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About our Cover:

The year 1999-2000 has witnessed the initiation and the completion
of several major projects that will benefit the people of Puerto
Rico for decades to come.

The North Coast Superaqueduct was inaugurated and is now
supplying top quality water to fourteen municipalities, from Arecibo
through Carolina. The Superaqueduct's Water Treatment Plant
is producing 75 million gallons of potable water daily, to the
benefit of the entire population of the island's North Coast, greatly
reducing the demand from the island's other water sources and
allowing for a more efficient deliver throughout the system.

The groundbreaking for the Americas World Trade District and the
Puerto Rico Convention Center at the Americas World Trade District
represent the greatest urban renewal project the island has seen
in decades. This project will make Puerto Rico a major player in
the meetings and conventions travel business, further bolstering
the island's efforts to become a major player in the global tourism
industry. The District will also house the Puerto Rico World Trade
Center, promoting the globalization, and hence the economic
and commercial growth, of the island’s business community.

As Puerto Rico moves towards developing its technological sector,
even as it continues supporting and promoting traditional
manufacturing, its government has also been hard at work in
modernizing and improving the island’s infrastructure. This
development has been accompanied by a growing concern and
respect for our environment and our urban landscape. The
inauguration of the Park of the Third Millennium, the Planting for
Puerto Rico reforestation program, the incorporation of five new forests
and the land expansion of existing ones, and the designation of several
marine and land areas as natural reserves, attest to our commitment
to preserving and improving our island’s natural resources. As we
preserve the land we walk on, the air we breathe and the sea that
bathes us, we do our part to honor and care for Puerto Rico’s rich
environment and bequeath it to future generations.

These projects represent but a fraction of the many results achieved
through the dedication and commitment of all who work for the
Commonwealth of Puerto Rico. We can justifiably be proud of
our contribution to the island's future.
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COMMONWEALTH OF PUERTO RICO
TREASURY DEPARTMENT

MISSION OF THE ORGANIZATION

Establish and carry out the fiscal policies of the Commonwealth of Puerto Rico by
enacting afair and equitable tax system; broaden and balance the taxpayers base; achieve
an effective collection of the tax levied and maintain an adequate oversight of the public
disbursements, thus promoting: the social and economic development of Puerto Rico, and
the trust of the people on its government.

ORGANIZATIONAL VALUES

Our organizational values are focused in our commitment to honesty, integrity, loyalty,
justice, sensibility, efficiency, responsibility, accessibility, innovation, professiona
management, quality and excellence in our functions and services.

PURSUIT OF EXCELLENCE

The products and services of the Department of Treasury shall be considered by our
clients as the best. In order to achieve this, we will continuously improve them. Our
leaders and fellow workers will be highly admired and respected. Together with other
governmental entities and component units of our economy, we will position Puerto Rico
as asymbol of excellence.
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WINNER: TOTAL EXCELLENCE - GOVERNOR'S AWARD FOR QUALITY iN THE PUBLIC SECTOR 1995-1996

Xenia Vélez Silva
Secretary

December 29, 2000

To the Honorable Governor of Puerto Rico, Members
of the Legislature and People of Puerto Rico:

It is a pleasure to submit, for your information, the Comprehensive Annual Financial
Report of the Commonwealth of Puerto Rico for the fiscal year ended June 30, 2000.
The Puerto Rico Treasury Department has prepared the report. The responsibility for
both the accuracy of presented data and the completeness and fairness of
presentation, including all of the disclosures, rests on the Commonwealth’s
management. To the best of our knowledge and belief, the enclosed data, as
presented, is accurate in all material respects, and is presented ih a manner
designed to set forth the financial position and the resuits of operations of the various
funds, account groups and component units of the Commonwealth. We have
included all the necessary disclosures to enable the reader to gain a thorough
understanding of the Commonwealth's activities.

The Comprehensive Annual Financial Report is presented in three sections:
Introductory, Financial and Statistical. The Introductory section, which is not audited,
includes this letter of transmittal, general information about the Commonwealth, a list
of the Commonwealth’s principal elected and appointed officials, the
Commonwealth’s organization chart, and a reproduction of the Certificate of
Achievement for Excellence in Financial Reporting that the Commonwealth received
for its fiscal year 1999 report. The Financia!l section includes the general-purpose
financial statements, the combining and individual fund and account group financial
statements and schedules, as well as the independent auditors’ report on the
general-purpose financial statements. The Statistical section, which is not audited,
includes selected financial and demographic information, generally presented on a
multi-year basis.

The financial reporting entity includes all funds and account groups of the
Commonwealth of Puerto Rico, which is the primary government, as well as of all its
component units. Component units are legally separate entities for which the
primary government is financially accountable, or other organizations, the nature and
significance of whose relationship with the Commonwealth are such that exclusion
would cause the Commonwealth’s general purpose financial statements to be
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misleading and incomplete. Blended component units, although legally separate
entities, are, in substance, part of the primary government's operations and are
included as part of the primary government. Discretely presented component units
are reported in separate columns in the combined financial statements to emphasize
that they are not part of the primary government and to differentiate their financial
position, results of operations and cash flows from those of the primary government.

Generally, each component unit issues audited financial statements, which can be
obtained from the component unit's administrative offices. The general-purpose
financial statements included in the financial section of this Comprehensive Annual
Financial Report provide descriptions of the operations of each of the following
component units of the Commonweailth:

Blended Component Units

o Public Buildings Authority
e Puerto Rico Maritime Shipping Authority

e Employees’ Retirement System of the Government of Puerto Rico and its
Instrumentalities |

e Puerto Rico Judiciary Retirement System
e Puerto Rico Annuities and Pensions System for Teachers
e The Children’s Trust

Discretely Presented Component Units

University of Puerto Rico

University of Puerto Rico Retirement System
Government Development Bank for Puerto Rico and Subsidiaries
Puerto Rico Electric Power Authority

Puerto Rico Highway and Transportation Authority
Puerto Rico Aqueduct and Sewer Authority
Puerto Rico Telephone Authority

Puerto Rico Council on Higher Education

Puerto Rico Government Investment Trust Fund
Puerto Rico Housing Bank and Finance Agency
State Insurance Fund Corporation

Economic Development Bank for Puerto Rico
Puerto Rico Industrial Development Company
Puerto Rico Ports Authority

Puerto Rico Municipal Financial Agency

SECRETARY OF THE TREASURY
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¢ Puerto Rico Infrastructure Finance Authority

e Sugar Corporation of Puerto Rico

e Puerto Rico School of Plastic Arts

e Puerto Rico Industrial, Tourist, Educational, Medical, and Environmental Control
Facilities Financing Authority

s Caribbean Basin Projects Financing Authority

Automobile Accident Compensation Administration

Puerto Rico Metropolitan Bus Authority

Puerto Rico Public Broadcasting Corporation

Puerto Rico Solid Waste Authority

Tourism Company of Puerto Rico

Employment and Training Enterprises Corporation and Subsidiary

Industries for the Blind, Mentally Retarded and Other Disabled Persons of Puerto

Rico

Institutional Trust of the National Guard of Puerto Rico

Musical Arts Corporation and Subsidiaries

Puerto Rico Conservatory of Music Corporation

Corporation of Stocks and Deposits Insurance for the Savings and Loans

Cooperatives

Puerto Rico Land Administration

Puerto Rico Health Insurance Administration

Land Authority of Puerto Rico

Fine Arts Center Corporation

Right to Employment Administration

Farm Insurance Corporation of Puerto Rico

Puerto Rico Medical Services Administration

Puerto Rico and Caribbean Cardiovascular Center Corporation

Puerto Rico Exports Development Corporation

Recreational Development Company of Puerto Rico

Medical University Services, Inc.

Agricultural Services and Development Administration

Trust for the Conservation, Operation, and Maintenance of the Puerto Rico

National Parks

+ Puerto Rico Maritime Transportation Authority

Local Economic Condition and Outiook

The Government of Puerto Rico has established policies and programs directed at
developing the manufacturing and services sectors of the economy (including the
“EASUR,,
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tourism industry) and expanding and modernizing the Island’'s infrastructure.
Selective tax exemption, development loans, and other financial and tax incentives
have stimulated domestic and foreign investment. Infrastructure expansion and
modernization have been to a large extent financed by bonds and notes issued by
the Commonwealth, its public corporations and municipalities. Economic progress
has been aided by significant increases in the levels of education and occupational
skills of the Island's population.

The dominant sectors of the Puerto Rico economy are manufacturing and services.
The manufacturing sector has experienced a fundamental change over the years as
a result of increased emphasis on higher-wage and high technology industries, such
as pharmaceuticals, electronics, computers, microprocessors, professional and
scientific instruments, and certain high technology machinery and equipment.

The services sector, including finance, insurance, real estate, wholesale and retall
trade, and hotel and related services, also plays a major role in the economy. |t
ranks second only to manufacturing in contribution to the gross domestic product and
leads all sectors in providing employment. In recent years, the services sector has
experienced significant growth.

During fiscal year 2000, the economy of Puerto Rico continued to grow as in
previous years. The behavior of major indicators of some economic sectors has
shown significant expansion. Exports, which are related to the manufacturing sector,
grew by 10.2 percent in fiscal year 2000, to $38,466 million. Our economy is fully
integrated with that of the United States mainland. Approximately 88 percent of
Puerto Rico’s exports went to the United States, which was also the source of about
56 percent of Puerto Rico’s imports. Also, tourism activity reflected an increase of
2.3 percent in total hotel and hostelry registrations, and room availability increased
by 4.2 percent as well.

The increased investment of previous years created a solid base for economic
growth in the years to come. The expansion in the construction sector continued in
fiscal year 2000. The growth in this sector is illustrated by a significant growth of
52.1 percent in the total value of permits.

Average employment increased from 999,000 in fiscal 1993 to 1,159,000 in fiscal
2000. Average unemployment decreased from 16.6 percent in fiscal 1993 to 11.0
percent in fiscal 2000, the lowest rate since 1970. According to the Labor

Department’s Household Employment Survey, during fiscal 2000, total employment
increased 12,000 over fiscal 1999.

SECRETARY OF THE TREASURY
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Sections 30A and 936 of the United States Internal Revenue Code

For many years, United States companies operating in Puerto Rico enjoyed a special
tax credit that was available under Section 936 of the United States Internal
Revenue Code. Originally, the credit provided an effective 100 percent federal
income tax exemption for most operating income, as well as qualifying investment
income from Puerto Rico sources. Amendments to Section 936 made in 1993 (the
“1993 Amendments”) instituted two alternative methods for calculating the tax credit
and limited the amount of the credit that a qualifying company can claim. These
limitations are based on a percentage of qualifying income (the “percentage of
income limitation”) and on qualifying expenditures for wages, other wage related
benefits and other qualifying costs and expenses (the “economic activity limitation”,
also known as the “wage credit limitation”).

As a result of amendments incorporated in the Small Business Job Protection Act of
1996, enacted by the United States Congress and signed into law by President
Clinton on August 20, 1996 (the “1996 Amendments”), the tax credit is now being
phased out over a ten-year period for existing 936 credit claimants and is no longer
available for corporations that established operations in Puerto Rico after
October 13, 1995 (including existing Section 936 Corporations, if they establish new
product lines in Puerto Rico). The 1996 Amendments also moved the credit based
on the economic activity limitation to Section 30A of the Code and phased it out over
10 years. In addition, the 1996 Amendments eliminated the credit previously
available for income derived from certain qualified investments in Puerto Rico. The
Commonwealith of Puerto Rico does not believe there will be short-term or medium-
term material adverse effects on Puerto Rico’'s economy as a result of the enactment
of the 1996 Amendments. The Commonwealth of Puerto Rico further believes that
the phase-out period allows sufficient time to implement  additional incentive
programs to safeguard Puerto Rico's competitive position.

Major Initiatives
Taxpayer’s Benefits

In 1993, the Government of Puerto Rico adopted the goal of reducing taxes as a
public policy priority. The Tax Reform of 1994 was designed and implemented from
this point of view. It was a mayor overhaul of the tax system, which included a
creation of the Tax Code and returned $400 million to taxpayers. Individuals received
benefits of approximately $284 million, for a reduction of 20 percent in their tax
liabilities.

SECRETARY OF THE TREASURY
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Measures and policies implemented by The Treasury Department have proved
successful in raising fiscal revenues over the last seven years. The Government's
fiscal condition has been helped by the current favorable economic conditions, as
well as by the effects of sound economic policies adopted by the administration. The
effect of all factors is a quantum leap in the net fiscal revenues, from $4,025 million
in fiscal year 1993 to $7,076 million in fiscal year 2000, an increase of $3,050 million,
or 76 percent in just seven years. Also, the Treasury Department had been effective
in reducing the estimated level of income tax evasion by individual taxpayers, from
26 percent in taxable year 1992 to 16 percent in 1997.

The excellent performance of tax revenues has allowed Government to reduce the
tax burden of the people, particularly that of those in the middle income brackets,
who historically have had to bear the heavier burden in the tax system. It was also
from this perspective that Governor Rossell6 approved another individual income tax
rate reduction. The 1999 Tax Reduction reduced the income tax liabilities of
individuals by 11.4 percent, resulting in an estimated $282 million in tax benefits.
The working middle class received an average benefit of 15 percent per taxpayer.
As the continuation of this public policy priority, the Government of Puerto Rico
approved a third round of tax rate reductions for 2002. This third reduction in tax
rates will result in an estimated 5.8 percent reduction in tax liabilities, which
represents additional annual savings of $146 million to taxpayers. Individuals with
annual income under $30,000 will receive most of the benefits from this reduction.

Another measure that will benefit taxpayers is the elimination of so-called marriage
penalty. The purpose of this measure is to give tax relief to working couples who are
jointly paying higher income taxes than what each of them would pay if filing as a
single taxpayer. About 100,000 married couples will benefit from this change. It will
reduce their tax liability by about 17 percent, which is equivalent to an aggregate
saving of $80 million. This benefit will take effect for the 2001 tax year.

