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INDEPENDENT AUDITORS' REPORT

Ilon., Rubén A. Hernandez Greporat, MEM, P.E.
Scerctary Department of Transportation and Public Works

We have audited the accompanying statements of net asscts of Puerto Rico Metropolitan Bus
Authority (the Authority), a component unit of the Commonwealth of Puerto Rico, as ol June 30,
2011 and 2010, and the rclated statements of revenues, expenses and changes in nel assels, and
cash flows for the years then ended. These linancial slatements are the responsibility of the
Authority’s management. Our responsibilily 15 lo express an opinion on these financial
statemcnts based on our andils,

We conducted our audits in accordance with avuditing standards penerally aceepted in the United
States of America. Those standards require that we plan and perform the andit to obtain
reasonable assurance about whether the financial statements are free of material misstatements,
An audit includes consideration of internal control over linancial reporling as a basis for
designing andit procedures that arc appropriate in the circumstanees, but not {or the purpose ol
cxpressing an opimon on the eflectiveness ol the Authority’s infernal control over financial
reporiing. Accordingly, we express no such opinion. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes  assessing the accounting principles used and sipnificant cstimatcs made by
management, as well as evaluating the overall financial statements presentation. We belicve that
our audits provide a reasonable basis for our opinion.

i our opinion, the financial statements referred to above present Fairly, in all material respects,
the financial position of Puerto Rico Mctropolitan Bus Authonity at June 30, 2011 and 2010 and
the changes n ils nel assels and 1ts cash flows lor the years then ended in conformily with
accounting principles generally accepled in the Umled Stales ol America.

As described in Note 12 to the financial statements, the Authority received operating assistance
from the Commonwecalth of Pucrto Rico to assist in the linancing ol the Authority’s operations.
The amount of such assistance indicates that the Authority may reguire conlinued assislance in
order o operate at ils current level an as a going concern.
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The management's discussion and analysis on pages 3 through 10 is not a required part of the
basic linancial statements but is supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limifed procedures,
which consisted principally of inguirics of management regarding the methods of measurement
and presentation ol the required supplementary information. TTowever, we did not audit the

information and express no opinion on it.

Guamip Toes & (o, PSL,

October 28, 2011

Stamp # 2624431
was affixed fo

the original of
this report.



PUFERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unil of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 30, 2011 AND 2010

(Ulnaudited)

The following discussion and analysis of the linancial performance and activity of the Puerto
Rico Metropolitan Bus Authority (“the Authonty™) provides an introduction and understanding
of the basic financial statements of the Authority lor the [iscal years ended Junc 30, 2011 and
2010, This discussion was prepared by management and should be read in conjunction with the
financial statcments and the notes thereto, which follow this section,

Financial Highlights for 2011

e  Net assets deficiency totaled $11.5 million al June 30, 2011,

o  Nct asscts deficicney decrcased by $1.3 million in 2011, as compared o a decrease ol
approximately $6.8 million in 2010.

o Nel capitul assels totaled $66.7 mullion at June 30, 2011

e Net capital assets increased by 3.3% al June 30, 2011, when compared with the balance at

June 30, 2010 of $64.6 million.

Financial Highlights for 2010

o Nel assets deliciency totaled $12.7million at June 30, 2010.

e MNet asscts deficiency decreased by $6.8 million in 2010, as compared lo an inercase of
approximately $21.5 million in 2009,

»  Nel capital assels totaled $64.6 million at June 30, 2010

o Net capital assels increased by 13% at June 30, 2010, when compared with the balance at
June 30, 2009 ol $51.5 million,

The Financial Statements

‘The basic financial statements provide information about the Authority's business-lype activitics,
The financial statements are prepared in accordance with accounting principles gencrally
accepted in the United Statcs of America as promulgated by the Governmental Accounting
Standards Board (GASB).

Overview of the Financial Statements for Business-Type Activities

The financial slalements consist of the (1} statement of nct assets, (2) statement of revenues,
expenses, and changes in nel assels, (3) statement of cash flows, and (4) notes to the financial
statements. The financial statements are prepared on the acerual basis ol accounting, meaning
that all cxpenses are recorded when incurred and all revenues are recogmyed when carned, in
accordance with accounting principles generally accepted in the Uniled Stales ol America.



PUERTO RICO METROPOLITAN BUS AUTHORITY

{A Component Unit of the Commonwealth of Puerto Rico)

MAMNAGEMENT'S DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 30, 2011 AND 2010

{Unaudited)

Statement of Net Assels

The statement of net assels veports all financial and capital resources of the Authority. The
statement 1s presented in the formal where assels equal labilities plus nel assets: Asscts and
liabilities are presented in order of lguidity and are classified as current (convertible mto cash
within one vear) and non-current. The focus of the statement ol net assel is lo show a pieture of
the liquidity and health of the Authority’s financial position as of the end of the year,

The Authority’s net asscls are reported in the following categories:

o Net Assets Tvested in Capital Assets, Net of Related Debt - this component of nct asscts
consists of all capital assets, reduced by the oulstanding balances of any bonds, notes, or
other borrowings that are attributable to the acquisition, construction, or improvement of
those assets. Although the Authority’s investment i ils capilal assels 15 reported net of
related debt, it is noted that the resources required to repay this debl must be provided
annually from operations and from the operating grant allocated annually by the
Commonwcalth of Pucrto Rico, since the capital assets themselves can not be used lo
liquidate habilitics.

o Unresiricled Nel Assets - Uhis component includes all net assets that do not meet the
definition of net assels invested in capital assets.

Statement of Revenues, Expenses, and Changes in Net Assets

The statement of revenues, expenses, and changes m net assets meludes operating revenucs,
which consist of passenger and cargo revenues and equipment and property rentals and operating
expenses, such as salaries and employees benefils, depreciation on capital assets, repairs and
maintenance and other gencral administrative expenses; and non-operaling rvevenue and
cxpenscs, such as the operating grants from the Commonwealth of Puerto Rico, interest and
investment income, and inferest expense. The focus of the statement of revenues, expenses, and
changes 1n net assets 15 the change in net assets. Lhis is similar to net income or loss and portrays
the resulls ol operations of the Authority for the cntire operating period.

Statement of Cash Flows

The statement of cash flows discloses net cash provided by or used [or operating activilies,
investing activitics, noncapital financing activities, and from capital and related linancing
activities. This statement also portrays the health of the Authority in that current cash ows are
sullicient to pay current liabilitics.



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Pucrto Rico)

MANAGEMUENT'S DISCUSSION AND ANALYSIS

YEARS ENDED JUNE 30, 201 1 AND 2010

(Uncrudited)

Notes to Financial Statenients

The notes to financial statcments arc an integral part of the basic linancial stalements and
describe the significant accounting policics, related-parly transactions, deposits and investments,
capital asscts, long-term liabilities, delined-benelil pension plans, and the commitments and
contingencics. The reader 1s encowraged (o review the notes in conjunction with the management
discussion and analysis and the financial stalements.

