treasury and the Executive Director of the Puerto Rico Office of Management and Budget 
to set up a special budget from any available funds, including the Emergency Fund, to cover all necessary 
costs for the containment of the virus throughout the island and the sharing of information with the 
municipalities. Subsequent executive orders, including the reopening of certain economic areas, curfew 
directives and other protective measures have been issued in response to the COVID-1 9  spread. In addition, 
economic stabilization measures have been implemented by both the Government of Puerto Rico and the 
U.S. Government to provide support and stimulus to frontline workers, educators and students, hospitals, 
municipalities and small businesses, including individuals and businesses in Puerto Rico, in response to the 
economic distress caused by the COVID-1 9  pandemic. 

As the Government observes and assesses the results of its measures to control the negative health and 
economic effects of COVID-1 9  on the people of Puerto Rico and Puerto Rico's economy, it will continually 
re-evaluate and further amend restrictions, if any, as necessary based on continued public health 
developments. 

9. REQUEST FOR INFORMATION 

This financial report is designed to provide those interested with a general overview of the Trust's finances 
and to enhance the Trust's accountability for the funds it receives. Questions about this report or requests 
for additional information should be addressed to the Trust, PO Box 42001 , San Juan, Puerto Rico, 00940-
2001 . 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

ST ATEMENT OF NET POSITION (DEFICIT) 
JUNE 30, 2021 

ASSETS 
CURRENT ASSETS: 

Cash s 
Total current assets 

NON-CURRENT RESTRICTED ASSETS: 
lnvestments and investment contracts 
Accrued interest receivable 
Receivable from Global Settlement Agreement 

Total noncurrent restricted assets 

Total assets 

DEFERRED OUTFLOWS OF RESOURCES -
Deferred loss on bonds defeasance 

LIABILITIES 
CURRENT LIABILITY: 

Accounts payable 

NON-CURRENT LIABILITIES: 
Liabilities payable from restricted assets-
Accrued interest payable 

Bonds payable 

Total liabilities 

NET POSITION (DEFICIT) 
Restricted 
Unrestricted 

Total net deficit s 

See notes to basic financial statements. 

Govemmental 
Activities 

1 0,538,284 

1 0,538,284 

1 07,049,224 
442,271 

37,017,831 

144,509,326 

1 55,047,61 0 

3,779, 101 

84,499 

4,61 2,640 
1 , 507,960,217 

1 ,51 2,657,356 

1 39,896,686 
(1 ,493,727,331 ) 

(1 ,353,830,645) 
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STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED JUNE 30, 2021 

Functlons/Programs 

GOVERNMENTAL ACTIVITIES: 
Health 
Debt service and other 

Total governmental activities 

GENERAL REVENUES: 
lnvestment earnings 
Other income 

Total general revenues 

CHANGE IN NET DEFICIT 

NET DEFICIT - Beginning of year 

NET DEFICIT - End of year 

See notes to basic financia! statements. 

s 

s 

Expenses 

1 ,046,883 $ 
102,957,301 

104,004,184 $ 

Program Revenues 
lnvestment Operatlng 

Earnings Contributlons 

s 
3,396,050 80,576,977 

3,396,050 s 80,576,977 

s 

s 

Net 
Revenues / 
(Expenses) 

and Changes 
In Net Deflcit 

(1 ,046,883) 
(18,984,274) 

(20,031 , 1 57) 

5,860 
600,000 

605,860 

(19,425,297) 

( 1 ,334,405,348) 

( 1 ,353,830,645) 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) u 
BALANCE SHEET - GOVERNMENTAL FUNDS 
JUNE 30, 2021 

1 1 

Total 
Debt Governmental 

General Fund Service Fund Funds -
ASSETS 

Cash s 10,538,284 s s 10,538,284 j 

lnvestment and investment contracts 107,049,224 107,049,224 
-

Accrued interest receivable 442,271 442,271 
Receivable from Global Settlement Agreement 37,017,831 37,017,831 

Total assets s 10,538,284 s 144,509,326 s 1 55,047 ,61 O 

LIABILITIES, DEFERRED INFLOWS OF í.J 

RESOURCES ANO FUND BALANCES 

LIABILITIES - accounts payable s 84,499 s s 84,499 u 
DEFERRED INFLOWS OF RESOURCES 
Unearned revenue 37,017,831 37,017,831 u 

FUND BALANCES: 
Restricted 10,089,415 107,491 ,495 1 17,580,910 u Unassigned 364,370 364,370 

Total fund balances 10,453,785 107,491 ,495 1 17,945,280 

Total liabilities, deferred inflows of 
resources and fund balances s 1 0, 538,284 s 144,509,326 s 155,047

!
610 

See notes to basic financia! statements. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCILIATION OF BALANCE SHEET - GOVERNMENTAL FUNDS TO THE 
ST ATEMENT OF NET POSITION (DEFICIT) 
JUNE 30, 2021 

FUND BALANCES OF GOVERNMENTAL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVmEs ARE 
DIFFERENT IN THE STATEMENT OF NET POSITION (DEFICIT) BECAUSE: 

Receivable from Global Settlement Agreement to be applied to debt 
service will not be received in the current period and, therefore, is 
reported as deferred inflows of resources in the fund financia[ statements. 

Accrued interest payable is not due and payable in the current period and, 
therefore, is not reported in the fund financia[ statements. 

Bonds payable are not due and payable in the current period and, 
therefore, are not reported in the fund financia[ statements. 

Unamortized loss on bonds refunding is not reported as an expenditure in 
the governmental fund financia[ statements; however, such loss is 
deferred and amortized over the life of the bonds and is presented as 
deferred outflows of resources in the statement of net position (deficit). 

NET DEFICIT OF GOVERNMENTAL ACTIVITIES 

See notes to basic financia[ statements. 

$ 1 17,945,280 

37,017,831 

(1 ,507,960,21 7) 

3,779,1 01 

$ ( 1 ,349,21 8,005) 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

ST ATEMENT OF REVENUES, EXPENDITURES, ANO CHANGES IN FUND 
BALANCES - GOVERNMENT AL FUNDS 

1 1 FOR THE YEAR ENDED JUNE 30, 2021 1 ' 

Total 
Debt Governmental 

General Fund Service Fund Funds -

REVENUES: 
lnvestment earnings s 5,860 s 3,396,050 s 3,401 ,910 -
Other income 600,000 600,000 
Revenue from Global Settlement Agreement 80,400, 184 80,400, 184 

Total revenues 605,860 83,796,234 84,402,094 

EXPENDITURES: u Health 1 ,046,883 1 ,046,883 
Other 82,578 82,578 
Debt service: u Principal 44,745,000 44,745,000 

lnterest 39,216, 130 39,216, 1 30 

u Total expenditures 1 , 129,461 83,961 , 1 30 85,090,591 

OTHER FINANCING SOURCES/(USES) 

u Transfers in/ (out) 21 5,441 (21 5,441 ) 

NET CHANGES IN FUND BALANCES (308, 160) (380,337) (688,497) 

FUND BALANCES - Beginning of year 10,761 ,945 107,871 ,832 1 18,633,m -
FUND BALANCES - End of year s 10,453,785 s 107,491 ,495 s 1 17,945,280 

See notes to basic financial statements. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES 
IN FUND BALANCES - GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED JUNE 30, 2021 

NET CHANGE IN FUND BALANCE - GOVERNMENTAL FUNDS 

AMOUNTS REPORTEO FOR GOVERNMENTAL ACTIVITIES ARE 

DIFFERENT IN THE STATEMENT OF ACTIVITIES BECAUSE: 

Net change in receivable from Global Settlement Agreement is reportee! as revenue in the 
statement of activities, but is not reported in the fund financial statement since it does 
not provide current financial resources. 

Net change in interest payable reported in the statement of activities that does not 
require the use of current financia[ resources and, therefore, are not reported as an 
expenditure in the governmental funds. 