The Puerto Rico Treasury Department has implemented certain administrative
programs, such as the Administrative Reform, that have transformed the
organizational structure of the Department. This has entailed changing the
management and reporting concept from bureaus that manage particular laws to
bureaus that manage similar functional activities, as well as reorganizing the Island
into five regions, and transferring the management of local collectors’ offices to such
regions.

SECRETARY OF THE TREASURY
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Public Sector Debt

Historically, the Commonwealth has maintained, as a matter of fiscal policy, a
prudent relationship between the growth of public sector debt and the growth of the
economic base required to service that debt. The Commonwealth of Puerto Rico
has also sought opportunities to realize debt service savings by refunding
outstanding debt with obligations bearing lower interest rates. During fiscal years
1996, 1997 and 1998, however, public sector debt increased 26.6% while gross
product increased 14.7%. During fiscal 2000, public sector debt increased 5.0%
while gross product increased 2.7%. The trend of higher levels of growth of public
sector debt relative to the growth in gross product is expected to continue during the
next fiscal years as the level of public sector capital investment remains high.

As of June 30, 2000, outstanding short-term debt, relative to total debt, was 9.2%.
Health Reform Program

One of the goals of the Governor has been to change Puerto Rico’s public health
care system from one in which the government provides free health services to low
income individuals through public health facilities owned and administered by the
government, to one in which all medical services are provided by the private sector
and the government provides comprehensive health insurance coverage for
qualifying (generally low income) Puerto Rico residents. Under this new system, the
Government selects, through a bidding system, one private health insurance
company in each of several designated regions of the Island and pays that insurance
company the insurance premium for each eligible beneficiary within such region.
This new health insurance system was available in 77 of the Island’s municipalities
as of June 30, 2000, and the remaining municipality was added on July 1, 2000.

The Government's current privatization plan for heaith facilities provides for the
transfer of ownership of all health facilities to private entities.

Prospects for the Future

The Governor implemented a new economic development program, based on the
premise that the private sector should provide the primary impetus for economic
development and growth. This program promotes changing the role of the
government from one of being a provider of most basic services, to that of facilitator
for private sector initiatives, and encourages private sector investment by reducing
government-imposed regulatory constraints.

SECRETARY OF THE TREASURY
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The New Economic Model contemplates the development of initiatives that will foster
private investment and private management of sectors that are served more
efficiently and effectively by private enterprise. One of the initiatives, as mentioned
above, that has already been implemented is the adoption of a new tax code that is
intended to expand the tax base, reduce the personal and corporate marginal tax
rates and simplify the tax system.

Also, this Model seeks to identify and promote those areas in which Puerto Rico can
compete more effectively in the global markets. In this regard, tourism was targeted
as a priority because of its potential for job creation and increased contribution to the
gross product, stemming from Puerto Rico’s natural competitive advantage. As part
of the initiatives directed at promoting the tourism sector, in 1993 a new Tourism
Incentives Act was enacted to provide special tax incentives for the development of
new hotel projects. Also, in November 1993, the Tourism Development Fund was
created for the purpose of promoting capital investments and providing financing to
entities that contribute to the development of the tourism industry. As a result of
these initiatives, several new hotels have been constructed or are in the process of
being constructed, increasing the number of total rooms on the Island from 8,415 at
the end of fiscal 1992 to 11,928 by the end of fiscal 2000. Similar tax incentives
have been enacted in other areas targeted by the New Economic Model as areas of
opportunity for the promotion of local and foreign investment in Puerto Rico, such as
agriculture, solid waste management and venture capital.

The New Economic Model is designed to help reduce the size of the government’s
direct contribution to gross domestic product. As part of this goal, the Government
has transferred certain governmental operations and sold a number of its assets to
private parties:

e The Electric Power Authority entered into power purchase agreements with
private power producers, under which two cogenerating plants (with total capacity
of approximately 874 megawatts) using fuel other than oil will be constructed,
operated and owned by these producers.

e The Government has transferred to local sugar cane growers the sugar
processing facilities formerly operated by the Sugar Corporation.

e Sale of Public Health Facilities
Furthermore, the major initiatives to improve and expand Puerto Rico's infrastructure

to facilitate private sector development and growth include both the final phases of
the construction of a modern light rail system for the San Juan metropolitan area that

SECRETARY OF THE TREASURY
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will connect five densely populated sectors of the metropoiitan area and the
construction of a major water pipeline that supplies water to fifteen municipalities
along the north coast of the Island. These two projects have significant social and
economic impact.

Financial Information

The management of the Commonwealth is responsible for establishing and
maintaining internal controls to ensure that the assets of the Commonwealth are
protected from loss, theft or misuse, and that adequate accounting data is compiled
for the preparation of financial statements in conformity with generally accepted
accounting principles. The internal controls are designed to provide reasonable, but
not absolute, assurance that these objectives are met. The concept of reasonable
assurance recognizes that: 1) the cost of a control should not exceed the benefits
likely to be derived; and 2) the valuation of costs and benefits requires estimates and
judgments by management.

As a recipient of federal assistance, the Commonwealth is also responsible for
ensuring that internal controls are in place to ensure that documents and processes
are in compliance with applicable laws and regulations related to such federal
financial assistance programs.

Certain departments, agencies and political subdivisions are subject to the
requirements of the Single Audit Act of 1984, as amended. As a result, these
entities are audited for compliance with the requirements of the federal financial
assistance programs. These audits are performed at the department or agency
level. The Commonwealth has provided for the possibile cost disallowance that may
arise from these audits, as well as from other audits that may be performed by
federal grantors.

Budgetary Controls

The fiscal year of the Commonwealth begins each July 1. The Governor is
constitutionally required to submit to the Legislature an annual balanced budget of
capital improvements and operating expenses of the Central Government for the
ensuing fiscal year.

The annual budget is prepared by the Office of Management and Budget, working
with the Planning Board, the Treasury Department, and other government offices
and agencies. Section 7 of Article VI of the Constitution provides that “The
appropriations made for any fiscal year shall not exceed the total revenues, including

SECRETARY OF THE TREASURY
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available surplus, estimated for said fiscal year unless the imposition of taxes
sufficient to cover said appropriations is provided by law”.

The Commonwealth maintains extensive budgetary controls. The objective of these
controls is to ensure compliance with legal provisions embodied in the annual
appropriated budget approved by the Legislature. Activities of the general fund and
the debt service funds are included in the annual appropriated budget. Budgetary
control resides at the departmental level. The Commonwealth also maintains an
encumbrance accounting system as one method of maintaining budgetary control.

The annual budget, which is developed using elements of performance-based
program budgeting and zero-based budgeting, includes an estimate of revenues and
other resources for the ensuing fiscal year under laws existing at the time the budget
is submitted and legislative measures proposed by the Governor and submitted with
the proposed budget, as well as the Governors recommendations as to
appropriations that in his judgment are necessary, convenient, and in conformity with
the four-year investment plan prepared by the Planning Board.

The Legislature may amend the budget submitted by the Governor, but may not
increase any items that would cause a deficit without imposing additional taxes to
cover such deficit. Once approved by the Legislature, the budget is referred to the
Governor, who may decrease or eliminate any item but may not increase or insert
any new item in the budget. The Governor may also veto the budget in its entirety
and return it to the Legislature with his objections. The Legislature, by a two-thirds
majority in each house, may override the Governor’s veto. If a budget is not adopted
prior to the end of the fiscal year, the annual budget for the preceding fiscal year, as
originally approved by the Legislature and the Governor, is automatically renewed for
the ensuing fiscal year until a new budget is approved by the Legislature and the
Governor. This allows the Commonwealth to continue to pay its operating and other
expenses until a new budget is approved.

General Government Functions

General governmental activities are accounted for in three governmental fund types.
These funds are: general, debt service and capital project.

As a result of the initiatives implemented by the Government, such as the approval of
the Tax Reform, the Administrative Reform of the Puerto Rico Treasury Department,
the aggressive identification of old debts and tax evaders, and the expansion of the
taxpayer base, income tax revenues increased to $4,988 billion in fiscal 2000, from
$4,390 in fiscal 1999, or 12 percent.

SECRETARY OF THE TREASURY
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Other increases in revenues are attributable to intergovernmental revenues, mainly
composed of federal financial assistance programs.

Enterprise Operations

Comparative data for the Enterprise Funds for the past two fiscal years (expressed in
thousands) follows:

June 30, June 30, Increase
2000 1999 (Decrease)
Operating Revenues $ 744,343 $ 910,290 $ (165,947)
Operating Expenditures 581,158 1,185,622 (604,464)
$163,185 $(275,332) $ 438,517

The Enterprise Funds realized an operating income of $163 million in 2000. The net
loss for the fiscal year ended June 30, 1999 was $275 million.

The overall decrease in operating losses of $439 million can be attributed to the
transfer of the remaining operations of the Health Facilities and Services
Administration of Puerto Rico to governmental funds. Those operations lost $423
million last year. Operating revenues of the Additional Lottery System increased by
$33 million in fiscal year 2000.

Fiduciary Operations

Fiduciary Funds are used to account for assets held by the Commonwealth in a
trustee capacity or as an agent for individuals, private organizations, other
governmental units or other funds. These include the expendable trust, pension trust
and agency funds. Trust Funds are established through trust agreements specifying
how the fund will operate. Agency Funds are custodial in nature and do not report
fund balances. The Trust funds include the Employees’ Retirement System of the
Government of Puerto Rico and its Instrumentalities, Puerto Rico Judiciary
Retirement System, Puerto Rico System of Annuities and Pensions for Teachers,

Unemployment Trust Fund and the Health Facilities and Services Administration of
Puerto Rico Trust Fund.

Agency Funds include the Special Deposits Fund. This agency fund includes
deposits under the custody of the Courts of Justice for alimony payments, deposits
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under the custody of the Insurance Commissioner for escheated property and for
insurance companies under bankruptcy.

Financial Advisor and Fiscal Agent

The principal functions of the Government Development Bank for Puerto Rico (GDB)
are to act as financial advisor to and fiscal agent for the Commonwealth, its
municipalities and public corporations, in connection with the issuance of bonds and
notes, and to make loans to private enterprises to aid the economic development of
Puerto Rico.

GDB was the first governmental entity in Puerto Rico to obtain a Certificate of
Achievement for Excellence in Financial Reporting for its Comprehensive Annual
Financial Report. It has received the award for the years ended June 30, 1994
through 1999. The Government Development Bank for Puerto Rico and Subsidiaries
is presented as a discrete component unit.

Debt Administration

As of June 30, 2000, the Commonwealth had a number of debt issues outstanding.
These issues included approximately $5.3 billion in general obligation bonds and
approximately $1.7 billion in revenue bonds. The Commonwealth has maintained an
A credit rating from Standard and Poor's Corporation and a Baa7 from Moody's
Investor Service on general obligation bond issues, and we expect that these
classifications will be maintained or improved in future years. |

The Constitution of the Commonwealth limits the amount of debt service that can be
incurred with respect to issued or guaranteed debt to 15% of internal revenues, as
therein defined. As of June 30, 2000, the Commonwealth is in compliance with the
debt limitation requirement. See the Computation of the Legal Debt Margin, Page
No. 3 in the Statistical Section.

Revenue bonds include outstanding bonds issued by one blended component unit,
PBA., which had $1.7 billion of revenue bonds outstanding at June 30, 2000.

Risk Financing
The Commonwealth purchases commercial insurance to cover casualty, theft, tort

claims and other losses. The current insurance policies have not been canceled or
terminated. As it relates to Workers’ Compensation, the Commonwealth’s presented
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component unit, the State Insurance Fund Corporation, provides workers’
compensation to both public and private employees.

Cash Management Policies and Practices

The Commonwealth maintains a cash pool for its cash and cash equivalents. The
balance in the pooled cash accounts is available to meet current operating
requirements and any excess is invested in various interest-bearing accounts in the
GDB, a discretely presented component unit. in addition, the Puerto Rico
Government Investment Trust Fund (Trust Fund), was created by the
Commonwealth pursuant to Act No. 176 of August 11, 1995, and began operations
on December 4, 1995.

The Trust Fund is a no-load diversified collective investment trust that was created
for the purpose of providing eligible investors (mainly component units and the
municipalities of Puerto Rico) with a convenient and economical way to invest in a
professionally managed money market portfolio.

The deposits on hand and the investments purchased are not collateralized, secured
or guaranteed by the Commonwealth or any of its agencies, instrumentalities or
political subdivisions. |

The Commonwealth’'s investment policy is to minimize credit and market risk while
maintaining a competitive yield on its portfolio. The cash temporarily idie during this
year was invested mainly in US Government securities, stocks, corporate bonds,
repurchase agreements, Commonwealth securities, trading securities, and short-
term investments. These are primary government investments that are restricted
and unrestricted. The Statement of Investment Guidelines for the Government of
Puerto Rico was approved by the GDB on February 22, 1996.

Other Information

Independent Audit

Commonwealth statutes require an annual audit by independent certified public
accountants. The firm of Deloitte & Touche LLP was selected by the Commonwealth
to perform the audit of the general-purpose financial statements in accordance with
generally accepted auditing standards for the fiscal years 1996-97 through 1999-
2000. The independent auditors’ report on the general-purpose financial statements
is included in the financial section of this report.
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Improvements in Financial Reporting

The Commonwealth has significantly improved its financial reporting practices and
policies during the past six years. The general-purpose financial statements, which
used to take thirteen months to be released with several qualifications, are now
prepared within six months after the close of the fiscal year. For fiscal years 1995-
1996, 1996-1997 and 1997-1998, the general-purpose financial statements were
issued on or before December 31 with an unqualified opinion in the Independent
Auditors’ Report. For fiscal year 1999, the first fiscal year under the new Central
Accounting System (PRIFAS), the general-purpose financial statements were issued
on January 14, 2000 with an unqualified opinion in the Independent Auditors’ Report.