Finaneial Analysis of the Authority’s Business-Type Activities

Statemments of Net Assets

The following table reflects a condensed summary ol assets, labililies, and nel assets ol the
Authority as of Junc 30, 2011, 2010, and 2009:

ASSETS

Current asscls
Capilal assciy
Oither asscls

Total assets

TITABILITIES
Current liabilities
Long-term liabilities
Total lnbilities
NET ASSETS
Invested in capilal assels,
net ol relted debt
Dreficieney in unresiricled mel gssely

Total net asseis defeicney

Total Habhilitics and nel assels

June 3,

2011 2010 2009
$ 18108854 § 31217692 § 10712321
66,708,273 64.555,810 51,519,173
542,071 542,071 267,071
$ 85359198 $ 96315573 $  62498,565
5 93048728 § 73379949 § 44,656,321
3.824.836 33,689,966 37,409,974
96,873,561 109,069,915 82.066,295
58,447,055 47417211 51,519,173
(69,961421) (60,171,553) (71.086,903)
(11,514,366) (12,754,342) (19,567.730)
§ 85350198 $ 96315573 $ 62498565




PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIES
YEARS ENDED JUNE 30, 2001 AND 2010
(Unandited)

June 30, 2011

Current asscts decreased by 42% to $18.1 million. The change in current assets is primarily due
1o a decrease in accounl receivable from Federal 'Transit Administration of $18 millions.

Capital assels increased by 3.3% o $66.7 million principally lor the acquisition of transportation
equipment net of related depreciation lor the year. Capital assels are funded with the proeceds
from operations and operating and capital grants [rom the Commonwealth of Puerto Rico. In
addition, the Authority is a recipient of certain funds under Federal program 20,507 “Urban Mass
Transportation Capital and Operating Assistance Fonmula Grant™ granted by the UL.S. Federal
Transit Administration which is uscd to finance the acquisition and maintenance of capilal assets.
Total capital grants rcecived during fiscal year 2011 from the Commonwealth of Puerto Rico and
the Transit Admimnistration amounted to approximatcly $12.2 million.

Current liabilities increased by 26:.80% Lo $93 million. This increase consists principally of an
increase in current portion of long-term debt ol §34 million as explained below,

Long-Term Debt consists principally of amounts due to Scolia Bank ol Puerlo Rico related 1o a
long-term financing obtained in prior years. The loan with Scotia Bank is payable in monthly
principal installment of $143,334 plus interests at fixed rate of 5.43% plus a spread as delined in
the loan agreement (6.68% at Junc 30, 2011) due in February 12, 2012. Management is in the
process ol negolialing a refinancing of this debt on a long-term basis with the bank. Ilowever
since no [inal agreement has being reached with the bank, the balancc outstanding at June 30,
2011 has being classified as a current liability. The remaining long-term debt consists of the
long-term portion of a voluntary retirement program implemented during this year as cxplained
below.

Net assets deficieney decreased 9.7% to a net deficiency ol $11.5 million. This decrease was the
result of an cxcess of revenues (operating and non-operating) over expenses (operaling and non-
opecrating) and capital grants of $1.3 million. The largest portion of the Authorily’s nel assels
represents its investment in capital assets net of related debt outstanding used to acquire those

capital assels.

June 30, 2010

Current assets increased by 191.4% to $31.3 mulhon. The change in cwrent assels 15 primarily
due to an increase in the amount due by [lederal govermment related Lo capital contributions
received after June 30, 2010.

&



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Lnit of the Commonwealth of Puerto Rico)

MANAGEMENT’S DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 30, 2011 AND 2010

(Unaudited)

Capilal assels increased by 13% to $64.6 million principally for the acquisition of transporlation
equipment net of related depreciation for the year, Capital assets are funded with the proceeds
from operations and operating and capital grants from the Commonwealth of Puerto Rico. In
addition, the Authority is a recipicent of certain funds under Vederal program 20.507 “Urban Mass
T'ransportation Capital and Operating Assistance Formula Grant™ pranted by the VFederal Transit
Administration which is uscd to finance the acquisition of capital assets. Total capital grants
reeeived during fiseal year 2010 [rom the Commonwealth of Puerto Rico and the Transit
Administration amounled Lo approximalely $22.9 millon.

Current liahilities increased by 64,3% (o 573.3 million. This increase consisls principally ol an
incregse in accounts and accrued expenses payable. Accounts payable include approximately $16
million for the acquisition of transportation equipment that will be paid with the capital
contributions received from the l'ederal povermment after June 30, 2010,

Long-Term Debt consists principally of amounts due to Scotia Bank of Puerto Rico related to a
long-term financing obtained in prior years. The loan with Scotia Bank is payable in monthly
principal installment ol $143,334 plus inlercsts at lixed rate ol’ 5.43% plus a spread as defined in
the loan agreement (6.68% al June 30, 2010) due in February 12, 2012.

Net assets deficiency decreased 35% to a net deficiency of $12.8 million. This decrease was the
result of an excess of revenues {operating and non-operating} over expenses (operating and non-
operating) and capital grants of $6.8 million. The largest portion of the Authority’s net assets
represents its investment in capital asscts net of related debt outstanding used to acquire those

capital asscts.



PUERTO RICO METROPOLITAN BUS AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT*S DISCUSSION AND ANAT.YSIS
YEARS ENDED JUNE 30, 2011 AND 2010

(Tnaudited)

The following table reflects a condensed summary of the revenues, expenses, and changes in net
asscts for the three years ended June 30, 2011:

Years Ended Junc 30,

2011 2010 2009
Operating revenes ¥ g248546 % 6313102 F 24403044
Operating expenscs 88,747,879 85,153,876 83,542 36
Operating loss (79,459,333} (78.840.774) {61,139.502)
MNon-operaing revenies:
Operating grants 73,723,710 66,952,499 42,193.592
Intcrest income (expense), net {5,166.258) (4,131.901) (5.014.845)
Taotal non-operating revenues 68,557,452 62,820,598 37,178,747
T.oss before capital contributions (10,241,881) (16,020,176) (23.960,755)
Capital contributions 12,181,857 22,833,504 2,500,000
Change in net assets 1,239,976 6,813,388 (21.460,755)
Met assets deficit at beginning of year (12,754.342) (19.567,730) I.R03.025
Met assets deficit at end of vear $ (11514366) § (12,754342) 5 (19.567,730)

Year Ended June 30, 2011

Opcerating revenucs which consisted principally ol fares lor lransportation and other scrvices,
increased by 46.5% to $9.3 million. During the year ended June 30, 2011 the Authority
recognized revenue from a contract with the Puerto Rico TTighways and Transportation Authority
in the amounl o $4,451,768. This revenue consist of the amount billed for services performed
during the year ended June 30, 2011 plus prior years unrecorded amounts because such revenue
was considered uncollectible in prior years in accordance with a resolution approved hy the
Secretary of the Department ol Transportation and Public Works which authorizes the payment

of all the amounts billed.