Repayment of bond principal is an expenditure in the governmental funds, but the 
repayment reduces bonds payable in the statement of net position; this is the amount of 
redemption on bond principal during the year. 

lnterest capitalization on the 2005 and 2008 Series of the Tobacco Settlement Asset­
Backed Bonds do not require the use of current financial resources and, therefore, are not 
reportee! as expenditure in governmental funds. 

The amortization of deferred loss on bonds refunded and the accretion of bonds discount 
do not require the use of current financial resources and, therefore, are not reported as 
expenditures in the governmental funds-

Accretion of bond discount 
Amortization of loss on refunding 

CHANGE IN NET DEFICIT OF GOVERNMENTAL ACTIVITIES 

See notes to basic financial statements. 

s 

s 

(688,497) 

176,792 

300,630 

44,745,000 

(60, 1 58,081 ) 

(837, 140) 
(2,964,001 ) 

(1 9,425,297) 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

1 .  REPORTING ENTITY 

The Children's Trust (the Trust) is a component unit of the Commonwealth of Puerto Rico (the 
Commonwealth) created by Act 173 of the Legislature of the Commonwealth on July 30, 1999, and an affiliate 
of the Govemment Development Bank of Puerto Rico (GDB), a component unit of the Commonwealth. The 
Trust was created for the purpose of developing programs aimed at promoting a better quality of life and the 
well-being of families, children, and youth in Puerto Rico, especially in the areas of education, recreation 
and health. These programs are financed with funds received by the Commonwealth from the Tobacco 
Settlement. Pursuant to Act 173,  the Commonwealth assigned and transferred to the Trust the contributions 
that the Commonwealth is entitled to receive under the Tobacco Settlement. The Tobacco Settlement 
provides for annual payments through the year 2057, which will vary due to inflationary and volume 
adjustments. After 2057, the tobacco companies shall continue making contributions in perpetuity. Currently, 
all of the proceeds received from the Tobacco Settlement are pledged to cover the debt service requirements 
under three outstan·ding bond issuances of the Trust. 

Act 1 73 also provides that GDB will act as the trustee of the Trust. However, GDB's prior functions are now 
carried out by the Puerto Rico Fiscal Agency and Financia! Advisory Authority (AAFAF), as the new fiscal agent 
and financia! advisor to the Commonwealth pursuant to Act 2 of January 18, 201 7, as amended. Pursuant to 
Act 1 73, the Trust is exempt from taxation in Puerto Rico. 

2. BASIS OF PRESENTATION ANO SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accounting and reporting policies of the Bank conform to U.S. GAAP, as applicable to govemmental 
entities. The Bank follows Govemmental Accounting Standards Board (GASB) statements under the hierarchy 
established by Statement No. 76, The Hierarchy of Generally Accepted Accounting Principies for State and 
Local Governments, in the preparation of its basic financia! statements. 

The preparation of basic financial statements in conformity with U.S. GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of 

u 

u 
u 
1 ! -

-

.... 

u 

u 

u 

contingent assets and liabilities at the date of the financia! statements, and the reported amounts of revenues -
and expenses/expenditures during the reported period. Actual results could differ from those estimates. 
Significant items subject to such estimates and assumptions include the account receivable from global 
settlement agreement and the related deferred inflow. 

Following is a description of the Trust's most significant accounting policies: 

Government-Wide and Fund Financia! Statements 

Government-Wide Financia( Statements - The statement of net position (deficit) and the statement of 
activities report information on ali balances and activities of the Trust. The effect of inteñund balances has 
been removed from both statements. Govemmental activities are financed through revenues from the 
Tobacco Settlement, intergovemmental revenues, and investment eamings. 

The statement of net position (deficit) presents the Trust's assets and deferred outflows of resources, and 
liabilities and deferred inflows of resources, with the difference reported as net position (deficit). 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

Net position (deficit) is reported in three categories: 

• Net investment in capital assets - consists of capital assets, net of accumulated depreciation and 
amortization and reduced by outstanding balances for bonds, notes, and other debt that are attributed 
to the acquisition, construction, or improvement of those assets, if any. The Trust has no investment 
in capital assets. 

• Restricted - results when constraints placed on net position use are either externally imposed by 
creditors, contributors, and the like, or imposed by law through constitutional provisions or enabling 
legislation. When both restricted and unrestricted resources are available for use, it is the Trust's 
policy to use restricted resources first and the unrestricted resources when they are needed. 

• Unrestricted - consists of net position (deficit) that does not meet the definition of the two preceding 
categories. Unrestricted net position often is designated to indicate that management does not 
consider it to be available for general operations. Unrestricted net position often has constraints on 
resources, which are imposed by management, but can be removed or modified. 

The statement of activities demonstrates the degree to which the direct expenses of a given function or 
segment is offset by program revenues. Direct expenses are those that are clearly identifiable within a 
specific function. Program revenues include earnings on investments. Other items not meeting the definition 
of program revenues are reported as general revenues. 

Fund's Financia[ Statements - Fund accounting is designed to demonstrate legal compliance and to aid 
financia! management by segregating transactions related to certain government functions or activities. A 
fund is a separate accounting entity with a self-balancing set of accounts. Ali of the financial activities of the 
Trust are reported in the accompanying basic financial statements and have been classified as govemmental. 
Ali funds of the Trust are major funds: 

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

• Non-spendable - amounts that cannot be spent because they are either not in  a spendable forrn (such as 
inventaries and prepaid amounts) or are legally or contractually required to be maintained intact. 

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

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

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

• Unassigned - amounts that are available for any purpose. 
Measurement Focus, Basis of Accounting, and Financia! Statement Presentation 
Government-Wide Financial Statements - The government-wide financial statements are reported using the 
economic resources measurement focus and the accrual basis of accounting. Revenues are recorded when 
eamed and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. 
Grants and similar items are recognized as revenues as soon as ali of the eligibility requirements imposed by 
the provider have been met. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL ST ATEMENTS 
June 30, 2021 

Governmental Fund's Financia[ Statements - The governmental fund's financial statements are reported using 
the current financial resources measurement focus and the modified accrual basis of accounting. Revenues 
are recognized when they become measurable and available. Revenues are considered to be available when 
they are collectible within the current period or soon enough thereafter to pay liabilities of the current 
period. For this purpose, the Trust considers revenues to be available if they are to be collected 
within 120 days after the end of the current fiscal year-end. Expenditures are recorded when the related 
liability is incurred. An exception to this general rule includes principal and interest on general long-term 
debt, which is recognized when due. 

The financial activities of the Trust that are reported in the accompanying basic financial statements have 
been classified into the following majar governmental funds: 

• General Fund - The general fund is used to account for grants awarded to promote a better quality of 
lite and the well-being of families, children, and youth in Puerto Rico. During the fiscal year ended 
June 30, 2021 , grants were awarded for health and other purposes. 

• Debt Service Fund - This debt service fund is used to account for proceeds from the Tobacco Settlement 
and for the payment of interest and principal on long-term obligations. 

Budgetary Accounting - The Trust is not required by Act 173 to submit a budget for approval by the 
Legislature of the Commonwealth; consequently, no formal budgetary accounting procedures are followed. 

Cash Equivalents - Cash equivalents are defined as highly liquid investments with original maturities at the 
date of purchase of three months or less. 

lnvestments and lnvestment Contracts - lnvestments and investment contracts are carried at fair value, 
except for money market investments and participating investment contracts with a remaining maturity at 
the time of purchase of one year or less, and non-participating investment contracts, carried at cost, which 
approximate fair value. Fair value is determined based on quoted market prices, and quotations received 
from independent broker/dealers or pricing services organizations. 

GASB Statement No. 72, Fair Value Measurement and Application, defines fair value as the price that would 
be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date. 

This statement establishes a hierarchy of valuation inputs based on the extent to which the inputs are 
observable in the marketplace. lnputs are used in applying the various valuation techniques and take into 
account the assumptions that market participants use to make valuation decisions. lnputs may include price 
information, credit data, interest and yield curve data, and other factors specific to the financial instrument. 
Observable inputs reflect market data obtained from independent sources. In contrast, unobservable inputs 
reflect the entity·s assumptions about how market participants would value the financial instrument. 