Awards

The Government Finance Officers Association of the United States and Canada
(GFOA) awarded a Certificate of Achievement for Excellence in Financial
Reporting to the Commonwealth of Puerto Rico for its Comprehensive Annual
Financial Report (CAFR) for the fiscal years ended on June 30, 1996, 1997, 1998
and 1999. The Certificate of Achievement is a prestigious national award
recognizing conformance with the highest standards for the preparation of state and
local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish
an easily readable and efficiently organized comprehensive annual financial report,
whose contents conform to program standards. The CAFR must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our

current report continues to conform to the Certificate of Achievement program
requirements, and we are submitting it to the GFOA.
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Respectfully submitted,

Secretary of Treasury
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FINANCIAL ANALYSIS

Tax Revenue of the General Fund increased 10% while operating expenditures increased
12%. Therefore the General Fund completed the year with an unreserved fund balance
deficit of $97 million. Unrestricted cash and investments of the General Fund were $446
million, 5.2% of total expenditures.

GENERAL FUND

Income tax revenues of the General Fund increased 13%, $553 million. Total taxes rose
9%, $585 million. However, total revenues growth of 5% was not sufficient to of-set an
11% increase in total expenditures. Operating expenditures accounted for substantially
al of the increase. Necessarily, the General Fund increased a current year operating
deficit of $367 million. Of this approximately $166 million, almost half was caused by
the transfer of the Health Facilities and Services Administration operations to the
Department of Health at July 1, 1999.

(in million)
1999 2000 CHANGE
Tax Revenues
Income $4,414 $ 4,967 $ 553 13%
Excise 1,701 1,724 23 1%
Other 79 88 9 11%
Total Taxes $6,194 $ 6,779 $ 585 9%
Charges for Services $ 17 $ 379 $ 162 75%
Intergovernmental 3,272 2,828 (444) (14%)
Other 219 400 181 83%
Tota Revenue $9,902 $10,386 $ 484 5%
Expenditure
Operating $7,648 $ 8,532 $ 884 12%
Capital 27 18 9) (33%)
Debt Service 145 149 4 3%
Total Expenditures $7,820 $ 8,699 $ 879 11%

DEBT SERVICE FUND
Debt Service Fund payments increased 10% from $649 million in fiscal year 1999 to 712

million in fiscal year 2000. The pace of such debt restructuring, slowed to $55 million in
fiscal year 2000 from $118 million in fiscal year 1999.
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CAPITAL PROJECTSFUNDS

Capital outlays increased almost one-third, $287 million in fiscal year 2000. The balance
of unexpended bond proceeds was $576 million at year end.

CAPITAL OUTLAYS DEBT PROCEEDS
1999 20000 CHANGE 1999 2000 CHANGE
Commonwealth $379  $492 $113 $480 $474 $(6)
Public Building Authority 134 253 119
Office for the Improvements
of the Public Schools 102 57 (45)
$615  $802 $187 $480 $474 $(6)

ENTERPRISE FUNDS

The lotteries comprise the enterprise funds. Effective July 1, 1999 the resource and
activities of the Health Facilities and Services Administration of Puerto Rico were
transferred to the General Fund. Lottery operations remained relatively stable in fiscal
year 2000 generating a $166 million net contribution to the Commonwealth.

TRUST AND AGENCY FUND

Trust and Agency Funds are substantially comprised of the Unemployment Trust Fund
and the three Pension Trust Funds.

Unemployment Trust Fund revenue increased to $453 million in fiscal year 2000 from
$289 million in 1999. The fund balance at June 30, 2000 was $778 million.

(in millions)
1999 2000
Unemployment Taxes $247 $269
Other Revenues 42 184
Expenditure $365 $323

The Pension Trust Fund net assets available for pension benefits grew to $4,634 million
at June 30, 2000 compared to $4,245 million the prior year. The funded ratios of the
plans, however, remained relatively constant because employer contribution rates are
statutorily set at rates less than would be actuarially required.

FUNDED RATIOS

1999 2000
Employees 22% 22%
Teachers 68% 68%

Judiciary 63% 63%
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LONG-TERM DEBT

Commonwealth long-term debt increased $1,751 million in fiscal year 2000 primarily
because of the transfer of $1,295 million, the long-term debt of the Health Facilities and

Services Administration at July 1, 1999.

(in million)
1999 2000 CHANGE
Debt payable to the component units $ 1,222 $ 2,244 $1,022
Bonds payable 6,808 6,983 175
Notes payable 45 44 (D
Accrued compensated absences 811 1,013 202
Other long-term liabilities 646 968 322
Net pension obligation 2,356 2,388 32
Total $11,888 $13,640 $1,752

PUBLIC UNIVERISTY FUNDS

Revenues and expenditures in the Public University Fund remained relatively constant in

fiscal year 2000.
(in million)
1999 2000 CHANGE
Commonwealth Transfer $ 610 $ 647 $ 37
Other Revenues 311 294 (17)
$ 921 $ 941 $20
Expenditures and Transfer (938) (897) 41
Change in Fund Balance
Unrestricted and Restricted $ (17) $ 44 $ 61

COMPONENT UNITS

The Commonwealth relies extensively on its approximately 45 component units to carry
out its responsibilities. Their activities are varied and complex. Assets rose from
$32,930 million at June 30, 1999 to $32,930 million at end of fiscal year 2000 compared
to liabilities of $23,682 million and $23,682 million respectively. Net income rose to
$161 million from $95 million fiscal year 1999. This combined with the net results from
governmental operations and other equity transactions increase combined retained
earning to $4,217 million. More than $1,212 million was expended on the acquisition of

capital assets.
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GENERAL INFORMATION ABOUT PUERTO RICO

Geography and Population

Puerto Rico, the fourth largest of the Caribbean islands, is located approximately 1,600
miles southeast of New Y ork City. It isapproximately 100 mileslong and 35 miles wide.

According to the United States Census Bureau, the population of Puerto Rico was
approximately 3,522,037 as of April 1, 1990, compared to 3,196,520 in 1980. According
to estimates of the Census Office in the Planning Board and the United States Census
Bureau, the population of Puerto Rico increased to 3,808,610 April 1, 2000. Asof July 1,
1999, the population of San Juan, theisland’s capital and largest city, was 439,604

History and Relationship with the United States

Columbus discovered Puerto Rico in 1493, and shortly thereafter the Island was
conquered and settled by the Spaniards. It remained a Spanish possession for four
centuries.

Puerto Rico came under United States sovereignty pursuant to the Treaty of Paris, signed
on December 10, 1898, which ended the Spanish-American War. Puerto Ricans became
citizens of the United States in 1917, with the approval of the Jones Act by the United
States Congress. In 1950, after a long evolution toward greater self-government,
Congress enacted Public Law 600 which provided that the existing political, economic
and fiscal relationship between Puerto Rico and the United States would remain the same,
but Puerto Rico would be authorized to draft and approve its own constitution,
guaranteeing a republican form of government. The Consgtitution was drafted by a
popularly elected constitutional convention, approved in a special referendum by the
people of Puerto Rico, amended and ratified by the United States Congress, and
subsequently approved by the President of the United States. Puerto Rico’s constitutional
status is that of aterritory of the United States, and pursuant to the territorial clause of the
Federal Constitution, the ultimate source of power over Puerto Rico is the United States
Congress. The relationship between the United States and Puerto Rico is referred to
herein as Commonwealth status.

Puerto Rico exercises virtually the same control over its interna affairs, as do the fifty
states; however, it differs from the states in its relationship with the federal government.
The people of Puerto Rico are citizens of the United States but do not vote in national
elections. They are represented in Congress by a Resident Commissioner who has a
voice in the House of Representatives and limited voting power. Most federal taxes,
except Socia Security and other similar taxes, are not levied in Puerto Rico. No federal
income tax is collected from Puerto Rico residents on income earned in Puerto Rico,
except for certain federal employees who are subject to taxes on their salaries. Income
earned by Puerto Rico residents from sources outside of Puerto Rico, however, is subject
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to federal income tax. Federa excise taxes on shipments of alcoholic beverages from
Puerto Rico (which are $13.25 per gallon through October 1, 1999 until December 31,
2001 and $10.50 per gallon thereafter) and other taxes on shipments of tobacco products
from Puerto Rico to the mainland are returned to the Puerto Rico Treasury Department.

The official languages of Puerto Rico are Spanish and English. Although the culture of
Puerto Rico is primarily Hispanic, a considerable intermingling of Hispanic and United
States cultures have occurred.

Governmental Structure

The Constitution of the Commonwealth of Puerto Rico provides for the separation of
powers of the executive, legisative and judicial branches of government. The Governor
is elected every four years. The Legidature consists of a Senate and a House of
Representatives, the members of which are elected for four-year terms. The highest court
within the local jurisdiction is the Supreme Court of Puerto Rico. Decisions of the
Supreme Court of Puerto Rico may be appealed to the Supreme Court of the United
States under the same terms and conditions as decisions from state courts. Puerto Rico
congtitutes a District in the Federal Judiciary System and has its own United States
District Court. Decisions of this court may be appealed to the United States Court of
Appealsfor the First Circuit and form there to the Supreme Court of the United States.
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Deloitte &
Touche LLp

a Hato Rey Tower, Suite 1200  Telephone: (787) 759-7171
268 Munoz Rivera Avenue Facsimile: {(787) 756-6340
San Juan, PR 00918-2511

INDEPENDENT AUDITORS' REPORT

The Honorable Governor of the
Commonwealth of Puerto Rico
San Juan, Puerto Rico

We have audited the accompanying general purpose financial statements of the Commonwealth of Puerto
Rico (the Commonwealth) as of June 30, 2000, and for the year then ended, listed in the table of
contents. These general purpose financial statements are the responsibility of the management of the
Commonwealth. Our responsibility is to express an opinion on these general purpose financial
statements based on our audit. We did not audit the financial statements of the Public University funds,
and the following activities and component units. Those statements were audited by other. auditors
whose reports have been furnished to us, and our opinion, insofar as it relates to the amounts included for
the General fund, Public University funds and the following activities and component units, is based
solely on the reports of the other auditors:

o Office for the Administration of the Assets of the Puerto Rico Urban Renewal and Housing
Corporation, which represents 4% of total assets of the general fund.

«  The Additional Lottery System, an enterprise fund, which represents 85% and 39%, respectively, of
total assets and operating revenues of the enterprise funds.

« Entities identified in Note 2, that are presented as component units-other, which represent 57% and
67%, respectively, of the total assets and operating revenues of the component units-other column.

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 general purpose financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the general
purpose financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the reports of the other auditors provide a reasonable basis
for our opinion.

In our opinion, based on our audit and on the reports of the other auditors, the general purpose financial
statements referred to above present fairly, in all material respects, the financial position of the
Commonwealth of Puerto Rico as of June 30, 2000, and the results of its operations and the cash flows of
its proprietary fund types and discretely presented component units-other for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

Deloitte Touche
Tohmatsu
International



As discussed in Note 19, certain changes were made to the reporting entity as presented in these general
purpose financial statements and to accounting policies of certain discretely presented component units.

Our audit was conducted for the purpose of forming an opinion on the general purpose financial
statements taken as a whole. The combining and individual fund financial statements and schedules
listed in the table of contents are presented for the purpose of additional analysis and are not a required
part of the general purpose financial statements of the Commonwealth. These financial statements and
schedules are also the responsibility of the management of the Commonwealth. Such additional
information has been subjected to the auditing procedures applied in the audit of the general purpose
financial statements and, in our opinion, based on our audit and the reports of other auditors referred to 1n
the first paragraph, are fairly stated in all material respects when considered in relation to the general
purpose financial statements taken as a whole.

The introductory and statistical sections of this report listed in the table of contents are presented for
purposes of additional analysis and are not a required part of the general purpose financial statements of
the Commonwealth. Such additional information has not been subjected to the auditing procedures
applied in the audit of the general purpose financial statements and, accordingly, we express no opinion
on it.

OM 6 Jouche L AP

December 29, 2000

Stamp No. 1691241
affixed to original.
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COMMONWEALTH OF PUERTO RICO

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -

ALL GOVERNMENTAL FUND TYPES AND EXPENDABLE TRUST FUNDS

YEAR ENDED JUNE 30, 2000 (Expressed in Th ds)

REVENUES:
Taxes:
Income
Excise
Unemployment
Other
Charges for services
Revenue from global settlement agreement
Iritergovernmental
Interest
Other

Total revenues

EXPENDITURES:
Current:
General government
Public safety
Health
Public housing and welfare
Education
Economic development
Intergovernmental
Capital outlay
Debt service:
Principal
Interest and other

Total expenditures
Excess (deficiency) of revenues over (under) expenditures

OTHER FINANCING SOURCES (USES):
Proceeds from long-term debt issucs
Proceeds from refunding bonds
Transfers-in from component units
Operating transfers-in from other funds
Operating transfers-out to other funds
Transfers-out to component units
Payment to refunded bond escrow agent

Total other financing sources (uses)

Excess (deficiency) of and other fi
over (under) expenditures and other financing uses

FUND BALANCES AT BEGINNING OF YEAR (as restated)
RESIDUAL EQUITY TRANSFER

FUND BALANCES AT END OF YEAR

See notes to general purpose financial statements.