Operating cxpenses, which consisted principally of salaries and employces benefits, depreciation
and amortization, repairs and maintenance, diesel, insurance, prolessional serviecs and general
and adminisirative increased by 4.2% to $88.8 million. This increase 15 due cost of a voluntary
retirement termination plan implemented during this year.



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unil of the Commonwealth of Puerto Rico)

MANAGLEMUNT'S DISCUSSION AND ANALYSIS
YLEARS ENDED JUNL 30, 2011 AND 2010
(Unaudited)

On July 2,2010, the Commonwealth enacted Act No. 70 (o establish a program thal provides
benefits for early retirement or economic incentives for voluntary employment termination o
eligible employecs, as defined, including employees of the Authority. Act No. 70 established
that carly retirement benefits will be provided to eligible emplovecs that have completed
between 15 to 29 years of credited service inthe Retirement System and will consist of biweckly
benefits ranging lrom 37.5% to 50 % of cach employee® salary, as defined. In this carly
relivement benelit program, the Authority will make the employer contributions to the
Retirement System and pay the comresponding pension until the employee complies with the
requitements of age and 30 years of credited service in the Retirement System. Economic
incentives are available to eligible employees who have less than 15 vears of credited service in
the Retirement System or who have at least 30 years of credited service in the Retivement Syslem
and the age for retirement or who have the age for retirement. Economic incentives will consist
of a lump-sum payment ranging from one-month to six-month salary based on employment
years. Additionally, cligible employees that choose to participate in the carly retirement benefit
program or that choose the ceonomic incentive and have less than 15 years of credited service in
the Retirement Syslem are eligible to rcecive health plan coverage for up to 12 months in a
health plan selecled by management of the Commonwealih of Puerto Rico.

The financial impact resulting for the benelils granted Lo participants on this program was the
recognition within the Authority’s financial statements of a liability of approximately
£3,972,000 in the statement of nct assets as of June 30, 2011 and a charge of 54,936,000 in the
statement of activitics for the year cnded June 30, 2011. At June 30, 2011, unpaid long-term
benefits granted on this program were discounted at 2.99%.

Mon-operaling revenues consisted principally of operating grants from the Commonwealth of
Puerto Rico and Federal Government. These operating grants [rom the Commonwealth of Pucrto
Rico are ammual appropriations from the general fund. The amounl appropriated annually
depends on the approved budgel ol the Commuonwealth ol Puerto Rico.

In addition, the Authority receives operating and capital contributions from the 1.8, Federal
Transit Administration which are restricted to the acquisition and repairs of ceriain capilal assets.

Yeur Ended June 310, 2011)

Operating revenues which consisied principally of fares for transportation and other scrvices,
decreased by 74.1% to $6.3 nmllion. This deerease is duc 1o a decrease in patronage during fiscal
year 2010 as a result of general economie conditions. The Authority had a service contract with
the Puerto Rico Thghways and Transporiation Authority (PRHTA) in which PRHTA paid the
Authority a total of $13.6 million for certain transporlation services during the year ended June
30, 2009. This contract was cancelled effecltive February 2009, No amount was received under
this contract during the year ended June 30, 2010,

9



PUERTO RICO METROPOLITAN BUS AUTHORITY
(A Compunent Unit of the Commonwealth of Puerto Rico)

MANAGEMENTS DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 30, 2011 AND 2010

(Tnendited)

Operating expenses, which consisted principally of salarics and emplovees benetfits, depreciation
and amortization, repairs and maintcnance, diescl, insurance, professional serviees and gencral
and administrative decrcased by .45% to $83.2 million.

MNon-operating revenues consisted principally ol operating grants lrom the Commonwealth of
Puerto Rico and Federal Government, These operating grants Irom the Commonwezlth of Tuerto
Rico are annual appropriations from the general [und. The amount appropriated annually
depends on the approved budget of the Commonwealth of Puerto Rico.

In addition, the Authority receives operating and capital contributions from the U.S. Federal
Transit Administration which arc restricted to the acquisition and repairs of certain capital asscts.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assels

AL June 30, 2011, the Authority had invesled approximately $66.7 million in capital assets (net
of related depreeiation} including transportation cquipment, land and buildings and machinery
and equipment used in the operations. At June 30, 2010, the Authority had invested
approximately $64.6 millhon in capital assels.

Major capital assets events during the years ended June 30, 2011 and 2010 include the
acquisition and repairs ol transportation cquipment which were lunded principally by capital
contributions received.

Debt Administration

The Authority has an unsccured line of credit with a commereial bank in which the Authority
may borrow up to $3,000,000. Outstanding balance bears interest at 1.25% over LIBOR.

In addition a long-term note payable with the same commercial bank payable in monthly
principal installment of $143,334 plus a fixed interest rate of 5.43% plus a spread as defined in
the Toan agreement. A balloon payment [or the prineipal amount outstanding 13 due om February
2012, Management is in the process ol negotiating a relinancing ol this debt on a long-lerm basis
wilh the bank, However since no [inal agreement has being reached with the bank, the balance
oulstanding at June 30, 2011 has being classilied as a curvent liability,

CONTACTING THE AUTHORITY’S FINANCIAL MANAGEMENT

This financial report iy designed to provide our customers, investors, creditors, and the
general public with a general overview of the Puerto Rico Metropolitan Bus Authority's
Sfinances wwd to how it utilizes the economic resources that it receives, If you have questions
about this veport or need additional financial information, contact the administration Office at
Puerto Rico Metropolitan Bus Authority, 37 De Diego Avenue, San Juan, Puerto Rico.