A financial instrument's level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement. The following describes the hierarchy of inputs used to measure 
fair value and the primary valuation methodologies used for financial instruments measured at fair value on 
a recurring basis: 

Level 1 lnvestments whose values are based on quoted prices (unadjusted) for identical assets or 
liabilities in active markets that a government can access at the measurement date. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

Level 2 lnvestments with inputs other than quoted prices included within Level 1 that are observable for 
an asset or liability, either directly or indirectly. 

Level 3 lnvestments have unobservable inputs for an asset or liability and may require a degree of 
professional judgment. 

Realized gains and losses from the sale of investments and unrealized changes in fair values are recorded as 
investment income. 

Long-term debt, bond issue costs and bond discounts - The liabilities reported in the government-wide 
financial statements are bonds payable. Bonds payable are reported net of the applicable bond premium or 
discount. In the government-wide financial statements and the governmental funds financial statements, the 
bond issue costs are recorded as expenditures when paid. Discount on bonds is accreted over the life of the 
debt using the effective interest method in the government-wide financial statements. Discount on bonds is 
accounted for in the governmental funds as expenditures when paid. 

Deferred Outflowsllnflows of Resources - In addition to assets, the statement of net position (deficit) will 
sometimes report a separate section for deferred outflows of resources. This separate financial statement 
element, deferred outflows of resources, represents a consumption of net position (deficit) that applies to a 
future period(s) and so will not be recognized as an outflow of resources (expense/expenditure) until then. 
The Trust has one major caption that qualifies for reporting in this category: the unamortized balance of loss 
on bonds defeasance, reported in the government-wide statement of net position (deficit). A loss on bond 
defeasance, or refunding, results from the difference in the carrying value of a refunded debt and its 
reacquisition price. This amount is capitalized and amortized over the shorter of the life of the refunded or 
refunding debt as a component of interest expense in the government-wide statement of activities. Further 
information about the balance of unamortized deferred refunding losses is discussed in Note 7. 

In addition to liabilities, the statement of net position (deficit) and the governmental funds' balance sheet 
will sometimes report a separate section for deferred inflows of resources. This separate financial statement 
element, deferred inflows of resources, represents an acquisition of net position (deficit) and resources that 
applies to a future period(s) and so will not be recognized as an inflow of resources (revenue) until that time. 
The Trust has only one type of caption that qualifies for reporting in this category, and that is unearned 
revenue from the Tobacco Settlement, reported in the governmental fund balance sheet. Deferred inflows 
of resources at the governmental fund level arise when potential revenue does not meet the "available" 
criteria for revenue recognition in the current period under the accrual basis of accounting. In subsequent 
periods, when the revenue recognition criteria is met, or when the applicable resources become available, 
the deferred inflow of resources is removed from the balance sheet, and the revenue is recognized. Further 
information about the balance of unearned revenue is discussed below and in Note 9. 

Receivable and Revenue from Tobacco Settlement - The Trust follows the GASB Technical Bulletin 
No. 2004-1 ,  Tobacco Settlement Recognition and Financial Reporting Entity lssue, as amended by GASB 
Statement No. 48, Sales and Pledges o/ Receivables and Future Revenues and lntra-Entity Transfers o/ Assets 
and Future Revenues (the GASB 48), which provides accounting guidance for entities created to obtain the 
rights to all or a portian of future tobacco settlement resources and for the governments that create such 
entities. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

GASB 48 indicates that the entity created to obtain the rights, which is called the Tobacco Settlement 
Authority (TSA), should be considered a component unit of the government that created it and that the 
component unit should be accounted for as a blended component unit. GASB 48 also states that the 
government receiving the payments from the tobacco companies under the Tobacco Settlement, which is 
called the settling government, should recognize a receivable and revenue for tobacco settlement resources 
when an event occurs. The event that results in the recognition of an asset and revenue by a settling 
government is the domestic shipment of cigarettes. GASB 48 indicates that accruals should be made by the 
settling government and TSA for estimated shipments from January 1 to their respective fiscal year-ends, 
since the annual payments are based on a calendar year. However, under the modified-accrual basis of 
accounting at the fund level, revenue should be recognized only to the extent that resources are available. 

GASB 48 addresses the question of how the settling governments should report the receipt of the resources 
provided by the TSA's remittances of the proceeds of the bonds sold. Since the TSA should be reported as a 
blended component unit, GASB 48 indicates these remittances should be reported as transfers into the fund 
receiving the proceeds and transfers out of the fund that accounts for the activities of the TSA. Since the 
Trust has no contractual obligation, under its enabling legislation or elsewhere, to remit ali bond proceeds 
or assets related to the Tobacco Settlement to the Commonwealth, the Trust recognizes as expenses amounts 
that are disbursed for grants to the Commonwealth (including its instrumentalities) or third parties. 

lnterfund transfers - Legally required t ransfers are reported when incurred as transfer in by the recipient 
fund and as transfer out by the disbursing fund, with receivables and payables presented as amounts due to 
and due from other funds. Advances between funds are also presented as amounts due to and due from other 
funds. However, these advances, transfers, and related amounts receivable and payable are considered 
interna! balances and activities that have been eliminated in the government-wide financial statements. 

Risk Management - To minimize the risk of loss, the Trust is covered by AAFAF's insurance coverage for 
public liability, hazard, automobile, crime, and bonding. 

During the fiscal year ended on June 30, 2021 , certain governmental accounting pronouncements became 
effective, none of which had any impact in the results of the operations or in the presentation of the financia! 
statements of the Trust. 

GASB has issued the following accounting pronouncements that have an effective date after June 30, 2021 : 

(a} GASB Statement No. 87, Leases. The objective of this Statement is to better meet the information 
needs of financia! statement users by improving accounting and financia! reporting for leases by 
governments. This Statement increases the usefulness of governments' financia! statements by 
requiring recognition of certain tease assets and liabilities for leases that previously were classified as 
operating leases and recognized as inflows of resources or outflows of resources based on the payment 
provisions of the contract. lt establishes a single model for tease accounting based on the foundational 
principie that leases are financings of the right to use an underlying asset. Under this Statement, a 
lessee is required to recognize a tease liability and an intangible right-to-use tease asset, and a lessor 
is required to recognize a tease receivable and a deferred inflow of resources, thereby enhancing the 
relevance and consistency of information about governments' leasing activities. The requirements of 
the Statement are effective for reporting periods after December 1 5, 201 9, as amended by GASB 
Statement No. 95, Postponement of the effective dates of Certain Authoritative Guidance. 
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THE CHILDREN'S TRUST 
(A Cornponent Unit of the Cornrnonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

(b) GASB Statement No. 89, Accountjng for lnterest Cost lncurred be/ore Year End be/ore a 
Construction Period. This Staternent establishes accounting requirernents for interest cost incurrecl 
before the end of a construction period. Such interest cost includes all interest that previously was 
accounted for in accordance with the requirernents of paragraphs 5-22 of GASB Staternent No. 62, 
Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 
FASB and AICPA Pronouncements, which are supersedecl by this Staternent. This Staternent requires 
that interest cost incurred before the end of a construction period be recognizecl as an expense in the 
period in which the cost is incurrecl for financial staternents prepared using the econornic resources 
rneasurement focus. As a result, interest cost incurred before the end of a construction period will not 
be includecl in the historical cost of a capital asset reported in a business-type activity or enterprise 
fund. This Staternent also reiterates that in financial statements preparecl using the current financia! 
resources rneasurernent focus, interest cost incurred before the end of a construction period should 
be recognizecl as an expenditure on a basis consistent with governrnental fund accounting principles. 
The requirements of the Staternent are effective for reporting periods after Decernber 1 5, 201 9, as 
arnendecl by GASB Statement No. 95, Postponement of the effective dates of Certain Authoritative 
Guidance. 