Fiduciary
Governmental Fund Types Fund Type
Totals
Debt Capital p [ d
General Service Projects Trust Only)

$ 4,967,138 s $ 4,967,138

1,723,633 12,906 1,736,539

268,696 268,696

87,523 87,523

378,767 236,540 1,713 5,684 622,704

90,571 90,571

2,827,836 105,907 37,785 17,767 2,989,295

55,217 8,791 27,517 44,930 136,455

358,839 24,709 25,968 409,516

10,398,953 364,144 91,724 453,616 11,308,437

853,040 887 853,927

1,310,322 4,944 1,315,266

972,757 2,904 975,661

2,102,410 264,033 2,366,443

2,436,267 961 2,437,228

337,255 49,231 386,486

373,016 373,016

18,207 815,390 833,597
92,520 323,849 416,369

55,742 388,853 444,595
8,551,536 712,702 815,390 322,960 10,402,588
1,847,417 (348,558) (723,666) 130,656 905,849

474,471 474,471

54,645 54,645

73,922 73,922
387,908 462,108 102,643 1,683 954,342
(679,286) (98,066) (33,219) (360) (810,931)
(1,836,161) (1,836,161)
(54,645 (54,645)
(2,053,617) 364,042 543,895 1,323 (1,144,357)
(206,200) 15,484 (179,771) 131,979 (238,508)

496,990 33,062 742,687 753,527 2,026,266
(61,596) (61,596)

3 229,194 s 48,546 562,916 885,506 $ 1,726,162
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COMMONWEALTH OF PUERTO RICO

COMBINED STATEMENT OF REVENUES, EXPENSES AND CHANGES IN RETAINED
EARNINGS (DEFICIT)/FUND BALANCES - PROPRIETARY FUND TYPE AND SIMILAR

DISCRETELY PRESENTED COMPONENT UNITS

YEAR ENDED JUNE 30, 2000 (Expressed in Thousands)

OPERATING REVENUES:
Charges for services
Financing income
Investment earnings
Other

Total operating revenues

OPERATING EXPENSES:

Cost of services
Interest

Depreciation and amortization
Other

Total operating expenses
OPERATING INCOME (LOSS)

NON-OPERATING REVENUES
(EXPENSES):
Intergovernmental
Interest income
Interest expense
Other, net

Total non-operating revenues (expenses)
INCOME (LOSS) BEFORE OPERATING TRANSFERS

TRANSFERS:
Operating transfers to other funds
From primary government

Total transfers, net

NET INCOME (LOSS)

EXCESS OF REVENUES OVER EXPENDITURES
FROM GOVERNMENTAL OPERATIONS

DEPRECIATION ON FIXED ASSETS

ACQUIRED THROUGH CAPITAL
CONTRIBUTIONS

INCREASE IN RETAINED EARNINGS/
FUND BALANCES

RETAINED EARNINGS (DEFICITY
FUND BALANCES AT BEGINNING
OF YEAR (as restated)

RESIDUAL EQUITY TRANSFER

TRANSFERS TO CONTRIBUTED CAPITAL

RETAINED EARNINGS (DEFICITY
FUND BALANCES AT END OF YEAR

See notes to general purpose financial statements.

Proprietary
Fund Type

Enterprise

\ 744,343

744,343

578,872

2,286

581,158

163,185

789
(174)
460

1,075

164,260

(166,289)

(166,289)

(2,029)

2,258

229

(1,154,671)
1,153,346

(229)

$ (1,325)

Other
Discretely
Presented

Component

Units

$ 3,892,346
249,733
509,949

49,605

4,701,633

4312,992
460,230
404,188

7,349

5,184,759

(483,126)

(3,724)
289,777
(355,126)
(141.426)

(210,499)

(693,625)

922,583

922,583

228,958

346,124

74,572

649,654

3,786,799
(5,342)

(208,674)

$ 4,222,437



COMMONWEALTH OF PUERTO RICO

COMBINED STATEMENT OF CASH FLOWS -

PROPRIETARY FUND TYPE AND SIMILAR DISCRETELY PRESENTED COMPONENT UNITS
YEAR ENDED JUNE 30, 2000 (Expressed in Thousands)

Proprietary Other

Fund Type Discretely
Presented
Component

Enterprise Units

CASH FLOWS FROM OPERATING ACTIVITIES:
_Opcrating income (loss) $ 163,185 $  (483,126)

Adjustments to reconcile operating loss to
- net cash provided by operating activities:

Depreciation and amortization 2,286 404,188
Provision for uncollectible accounts 32,259
Amortization of debt discount 2,032
Net gain on disposition of fixed assets | (25,257)
Net gain on sale of investments and fixed assets (57,300)
Contnbution in lieu of taxes (98,495)

Net cash flow effect of noncapital financing,
capital and related financing and investing

activities included in operating loss (262,815)
Other 460 (59,142)
Change in assets and habilities:

Increase 1n:

Receivables (1,697) (184,314)

Due from primary government (3,603)

Inventories (43,860)

Other assets (40,296)

Accounts payable and accrued liabilities 586 258,117

Due to other funds 9 907

Deposits 11,304

Interest payable 3,196

Deferred revenues 158

Lottery prizes payable 18,362

Accrued compensated absences 261 2.081

Other habilities 12,169
Decrease In:

Receivables 19 11,845

Inventories 5,137

Other assets 220 12,201

Accounts payable and accrued liabilities (6,667) (44,071)

Deposits - (175)

Due to pnmary government (5,031)

Interest payable (249)

Deferred revenues (151) (12,993)

Lottery prizes payable (1,676)

Other liabilities (950)
Total adjustments 21,910 (83,864)
Net cash provided by (used in) operating

activities, (carried forward) $ 185,095 $§  (566,990)

See notes to general purpose financial statements. (Continued)



COMMONWEALTH OF PUERTO RICO

COMBINED STATEMENT OF CASH FLOWS -

PROPRIETARY FUND TYPE AND SIMILAR DISCRETELY PRESENTED COMPONENT UNITS

YEAR ENDED JUNE 30, 2000 (Expressed in Thousands)

Net cash provided by (used in) operating
activities, (brought forward)

CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES:
Proceeds from notes and loans
Principal paid on notes and loans
Interest paid on notes and Joans
Operating grants received
Operating transfers-out to other funds
Transfers-in from primary government
Transfers-out to primary government
Transfers from component units
Transfers to component units

Capital contributions
Net increase in securitics lending transactions

Net cash provided by (used in) noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Acquisition and construction of capital assets
Proceeds from issuance of bonds and notes
Principal paid on bonds and notes
Interest paid on bonds and notes
Proceeds from sale of equipment
Capital contributions

Net cash used in capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of investment sccuritics

Proceeds from sales and maturitics of investment
securitics

Purchases of units in the Puerto Rico Government
Investment Trust fund

Redemptions of units in the Puerto Rico Government
Investment Trust fund

Interest and dividends on mvestments

Principal collected on loans to:
Public entitics of the Commonwealth of Puerto Rico
Private sector

Loans originated to: .
Public entities of the Commonwealth of Puerto Rico
Private sector

Net cash used in investing activities
NET DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR (as restated)

CASH AND CASH EQUIVALENTS FROM
GOVERNMENTAL OPERATIONS

CASH AND CASH EQUIVALENTS AT
END OF YEAR

See notes to general purpose financial statements.

Proprietary
Fund Type

Enterprise

3 185,095

(170,504)

(170,504)

(252)

(252)

(18,690)

790

(17,900)

(3,561)

60,933

$ 57,372

Other
Discretely
Presented

Component

Units

S (566,990)

2,590,559
(2,290,792)

(358,906)
91,553

936,454

(175,846)
6,827

(1,200)
405,102
21,418

1,225,169

(1,212,023)
1,239,656

(517,090)

(239,862)
39,186
82,035

(608,098)

(17,182,478)
16,937,643

(146)

3,659
664,137

1,175,111
105,372

(1,937,631)
(80,882)

(315,215)

(265,134)

1,410,262

258,886

3 1,404,014

(Continued)



COMMONWEALTH OF PUERTO RICO

COMBINED STATEMENT OF CASH FLOWS -

PROPRIETARY FUND TYPE AND SIMILAR DISCRETELY PRESENTED COMPONENT UNITS

YEAR ENDED JUNE 30, @00 (Expressed in Thougands)

RECONCILIATION OF CASH AND CASH EQUIVALENTS TO
THE COMBINED BALANCE SHEET:

Cash and cash equivalents
Cash and cash equivalents in governmental banks
Cash and cash equivalents - restricted assets

Proprietary
__Fund Type

Enterprise

$ 38,785
18,587

) 57,372

RECONCILIATION OF BEGINNING CASH AND CASH EQUIVALENTS:

Cash and cash equivalents as of June 30, 1999, as previously reported

Investments considered cash equivalents under Governmental Accounting

Standards Board No. 9, Reporting Cash Flows of Proprietary and
Nonexpendable Trust Funds and Governmental Entities That Use
Proprietary Fund Accounting (GASB 9)

Cash and cash equivalents considered investments under GASB No. 9

Cash and cash equivalents from governmental operations

Cash and cash equivalents as of June 30, 1999, as adjusted

SCHEDULE OF NON-CASH TRA]‘N;SACTIONS:
Accretion of discount

Financing of property acquisition

Capitalized interest on loans

Decrease 1n fair value of investments

Accrued interest on capital appreciation bonds
Transfers of loans to finance sale of real estate owned

Payments made by the Puerto Rico Treasury Department on behalf
of the Solid Waste Authority of Puerto Rico

Assets transferred and liabilities assumed

See notes to general purpose financial statements.

- 10 -

Other
Discretely
Presented

Component

Units

$ 230,708
207,436
965,870

$ 1,404,014

$ 1,257,403

467,727
(94,320)

—(220,548)
$ 1,410,262

$ 71,657
5 52,909
$ 51,710
$ 19,039
$ 17,300

$ 7,166

$ 3,000

$ 1,920

(Concluded)



COMMONWEALTH OF PUERTO RICO

COMBINED STATEMENT OF CHANGES IN PLAN NET ASSETS AVAILABLE FOR PENSION BENEFITS -
PENSION TRUST FUND TYPES AND SIMILAR DISCRETELY PRESENTED COMPONENT UNITS
YEAR ENDED JUNE 30, 2000 (Expressed in Thousands)

Public
Fiduciary University
Fund Type Fund
University
of Puerto Rico
Pension Retirement
Trust Funds System
ADDITIONS:
Contributions:
Employer $ 378417 $ 49652
Employees 289300 22 384
Special 22,1438
Total contributions 689,865 - 72,036
Investment income:
Interest 131,534 22,783
Dividends 25,002 3.401
Net appreciation of investments 432,359 82.697
Total investment income 588,895 108,881
Less investment expense (12,090) (2,673)
Net investment income 576,805 106,208
Other income 17,060 4,108
Total additions 1,283,730 182.352
DEDUCTIONS:
Benefits 807,579 76,153
Refunds of contributions 25477
General and administrative 61,778 2214
Total deductions 894 834 78,367
NET INCREASE 388,896 103,985
NET ASSETS AVAILABLE FOR
PENSION BENEFITS AT BEGINNING
OF YEAR 4245168 650,295
NET ASSETS AVAILABLE FOR .
PENSION BENEFITS AT END OF YEAR $ 4634064 $ 754280

See notes to general purpose financial statements.

11-
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COMMONWEALTH OF PUERTO RICO

COMBINED STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES
AND OTHER CHANGES - PUBLIC UNIVERSITY FUNDS - UNIVERSITY OF PUERTO RICO
YEAR ENDED JUNE 30, 2000 (Expressed in Thousands)

Unrestricted  Restricted Total
REVENUES:
Tuition and fees $ 63915 $ 5,710 $ 69,625
Transfers from primary government 566,226 55,435 621,661
Federal grants and contracts 177,230 177,230
Private gifts, grants and contracts 10,123 10,123
Sales and services of educational departments 823 35,163 35,986
Sales and services of auxiliary enterprises 7,156 7,156
Investment income 6,311 185 6,496
Other sources 3,362 15,859 19,221
Total current revenues 647,793 299,705 947 498
EXPENDITURES AND MANDATORY TRANSFERS:
Educational and general:
Instruction 252,627 25,132 277,759
Research 20,305 59,493 79,798
Public service 12,902 32,488 45,390
Academic support 67,338 5,930 73,268
Student services 33,381 2,800 36,181
Institutional support 105,492 5,280 110,772
Operation and maintenance of plant 80,675 442 81,117
Scholarships and fellowships 1,719 125,047 126,766
Hospitals 32,035 32,035
Independent operations 22 1,537 1,559
Other 5,038 15,555 20,593
Total educational and general expenditures 579,499 305,739 885,238
Mandatory transfers for:
Principal and interest 34,664 34,664
Restricted current fund matching grants 6,030 (6,030)
Total educational, general and
mandatory transfers 620,193 299,709 919,902
Auxiliary enterprises - expenditures 10,181 10,181
Total expenditures and mandatory transfers 630,374 299,709 930,083
TRANSFERS AND ADDITIONS (DEDUCTIONS):
Deficit of restricted receipts under
transfers to revenues (5,644) (5,644)
Refunded to grantors (1,468) (1,468)
Nonmandatory transfers (14,728) 12,448 (2,280)
Total other deductions (14,728) 5,336 (9,392)
NET INCREASE IN FUND BALANCE $ 2,691 $ 5332 $ 8,023

See notes to general purpose financial statements.
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COMMONWEALTH OF PUERTO RICO

NOTESTO GENERAL PURPOSE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2000

1. SUMMARY OF SIGNILICANT ACCOUNTING POLICIES

The Commonwealth of Puerto Rico (the "Commonwealth") was constituted on July 25, 19S2, under
the provisions of its Constitution as approved by the people of Puerto Rico and the United States
Congress. The Commonwealth's Constitution provides for the separation of powers of the executive,
legidlative and judicial branches of the government. The Commonwealth assumes responsibility for
public safety, public health, public housing, welfare, education and economic development.