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

STATEMEN'TS OF NET ASSETS
JUNE 30, 2011 AND 2010

Assels
Current asscly
Cash and cash cquivalents
Accounts reccivable
Tnventory
Frepaid expenscs
Total currenl assets

Capital assets, nel of sccumudated depreciation
Oiher asscly

Total assels

Liabilities

Current liabilities
Borrowings under line of credit
Accounts and accrued expenses payable
Delerred revenue
Current portion of long-term debt

Total cwrrent libilitiss

Long-term deby’
Motes payable, net of current portion
WVolntary termination and other
related employee benelits
Total long-term debt
Nel assels (delicit)
Trwvested in capilal assels, net of related debt

Unrestricied defici
MNet asscts (deficit)

Total liabilitics and net assets (deficit)

2011 2010
4290692 $ 625576
8217231 23,962,847
3320356 3,868,099
2.280.575 2761170
18.108.854 31217692
66,708,273 64.555,810
542,071 542,071
85359.198 $ 96315573
3,000,000 § 3,000,000
51,977.074 66,420,787
2238354 2,239,154
35,833,300 1,720,008
93,048,728 73,379,949
- 35,689,966
3,824,836 -
3,824,836 35,689,966
58,447,055 47417211
(69.961.421)  (GD.171.553)
(11.514366)  (12.754,342)

$ 85,359,198

$ 96315573

The accompanying notes are integral part of the financial statements
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PUERTO RICO METROPOLITAN BUS AUTHORITY
(A Component Unit of the Commomwealth of Puerto Rico)

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN MNITI ASSETS

YEARS ENDED JUNE 20, 2011 AND 2010

2011 2010
Operating revenuecs
Passenger Gares Q019512 5,815,007
Addvertiging and other 220,034 498,095
Total operating revenues 0,248,546 6,313,102
Operaling expe nses
Salaries and employee benetits, including voluntary
termination benetits of 54,936,000 n 2011 61,522.779 50.750.151
Diesel gasoling, ol and lubricants 5.983.830 5,407,602
Depreciation and amorlicalion 10, 787375 10,030,500
Materials, spare parts and repairs and mainienance 3,196,128 3,433,832
Utilities [.347.819 1,354,104
Profossional sorvices 2,106,755 1,631,423
Gieneral and administrative 3,803,193 3,537,004
Total operating expenses BR. 747,879 85,153,876
Operating loss {79,499,333) (78,840,774
Non-operating revenucs (expenses)
Gasoling, diesel, petroleum aml tax oil revenucs 10,335,595 10,020,234
Operarling grants:
Commomwealth of Puerto Rico operating grant 53,931,722 42.616,745
Tederal Transit Administration 9,546,393 14,306,520
Tnterest and other financing expenses (5,167.4106) (4,132,395
Interest income 1,158 404
Total non-operating revenucs (8,647,452 62,820,598
Loss before capital contributions {10831 881 (16,020,176)
Capital contributions P2, 181,857 22,833,504
Change in net assets 1.329.976 0,813,388
Net assel deficiency
Beginning of year (12,754,342) {19,567.730)
Tind of year 5 (11,424.366) 5 (12,754.342)

The accompanying notes are integral part ol the linancial statements
2



PUERTO RICO METROPOLITAN BUS AUTTIORITY

(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENTS OFF CASITFLOWS
YEARS ENDER JUNE 30, 2011 AND 2010

Cash flows from operaling activities:
Cash reecived from customers and users
Cash payments to suppliers for poods and services
Cash payments to emplovecs lor services

Net cash used in uperating activities

Cash Mlows from Non-capital inancing activities:
Operating grants received from:
LS. Federal Transit Administration
Commonwealth of Puerto Rico
Interest paid
Payment of notes payable

Met cash provided by non-capital financing activities

Cuash flows from capital and related linancing aetivitics:

Acquisition of capital asscls
Capital contributions
Mel eash used by capital and related Tnaneing

activitios

Investing aclivilies:
Tnterest recenved

Net increase (deevease) in cash and cash equivalents

Cash and eash equivalents:
Beginming of year

End of year

2011 2010

% 6786004 $ 6220673
(13.011.802)  (11,703486)
(58.520,505)  (53.538.672)
(64,746303)  (59.021.485)
10,506,914 12,136,872
4,285,555 51,520,183
(4.047.553) (3.226,589)
(1.576.674) (1,720,008)
69,168,242 58,710,458
(30,078,437) (5,028.538)
29,320,456 5,694,965
(757.981) (233,573)
1,158 494
1,665,116 {514.106)
625,576 1,169,682

§ 4200692 $ 625576

The accompanying notes are integral part of the financial statcments
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of 'uerto Rico)

STATEMENTS OF CASHFLOWS
YEARS ENDED JUNE 30, 2011 AND 2010

2011 20140

Reconciliation of operating loss to
nel cash used in operating activities:
Operating loss $ (79499333) 5 (7R.B40.774)
Adjustments to reconcile operating loss to net cash used
in operating activities:

Depreciation and amortization 10787375 10,030,500

Changes in operating assets and labilitiss:
Accounts receiviible {2,462,542) (92,4200
Inventory 547,743 {150,249
Prepaid expenses 480,595 (306.817)
Other assels - (273,000)
Accounts and accerued expenses payable 1,575,023 10,659 284
Voluntary termination henefits long-term 3824836 -
Met cash used in operating activities $ (64,746303) $ (59,021485)

Schedule of non-cash transactions:
Accounts payable incurred in the acquisition
of capital assets T 254L04] % 17,138,599

The accompanying noles arc integral part of the financial statements
14



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commomwealth of Puerto Rico)

NOTES TO FINANCIAT, STATEMENTS
YEARS ENDED JUNL 30, 2011 AND 2010

1.

Organization and Summary of Significant Accounting Policies

The Pucrto Rico Metropolitan Bus Authorily (the "Authority") is a public corporation created
hy Act No. 5 of May 11 1959, as amended, to provide, develop, manage and mainlain a
public low-cost land transportation system for citizens within the Metropolitan Area ol San
Juan, Bayamon, Carolina, Guaynabo, Catafio, Loiza; Toa Baja and Trujillo Alto of Puerto
Rico. This service is principally linanced by appropriations from the Commonwealth of
Puerto Rico, grants from the Federal Government and by passenger fares, The Authority is a
component unil ol the Commonwealth of Puerto Rico, and accordingly is included in the
peneral-purpose linancial statements of the Commonwealth, The powers normally excreised
by a Board of Directors arc vested wilh the Scerctary of the Department of Transportation
and Public Works (DTPW). The Authorily is exempt from the payment of any taxes on its
revenucs and properties.

The accounting and reporting policies of the Authority conform to accounting prineiples
gencrally accepted in the United States ol’ America, as applicable to governmental cutitics.
The Authority follows the Governmental Accounting Standard Boards (“GASB”) under the
hierarchy cstablished by Statement No. 55, The Hierarchy of Generally Accepted Accounting
Principles for States and Tocal Governments, in the preparation of its linancial statements.