(e) GASB Statement No. 9 1 , Conduit Debt Obligations. The prirnary objectives of this Statement are to 
provide a single method of reporting conduit debt obligations by issuers and elirninate diversity in 
practice associatecl with (i) comrnitrnents extended by issuers, (ii) arrangements associated with 
conduit debt obligations, and (iii) relatecl note disclosures. This Statement achieves those objectives 
by clarifying the existing definition of a conduit debt obligation; establishing that a conduit debt 
obligation is not a liability of the issuer; establishing standards for accounting and financia! reporting 
of additional cornmitrnents and voluntary cornrnitrnents extended by issuers and arrangements 
associated with conduit debt obligations; and irnproving requirecl note disclosures. This Staternent 
requires issuers to disclose general information about their conduit debt obligations, organizecl by type 
of commitment, including the aggregate outstanding principal amount of the issuers' conduit debt 
obligations and a description of each type of comrnitment. The requirements of the Staternent are 
effective for reporting periods after December 1 5, 2020, as amended by GASB Statement No. 95, 
Postponement of the effective dates of Certain Authoritative Guidance. 

(d) GASB Statement No. 92, Omnibus 2020. The objectives of this Statement are to enhance 
comparability in accounting and financial reporting and to improve the consistency of authoritative 
literature by addressing practice issues that have been identifiecl during irnplernentation and 
application of certain GASB Statements. This Statement addresses a variety of tapies and includes 
specific provisions about the following: The effective date of GASB Statement No. 87, Leases, and 
lmplementation Guide No. 2019-3, Leases, for interirn financial reports; reporting of intra-entity 
transfers of assets between a prirnary govemrnent ernployer and a component unit definecl benefit 
pension plan or defined benefit other postemployment benefit (OPEB) plan; the applicability of GASB 
Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are Not 
within the Scope o/ GASB Statement 68, and Amendments to Certain Provisions of GASB Statements 
67 and 68, as amended, and GASB Statement No. 74, Financial Reporting for Postemployment Benefit 
Plans Other Than Pension Plans, as amended, to reporting assets accumulatecl for posternployment 
benefits; the applicability of certain requirernents of GASB Staternent No. 84, Fiduciary Activities, to 
posternployment benefit arrangements; measurement of liabilities (and assets, if any) related to asset 
retirement obligations (AROs) in a governrnent acquisition; reporting by public entity risk pools for 
arnounts that are recoverable frorn reinsurers or excess insurers; reference to nonrecurring fair value 
rneasurements of assets or liabilities in authoritative literature; and terminology used to refer to 
derivative instruments. The requirernents of the Staternent are effective for reporting periods after 
June 1 5, 2020, as arnendecl by GASB Statement No. 95, Postponement o/ the effective dates o/ Certain 
Authoritative Guidance. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

(e) GASB Statement No. 93, Replacement of lnterbank Offered Rates (IBOR). The objective of this 
Statement is to address accounting and financial reporting implications that result from the 
replacement of an interbank offered rate (IBOR), most notably the London lnterbank Offered Rate 
(LIBOR). As a result of global reference rate reform, LIBOR is expected to cease to exist in its current 
form at the end of 2021 , prompting governments to amend or replace financial instruments for the 
purpose of replacing LIBOR with other reference rates, by either changing the reference rate or adding 
or changing fallback provisions related to the reference rate. The removal of LIBOR as an appropriate 
benchmark interest rate is effective for reporting periods ending after December 31 , 2021 , and all 
other requirements of this Statement are effective for reporting periods beginning after June 1 5, 2020, 
as amended by GASB Statement No. 95, Postponement of the effectjve dates of Certain Authoritative 
Guidance. 

(f) GASB Statement No. 94, Public-Private and Public-Public Partnership and Availability Payment 
Arrangement. The primary objective of this Statement is to improve financial reporting by addressing 
issues related to public-private and public-public partnership arrangements (PPPs). A PPP is an 
arrangement in which a government (the transferor) contracts with an operator-a governmental or 
nongovernmental entity-to provide public services by conveying control of the right to operate or use 
a nonfinancial asset, such as infrastructure or other capital asset (the underlying PPP asset), for a 
period of time in an exchange or exchange-like transaction. Sorne PPPs meet the definition of a service 
concession arrangement (SCA) which requires that: (1 ) the operator collects and is compensated by 
fees from third parties; (2) the transferor determines or has the ability to modify or approve which 
services the operator is required to provide, to whom the operator is required to provide the services, 
and the prices or rates that can be charged for the services; and (3) the transferor is entitled to 
significant residual interest in the service utility of the underlying PPP asset at the end of the 
arrangement. This Statement also provides guidance for accounting and financial reporting for 
availability payment arrangements (APAs). An APA is an arrangement in which a government 
compensates an operator for services that may include designing, constructing, financing, maintaining, 
or operating an underlying nonfinancial asset for a period of time in an exchange or exchange-like 
transaction. The requirements of this Statement are effective for fiscal years beginning after June 1 5, 
2022, and all reporting periods thereafter. Earlier application is encouraged. 

(g} GASB Statement No. 95, Postponement of the effective dates of Certain Authoritative Guidance. 
The primary objective of this Statement is to provide temporary relief to governments and other 
stakeholders in light of the COVID-19 pandemic. That objective is accomplished by postponing the 
effective dates of certain provisions in Statements and lmplementation Guides that first became 
effective or are scheduled to become effective for periods beginning after June 1 5, 201 8, and later. 

The effective dates of certain provisions contained in the following pronouncements are postponed 
by one year: 

• Statement No. 83, Certain Asset Retirement Obligations 
• Statement No. 84, Fiduciary Activities 
• Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings and Direct 

Placements 
• Statement No. 89, Accounting for lnterest Cost lncurred before the End of a Construction 

Period 
• Statement No. 90, Majority Equity lnterests 
• Statement No. 91 , Conduit Debt Obligations 
• Statement No. 92, Omnibus 2020 
• Statement No. 93, Replacement of lnterbank Offered Rates 

Page 20 

U· 1 
1 

' j u 

¡ i 

u 

1 1 .... 

... 
1 
1 

...l 

-

.... 

1 
1 .... 

u 

u 

-

... 

u 
1 

LI 

u 

: ! 



L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

L 

THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

• lmplementation Guide No. 2017-3, Accounting and Financial Reporting for Postemployment 
Benefits Other Than Pensions (and Certain lssues Related to OPEB Plan Reporting) 

• lmplementation Guide No. 201 8-1 , lmplementation Guidance Update-2018 
• lmplementation Guide No. 2019-1 , lmplementation Guidance Update-201 9  
• lmplementation Guide No. 2019-2, Fiduciary Activities. 

The effective dates of the following pronouncements are postponed by 1 8  months: 

• Statement No. 87, Leases 
• lmplementation Guide No. 201 9-3, Leases. 

Earlier application of the provisions addressed in this Statement is encouraged and is permitted to the 
extent specified in each pronouncement as originally issued. The requirements of this Statement are 
effective immediately. 

(h) GASB Statement No. 96, Subscription-Based lnformation Technology Arrangements. This 
Statement provides guidance on the accounting and financia! reporting for subscription-based 
information technology arrangements (SBITAs) for government end users (governments). This 
Statement (1 ) defines a SBITA; (2) establishes that a SBITA results in a right-to-use subscription asset­
an intangible asset-and a corresponding subscription liability; (3) provides the capitalization criteria 
for outlays other than subscription payments, including implementation costs of a SBITA; and (4) 
requires note disclosures regarding a SBITA. To the extent relevant, the standards for SBITAs are based 
on the standards established in GASB Statement No. 87, Leases, as amended. The requirements of this 
Statement are effective for fiscal years beginning after June 1 5, 2022, and all reporting periods 
thereafter. Earlier application is encouraged. 