A. TheFinancial Reporting Entity

The accompanying general purpose financial statements have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as applicable
to governmental units. The Governmental Accounting Standards Board (GASB) is the accepted
standard-setting body for governmental accounting and financial reporting. In addition, GAAP
requires that the Commonwealth's proprietary activities apply GAAP as it is applied by similar
business activities in the private sector. As aresult, the financial statements of certain component
units follow the specialized reporting practices for financial institutions, insurance companies,
public utilities, colleges and universities, investment companies, and hospitals, as prescribed by
the GASB and other authoritative sources, including pronouncements of the Financial
Accounting Standards Board (FASB).

The accompanying general purpose financial statements include all departments, agencies and
governmental entities whose funds are under the custody and control of the Secretary of
Treasury, and the Commonwealth's component units pursuant to Act No. 230 of July 23, 1974,
as amended, known as Commonwealth of Puerto Rico Accounting Law. The component units
discussed below are included as part of the Commonwealth's reporting entity because they are
financially accountable to the Commonwealth pursuant to GASB Statement No. 14, The
Financial Reporting Entity ("GASB 14").

B. Component Units

GAAP defines component units as those entities which are legally separate organizations for
which the Commonwealth's elected officials are financially accountable, or other organizations
for which the nature and significance of their relationship with the Commonwealth are such that
exclusion would cause the Commonweadlth's general purpose financia statements to be
misleading and incomplete. GAAP details two methods of presentation: blending the financial
data of the component units balances and transactions in a manner similar to the presentation of
the Commonwealth's balances and transactions; or discrete presentation of the component units
financial datain columns separate from the Commonwealth's balances and transactions.

The Commonwealth can impose its will on each of the component units through appointment of
the governing authorities
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The financial statements of the component units discussed below have been included in the
financial reporting entity either as blended component units or as discretely presented component
units in accordance with GAAP.

1. Blended Component Units:

The following entities, while legally separate from the Commonwealth, meet the criteria to
be reported as part of the primary government because they provide services entirely
or ailmost entirely to the Commonwealth.

Public Buildings Authority (PBA)

The Public Buildings Authority is governed by a seven-member board of which the Secretary
of the Department of Transportation and Public Works ("DTPW") is a permanent member
and the other six members are appointed by the Governor with the consent of the Senate. It is
alegally separate entity, whose activities are blended within the primary government because
it exists to construct, purchase or lease office, school, health, correctional, social welfare and
other facilities for lease to the Commonwealth's departments, component units and
instrumentalities. Bonds issued by PBA to finance such facilities are payable from lease
collections, which are largely derived from Commonwealth appropriations and are generally
secured by the Commonweslth's guarantee. (See Note 16).

Puerto Rico Maritime Shipping Authority (PRMSA)

The Puerto Rico Maritime Shipping Authority is governed by the President of the
Govemment Development Bank for Puerto Rico. On March 3, 1995, the Commonwealth
sold to private investors its maritime transportation business. The remaining operations of
PRMSA are for the sole purpose of servicing the long-term liability to third parties that
resulted from the aforementioned sale. The Commonwealth is required to annually
appropriate funds in its general operating budget to provide for the payment of principal and
interest on such debt. (See Note 15).

Employees Retirement System of the Government of Puerto Rico and its
Instrumentalities (ERS)

The Employees Retirement System of the Government of Puerto Rico and its
Instrumentalities is governed by a Board of Trustees which is composed of the Secretary of
the Treasury, who is the President, the president of the Government Development Bank for
Puerto Rico, the Insurance Commissioner, the Director of the Puerto Rico Central Office of
Personnel Administration, two participating employees and one pensioner, who are
appointed by the Governor. The Commonweslth reports ERS as a single-employer pension
plan. ERS is the administrator of a defined benefit pension plan which covers al regular
employees of the Commonwealth and its instrumentalities and of certain municipalities and
component units not covered by their own retirement system. On September 24, 1999, an
amendment to the Law that created ERS was enacted with the purpose of establishing a new
plan (System 2000) for persons joining the government on or after January 1, 2000. (See
Note 22).
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Puerto Rico Judiciary Retirement System (JRS)

The Puerto Rico Judiciary Retirement System is governed by the same Board of Trustees as
ERS. JRS is a single-employer defined benefit plan, administered by the Employees
Retirement System of the Government of Puerto Rico and its Instrumentalities, which covers
al individuals holding a position as Justice of the Supreme Court, Judge of the Superior
Court or the District Court or Municipal Judges of the Commonwealth of Puerto Rico. (See
Note 22).

Puerto Rico System of Annuitiesand Pensionsfor Teachers(TRS)

The Puerto Rico System of Annuities and Pensions for Teachers is governed by a five-
member board comprised of the Secretary of Education, the Secretary of the Treasury, the
President of the Teachers Association and two members appointed by the Governor with the
advice and consent of the Senate for four years, of which one must be a retiree and the other
an active member. The Commonwealth reports TRS as a single-employer pension plan. TRS
provides retirement benefits to al teachers of the Department of Education of the
Commonwealth, all pensioned teachers, all teachers transferred to an administrative position
in the Department of Education, teachers who work in the Teachers Association of Puerto
Rico, and those who practice in private ingtitutions accredited by the Department of
Education. TRS provides retirement, death and disability benefits. (See Note 22).

The Children's Trust

The Children's Trust (the "Trust") is governed by a seven-member board comprised by the
Governor of Puerto Rico, who is the Chairman, the President of the Government
Development Bank for Puerto Rico, the Director of the Office of Management and Budget,
the Secretary of Justice and three private citizens appointed by the Governor with the consent
of the Senate. The Trust was created for the purpose of developing programs aimed at
promoting the well-being of children and youth of Puerto Rico, especialy in the areas of
education, recreation and health. The programs are to be financed with the monies to be
received by the Commonwealth from a Globa Settlement Agreement dated November 23,
1998, between certain tobacco companies and certain states, territories, and other
jurisdictions of the United States of America, including the Commonwealth.

Complete financial statements of the blended component units can be obtained directly by
contacting their respective administrative of fices at:

Public Buildings Authority Puerto Rico Judiciary Retirement System
PO Box 41029 Minillas Station PO Box 364267
San Juan, PR 00940-1029 Santurce, PR 00940
PR Maritime Shipping Authority Puerto Rico System of Annuities and
PO Box 362829 Pensions for Teachers
San Juan, PR 00936-2829 PO Box 19879
San Juan, PR 00919-1879

Employees Retirement System of the The Children's Trust

Government of Puerto Rico and its Instrumentalities PO Box 42001
PO Box 42003 Minillas Station San Juan, PR 00940-2001

Santurce, PR 00940
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Discretely Presented Component Units:

The following component units, consistent with GASB 14, are discretely presented in the
general purpose financial statements because of the nature of the services they provide and
the Commonwealth's ability to impose its will. The public university fund’s financial
information is presented in a separate column due to its reporting model being different
from that followed by the other component units.

Public University Funds

University of Puerto Rico (UPR)

The University of Puerto Rico is governed by a thirteen-member Board of Trustees of
which ten members are appointed by the Governor with the consent of the Senate, one
full-time student and two member professors. Board members are appointed for a period
from four to eight years. The terms for the student and professors are one year.

University of Puerto Rico Retirement System (UPRRS)

The University of Puerto Rico Retirement System is the admimistrator of a single
employer pension plan for the employees of the University of Puerto Rico. It 1s governed
by the Board of Trustees of the University, and is reported as a component unit of the

UPR. (See Note 22).

Component Units - Other

Government Development Bank for Puerto Rico and Subsidiaries (GDB)

The Government Development Bank for Puerto Rico and Subsidiaries are governed by a
seven-member board appointed by the Governor. The Chief of Staff 1s the Chairman.
GDB acts as the financial advisor and fiscal agent for the Commonwealth, its public
corporations and municipalities in connection with the issuance of bonds and notes; and 1t
also makes loans and advances funds to public corporations.

Puerto Rico Electric Power Authority (PREPA)

The Puerto Rico Electric Power Authority is governed by a nine-member board. Seven
members are appointed by the Governor with the consent of the Senate, and the remaining
two members are appointed by the Puerto Rico Consumer Affairs Department. PREPA 1s
responsible for conserving, developing and utilizing the power resources of Puerto Rico
and owns and operates the Commonwealth's electrical power generation and distribution
system. PREPA is authorized, among others, to borrow money and issue revenue bonds
for any of its corporate purposes and is required, under the terms of a 1947 Indenture and a
1974 Agreement, to determine and collect reasonable rates for its electrical power
generation and distribution system in order to produce revenues sufficient to cover all
operating and financing obligations.

Puerto Rico Highway and Transportation Authority (PRHTA)

The Puerto Rico Highway and Transportation Authority is governed by the Secretary of
the DTPW, who is appointed by the Governor with the consent of the Senate. PRHTA has
broad powers to carry out its responsibilities in accordance with the DTPW's overall
transportation policies. These powers include, among other things, the complete control
and supervision of any highway facilities constructed, owned or operated by PRHTA, the
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ability to set tolls for the use of the highway facilities and the power to issue bonds, notes
or other obligations. PRHTA plans and manages the construction of all major projects
relating to the Commonwealth toll highway system, undertakes major repairs and
maintains the tollways.

Puerto Rico Aqueduct and Sewer Authority (PRASA)

The Puerto Rico Aqueduct and Sewer Authority is governed by a seven-member board.
Four members are appointed by the Governor, one is the Secretary of Transportation and
Public Works and two members are appointed by the Puerto Rico Consumer Affairs
Department. PRASA owns and operates the system of public water supply and sanitary
sewer facilities. PRASA is authorized, among other powers, to borrow money and 1ssue
revenue bonds for any of its corporate purposes. PRASA is required, under the terms of
its Trust Agreements, to determine and collect reasonable rates for water and sewer
services to produce revenues sufficient to cover all operating and financing obligations.
PRASA's capital is generated by non-reimbursable legislative appropriations from the
Commonwealth, grants from various agencies of the Federal government, donations in-
kind or other operating cash transfers from various govemmental agencies and
instrumentalities of the Commonwealth, other customers of PRASA, and internally
generated funds. As discussed in Note 16, the Commonwealth guarantees the principal
and interest payments of certain outstanding bonds and of all future bonds 1ssued to
refinance those outstanding bonds.

Puerto Rico Telephone Authority (PRTA)

The Puerto Rico Telephone Authority was governed by a five-member board appointed by
the Governor with the consent of the Senate. PRTA was responsible for acquiring,
developing and operating telephone, radio, cable or other communication systems through
its wholly owned subsidiaries Puerto Rico Telephone Company, Inc. (“PRTC”) and
Celulares Telefonica, Inc. (“CT™).

On April 7, 1997, the Commonwealth announced a plan to privatize PRTC and CT
through a competitive bidding process. On July 21, 1998, after the conclusion of the
bidding process, a consortium led by GTE Corporation (the "GTE Group”) was awarded
the right to purchase a controlling interest in PRTC and CT. |

PRTA is, since the sale transaction described in Note 25, ascribed to the Government
Development Bank for Puerto Rico, a discretely presented component unit and reports to
1ts management.

Puerto Rico Government Investment Trust Fund (PRGITF)

The Puerto Rico Government Investment Trust Fund was created in fiscal 1996 and 1s
governed by the Secretary of the Treasury of the Commonwealth, who 1s appointed by the
Govemor, with the consent of the Senate. The Government Development Bank for Puerto
Rico is its trustee, custodian and administrator. PRGITF’s main objective is to provide
investment opportunities in a money market portfolio by investing, in high qualty
securities, with minimal credit risk.

Qualified investors include the Commonwealth’s central government, its public
corporations, instrumentalities and agencies, and the municipalities of Puerto Rico.
PRGITF is neither subject to regulation under the Investment Company Act of 1940, nor 1s
it required to register under the Securities and Exchange Act of 1933. (See Note 4).
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Puerto Rico Housing Bank and Finance Agency (PRHBFA)

The Puerto Rico Housing Bank and Finance Agency is governed by the Secretary of Housing who is
appointed by the Governor with the consent of the Senate. PRHBFA issues bonds and notes to provide
interim and permanent financing for low-income housing projects and single-family home ownership
programs. It is also engaged in insuring and servicing mortgages originated by the fommer Puerto
Rico Urban Renewa and Housing Corporation which ceased operations effective August 9, 1991.
PRHBFA obtains funds from legidative appropriations, sale of mortgages, collection of mortgage
repayments, and other sources.

State Insurance Fund Cor poration (SIFC)

The State Insurance Fund Corporation is governed by a five-member board appointed by the Governor
with the consent of the Senate. SIEC provides workers compensation and disability insurance to
public and private employees.

Economic Development Bank for Puerto Rico (EDB)

The Economic Development Bank for Puerto Rico is governed by a nine-member board comprised of
the President of the Government Development Bank for Puerto Rico, who is the Chairman, the
Secretary of Agriculture, the Secretary of Economic Development and Commerce, the Economic
Development Administrator, the Executive Director of the Tourism Company of Puerto Rico and four
other members appointed by the Governor with the consent of the Senate. EDB is responsible for the
promotion and development of the private sector economy of the Commonwealth. This purpose is to
be met by granting direct loans, loan guarantees, and/or direct investments to any person or business
organization devoted to manufacturing, agriculture, trade, tourism or other service enterprises, whose
economic activity may have the effect of substituting imports.

Puerto Rico Industrial Development Company (PRIDCO)

The Puerto Rico Industrial Development Company is governed by the Economic Development
Administrator who is appointed by the Governor with the consent of the Senate. PRIDCO administers
the Commonwealth-sponsored economic development program by providing facilities, genera
assistance, and specia incentive grants to manufacturing companies in Puerto Rico. PRIDCO has
issued interim notes and revenue bonds to finance factories and other facilities. Rentals derived from
the leasing of specified facilities of PRIDCO are pledged for the payment of PRIDCO's revenue
bonds.