The Authority adopted the provisions of Govermnmental Accounting Standards Board
Statement No. 20, Accounting emd Financial Reporting for Proprietary Funds and Other
Governmental Entities that use Proprieiary F'und Accounting (*GASB 207). In adopting
GASD 20, the Authority clected to apply all Statements and Interpretations of the Financial
Accounting Standards Board (“FASB™), Accounting Principles Board Opinions and
Accounting Research Bulletins of the Committce on Accounting Procedure issued on or
hefore November 30, 1989, unless those pronouncements conllict with or contradict GASD
pronouncements. The Authority has elected not to apply FASB statements issued after
MNovember 30, 1989,

Following is a description of the Authority’s most significant accounting policics:
Measurement Focus and Basis of Accounting

The operations of the Authority are accounted for as enterprise fund. Enterprise funds are
accounted for on (he (low of cconomic resources measurement focus and use the accrual
hasis of accounting. Under this method, revenue is recorded when caried, and expenscs arc
recorded at the time lishilitics are incurred. Enterprisc funds are used to account for those
operations for which the pricing policies of the entity cstablish fees and charges designed to
recover its costs, including capital costs such as depreciation and debt servicc.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commuonwealth of Pucrto Rica)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2011 AND 2010

Use of stimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States ol America requires management to make cstimates and
assumptions that affcct the reporled amounts of assets and liabilities and disclosure ol
contingent assels and liabilities at the date of the financial statements and the reported
amounts of revenue and cxpenses during the period. Actual results could difler [rom those

estimates.
Cash and Cash Fquivalents

Tn the statement of cash flows, cash equivalents are defined as short-term, highly liquid
investments that are readily convertible 1o known amounts ol cash and are so near to their
maturity that they present insignificant risk ol changes in value becausc of changes m interest
rates. In particular, they include cash on hand and on deposit and short-term investments with
maturities ol three months or less.

Allowance for Doubtful Accounts

The allowance for doubtful accounts is an amount that management believes will be adequate
to absorb possible losses on existing accounts receivable that may become uncollectible
based on evaluations of collectability of accounts receivable and prior credit loss experience.
Because of uncertaintics inherent in the cstimation process, management’s estimate of credit
losses inherent in the existing accounts reecivable and related allowance may change in the

{ulure,

Inventories

Tnventotics, consisting of lucl, spare parts, matcrials and supplies are valued al the lower of
cost {first-in, lirst-out method) or market.

Capital Assets

Capital assets are recorded at historical cost or estimated historical cosl, net of accumulated
depreciation and amortization. Capital assct is defined by the Authority as asscts with an
initial cost of more than $500 and an estimated useful life of more (han onc year.
Depreciation and amortization is computed on a straight-line method over estimated uscful
lives of (he related assel, Maintenance and repairs arc charged Lo operations, while rencwals
and betlerments are capitalized. When property and cquipment are disposed of, the cost and
applicable accumulated depreciation and amortization arc removed [rom the respective
accounts and (he resulting gain or loss is recorded in operations.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTLES TO FINANCIAL STATEMENTS
YEARS LENDLD JUNE 30, 2011 AND 2010

The estimated uselul lives of the capital assets follow:

Buildings and siructures 40 years
Transporlation equipment 5-12 years
Terminals 20 years
Machinery and equipment 5-10 years

The Authority periodically reviews long-lived assets for impairment whenever events or
changes in circumstances indicate thal the carrying amount of an asset may not be
recoverable, No impairment of capital assel was identified during the years ended June 30,
2011 and 2010.

Vaculion and Sick Teave

Compensated absences arc accrued when earncd by the employees. Lmployees may
carryforward their compensated absences as permitted by statute and may settle them m a
cash payment from the Authority, if cmployment has ecased.

MNet assets

Net assets are classificd in the following {wo components in the accompanying statements of
nct asscts:

Invested in Capital Assels. Net of Related Debt

This component ol net assets consist of capital assets net of accumulated depreciation and
reduced by the outstanding balance ol any bonds, mortgages, notes, or other borrowings that
arc attributable to the acquisition, construction or improvement of those assets, I there are
significant unspent related debt proceeds al year end, the portion of the debt attributable to
the unspent proceeds is nol included in the caleulation of this component of net assets. Rather
that portion of the debt is included in the same net assct component as the unspent proceeds.

Unresiricted

Tnreatricted net assels consist of net assels that do not meel (he definition of invested in
capilal asscts, net of relaled debt.



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commeonwealth of Puerto Rico)

NOTES 1O FINANCTAL STATEMENTS
YEARS ENDLD JUNE 30, 2011 AND 2010

Operating Revenues and Expenscs

The Authority distinguishes between operating and nonoperating revenues and cxpenses in
its Statement of Revenues, Lxpenses, and Changes in Net Asscts. The principal revenues of
the Authority are charges reccived from patrons for the transportation services provided. The
Authority also recognizes as operating revenue advertising charges to customers and other
relaled transportation services. Operating expenses for the Authority include the costs of
operaling the transportation facilitics, administralive cxpenses, and depreciation on capital
assets, All revenues and expenses not meeting this definition are reported as nonoperating
revenues and expenscs.

Countributions

'The Authority is a recipient of Federal funds received under grants with U.5. lederal Transit
Administration (FTA) for the exclusive purpose of acquisition and repairs of certain capital
asscts with certain matching funds provided by the Commonwecalth of Puerto Rico. Capital
grants of the Authority arc reported as non-operating revenues rather than contributed capital
as required by GASB Statement No 33, Accounting and Financial Reporting for Non-
exchange Transactions. Capital funding provided under these grants is considered carned as
the related allowable expenditure is incured.

In addition, the Authority receives operating and capital grants from the Commonwealth of
Puerto Rico. This prant, which is subject fo annual appropriations, is used to finance the
Authority’s operations and acquisition of capital assels. Amounts received under this grant arc
recorded as revenues in the period staled in the grant.

Risk Financing

The Authority carrics commercial insurance to cover casualty, thefi, claims and other losscs.
The current insurance policies have not been cancelled or terminated. The Authority has not
settled any claims in excess of ils insurance coverage during the three years. The Authority
also pays premiums [or workers compensation insurance to another component unit of the
Commonwealth of Puerto Rico.

Accrual for legal elaims

The estimated amount of the liability for Jegal claims is recorded on the accompanying
Statements of Net Assets based on the Authority’s cvaluation of the probability ol an
unfavorable outcome in the litigation of such legal claims. The Authority consults with legal
counsel upon determining whether an unfavorable outcome is expected. Because of
uncertainties inherent in the estimalion process, management’s estimate of the liability lor
legal claims may change in the near lerm.



PUERTO RTCO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TOQ FINANCIAL STATEMENTS
YEARS ENDED IUUNE 30, 2011 AND 2010

Recently Adopted GASB Statements

The Authorily has completed the process ol evaluating GASB Statement No. 54, l'und
Balance reporting and Governmental Fund Type Delinitions. This statement establishes
accounting and linancial reporting standards for all governments that report governmental
funds. Tt establishes criteria for classifying fimd balances into specifically delined
classifications and clarifies delinitions for governmental lund types. The Authovity has
determined that GASB No. 54 will have no impact on its linancial position, results of
operations, and cash flows and therefore it is not applicable to ils operation.