(í) GASB Statement No. 97, Certain Component Criterio, and Accounting and Financia/ Reporting for 
Interna/ Revenue Code Section 457 Deferred Compensation Plans - An Amendment of GASB 
Statements No. 14 and No. 84, and a Supersession of GASB Statement No. 32. The primary 
objectives of this Statement are to (1 ) increase consistency and comparability related to the reporting 
of fiduciary component units in circumstances in which a potential component unit does not have a 
governing board and the primary government performs the duties that a governing board typically 
would perform; (2) mitigate costs associated with the reporting of certain defined contribution pension 
plans, defined contribution other than postemployment benefit (OPEB) plans, and employee benefit 
plans other than pension plans or OPEB plans (other employee benefit plans) as fiduciary component 
units in fiduciary fund financia! statements; and (3) enhance the relevance, consistency, and 
comparability of the accounting and financia! reporting for Interna! Revenue Code (IRC) Section 457 
deferred compensation plans (Section 457 plans) that meet the definition of a pension plan and for 
benefits provided through those plans. 

The requirements of this Statement that (1 ) exempt primary governments that perform the duties that 
a governing board typically performs from treating the absence of a governing board the same as the 
appointment of a voting majority of a governing board in determining whether they are financially 
accountable for defined contribution pension plans, defined contribution OPEB plans, or other 
employee benefit plans and (2) limit the applicability of the financia! burden criterion in paragraph 7 
of Statement 84 to defined benefit pension plans and defined benefit OPEB plans that are administered 
through trusts that meet the criteria in paragraph 3 of Statement 67 or paragraph 3 of GASB Statement 
No. 74, respectively, are effective immediately. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

The requirements of this Statement that are related to the accounting and financia[ reporting for 
Section 457 plans are effective for fiscal years beginning after June 1 5, 2021 . For purposes of 
determining whether a primary government is financially accountable for a potential component unit, 
the requirements of this Statement that provide that for all other arrangements, the absence of a 
governing board be treated the same as the appointment of a voting majority of a governing board if 
the primary government performs the duties that a governing board typically would perform, are 
effective for reporting periods beginning after June 1 5, 2021 . Earlier application of those requirements 
is encouraged and permitted by requirement as specified within this Statement. 

ü) GASB Statement No. 98, The Annual Comprehensive Financia/ Report. This Statement establishes 
the term annual comprehensive financial report and its acronym ACFR. That new term and acronym 
replace instances of comprehensive annual financial report and its acronym in generally accepted 
accounting principles for state and local governments. 

This Statement was developed in response to concerns raised by stakeholders that the common 
pronunciation of the acronym for comprehensive annual financial report sounds like a profoundly 
objectionable racial slur. 

The requirements of this Statement are effective for fiscal years ending after December 1 5, 2021 . 
Earlier application is encouraged. 

3 .  DEPOSITS PLACED WITH BANK 

Custodia[ credit risk is the risk that in the event of a financia[ institution's fai lure, the Trust's deposits may 
not be returned to it. The Commonwealth requires that public funds deposited in commercial banks in Puerto 
Rico must be fully collateralized for the amount deposited in excess of federal depository insurance. 

As of June 30, 2021 , none of the depository Trust balance is uninsured or uncollateralized, as indicated in 
the following table: 

Commercial bank 

Carrying 
Amount 

$ 10,538,284 

4. CLAIM RECEIVABLE FROM THE PUBLIC ENTITY TRUST 

Amount 
uninsured and 

Bank Balance uncollaterized 

$ 1 0,538,284 $ 

On November 29, 2018, GDB completed a restructuring of certain of its indebtedness pursuant to a Qualifying 
Modification under Title VI of PROMESA (the Qualifying Modification). Under the Qualifying Modification, 
holders of certain bond and deposit claims against GDB exchanged their claims for bonds issued by a newly 
created public instrumentality-the GDB Debt Recovery Authority (the GDB DRA)- and GDB transferred to such 
entity its municipal loan portfolio, a portian of its public entity loan portfolio, its real estate owned assets 
and its unencumbered cash. In addition, pursuant to the GDB Restructuring Act, claims on account of deposits 
held by the Commonwealth and other public entities were exchanged for interest in a newly formed trust 
titled the Public Entity Trust (the PET), created pursuant to Act 1 09-2017, also known as the Government 
Development Bank for Puerto Rico Debt Restructuring Act (the GDB Restructuring Act).  
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

Under the GDB Restructuring Act, the balance of liabilities owed between the Commonwealth and its agents, 
instrumentalities and affiliates (each a Non-Municipal Government Entity) and GDB were determined by 
applying the outstanding balance of any deposits held at GDB in a Non-Municipal Government Entity's name 
against the outstanding balance of any loan of such Non-Municipal Government Entity owed to GDB or of any 
bond or note of such Non-Municipal Government Entity held by GDB as of such date. Those Non-Municipal 
Government Entities having net claims against GDB, after giving effect to the foregoing adjustment received 
their pro rata share of interests in the PET, which was deemed to be full satisfaction of any and all claims 
· such Non-Municipal Govemment Entity may have against GDB. As a result of the execution of the Qualifying 
Modification, the Trust received beneficia! units of the PET amounting to $16.6 million in exchange far the 
deposits held at GDB. 

The total assets of the PET (the PET Assets) consist of among other items, an unsecured claim against the 
Commonwealth of approximately $578 million, which is the subject of a proof of claim filed in the 
Commonwealth's Title I I I  case. The Official Committee of Unsecured Creditors appointed in the Title III cases 
has objected to this PET Claim and, as of the date hereof, the Title I I I  Court has not determined if the PET 
Claim is an allowed claim that will be entitled to a distribution. Toe Non-Municipal Government Entities' 
recoveries on account of their interests in the PET will depend upon the recovery ultimately received by the 
PET on account of the PET Assets. Claims that the Commonwealth and other governmental entities may have 
had against GDB have been released pursuant to the Qualifying Modification and the GDB Restructuring Act 
(except for as set forth therein).  

As discussed in Note 1 0, the Commonwealth Plan of Adjustment discharges any claim related to budgetary 
appropriations, including appropriations for the repayment of certain loans held by the PET. 

The Trust's recovery of the PET units will depend on the payment of the claim filed in the Commonwealth's 
Title I I I  case. As a result, units received from the PET are fully reserved. 

S. INVESTMENTS AND INVESTMENT CONTRACTS 

The Trust follows the investment guidelines promulgated by GDB under Act 1 1 3  of August 3, 1995, and 
Executive Order 1 995-S0A, which detail the categories for which the Trust may purchase or enter into 
investments, and establish limitations and other guidelines on maturities and amounts to be invested in the 
aforementioned investment categories and by issuer/counterparty and on exposure by country. 

Therefore, the GDB's investment policies allow management to purchase or enter into the following 
investment instruments: 

• U.S. government and agencies obligations 

• Certificates of deposit and time deposits 

• Bankers' acceptances 
• Obligations of the Commonwealth of Puerto Rico, its agencies, municipalities, public corporations, and 

instrumentalities 

• Federal funds sold 

• Securities purchased under agreements to resell 

• World Bank securities 

• Mortgage-backed and asset-backed securities 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

• Corporate debt, including investment contracts 

• External investment pools 

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

• Options, futures, and interest-rate swap agreements for hedging and risk control purposes, as well as 
for the creation of synthetic products which qualify under any of the foregoing investment categories 

• Open-end mutual funds with acceptable underlying assets and rated AAA by Standard & P90r's or its 
equivalent by Moody's lnvestors Service. 

As of June 30, 2021 , the Trust maintains approximately $107 million in investments and investment contracts, 
which are held as debt service reserves in trust accounts with US Bank (the trustee) that are governed by the 
applicable bond indenture. All of the funds used for debt service are held by the trustee in the name of the 
Trust with the exception of $83.7 million of non-participating investment contracts. 