PRIDCO also administers the Specia Incentives Program. This program provides governmental funds,
appropriated by the Legislature, for reimbursement to manufacturers for alowable start-up costs or for
improvement in infrastructure that result in better manufacturing facilities.

Puerto Rico Ports Authority (PRPA)

The Puerto Rico Ports Authority is governed by a five-member board consisting of the Secretary of
Transportation and Public Works, who is the Chairman, the Secretary of Economic Development and
Commerce, the Economic Development Administrator, the Executive Director of the Tourism
Company of Puerto Rico and one private citizen appointed by the Governor with the consent of the
Senate. The purpose of PRPA is to administer all ports and aviation transportation facilities of the
Commonwealth and to render other related services.
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Effective July 1, 1999, the assets, liabilities and equity of the ferries operations were separated
from PRPA by Act No. 1 of January 1, 2000, to the Puerto Rico Maritime Transportation
Authority. Net assets and contributed capital of approximately $60 million were transferred.

Puerto Rico Municipal Finance Agency (PRMFA)

The Puerto Rico Municipal Finance Agency is governed by afive-member board comprised of the
Secretary of the Treasury, the President of the Government Development Bank for Puerto Rico
and three additional members appointed by the Governor with the consent of the Senate, one of
whom shall be either the mayor or chief financial officer of a municipality. PRMFA was
organized to create a capital market to assist the municipalities of Puerto Rico in financing their
public improvement programs.

Puerto Rico Infrastructure Financing Authority (PRIFA)

The Puerto Rico Infrastructure Financing Authority was created by the Commonwealth. PRIFA is
governed by the Secretary of the Treasury and six members of the board of the Government
Development Bank for Puerto Rico. Its responsibilities are to provide financial, administrative,
consulting, technical, advisory and other types of assistance to other component units and
governmental instrumentalities of the Commonweath which are authorized to develop
infrastructure facilities, and to establish aternate means for financing them.

Sugar Corporation of Puerto Rico (SCPR)

The Sugar Corporation of Puerto Rico is administered by the Governing Board of the Land
Authority of Puerto Rico consisting of the Secretary of Agriculture who isthe Chairman, and four
other members appointed by the Governor with the consent of the Senate. SCPR was created to
consolidate ownership and management of the Commonwealth's interests in Puerto Rico's sugar
industry. (See Note 27).

Puerto Rico School of Plastic Arts (SPA)

The Puerto Rico School of Plastic Arts is governed by a seven-member board elected by the

Board of Directors of the Institute of Puerto Rican Culture (the "Institute"). Board members may

not be employees of the SPA. Of these, three are elected from among the members of the Board of
Directors of the Institute, one of whom will serve as president SPA was created to develop,

promote, plan, and coordinate programs of study in higher education oriented to the plastic arts,

teaching artistic techniques and to help students to develop humanistic values.

Puerto Rico Industrial, Tourist, Educational, Medical, and Environmental Control
Facilities Financing Authority (AFICA)

The Puerto Rico Industrial, Tourist, Educational, Medical, and Environmental Control Facilities
Financing Authority is governed by a seven-member board consisting of the Economic
Development Administrator, the President of the Government Development Bank for Puerto
Rico, the Executive Director of the Puerto Rico Aqueduct and Sewer Authority, the Executive
Director of the Tourism Company of Puerto Rico, the President of the Environmental Quality
Board and two private citizens appointed by the Governor with the consent of the Senate. AFICA
is authorized to issue revenue bonds to finance industrial, pollution control, medical, and
educational facilitiesin Puerto Rico and the
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United States for use by private companies, non-profit entities or governmental agencies. The
bonds are payable solely from collections from such private companies, non-profit entities or
governmental agencies, and do not congtitute debt of the Commonwealth or any of its other
components units.

Caribbean Basin Projects Financing Authority (CBPFA)

The Caribbean Basin Projects Financing Authority is governed by a five-member board
consisting of the Economic Development Administrator, the President of the Government
Development Bank for Puerto Rico, the President of the Economic Development Bank for
Puerto Rico and two private citizens appointed by the Governor with the consent of the
Senate. CBPFA is authorized to issue revenue bonds and to loan the proceeds thereof to
finance projects for the development of the Caribbean Basin countries that were authorized
to receive investments of funds under the provisions of Section 936 of the US Internd
Revenue Code. CBPFA did not issue revenue bonds during the year ended June 30, 2000.

Automobile Accident Compensation Administration (AACA)

The Automobile Accident Compensation Administration is governed by a board comprised
of one member of the Cabinet of the Governor and four members appointed by the Governor
with the consent of the Senate. AACA operates a system of compulsory insurance coverage
for al registered motor vehicles and compensates citizens for injuries arising from motor
vehicle accidents.

Puerto Rico Metropolitan Bus Authority (PRMBA)

The Puerto Rico Metropolitan Bus Authority is governed by the Secretary of Transportation
and Public Works, who is appointed by the Governor with the consent of the Senate. The
PRMBA provides transportation to passengers within the San Juan Metropolitan Area. This
serviceis financed by Commonwealth and Federal government appropriations, and passenger
fares.

Puerto Rico Public Broadcasting Cor poration (PRPBC)

The Puerto Rico Public Broadcasting Corporation is governed by a board of directors
comprised of four members from the public sector and five private citizens, appointed by the
Governor with the consent of the Senate. PRPBC was created with the purpose of
integrating, developing and operating the radio, television and electronic communication
facilities that belong to the Commonweal th.

Puerto Rico Solid Waste Authority (PRSWA)
The Puerto Rico Solid Waste Authority is governed by the Secretary of Natural Resources,
who is appointed by the Governor with the consent of the Senate. PRSWA provides

altematives for processing of solid waste and encourages recycling, reuse and recovery of
resources from waste.
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Tourism Company of Puerto Rico (TCPR)

The Tourism Company of Puerto Rico is governed by an eleven-member board comprised of
the Secretary of Economic Development and Commerce, who serves as Chairman, the
Secretary of the Treasury, the Secretary of Agriculture, the Secretary of Transportation and
Public Works, the Secretary of Housing, the Economic Development Administrator, the
President of the Planning Board, and four other members appointed by the Governor with the
consent of the Senate. Its purpose is to promote the tourism industry of Puerto Rico.

Employment and Training Enter prises Cor poration and Subsidiary (ETEC)

The Employment and Training Enterprises Corporation and Subsidiary is governed by a
ten-member board comprised of the Corrections Administrator, the Administrator of Y outh
Correctional Institutions, the Secretary of Justice, the Secretary of Education, the Executive
Director of the Right to Employment Administration, the Administrator of the
Administration of Mental Health and Anti-Addiction Services, the Sub-Administrator for the
Promotion of Puerto Rico Industries of the Economic Development Administration, the
Director of the Volunteer Corps and two private citizens appointed by the Governor with the
consent of the Senate. The purpose of ETEC is to provide training, management
development and employment for inmates of the correctional institutions of the
Commonweal th.

Industriesfor the Blind, Mentally Retarded and Other Disabled Per sons of Puerto Rico

The Industries for the Blind, Mentally Retarded and Other Disabled Persons of Puerto Rico is
governed by the Secretary of the Department of Family Affairs, who is its President. The
purpose of the entity is to provide economic and socia rehabilitation for the blind, mentally
retarded and other disabled persons through job opportunities within publicand  private
industries.

Institutional Trust of the National Guard of Puerto Rico (I TNGPR)

The Ingtitutional Trust of the National Guard of Puerto Rico is administered by a
seven-member board comprised of the Adjutant General of the Puerto Rico National Guard,
the President of the Government Development Bank for Puerto Rico, the Secretary of Justice
and four members of the Puerto Rico National Guard appointed by the Governor with the
consent of the Senate. ITNGPR's purpose is to provide life insurance, retirement benefits and
economic assistance to the active members of the Puerto Rico National Guard and their
families.

Musical Arts Cor poration and Subsidiaries (MAC)
The Musical Arts Corporation and Subsidiaries are governed by a seven-member board

appointed by the Governor with the consent of the Senate. MAC was created to promote the
development of the arts and cultural programs of the Commonwealth.
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Puerto Rico Conservatory of Music Corporation (PRCMC)

The Puerto Rico Conservatory of Music Corporation is governed by the same board as the
Musical Arts Corporation. PRCMC was created for the development, promotion, planning,
coordination and operation of the Baccalaureate Program, the Children's Strings Program, the
Artistic Varieties Program, and the Extension Program.

Corporation of Stocks and Deposits Insurancefor the
Savings and L oans Cooper atives (CSDISL C)

The Corporation of Stock and Deposits Insurance for the Savings and Loans Cooperatives is
governed by a nine-member board consisting of the Commissioner of Financial Institutions of
Puerto Rico, the Insurance Commissioner of Puerto Rico, the Administrator of the Cooperative
Development Administration, the Secretary of the Treasury, the Director of the Office of
Management and Budget, a representative of the Government Development Bank for Puerto
Rico, two citizens representing the cooperative movement, and one private citizen. CSDISLC has
the responsibility of providing to all the cooperatives and the Federation of Cooperatives of
Puerto Rico, insurance coverage over the stocks and deposits, for monitoring the financial
condition of the insured cooperatives, and of uninsured cooperatives when requested by the
Commissioner of Financial Institutions of Puerto Rico.

Puerto Rico Land Administration (PRLA)

The Puerto Rico Land Administration is governed by an eleven-member board comprised of the
Secretary of Economic Development and Commerce, who serves as Chairman, the Secretary of
the Treasury, the Secretary of Agriculture, the Secretary of Transportation and Public Works, the
Secretary of Housing, the Economic Development Administrator, the President of the Planning
Board, and four other members appointed by the Governor with the consent of the Senate. PRLA
acquires parcels of land on behaf of government instrumentalities through negotiation or
expropriation.

Puerto Rico Health Insurance Administration (PRHIA)

The Puerto Rico Heath Insurance Administration is governed by a seven member board
comprised of the Secretary of Health, the Secretary of the Treasury, the Insurance Commissioner
of Puerto Rico and four additional members appointed by the Governor, with the consent of the
Senate. PRHIA was created for implementing, administering and negotiating a health insurance
system, through contracts with insurance underwriters, to provide quality medical and hospital
careto low income individuals.

Land Authority of Puerto Rico (LAPR)
The Land Authority of Puerto Rico is governed by a five-member board consisting of the

Secretary of Agriculture and four members appointed by the Governor with the consent of the
Senate. LAPR was created to carry out the provisions of the Land Law of Puerto Rico.
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Fine Arts Center Corporation (FACC)

The Fine Arts Center Corporation is governed by a seven-member board of which five are
appointed by the President of the Board of Directors of the Arts and Cultura Development
Administration and two members are appointed by the President of the Board of Directors of the
Institute of Puerto Rican Culture. FACC was created with the purpose of administering the Fine
Arts Center.

Right to Employment Administration

The Right to Employment Administration is governed by an Administrator appointed by the
Governor with the consent of the Senate. In addition, a Consultative Board comprised of the
Secretary of Labor, the Secretary of Agriculture, the Secretary of Transportation and Public
Works, the Secretary of Education and five additional members appointed by the Governor, with
the consent of the Senate, will advise the Administrator on the implementation of the Right to
Employment Act.

Farm Insurance Corporation of Puerto Rico (FICPR)

The Farm Insurance Corporation of Puerto Rico is governed by a five-member board consisting
of the Secretary of Agriculture, the Director of the Agriculture Sciences Faculty of the Mayaglez
Campus of the University of Puerto Rico, a representative of the Government Development Bank
for Puerto Rico and two bona fide farmers appointed by the Governor with the consent of the
Senate. The purpose of the FICPR is to provide insurance to farmers against losses in their farms
caused by natural disasters.

Puerto Rico Medical Services Administration

The Puerto Rico Medical Services Administration is governed by the Secretary of Health who is
appointed by the Governor with the consent of the Senate. It was created to plan, organize,
operate and administer the centralized health services, provided in support of the hospital and
other functions offered by the member institutions and users of the medical complex known as
Puerto Rico Medical Center.

Puerto Rico and Caribbean Cardiovascular Center Corporation (PRCCCC)

The Puerto Rico and Caribbean Cardiovascular Center Corporation is governed by a
seven-member board comprised of the Secretary of Health, the Director of the Medical Sciences
Campus of the University of Puerto Rico, the Executive Director of the Puerto Rico Medical
Services Administration and four additional members appointed by the Governor with the
consent of the Senate, one of which should be from the Cardiology Society of Puerto Rico, and
another a member of a cardiology foundation properly registered in the Department of State. The
purpose of the PRCCCC isto provide special treatment to patients suffering from cardiovascular
diseases.
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Puerto Rico Exports Development Cor poration (PREDC)

The Puerto Rico Exports Development Corporation, formerly, Commercial and Farm Credit and
Development Corporation for Puerto Rico, is governed by a seven-member board comprised of
the Secretary of Economic Development and Commerce, who is the Chairman, the Executive
Director of the Puerto Rico Industrial Development Company, the President of the Economic
Development Bank for Puerto Rico, the Executive Director of the Puerto Rico Ports Authority
and three representatives of the private sector appointed by the other members of the Board.
PREDC's purpose is to encourage the economic development of Puerto Rico by promoting the
export of products and services of Puerto Rico to other countries and maintaining commercial
facilities for lease to the public and private sector.

Recreational Development Company of Puerto Rico (RDCPR)

The Recreational Development Company of Puerto Rico is governed by the Secretary of Sports
and Recreation, who is appointed by the governor with the consent of the Senate. The purpose of
RDCPR is to develop a program for the construction and operation of recreational facilities,
which shall contribute to the physical and mental development of communities, family welfare
and improvement in the quality of life.