The Authority has completed the process of cvaluating the impact that will result from
implementing GASB Statement No. 59, Financial Instruments Omnibus which is cffective
for fiscal years beginning after June 15, 2010 . The Statement updates and improves existing
standards regarding linancial reporting of certain financial instruments and extcrnal
investment pools. The Authority has determined that GASB No. 59 will have no impact on
its financial position, resulls of operations, and cash lows and thercfore it is not applicable to
its opcration at the present time.

Reeently Statements Issued by GASB

The GASB has issucd Statement No. 57, OPEB Measurcments by Agenl Employers and
Agent Multiple-Employer Plans which is elfective for fiscal years beginning alter Junc 15,
2011, This statement amends Statement No. 45, Accounting and Iinancial Reporling by
Lmployers for Postemployment Benefits other Than Pensions, and Statement No. 43,
Iinancial Reporting lor Postemployment Benefit Plans Other Than Pension Plans. This
Statement clarifies actuarially determined OPED measures reported by an agent multiple-
employer OPLEL plan and its participating employers. Those measurcs should be determined
by a commeon date and at @ minimum f{requency to satisfy the agent multiple-cmployer OP'ER
plan’s f{inancial reporting requirement. The Authority has not yel determined the effect, 1l
any, that the adoption of GASB 57 may have on its financial statements.

The GASBE has also issucd Statement No. 60, Accounting and Financial Reporting for
Service Coneession Arrangements (SCA) which is effective for fiscal years beginning after
December 15, 2011, The requirement of this statement improve financial reporting by
establishing  recognition, measurement and disclosure requirements for SCAs lor both
transferors and governmental opcrators, requiring governments to account for and report
SCAs in the same manner, which improves the comparability of financial statements. The
Authority has not yet determined the cffeet, if any, that the adoption of GASB 60 may have
on 1ts financial statcments.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTLES TO 'INANCTAL STATEMENTS
YEARS ENDLED JUNE 30, 2011 AND 2010

The GASB has also issucd Statement No. 61, The Financial Reporting FEnlily: Omnibus — An
Amendment ol GASB Statements Nos, 14 and 34 which is effective [or liscal years
beginning afler NDecember 31, 2011. The requirements of this Statement resull in linancial
reporting entity financial statcments being more relevant by improving guidance for
including, presenting and disclosing information aboul component units and equity intercst
transactions of a financial reporting entity. The Authority has not yet determined the effect, il
any, that the adoption of GASB 61 may have on its financial statements.

The GASB has also issued Statement No. 62, Codification of Accounting and l'inancial
Reporting Guidance Contained in Pre-November 1989 FASD and AICPA Pronounccments
which is elTective [or [iscal years beginning aller December 15, 2011, The objective of this
statement is to incorporate into the GASR’s authoritative literature certain accounting and
financial reporting guidance included in the FASR and AICPA pronouncements issued on or
before November 30, 1989, This statement will improve [inancial reporting by comtribution
to the GASI’s effort to codily all sources of generally accepted accounting principles [or
state and local governments so that they derive from a singe source. The Authority has not
vel determined the effect, if any, thal the adoption of GASB 62 may have on its financial
stalements.

The GASB has also issucd Statement No, 63, Financial Reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources, and Net Position which is effective for fiscal
years beginning afler December 135, 2011, The Statement objective is to provide a new
statement of net position formal o report all assets, deferred outflows of resources, labilitics,
deferred inflows of resources, and net position (which is the net residual amount of the other
elements). The Statement requires that deferred outflows of resources and deferred inflows of
resources be reported separvately from asscts and liabilities. The Authority has nol yel
determined the cffect, if any, that the adoption of GASB 63 may have on its financial
stalements.

The GASR has also issued Statement No. 64, Derivative Instruments: Application of lledge
Accounting Termination Provisions which is elfective for fiscal years beginning after June
15, 2011. The Stalement will improve financial reporting by state and local governments by
elarifying the circumstances in which hedge accounting continucs to be applied when a swap
counterparty, or a swap counicrparty’s credit support provider, is replaced. The Statement
clarifics that when cerlain conditions arc met, the use ol hedge accounting should not be
terminated. Those conditions are: (1) the collectability of swap payments is considered o be
prohable, (2) the replacement of the counterparty or eredit support provider meets the criteria
of an assignment or in-substance assignment as deseribed in the Statement, and (3) the
counterparty or counterparty credit support provider (and not the government) has comunitted
the act of default or termination event. When all of these conditions exist, the GASB believes
that the hedging relationship continues and hedge accounting should continue to be applicd.
The Authority has not yet determined the effect, il any, that the adoption ol GASB 64 may
have on its financial stalements.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NO'TES TO FINANCIAL STATEMENTS
YEARS LNDED JUNE 30, 2011 AND 2010

Reclassifications

Certain reclassilications were made to last year financial statements to conform with current
year presentalion.

2. Cash and Cash Equivalents

Cash and cash equivalents at June 30, 2011 and 2010 consist of cash on hand and on bank
deposil.

The Authorily is restricted by law to deposit funds only in instilutions approved by the Pucrto
Rico Treasury Department, and such deposits arc required to be kept in scparate accounts in
the name ol the Authority.

Pursuant to the Tnvestment Guidelines for the Commonwealth adopied by Govermnment
Development Bank for Puerto Rico (“GDR™), the Authority may invest in obligations of the
Commonwealth, obligations of the United States, cerlificates of deposil, commereial paper,
repurchasc agrecments, bankers acceptances, or in pools ol obligations of the municipalities of
Puerlo Rico, among others. There are no investments at June 30, 2011 and 2010,

Tor deposits, custodial credit risk is the risk that in the event ol bank failure, the Authority’s
deposits may nol be returned to it. Under Puerto Rico statutes public funds deposited in
commercial bank must be fully collateralized for the amount deposiled in cxcess of federal
depository insurance. All sceuritics pledged as collateral are held by (he Scerctary of the
I'reasury of the Commonwealth of Puerto Rico. The bank balance of the Authority’s deposit
at June 30, 2011 and 2010, excluding deposits in Government Development Bank for Puerto
Rico described below, amounted to approximately $3,559,123 and $1,345,815, respectively,
ol which $1,341,993 and $983.852 arc insured by Federal Deposit Insurance Corporation at
Tune 30, 2011 and 2010 respectively.

In addition, al Junc 30, 2011 and 2010, the Authorily maintained cash deposited at the
Governmental Development Bank for Puerto Rico (GDRB), in the amount approximately
$2.644,066 and $92.519, respectively. These amounts are uncollateralized since by law, the
povernmental banks of the Commonwealth ol Puerto Rico are exempt of the requirement of
insuring the deposits of funds of the entities ol the Commonwealth ol Puerto Rico.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of 'uerto Rico)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNL 30, 2011 AND 2010

3. Accounis Receivable

Accounts reccivable at June 30, 2011 and 2010 consist of:

2011 2010

Crperating and capital grants:

L5, Federal Transit Administration £ 2728309 % 20918229

Commonwealth of Puerto Rico 1,304,663 1,322,001
Puerto Rico Highways and Transportation Authority 4,688,122 1.5375.930
Oither 342 836 S28.809
Total 9263930 24,345 Re9
T.ess allowance for doubilul accounts 1,046,690 383022
Total § 8217231 5 23952847

Account receivable from 1.8 Federal Transit Administration (“1'TA”) consists principally of
operating and capital contributions pending to be received at June 30, 2011 and 2010. Al
June 30, 2010 the amount receivable includes approximately $17 million [or capital
contributions that arc restricted for the payment of Habilities related to the acquisition of
capital assets.