As of June 30, 2021 , the Trust had the following recurring fair value measurements: 

lnvestment type 

Externa! lnvestment pools- fixed income 
securities: 
First American Money Market Fund 

Nonparticipating investment contracts­
UniCredit Bank AG-Guaranteed lnvestment 

Contract 

Level 1 

$ 23,364,989 $ 

$ 23,364,989 $ 

Level 2 

----= 

Level 3 Total 

$ $ 23, 364,989 

83,684,235 83,684,235 

$ 83,684,235 $ 107,049,224 

The following table summarizes the type and maturities of investments at fair value held by the Trust as of 
June 30, 2021 . Based on concentration credit risk, investments by type in any one issuer representing 5% or 
more of total investments have been separately disclosed. 

l nvestment type 

Externa! investment pools 
fixed income securities: 

First American Money 
Market Fund 

Nonparticipating investment 
contracts-
UniCredit Bank AG­

Guaranteed lnvestment 
Contract 

Within 
One year 

$ 23,364,989 $ 

Within to 
Five Years 

$ 23,364,989 -$ ___ _ 

$ 

$ 

Within to 
Ten Years 

$ 

After 
Ten Years 

83,684,235 

Total 

$ 23,364,989 

83,684,235 

$ 83,684,235 $ 1 07,049,224 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

The creclit quality ratings for investments and investments contracts as of June 30, 2021 , are as follows: 

First American 
UniCredit SpA 

Counter Party 

Creclit Risk Rating 
Standard ft 

Poor' s Moody's 
AAAm 

BBB 

Aaa-mf 
Baa1 

6. SERVICE AGREEMENT 

7. 

On July 1 0, 2020, the Trust entered into an agreement with MFAF whereby MFAF provides managerial, 
administrative, and financial supporting services to the Trust. Pursuant to this agreement, the Trust was 
invoiced $30 thousand during the fiscal year ended June 30, 2021 . Such amount was included in accounts 
payable as of June 30, 2021 . 

BONOS PAYABLE 

On October 1 0, 2002, the Trust refunded its then outstanding $390,1 70,000 Tobacco Settlement Asset Backed 
Bonds, Series 2000 datecl as of October 1 ,  2000, with new 2002 Series bonds (the Series 2002 Bonds) in the 
amount of $1 , 1 71 ,200,000. As of June 30, 2021 , the outstanding balance of these bonds consists of single 
ratecl term bonds (the Term Bonds) maturing from May 1 5, 2025 to 2033 ($210,575,000 at 5.375%), from 
May 1 5, 2034 to 2039 ($310,380,000 at 5.5%) and from May 1 5, 2040 to 2043 (296,255,000 at 5.625%). 

The Term Bonds are subject to mandatory reclemption in whole or in part prior to their respective statecl 
maturity dates from the Tobacco Settlement collections in excess of the mínimum amount required to pay 
the schedulecl annual debt service and administrative expenses may be used to redeem bonds at the 
reclemption price of 1 00% of the principal amount thereof, together with interest accruecl thereon, to the 
date fixed for reclemption. 

On June 30, 2005, the Trust issuecl a new series of Tobacco Settlement Asset-Backed Bonds, Series 2005A 
and 2005B (the Series 2005A and Series 2005B Bonds), for $108,209,446. The Series 2005A and 
Series 2005B Bonds consist of capital appreciation bonds maturing on May 1 5, 2026 ($74,523,431 at 6.50% 
plus accreted interest) and capital appreciation bonds maturing on May 1 5, 2028 ($33,686,01 6 at 7.25% plus 
accreted interest), respectively. As of June 30, 2021 , the outstanding balances of Series 2005A and 
Series 2005B Bonds consist of $207,403,765 and $1 05,285, 1 14, respectively. 

On April 30, 2008, the Trust issued a new series of Tobacco Settlement Asset-Backed Bonds, Series 2008A 
and 2008B (the Series 2008A and Series 2008B Bonds), for $ 195,878,970. The Series 2008A and 
Series 2008B Bonds consist of capital appreciation bonds maturing on May 1 5, 2057 ($1 39,003,082 at 7.625% 
plus accreted interest), and capital appreciation bonds maturing on May 1 5, 2057 ($56,875,888 at 8.375% plus 
accreted interest), respectively. As of June 30, 2021 , the outstanding balances of the Series 2008A and 2008B 
Bonds consist of $372,343,323 and $1 67,527,944, respectively. 

This space left blank intentionally 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

The Series 2008A and Series 2008B Bonds are subordinated and are not entitled to receive any payments until 
the date when the Series 2005A and Series 2005B Bonds are no longer outstanding. The Series 2005A and 
Series 20058 Bonds are subordinated and are not entitled to receive any payments until the date when the 
Series 2002 Bonds are no longer outstanding. In addition, the Series 2008B and Series 2005B Bonds are 
subordinated to the Series 2008A and Series 2005A Bonds, respectively, and are not entitled to receive any 
payments until the date when the Series 2008A or 2005A Bonds are no longer outstanding. All bonds are 
secured by 100% of the annual payments received under the Tobacco Settlement. As of June 30, 2021 , 
principal and interest payments on all of the Trust's outstanding bonds are current. 

Changes in bonds payable for the year ended June 30, 2021 , are summarized as follows (in thousands): 

Balance at Balance at Due 

July 1 ,  Debt Other June 30, Withln 

2020 Additions Paid lncreases 2021 One Year 

Bonds payable $ 1 ,506,062 $ $ (44,745) $ 60, 158 $ 1 ,521 ,475 $ 
Less: 

Unaccreted discount (14,353) 838 (13,515) 

Bonds payable $ 1 ,491 ,709 $ $ (44,745) $ 60,996 $ 1 ,507,960 $ 

Changes in deferred outflows of resources during the year ended June 30, 2021 , are summarized as follows 
(in thousands): 

Description 

Deferred loss on refunding $ 

Balance at 
July 1 ,  2020 

(6,743 ) $ 

Accretion 
Balance at 

June 30, 2021 

2,964 __ s ____ (3 __ ,n_9> 

As of June 30, 2021 , debt service requirements for bonds outstanding were as follows (in thousands): 

Less: 

Year Ending June 30, 

2022 
2023 
2024 
2025 
2026 

2027-2031 
2032-2036 
2037-2041 
2042-2046 
2047-2051 
2052-2056 

2057 

Unaccreted discount 
Unaccreted interest 

Total Bonds payable 

$ 

$ 

$ 

Principal 

65,600 
201 ,480 
310,725 
1 58,21 5 

8,634,580 

9,370,600 

(1 3,51 5) 
(7,849,125)  

1 ,507,960 

lnterest Total 

$ 45,054 $ 45,054 
45,054 45,054 
45,054 45,054 
45,054 45,054 
45,054 45,054 

213,405 279,005 
1 67,632 369, 1 1 2  
99,045 409,no 
1 3,478 171 ,693 

8,634,580 

$ 71 8,830 $ 1 0,089,430 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

8. THE TOBACCO SETTLEMENT AGREEMENT 

On November 23, 1 998, the Tobacco Settlement was entered into by and between certain tobacco companies 
and certain states, territories, and other jurisdictions of the United States of America, including the 
Commonwealth. The Tobacco Settlement calls for annual payments through the year 2057, which will vary 
due to inflationary and volume adjustments. After 2057, the tobacco companies shall continue making 
contributions in perpetuity. 

Following is a summary of the projections of annual payments to be received by the Trust in each year 
through 2057 (unaudited, in thousands): 

Year Ending June 30, Amount 

2022 $ 81 ,474 
2023 82,3n 
2024 83,269 
2025 84, 167 
2026 85,064 

2027-2057 3,082,141 

$ 3
1
498

1
487 

Actual collections from the Tobacco Settlement will fluctuate each fiscal year due to changes in future 
cigarette consumption, which could be affected by factors such as inflation, demographics, cigarette prices, 
disposable income, employment, advertising expenditures, and regulations, among others. During 2021 , 
actual collections were $80,400, 1 84 or 20% less than the projected amount in the master settlement 
agreement for the year 2021 . 

All of the revenue received under the Tobacco Settlement and investment earnings on certain accounts under 
the bond indentures are pledged as collateral for all bond issuances. 

Net cash proceeds obtained under the bond issuances were used to finance the Trust's programs aimed at 
promoting a better quality of life and the well-being of families, children, and youth in Puerto Rico, especially 
in the areas of education, recreation, and health in the form of grants. Part of the proceeds from the 
Series 2008A and Series 2008B Bonds were used to pay certain operating expenses of the Commonwealth. 