Agricultural Servicesand Development Administration

The Agricultural Services and Development Administration was created by Law No. 5 of July 1,
1994 to provide a wide variety of services and incentives to the agricultural sector. It is governed
by the Secretary of Agriculture who is appointed by the Governor with the consent of the Senate.

Trust for the Conservation, Operation and M aintenance of the Puerto Rico National
Parks

The Trust for the Conservation, Operation and Maintenance of the Puerto Rico National Parksis
governed by the Secretary of Sports and Recreation, and one representative each from the
government, the private sector, the advisory council and the trustees, all of which are appointed
by the Governor with the consent of the Senate. The Trust shall develop, operate and provide
maintenance to the national parks of Puerto Rico.

Puerto Rico Council on Higher Education (PRCHE)

The Puerto Rico Council on Higher Education was created as an entity independent from the
University of Puerto Rico through Law No. 17 of June 16, 1993. Its purpose is to develop higher
education, to administer the licensing and certification of institutions of higher education, and to
administer scholarship funds. The PRCHE is comprised of eight members appointed by the
Governor with the consent of the Senate and, the Secretary of Education as an ex-officio
member.
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Medical University Services, Inc. (MUS)

Medical University Services, Inc. is a non-profit corporation created to operate and administer three
hospital facilities acquired by the University of Puerto Rico (UPR). MUS will become the primary
medical education institution of the UPR and will offer health services to the people of the
Commonwealth. MUS is a discretely presented component unit of the UPR because it is legally
separated from UPR and governed by a separate board.

Puerto Rico Maritime Transportation Authority (PRMTA)

The Puerto Rico Maritime Transportation Authority was created by Law No. 1 of January 1, 2000 to
administer and operate the maritime transportation services formerly operated by the Puerto Rico
Ports Authority. PRMTA was separated from the Puerto Rico Ports Authority and the powers of
PRMTA are under the control of the Secretary of Transportation and Public Works.

Complete financial statements of the discretely presented component units can be obtained directly
by contacting their administrative offices:

University of Puerto Rico PR Government Investment Trust Fund
PO Box 364984 PO Box 42001 Minillas Station
San Juan, PR 00936-4984 San Juan, PR 00940
University of Puerto Rico Retirement PR Housing Bank and Finance Agency
System PO Box 345
PO Box 21769 San Juan, PR 00919-0345
University Station
San Juan, PR 00931-1769 State Insurance Fund Corporation
PO Box 365028
Government Development Bank for San Juan, PR 00936-5028
Puerto Rico and Subsidiaries
PO Box 42001 Economic Development Bank for PR
San Juan, PR 00940-2001 PO Box 2134
San Juan, PR 00922-2134
PR Electric Power Authority
PO Box 363508 PR Industrial Development Co.
San Juan, PR 00936-4267 PO Box 362350

San Juan, PR 00936-2350
PR Highway and Transportation

Authority Puerto Rico Ports Authority
PO Box 42007 PO Box 362829
San Juan, PR 00940-2007 San Juan, PR 00936-2829
PR Aqueduct and Sewer Authority PR Municipal Finance Agency
PO Box 7066 PO Box 42001
San Juan, PR 00916-7066 San Juan, PR 00940-2001
Puerto Rico Telephone Authority Puerto Rico Infrastructure
PO Box 360998 Financing Authority
San Juan, PR 00936-0998 PO Box 42001

San Juan, PR 00940-2001
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Sugar Corporation of Puerto Rico
PO Box 9477
San Juan, PR 00908-9477

Puerto Rico School of Plastic Arts
PO Box 9021112
San Juan, PR 00902-1112

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

PO Box 42001 Minillas Station

San Juan, PR 00940-2001

Caribbean Basin Projects Financing
Authority

PO Box 42001

San Juan, PR 00940-2001

Automobile Accident Compensation
Administration

PO Box 364847

San Juan, PR 00936-4847

PR Metropolitan Bus Authority
PO Box 195349
San Juan, PR 00919-5349

Puerto Rico Public Broadcasting
Corporation

PO Box 190-0909

San Juan, PR 00919-0909

PR Solid Waste Authority
PO Box 40285, Minillas Station
San Juan, PR 00940-0285

Tourism Company of Puerto Rico
PO Box 902-3960

Old San Juan Station

San Juan, PR 00902-3960

Employment and Training Enterprises
Corporation

PO Box 366505

San Juan, PR 00936-6505

Industries for the Blind, Mentally
Retarded and Other Disabled
Persons of PR

PO Box 13382

San Juan, PR 00908

Institutional Trust of the National
Guard of PR

PO Box 9023786

San Juan, PR 00902-3786

Musical Arts Corporation
PO Box 41227 - Minillas Station
San Juan,PR 00940-1227

PR Conservatory of Music Corporation
350 Lamar Street & Roosevelt Ave.
San Juan, PR 00918-2199

Corporation of Stocks and Deposits
Insurance for the Savings and
Loans Cooperatives

PO Box 195449

San Juan, PR 00919-5449

Puerto Rico Land Administration
PO Box 363767
San Juan, PR 00936-3767

Puerto Rico Health Insurance
Administration

PO Box 4264

San Juan, PR 00902-4264

Land Authority of Puerto Rico
PO Box 9745
San Juan, PR 00908-9745

Fine Arts Center Corporation
PO Box 41287 - Minillas Station
Santurce, PR 00940-1287

Right to Employment Administration
PO Box 364452
San Juan, PR 00936-4452

Farm Insurance Corporation of
Puerto Rico

PO Box 9200

San Juan, PR 00908-0200

Puerto Rico Medical Services
Administration

PO Box 2129

San Juan, PR 00922-2129
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Puerto Rico and Caribbean
Cardiovascular Center Corporation
PO Box 366528

San Juan, PR 00936-6528

Puerto Rico Exports Development
Corporation

PO Box 195009

San Juan, PR 00936-5009

Recreational Devel opment
Company of Puerto Rico

PO Box 9022089

San Juan PR 00902-2089

Agricultural Services and Development

Administration
PO Box 9200
San Juan, PR 00908-0202

Trust for the Conservation,
Operation and Maintenance of
the Puerto Rico National Parks
PO Box 363332

San Juan, PR 00936-3332

Puerto Rico Council on Higher
Education

PO Box 19900

San Juan, PR 00910-1900

Medical University Services, Inc.
PO Box 364984
San Juan, PR 00936-4984

Puerto Rico Maritime Transportation
Authority

PO Box 362829

San Juan, PR 00940-2001

The financia statements of the discretely presented component units have a year end of June 30,
2000 except for Sugar Corporation of Puerto Rico and Puerto Rico Telephone Authority, which

have ayear end of December 31, 1999.
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C. Basisof Presentation

The Commonwealth reports its financial position and results of operations in funds and account
groups, each of which is considered an independent fiscal entity, and discrete presentations of those
component units which are not required to be blended. The operations of each fund are accounted for
within a set of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues and
expenditures/expenses. Fund accounting segregates funds according to their intended purpose and is
used to aid management in demonstrating compliance with legal, financial and contractual
provisons. The minimum number of funds is maintained consistent with legal and managerial
requirements. Account groups are a reporting device to account for certain assets and liabilities of the
governmental funds not recorded directly in those funds. They are not considered funds because they
do not report expendable available financial resources and related liabilities. For financial reporting
purposes, the Commonwealth's reporting entity is divided into the primary government and its
component units. Individual funds of the primary government are classified into three type
categories: governmental funds, proprietary funds and fiduciary funds. Discretely presented
component units are classified into public university funds, and component units - other.

The Commonwealth has established the following fund categories, fund types, account groups and
discrete presentation of component units:

1. Governmental Fund Types:

Governmental funds are used to account for the genera government functions of the
Commonwealth. The following are the Commonwealth's governmental fund types:

General Fund - The general fund is the primary operating fund of the Commonwealth. It is used
to account for al financial transactions, except those required to be accounted for in another
fund.

Debt Service Funds - The debt service funds are used to account for the accumulation of
resources for, and the payment of, general long-term debt principal, interest, and related costs
other than bonds payable from the operations of proprietary fund types, nonexpendable trust
funds and discretely presented component units. Long-term debt and interest due on July | of the
following fiscal year are accounted for as a fund liability if resources are available as of June 30
for its payment.

Capital Projects Funds - Capital projects funds are used to account for the financial resources
used for acquisition or construction of major capital facilities not financed by proprietary fund
types, nonexpendabl e trust funds and discretely presented component units.

2. Proprietary Fund Type:

Proprietary funds are used to account for activities that are similar to those found in the private
sector where net income and capital maintenance are measured. The enterprise fund is the
Commonwealth's only proprietary fund, and is used to account for operations that are financed
and operated in a manner similar to private business enterprises. Costs of providing goods and
services to the general public on a continuing basis, including depreciation, are financed or
recovered primarily through user charges.
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3. Fiduciary Fund Types:

Fiduciary funds are used to account for assets held by the Commonwealth in a trustee
capacity, or as an agent for individuals, private organizations, other governmental units,
and/or other funds. The following are the Commonwealth's fiduciary fund types:

Expendable Trust Funds - are used to account for trusts which principal and income may
be expended for their designated purpose.

Pension Trust Funds - are used to account for the assets, liabilities and net assets available
for pension benefits held in trust for the public employees retirement systems.

Agency Funds - are custodial in nature (assets equal liabilities) and do not involve
measurement of the results of operations.

4. Account Groups:

Account groups establish control and accountability over the Commonwealth's general
fixed assets and general long-term obligations.

General Fixed Assets Account Group - This account group is used to account for general
fixed assets of the Commonwealth, and excludes the fixed assets held by the proprietary
funds and discretely presented component units.

General Long-Term Debt Account Group - This account group is used to account for
long-term obligations of the Commonwealth including bonds, appropriation and revenue
bonds and long-term notes payable, obligations under lease/purchase agreements, net
pension obligation, and other long-term liabilities excluding the liabilities of proprietary
funds, public university funds and discretely presented component units.

5. Discretely Presented Component Units:

Discrete presentation of component units is used to present the financial information of
entities that do not qualify to be blended, in accordance with GASB 14, with the funds
and account groups of the primary government. The following are the Commonwealth's
discrete presentation columns:

Public University Funds - are used to account for the activities of the University of Puerto
Rico and the University of Puerto Rico Retirement System.

Component Units - Other - are used to account for the financia activities of the
Commonwealth's discretely presented component units, excluding public university
funds. The financia statements of these component units are presented in accordance
with the appropriate accounting methods as discussed below.
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D. Basisof Accounting

The basis of accounting determines when the Commonwealth recognizes revenues and expenditures or
expenses and related assets and liabilities.

The modified accrual basis of accounting is followed by governmental fund types, expendable trust
funds and agency funds. Under the modified accrual basis of accounting, revenues are recorded when
they become measurable and available to pay liabilities of the current period. Tax revenues, net of
estimated overpayments (refunds), are recorded by the Commonwealth as taxpayers earn income
(income and unemployment), as sales are made (consumption and use taxes) and as cash is received
(miscellaneous taxes).

In applying the susceptible to accrual concept to intergovernmental revenues, there are essentially two
types of revenues. For the majority of grants, monies must be expended by the Commonwealth on the
specific purpose or project before any amounts will be reimbursed. Revenues are, therefore, recognized
as expenditures are incurred. For the other revenues, monies are virtually unrestricted and are generally
revocable only for failure to comply with prescribed compliance requirements. These resources are
reflected as revenues at the time of receipt or earlier if the susceptible to accrual criteriais met.

Expenditures and related liabilities are recorded in the accounting period in which the liability is
incurred, except for (1) principal payment and interest on long-term obligations, which is recorded when
due, except for principal and interest due in July | of the following fiscal year which is recorded when
resources are available in the debt service funds and (2) vacation, sick leave, federal funds cost
disallowances and amounts subject to judgments under litigation which are recorded in the general
long-term debt account group.

The Commonwealth reports deferred revenues on its combined balance sheet. Deferred revenues arise
when a potential revenue does not meet both the "measurable" and "available” criteria for recognition in
the current period. Deferred revenues also arise when resources are received before the Commonwealth
has a legal clam to them, as when grant monies are received prior to incurring the qualifying
expenditures. In subsequent periods, when the revenue recognition criteria is met, or when the
Commonwealth has a legal claim to the resources, the liability for deferred revenues is removed from
the combined balance sheet and the revenue is recogni zed.

The accrual basis of accounting is used by proprietary fund types high education funds and all
proprietary discretely presented component units pension trust funds. Under the accrual basis, revenueis
recognized when earned and expenses are recorded as liabilities when incurred, without regard to receipt
or payment of cash. The accrual basis is also used by the public university funds, except that
depreciation of fixed assetsis not required to be recorded.

The public university funds include the University of Puerto Rico, and the University of Puerto Rico
Retirement System. The University reports using the AICPA Audit and Accounting Guide model
defined by GASB Statement No. 15, Governmental College and University Accounting and Financial
Reporting Models. Accordingly, the public university funds are an aggregate of the following funds:
current funds - restricted and unrestricted; loan funds; endowment and similar funds; plant funds;
agency funds; and the activities of the retirement system. The Retirement System is a defined benefit
single employer retirement plan and, therefore, follows the accounting and reporting practices applicable
to public employees retirement systems.
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The Commonwealth's primary government and the blended component units have elected not to
follow FASB pronouncements issued subsequent to November 30, 1989 for its proprietary fund
types, as alowed by GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting.
However, certain discretely presented component units have disclosed their election in their
separately issued financial statements.

The component units - other follow GAAP as issued by the GASB, and the FASB as applicable
to each component unit based on the nature of their operations. Certain discretely presented
component units also follow specialized accounting and financia reporting practices, such as
banking, insurance, public utilities and higher education. In addition, the Puerto Rico
Government Investment Trust Fund adopted the GASB Statement No. 31, Accounting and
Financial Reporting for Certain I nvestments and for External | nvestments Pools.