The account receivable from the Puerto Rico Highways and Transportation Authority
(PRTHA) includes approximately $4,368,200 and $1.256,000 at June 30, 2011 and 2010
respectively related to a contract with PRTIIA in which the Authority provides transportation
services 1o passengers using the urban train system. Under the term of the contract PRTHA
will reimburse the Authority cerlain amounts specilied in the contract lor each passenger
served. The amount outstanding represents the amount billed to PRTHA for services
performed since July 2005 to June 30, 2011, At June 30, 2011 management is m the process
of discussing the amounts billed with PRTHA in order o scttle the amount outstanding.
Management believes that the amount outstanding represents billings for services performed
under the term of the contract and that the amount will be collected.

During the year ended June 30, 2011 the Authority recognized operating revenues n the
amount of $4,451,.768 which includes amount billed under the term of the confract wilh
PRTHA for the year ended June 30, 2011 plus prior years unrecorded billings which were
deemed doubiful of collection in prior years.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAT. STATEMENTS
YEARS ENDLED JUNL 30, 2011 AND 2010

4. Inventory

Inventory at June 30, 2011 and 2010 consists of:

2011 2010
Sparc parts % 29587168 5§ 3542389
Dicsel and gasoline 269,793 206,806
Supplies 02395 118,904
Total 3320356 5 3 H6R099

5. Accounts and Acerued Expenses Payable

Accounts payable and acerued expenses payable at June 30, 2011 and 2010 consist of®

2011 20140

Supplicrs $ 10978843 § 26728278
Fxeess of checks issued over bank balance 1,066,220 465,353
Agencies and public corporations of the

Commonweallh of Pucrio Rico 25,989,729 25438259
Compensaled absences and other related benelits 7,864,238 7.5306.912
Payroll taxcs and withholdings 1,040,819 | 921,398
Voluntary termination and other relate:d

cmployee benefrts S64.313 -
T.egal claims 4,270,587 4270587
Accrued interest 202,325 -
Total £ 51977074 % 66420787

Amount due to agencies and public corporation of the Commonwealth of Pucrto Rico consist
principally of liabilities for payroll tax withholdings, utilities, workmen’s compensalion
insurance and other services.

At June 30, 2010 accounts payable to suppliers include approximately $17 million payable to
a suppliers lor the acquisition of certain transporlation cquipment. This amount will be paid
from capital contributions from I'1'A. See Nole 3.



PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commoenwealth of Puerto Rico)

NOTES TOQ FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2011 AND 2010

6. Capital Assels

The following schedule summarizes the capital assets held by the Authority as of June 30,
2011 and 2010:

Balance at Balance af

June 30, 2010 Increases Deereases  June a0,2011

Azgets not being deprecintod:
Land and improy émenls b 2569210 & - % - 5 2,568,216
Consimuciion in process - 5, TH0L2R1 - 5, 750,21
Capital assets not being depreciated 2,569,210 3,750,281 - B319491
Assets being depreciated:
Buikdings and improvemenls 17,868 (0G 399,997 18209093
Terminals 4 100692 4 100,692
Treanspoitatinn cquipment Ko 103,088 5,282,963 (A2, 882) 90,383,169
Machinery and cquipment ~ 41,005,751 1,508,593 (184,327} 42 330,022
Total 152,078,027 7,191,553 (4,187,204 155,082,976
T.css decumululed depreciation 00,082,027 10,787,371 (4. 185.20) 96,694,154
Cupital asscls being

depreciated, nel (b BEG,600 {3,505, 818} {2.000) 58388, 7R2
Total capital assets, net 5 64,555.810 & 2154463 § (2.,000) & 66, 708273

Bualanee al Balanec at
June 30, 20009 Increnses Decreases Jume 30, 201 0

Asscis nnt being deprecinted:
Tand and fmprovements 8 2569210 % - & - 8 2,569,210
Assets being depreciated:
Buildings and inprovements 17,865,096 17,865,096
Temminuls 4,100,692 4 100,692
Transportation equipment TH,665,508 19107 047 (6.665,527) K9 T03. 088
Machinery and eguipment 37,847 048 4 026,983 (RO, 180) -’-_1_1 JH15,751
Total 136,483,304 23,134,030 {7,538,707) 152,008,627
| ess accumuldted deprecistion B7.533.341 10,030,500 {?,4'?1,?{13:} Q0,002,027
{apital asscts being

depreciated, nel . 45.049.09063 13,103,530 (a6,593) G 1,086,600
‘I'otal capital asscls, nel & 51,519,173 5 13,105,530 & {_ﬁ_»ﬁﬁ%} % 64,555,810
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2011 ANI» 2010

7. Borrowings under Line of Credit

The Authority has an unsecured line ol eredit with a conunercial bank in which the Authority
may horrow up to $3,000,000. Borrowings under this of line of credil are by the assipnment
ol diesel lax revenues and bear interest at TIBOR plus a spread as defined in the agrecment
(1.5106% and 1.597% at June 30, 2011 and 2010, respeetively).

A summary of the activity in the line of credit during the years ended June 30, 2011 and 2010

follows:
Balance at Balance at Curremnt
2010 Increnses _ BPeereases 2011 Porlion
Borrowings under
line ofcredit 5 3.000,000 % - % - % 3000000 & 3,000,000
Balance at Balaoce al Current
2009 Increascs Iecreases 2010 __ Portion
Borrowings under
Jine ofcredit i 3,000,000 % - & - & 300,000 § 3,000,000

8. Long-Term Debt

Iong<term debt at June 30, 2011 and 2010 consist of:

Balance al Balance at Currcnt
2010 Increases Deereases 2011 Puortion
Securcd note
payuble 1o bank 5  374095M 3 - & (1,576474) § 35833300 $ 35833300
Balance at Balanee ai (urrent
2008 Inereascs ecreases 2009 _ Portion
Secured note
payable to hank L 39120U82 % - % {L720008) & 3?,4(!!],9?:—*& 3 1,720,000

The note payable (o bank is sceured by the assignment ol diescl tax revenues and is payable
in monthly principal installments of approximately $144,000 plus interest at fixed rate of
5.43% plus a spread as delined in the loan agreement (6.68% al Junc 30, 2011 and 2010).
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PUERTO RICO METROPOLITAN BUS AUTHORITY

(A Component Unit of the Commonwealth of Pucrto Rico)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2011 AND 2010

The note is due on February 2012. Management is in the process ol negotiating a
refinancing of this debt on a long-lern basis with the bank. ITowever since no linal
agreement has being reached with the bank, the balance ountstanding at June 30, 2011 has
being classificd as a current liability.