During the year ended June 30, 2021 , pledged revenues amounted to $80,576,977, which were used to pay 
for $83,961 , 1 30 of related principal and interest of the bond issuances. 

L 9. COMMITMENT ANO GRANT AGREEMENTS 

L 
L 
L 
L 

The Trust has established various grant agreements with Puerto Rico governmental entities and not-for-profit 
organizations in order to disburse funds as permitted by Act 173 and as authorized by the Board of Directors 
of the Trust . 

This space left blank intentionatly 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

In October 2018, the Board of Directors of the Trust authorized a new grant agreement to the Corporación 
del Proyecto ENLACE del Caño Martín Peña (Corporación Enlace), a Puerto Rico govemmental entity, with a 
grant termination date of February 2021 . The amount of the new grant agreement was $1 , 1 67,345, which 
represented the amount of unspent funds pertaining to the grant agreement originally authorized in 
April 2014. As of June 30, 2021 , this grant agreement with Corporación Enlace was spent entirely. The amount 
of spent funds of $1 ,046,883 is included in the statement of activities for the year ended June 30, 2021 . 

During October 201 8, the Board of Directors of the Trust authorized a new grant agreement to the Puerto 
Rico Council of Boy Scouts of America, lnc. (Boy Scouts), a not-for-profit organization. The amount of this 
grant agreement was $1 97,632 and has a grant termination date of November 26, 2019. As of June 30, 2021 , 
the amount of unspent funds under the grant agreement with the Boy Scouts was $1 33,509. 

There were no additional outstanding grant agreements available to other corporate entities as of June 30, 
2021 . 

10 .  SUBSEQUENT EVENTS 

Subsequent events were evaluated through April 27, 2022, the date the basic financial statements were 
available to be issued, to determine if any such events should either be recognized or disclosed in the June 
30, 2021 financial statements. The subsequent events disclosed below relates to the Commonwealth Plan of 
Adjustment: 

Prior to March 1 5, 2022, the Commonwealth and many of its component units suffered a fiscal, economic and 
liquidity crisis, the culmination of many years of significant governmental deficits, an economic recession 
that persisted since 2006, prior liquidity challenges, a high unemployment rate, population decline, and high 
levels of debt and pension obligations. As the Commonwealth's tax base shrunk and its revenues were affected 
by prevailing economic conditions, an increasing portian of the Commonwealth's general fund budget 
consisted of health care and pension-related costs and debt service requirements through fiscal year 201 9, 
resulting in reduced funding for other essential services. The Commonwealth' s  historical liquidity constraints, 
among other factors, adversely affected its credit ratings and its ability to obtain financing at reasonable 
interests rates. 

On June 30, 201 6, the United States Congress enacted the Puerto Rico Oversight, Management, and Economic 
Stability Act (PROMESA) to address these problems, which included the establishment of the Financial 
Oversight and Management Board for Puerto Rico (the Oversight Board), an in-court restructuring process 
under Title III of PROMESA, and an out-of-court restructuring process under Title VI of PROMESA. Thereafter, 
the Commonwealth and other govemmental entities including, the Puerto Rico Sales Tax Financing 
Corporation (COFINA), the Employees Retirement System of the Government of the Commonwealth of Puerto 
Rico (ERS), the Puerto Rico Highways and Transportation Authority (HTA), the Puerto Rico Electric Power 
Authority (PREPA), and the Public Building Authority (PBA) initiated proceedings under Title 1 1 1 ,  and the 
Government Development Bank for Puerto Rico (GDB), the Puerto Rico lnfrastructure Financing Authority 
(PRIFA), and PRCCDA initiated proceedings under Title VI, each at the request of the Governor to restructure 
or adjust their existing debt. 

On July 30, 2021 , the Oversight Board-as representative to the Commonwealth, ERS, and PBA in their 
respective Title III cases-filed its Seventh Amended Title III Joint Plan of Adjustment of the Commonwealth 
of Puerto Rico, et al. [ECF No. 17629] (the Seventh Amended Plan) and a corrected disclosure statement 
related thereto [ECF No. 1 7628] , which was approved by the United States District Court for the District of 
Puerto Rico (the Title III Court). 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

On October 26, 202 1 ,  the Governor signed into law Act No. 53 of 2021 (Act 53), known as the "Law to End the 
Bankruptcy of Puerto Rico", which provided legislative approval for the bond transactions contemplated in 
the Seventh Amended Plan conditioned on the elimination of its monthly pension cut provisions in an amended 
version of that plan. 

On November 3, 202 1 ,  the Oversight Board filed its Modified Eighth Amended Title III Joint Plan of Adjustment 
of the Commonwealth of Puerto Rico, et al. [ECF No. 1 9053) (the Eighth Amended Plan), which further revised 
the Seventh Amended Plan to eliminate its monthly pension cut provisions consistent with Act 53, among 
other things. The hearing to consider confirmation of the Eighth Amended Plan commenced on November 8, 
2021 and concluded on November 23, 2021 . The final modified version of the Eighth Amended Plan was filed 
on January 14, 2022 [ECF No. 1 981 3-1 ) (as confirmed, the Commonwealth Plan of Adjustment). 

On January 1 8, 2022, the Title III Court entered its findings of fact and conclusions of law in connection with 
the Eighth Amended Plan [ECF No. 1 9812) (the Findings of Fact) and an order confirming the Eighth Amended 
Plan [ECF No. 1 981 3) (the Commonwealth Confirmation Order). In both the Commonwealth Confirmation 
Order and Findings of Fact, the Title I I I  Court found that Act 53 properly authorized the issuance of new bonds 
and provided adequate means for implementation of the Commonwealth Plan of Adjustment. 

Between January 28, 2022 and February 1 7, 2022, six appeals of the Confirmation Order were filed in the 
First Circuit. By March 1 1 ,  2022, the First Circuit denied all parties' motions for a stay pending appeal, which 
allowed the Commonwealth Plan of Adjustment to become effective despite the appeals. Oral argument on 
the merits of the appeals is currently scheduled for April 28, 2022. 

On March 1 5, 2022 (the Effective Date), the conditions precedent to the Effective Date of the Commonwealth 
Plan of Adjustment were satisfied and/or waived by the Oversight Board, and the plan became effective. 
Accordingly, the Commonwealth Plan of Adjustment has been confirmed and is currently effective as of the 
date hereof. 

As of the Effective Date, the Commonwealth Plan of Adjustment reduced the Commonwealth' s  total funded 
debt obligations from approximately $34.3 billion of prepetition debt to only approximately $7.4 billion, 
representing a total debt reduction of 78%. This debt reduction will also reduce the Commonwealth's  
maximum annual debt service (inclusive of COFINA debt service) from approximately $4.2 billion to $1 . 1 5  
billion, representing a total debt service reduction of 73%. Also as of the Effective Date, all of the legacy 
Commonwealth general obligation bonds, ERS bonds, and PBA bonds were discharged, and all of the 
Commonwealth, ERS, and PBA obligations and guarantees related thereto were discharged. 

All Commonwealth laws that required the transfer of funds from the Commonwealth to other entities, 
including laws providing appropriations to GDB, are deemed preempted, and the Commonwealth has no 
obligation to transfer additional amounts pursuant to those laws. In addition, the Commonwealth Plan of 
Adjustment discharges any claim related to budgetary appropriations, including appropriations for the 
repayment of certain loans held by the PET. 

A critical component of the Commonwealth Plan of Adjustment is the post-Effective Date issuance of new 
general obligation bonds (the New GO Bonds) and contingent value instruments (CVls) that provides recoveries 
to GO and PBA bondholders, as well as holders of clawback claims against the Commonwealth and certain of 
its component units and instrumentalities. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

Municipal govemments typically issue amortizing debt-i.e., debt with principal maturities due on a regularly 
scheduled basis over a duration that varies generally between 20 and 40 years. The Commonwealth's New GO 
Bonds will mature over 25 years and will include both Capital Appreciation Bonds (CABs) and Current lnterest 
Bonds (CIBs). All of the CABs and CIBs will have term bonds with mandatory sinking fund payments. This is 
intended to optimize cash available to pay debt service since the municipal market has a yield curve, and 
bonds are not priced to the average life as is the case in other markets, because specific investors may 
purchase bonds in differing parts of the maturity curve, including individual investors, corporations and 
mutual funds. 

The New GO Bonds were issued with an aggregate original principal amount of approximately $7.4 billion, 
consisting of approximately (i) $6.6 billion of New GO CIBs, (ii) $442.5  million of New GO CABs with a 5.375% 
interest rate, and (iii) $288.2 million of New GO CABs with a 5.0% interest rate. They have 1 1  different 
maturity dates and will be secured by (a) a statutory first lien, (b) a pledge of the amounts on deposit in the 
Debt Service Fund, and (c) a pledge of the Commonwealth's full faith, credit and taxing power in accordance 
with Article VI, Section 2 of the Commonwealth Constitution and applicable Puerto Rico law. The New GO 
Bonds are dated as of, and will accrue or accrete interest from, July 1 ,  2021 . 

The Commonwealth Plan of Adjustment also provides for the issuance of CVls, an instrument that gives a 
holder the right to receive payments in the event that certain triggers are met. The Commonwealth Plan of 
Adjustment establishes revenue-based performance benchmarks and permits the holders of CVls to receive 
payments on account of the CVls only if the benchmarks are exceeded. The CVls issued under the 
Commonwealth Plan of Adjustment are based on over-performance collections of the Commonwealth's 5. 5% 
sales and use tax (SUT), with sorne CVls also being subject to over-performance collections of rum tax. The 
CVls represent a conditional promise by the Commonwealth to pay CVI holders only if the SUT or rum tax 
baselines are exceeded in a given fiscal year. The outperformance metric wil l  be measured as of the end of 
each fiscal year (i.e., June 30) beginning in fiscal year 2022 and is based on a SUT and rum tax collections 
baselines for fiscal years 2022 to 2043 as established in the Board-certified fiscal plan for the Commonwealth, 
dated May 27, 2020. As with the New GO Bonds, the Commonwealth pledged its full faith, credit and taxing 
power under the Puerto Rico Constitution and applicable Puerto Rico law for payment of the CVls. The CVls 
will be deemed issued on July 1 ,  2021 . 

The CVls are also divided into two categories: (i) general obligation debt CVls (GO CVls), which will be 
allocated to various holders of GO bondholder claims; and (ii) clawback debt CVls (the Clawback CVls), which 
will be allocated to claims related to HTA, PRCCDA, PRIFA, and MBA bonds. The GO CVls have a 22-year term. 
The Clawback CVls have a 30-year term. The GO CVls are subject to a lifetime cap of $3.5 billion, with 
maximum annual payments of $200 million plus any unused amounts from previous years subject to cumulative 
annual payments not exceeding $400 million. Similarly, the Clawback CVls are subject to a $5.2 billion 
aggregate lifetime cap, allocated across the different types of bond claims, with maximum annual payments 
of (i) $175 million plus any unused amounts from previous years, not to exceed cumulative annual payments 
of $350 million, for fiscal years 1 -22 of the 30-year term; and (ii) $375 million plus any unused amounts from 
previous years, not to exceed cumulative annual payments of $750 million, for fiscal years 23-30 of the 30-
year term. The CVls also apply an annual payment waterfall in which the first $1 00 million will be paid to 
GO CVls and the next $1 1 ,  1 1 1 ,  1 1 1  will be paid to Clawback CVls. 

The Commonwealth Plan of Adjustment classifies claims into 69 classes, with each receiving the following 
aggregate recoveries: 

• Various categories of Commonwealth bond claims (C lasses 1 5-50): 73% recovery consisting of cash, 
New GO Bonds, and GO CVls. 
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THE CHILDREN'S TRUST 
(A Component Unit of the Commonwealth of Puerto Rico) 

NOTES TO BASIC FINANCIAL STATEMENTS 
June 30, 2021 

• Various categories of PBA bond claims (Classes 1 -12 ,  1 4):  79% recovery in cash in addition to the 
New GO Bonds and GO CVls that PBA bondholders receive on account of their guarantee c laims 
against the Commonwealth. 

• Various categories of c lawback creditor c laims (Classes 59-63): 23% recovery consisting of the 
Clawback CVls. 

• ERS bond claims (Class 65): 1 6% recovery consisting of cash and interests in the ERS Private Equity 
Portfolio (as defined in and established under the Commonwealth Plan of Adjustment). 

• Various categories of general unsecured c laims (Classes 1 3, 58, and 66): 21% recovery in cash. 

• Other miscellaneous c laims (Classes 52-57, 64, 67-69): 26% recovery in cash. 

For general unsecured c laims, the Commonwealth Plan of Adjustment provides for separate levels of creditor 
cash recoveries at each debtor, as applicable. All general unsecured c laims against the Commonwealth, ERS, 
and PBA are discharged, except certain Eminent Domain/lnverse Condemnation Claims (as defined in the 
Commonwealth Plan of Adjustment) that are not discharged until they receive payment in full, subject to an 
appeal of the Title I I I  Court 's ruling on such c laims. lf that ruling is reversed, then the Eminent Domain/lnverse 
Condemnation Claims will be dischargeable and impaired. All other general unsecured creditors at the 
Commonwealth will receive up a pro rata share of the general unsecured creditor reserve fund (the GUC 
Reserve), plus amounts received by the Avoidance Actions Trust (as defined in and established under the 
Commonwealth Plan of Adjustment) up to 40% of the value of their c laim. The GUC Reserve was funded 
with $200 million on the Effective Date and will be replenished with an additional aggregate total amount 
of $375 million funded in incremental amounts annually through 0ecember 31 , 2025. Depending on the 
outcome of the appeal regarding Eminent Domain/lnverse Condemnation Claims, the GUC Reserve amount 
could be reduced by up to $30 million. ERS's general unsecured creditors will receive pro rata cash 
distributions from a fund established for ERS general unsecured creditors, which consists of $500,000 plus any 
net recoveries by the Avoidance Actions Trust allocable to ERS. PBA's general unsecured creditors will be 
entitled to a cash payment equal to 1 0% of their claim upon allowance. 

lmportantly, the Commonwealth Plan of Adjustment preserves all accrued pension benefits for active and 
retired public employees under Class 51 . However, participants of the Retirement System for the Judiciary 
of the Commonwealth of Puerto Rico (JRS) and Teachers Retirement System of Puerto Rico (TRS) will be 
subject to a benefits freeze and the elimination of any cost of living adjustments previously authorized under 
the JRS and TRS pension plans. 

During the pendency of the PROMESA cases, a variety of legal issues were raised related to creditor c laims. 
As a result of the recoveries provided under the Commonwealth Plan of Adjustment, the COFINA plan 
of adjustment, and the Title VI qualified modifications for GDB, PRIFA, and PRCCDA, substantially all of 
those litigation proceedings have been resolved and dismissed. Certain claims, however, were not discharged 
under the Commonwealth Plan of Adjustment, including: (i) the Eminent Domain/lnverse Condemnation 
Claims (Class 54); (ii) the Tax Credit Claims (Class 57); (iii) the resolution of certain claims subject to the ACR 
process (see Commonwealth Plan of Adjustment § 82. 7); and (iv) certain Underwriter Actions related to 
indebtedness issued by the Commonwealth or any of its agencies or instrumentalities against any non-debtors 
(see Commonwealth Plan of Adjustment § 92.2(f)). Additional litigation proceedings also will be dismissed 
upan the effective date of the HTA plan of adjustment, which is currently expected to be proposed in 
April 2022. 
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For further information, refer to the final versions of the Commonwealth Plan of Adjustment, Findings of 
Fact, and Confirmation Order, which are available at https: / /cases.primeclerk.com/puertorico/Home­
Docketlnfo. 
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