Retirement Plan

Substantially all the Authority’s cmployees participate in the Retivement System of the
Commonwealth ol Puerto Rico (“the System™), a cost sharing multi-employer defined benefit
pension plan. The payroll for employees covered by the System for the years ended Junc 30,
2011 and 2010 was approximalely $30 million and $34.8 million, respectively.

All Anthority’s employees, who at the time of employment arc 35 years old or less, are eligible
fo participate in the System. Lmployees who retive al or alier age 35 with 25 years of credited
service or age 58 with 10 years of credited service are entitled to a retivement benelit,
payable each month for life, computed based on a benefit rate set forth by Commonwealth
statute.

The System also provides death and disability benefits established by Commonwealth statute.
Commenwealth legislation requires employees to contribute 5.775% for the [lirst $550 of
their monthly eross salary and 8.275% lor the excess over $350 of monthly gross salary. The
Authority is required by the same statute lo coniribute 9.275% of the participanl's gross
salary.

On September 24, 1999, an amendment to Act No. 447 ol May |, 1951, which created the
Retirement System, was cnacted with the purpose of establishing a new pension program
(System 2000). Employees participating in the current system as ol December 31, 1999, may
clect to stay in the delined benelit plan or transfer to the new program. Employces joining the
Authority on or after January 1, 2001, will only be allowed to become members of System
2000. System 2000 will reduce the retirement age from 65 years to 60 lor those employces
who joined the current plan on or afler April 1, 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under
this new plan, there will be a pool of pension assets, which will be invested by the System.
together with those of the current defined benefit plan, The Commonwealth of Puerto Rico
will not guarantee henelits at retircment age. The annuity will be based on a formula which
takes into account each year the employee’s contribution (with a mimimum of 8.275% of the
cmployee's salary up (o a maximum of 10%) and investment income as defined in the Plan.
Participants will receive periodic account statcments similar to those ol defined contribution
plans showing their accrued balances. Disability pensions will not be granted under System
2000.
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PUERTO RICO METROPOLITAN BUS AUTHIORITY
(A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCTAL STATEMENTS
YEARS ENDED JUNE 30, 2011 AND 2010

10,

11.

Tolal employer contributions during the years ended June 30, 2010 and 2009 under this plan
amounted to approximately $2,776,000 and $2,885,000 respectively.

Additional information on the Retircment System is provided in its {inancial statcments for
the year ended June 30, 2011 and 2010, a copy of which can be obtained [rom the Retirement
System Administration, Minillas Station, P.0O. Box 42003, San Juan, PR 00940,

Commitments and Contingent Liabilitics
Litigation

The Authority is involved in liligalion arising in thc normal course ol operations.
Management belicves that its ultimate Hability, il any, in cotncction with these matlers will
not have a material effect on the Authority’s [inancial condition and results of operations.
Due lo uncerlaintics in the settlement process, il 15 al least rcasonably possible (hat
management’s view of the outcome of these claims will change in the near term. Based on
advice of Tegal counsel, management has recorded an estimated litigation and claim loss of
approximately $4.270.000 as of Junc 30, 2011 and 2010.

Federal Assistance Programs

The Authorily is a subrecipient of a federal financial assistance program. This program is
subject to audits in accordance with the provisions of OMDB Circular A-133, Audits of States,
Local Governments, and Non-Prolil Organizations, or to compliance audils by grantor
agencics. The amount, if any, of expenditures which may be disallowed by the granting
agencics cannot be determined at this time, although the Authority expects such amounts, if
any, not to be significant.

Voluntary Termination Benefits

On July 2, 2010, the Commonwealth enacted Act No. 70 to establish a program that provides
benefits for carly retirement or economic incentives for voluntary employment termination to
eligible employees, as defined, including employees of the Authority. Act No. 70 established
that early retirement benefits will be provided Lo eligible employces that have completed
between 15 Lo 29 years of credited service in the Retirement System and will consist ol
biweekly benelils ranging from 37.3% to 50 % of each employee” salary, as defined. In this
early retirement benelil program, the Authority will make the employer contributions to the
Retirement System and pay Lhe corresponding pension until the employee complics with the
requircments of age and 30 years ol credited serviec in the Retirement System.
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PUERTO RICO METROPOLITAN BUS AUTHORITY

{A Component Unit of the Commonwealth of Puerto Rico)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNLE 30, 2011 AND 2010

12.

Economie incentives are available to eligible employees who have less than 15 years of
credited service in the Retirement System or who have at least 30 years of credited service in
the Retirement System and the age for retirement or who have the age for retirement.
Lconomic incentives will consist of a lump-sum payment ranging from one-month to six-
month salary bascd on employment years.

Additionally, eligible employees thal choose Lo parlicipate in the carly retirement benefit
program or that choose the economic incentive and have less than 15 years of credited
service in the Retirement System are eligible lo receive health plan coverage [or up o 12
months in a health plan selected by management of the Commonwealth ol Puerfo Rico.

The financial impact resulting for the benefits granted to participants on this program was the
rccognition within the Authority’s financial statements of a liability of approximately
$3,972.000 in the statcment of net asscts as of June 30, 2011 and a charoe of $4.936,000 in
the statement ol activitics for the year ended June 30, 2011, At June 30, 2011, unpaid long-
term benelits granted on this program were discounted at 2.99%.

Operating Financial Assistance from the Commonwealth Of Puerto Rico

As shown in the accompanying financial statements, the Autherity has incured in
accumulated losscs after operating and eapital contributions in the amount of $70 million and
as of Junc 30, 2011 the Authority’s liabilitics cxeceded its asscts by approximately $11.5
million. In addition, at June 30, 2011 the Authority has a working capital deficiency of
approximately $74.9 million making it difficult for the Authority to pay its liabilities in the
normal course ol busimess. These facts indicate that the Authority nceds the continued
support [rom the Commonwealth of Puerlo Rico in the [orm ol operating grants to continuc
to operate at its present level and lo continue as a going concermn, The Commonwealth of
Puerto Rico has experienced budget constraing during the current and prior years which have
resulted in reductions in the operating grants provided o the Authorily. Management
belicves that since the transportation service provided by the Authorily is an essenlial service
to the people of Pucrto Rico, the Commonwealth of Puerto Rico will continue to lund the
operational deficits incurred by the Authority. Any significant reduction in these operaling
grants and financial support will affect the ability of the Awuthority to provide the
transportation services and Lo continue as a going concern.
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