. Statutory (Budgetary) Accounting

The Commonwealth's budget is adopted in accordance with a statutory basis of accounting,
which is not in accordance with GAAP. Revenues are generally recognized when cash is
received. However, revenues receivable for federal grants and reimbursements are recognized
when related expenditures are incurred. Amounts due from certain political subdivisions of the
Commonwealth are recognized when considered measurable and available at year end.

Expenditures are generally recorded when the related cash disbursement occurs. At year end,
payroll is accrued and payables are recognized, to the extent of approved encumbrances,
provided that the goods or services have been received by June 30. Available appropriations and
encumbrances lapse three years after the end of the fiscal year. Amounts required to settle claims
and judgments against the Commonwealth, and certain other liabilities are not recognized until
they are encumbered or otherwise processed for payment.

Under the statutory basis of accounting, the Commonwealth uses encumbrance accounting to
record the full amount of purchase orders, contracts and other commitments of appropriated
resources as deductions from the appropriation prior to actual expenditure. In the governmental
funds, encumbrance accounting is a significant aspect of budgetary control.

The combined statement of revenues and expenditures-budget and actual - budget basis-general

and debt service funds, only present the information for those funds for which there is a legally
adopted budget, as required by GAAP. See Note 3 for areconciliation of the combined statement
of revenues and expenditures - budget and actual - budget basis-general and debt service funds
with the combined statement of revenues, expenditures and changes in fund balance (deficit), for
the general and debt service funds.

. Cash. Cash Equivalents and Short Ter m-lnvestments

The Commonwealth follows the practice of pooling cash and cash equivalents. The balance in
the pooled cash accounts is available to meet current operating requirements and any excess is
invested in various interest bearing accounts with the Government Development Bank for Puerto
Rico, and with the Puerto Rico Government Investment Trust Fund.
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Cash and cash equivalents include investments with original maturities of ninety days or less.

Cash and short-term investments, and cash equivalents of the component units are maintained in
separate bank accounts, from those of the primary government, in their own names.

. Securities Purchased Under Agreementsto Reseall

Certain component units of the Commonwealth enter into purchases of securities with simultaneous
agreements to resell. The amounts advanced under these agreements generally represent short-term
loans and are reflected as an asset with a corresponding liability. The securities underlying these
agreements mainly consist of US Government obligations, mortgage-backed securities, and
interest-bearing deposits with other banks.

. Securities Lending Transactions

Certain component units of the Commonwealth enter into securities lending transactions in which
governmental entities (lenders) transfer their securities to broker-dealers and other entities
(borrowers) for collateral with a simultaneous agreement to return the collateral for the same
securitiesin the future.

| nvestments

As described in Note 5, investments include US Government and agencies obligations,
mortgage-backed securities, repurchase agreements, commercia paper, local government obligations,
investment contracts, and corporate debt and equity obligations. Investment securities are presented
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 nonparticipating investment
contracts, which are presented at cost. Changes in the fair value of investments are presented as a net
increase (decrease) in the fair value of investments in the combined statement of revenues,
expenditures and changes in fund balance. Fair value is determined based on quoted market prices.
When securities are not listed on national exchanges, quotations are obtained from brokerage firms.

The Puerto Rico Government Investment Trust Fund is considered a 2a7-like external investment
pool, and as such, reports its investments at amortized cost.

Receivables

Receivables are stated net of estimated allowances for uncollectible accounts, which are determined
based upon past collection experience and current economic conditions. Intergovernmental
receivables represent amounts owed to the Commonwealth for reimbursement of expenditures
incurred pursuant to federally funded programs.

Theloan funds of the public university funds are stated net of uncollectible amounts.
The accounts receivable from nongovernmental customers of the component units - other are net of
estimated uncollectible amounts. These receivables arise primarily from service charges to users.

Accounts receivable from the primary government and other component units that arise from service
charges do not have allowances for uncollectible accounts.
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K.

Inventories

The proprietary fund types, public university funds and component units - other recognize an asset
when the inventory is purchased and an expense when it is consumed. Inventoriesin proprietary fund
types are primarily valued at the lower of cost or market using the first-in, first-out method.

. Restricted Assets

Funds set aside by the general fund for payment and guarantee of notes and interest payable are
classified asrestricted assets since their use is limited for this purpose by applicable debt agreements.
Restricted assets in the proprietary fund types mainly include amounts set aside for the payment of
lottery prizes. Restricted assets in the public university funds and in the component units - other
column are set aside primarily for the payment of bonds and notes for construction funds, and for
other specific purposes. (See Note 10).

. Housing Unitsand Land LotsHeld for Sale

Housing units and land lots held for sale are stated at their estimated net realizable value determined
by the management based on previous housing units sales, commitment or appraisal values.

. Fixed Assets

For governmental fund types, general fixed asset acquisitions are recorded as expenditures in the
acquiring fund and capitalized in the general fixed assets account group in the year purchased.
General fixed assets are recorded at historical cost, or at estimated historical cost if actual historical
cost is not available. Donated fixed assets are recorded at fair market value at the time of donation.

Interest costs are capitalized during the construction period. The costs of normal maintenance and
repairs that do not add value to the asset or materially extend asset lives are not capitalized. Public
domain general fixed assets (infrastructure) consisting of roads, bridges, streets, sidewalks, drainage
and lighting systems are not capitalized as these assets are immovable and of value only to the
government.

Fixed assets of the proprietary fund types and similar trust funds are stated at cost or estimated
historical cost. Contributed fixed assets are recorded at estimated fair market value at the time
received. Interest costs are capitalized on projects during the construction period. Depreciation is
provided using the straight-line method over the estimated useful lives of the assets.

The estimated useful lives of fixed assets are as follows:

Years
Buildings 25-50
Building improvements 10-20
Equipment, furniture, fixtures and vehicles 3-10

Fixed assets of the public university funds are stated at cost or fair value at the date of donation in the
case of gifts. Interest costs are capitalized during the construction period. Depreciation on physical
plant and equipment is not recorded, except for equipment of auxiliary enterprises of the University
Pediatric Hospital.
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The fixed assets of the component units - other are recorded in accordance with the applicable standards.
Depreciation has been recorded when required by these standards based on the types of assets, use, and
estimated useful lives of the respective assets and on the nature of each of the component unit's operations.

. Tax Refunds Payable

During the calendar year, the Commonwealth collects individual income taxes through withholdings and
payments from taxpayers. At June 30, the Commonwealth estimates the amount owed to taxpayers for
overpayments during the first half of the calendar year.

Long-Term Debt

The liabilities reported in the genera long-term debt account group include the Commonwealth's general
obligation bonds and long-term notes, obligations under lease/purchase agreements and other long-term
liabilities including vacation, sick leave, litigation, long-term liabilities to other governmental entities, net
pension obligation, and noncurrent federal fund cost disallowances related to expenditures of federal grants.
Long-term obligations financed by proprietary fund types, public university funds, and component units
other are recorded as liabilities in those funds and discretely presented component unit columns.

. Reservations of Fund Balance

Reservations of fund balance represent portions of fund balances that are legally segregated for a specific
future use or are not appropriable for expenditure. The Commonwealth has the following reservations of
fund balance:

Encumbrances - Represents future expenditures under purchase orders and other commitments. These
committed amounts represent a reservation of unexpired appropriations and generally will become
liabilities in future periods as the goods or services are received.

Debt Service - Represents net assets available to finance future debt service payments.

Unemployment Benefits - Represents net assets available to fund future unemployment benefits payments.

Employee Pension Benefits - Represents the net assets available for pension benefitsin the pension plans.

Advances and Other Specified Purposes - Represents the reservation of monies set aside for long-term
receivables which are not considered current financing resources, the guarantee of notes payable, disahility
and drivers insurance, long-term assets, construction commitments, endowment and amounts available to
fund various fiduciary arrangements.

Net Assets in Liquidation - The net assets in liquidation represent the dollar amount of the net assets
available for sale or transfer, as required by GAAP applicable to entities under liquidation. As established
on Law No. 106 of June 30, 1998, the Office for the Administration of the Accounts of the Puerto Rico
Urban Renewal and Housing Corporation terminated its operations on June 30, 1998. All assets and
liabilities were transferred to the Puerto Rico Housing Department (Public Housing) effective July 1, 1998.
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R. Bond Premiums, Discounts and | ssuance Costs

For governmental fund types, bond premiums and discounts, as well as issuance costs, are recognized
during the current period. Bond proceeds are reported as other financing sources net of the applicable
premium or discount. Issuance costs, whether or not withheld from the actual net proceeds received, are
reported as debt service expenditures. For proprietary fund types, bond premiums and discounts, as well as
issuance costs, are deferred and amortized over the life of the bonds using the interest method. Bonds
payable are reported net of the applicable bond premium or discount. Issuance costs are reported as
deferred charges. Public university funds present bond premiums and discounts in the net investment in
plant fund and are amortized using the interest method. Component units - other follow appropriate
statements issued by the GASB.

S. Accounting for Pension Costs

For the purpose of applying the requirements of GASB Statement No. 27, Accounting for Pensions by
State and Local Government Employers (SGAS 27), the Commonwealth's financial reporting entity is
considered to be a participant in three single-employer defined benefits pension plans: Employees
Retirement System of the Government of Puerto Rico and Its Instrumentalities (ERS); Puerto Rico
Judiciary Retirement System (JRS); and the Puerto Rico System of Annuities and Pensions for Teachers
(TRS). This is because substantially all the participants in the three pension trust funds are part of the
financial reporting entity of the Commonwealth. For the purpose of the genera purpose financial
statements, and as disclosed in Note 22, the Commonwealth's annual pension cost, measured on the accrual
basis of accounting, for the year ended June 30, 2000 amounted to approximately $897 million. However,
the amount recognized as pension expenditure in the governmental funds, (excluding blended component
units) was recorded under the modified accrual basis, and amounted to approximately $585.3 million. The
excess of the annual required contribution over the statutorily required contributions of approximately
$31.9 million increased the net pension obligation at June 30, 2000 to approximately $2.4 billion. This
amount is presented in the general long-term debt account group at June 30, 2000.

For purposes of the .stand-alone financial statements of each of the blended and discretely presented
component units - other, the entities accounted for pension costs from the standpoint of a participant in a
multiple-employer cost sharing plan. Accordingly, pension costs recognized are equal to the statutorily or
contractually required contributions, with a liability recorded for any unpaid required contributions. The
basis of accounting used by the component units was either modified accrual basis or accrua basis,
depending upon individual fund structure and type of entity. Most component units did not have
pension-related assets or liabilities at transition because they have contributed the statutorily required
contributions.

In addition, the University of Puerto Rico, which is reported in the public university funds, applied the
provisions of SGAS 27 asit is applicable to an entity with a single-employer defined benefits pension plan.

T. Deferred Compensation Plan

The University of Puerto Rico offers certain employees a non-qualified deferred compensation
plan, which was created pursuant to Certification No. 94 of the Council of Higher Education, dated
February 13, 1984. The plan, managed by independent plan administrators, permits employees to
defer a portion of their salary until future years. At the employee's election, such amounts may be
invested in mutual funds which represent varying levels of risk and return. The deferred
compensation is not available to employees until termination, retirement, death or unforeseeable
emergency. All amounts of compensation deferred under the plans, al property
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and rights purchased with those amounts, and all income attributable to these amounts, are (until paid
or made available to the employee or other beneficiary) solely the property and rights of the
University (without being restricted to the provisions of benefits under the plan), subject only to the
claims of the University's general creditors.

Participant's rights under the plan are equal to those of general creditors of the University in an
amount equal to the fair market value of the deferred account for each participant. It is the opinion of
the University's legal counsel that the University has no liability for the losses under the plan but
does have the duty of care that would be required of an ordinary prudent investor. The University
believes that it is unlikely that it will use the assets of the plan to satisfy the claims of general
creditorsin the future.

. Postemployment Benefits

In addition to the pension benefits described in Note 22, the Commonwealth provides
postemployment health care benefits and a Christmas bonus for its retired employees in accordance
with local law. Substantially all of the employees may become eligible for these benefits if they reach
normal retirement age while working for the Commonwealth. Health care benefits are provided
through insurance companies whose premiums are paid by the retiree with the Commonwealth
providing a matching share of not more than $40 per month for each retiree. During the year ended
June 30, 2000, the cost of providing health care benefits amounted to approximately $31.9 million
for approximately 66,000 retirees. The Christmas bonus paid to the retired employees during the year
ended June 30, 2000 was $250 per retiree and the total amount was approximately $25.7 million for
approximately 95,000 retirees. These benefits are recorded as expenditures when paid in the general
fund.

. Compensated Absences

The vacation policy of the Commonwealth generally provides for the accumulation of 2.5 days per
month, except for the teachers who accrue 4 days per month. Vacation time accumulated is fully
vested to the employees from the first day of work up to a maximum of 60 days. Employees
accumulate sick leave generally at arate of 1.5 days per month up to a maximum of 90 days. Upon
retirement, an employee receives compensation for all accumulated unpaid leave at the current rate,
if the employee has at |east ten years of service with the Commonwealth.

Compensated absence accumulation policies for the blended component units, the public university
funds, and component units - other vary from entity to entity based on negotiated agreements and
other factors agreed upon between the management of these entities and its employees.

The Public Service Personnel Law requires certain component units and the executive agencies of
the Commonwealth to annually pay the employees the accumulated vacation and sick leave earned in
excess of the limits mentioned above.

. Interfund and Intra-Entity Transactions

The Commonwealth has the following types of transactions among funds:

Operating Transfers - Legaly required transfers that are reported when incurred as "Operating
transfers-in" by the recipient fund and as " Operating transfers-out" by the disbursing fund.
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Interfund Payments (Quasi-external Transactions) - Charges or collections for services rendered by
one fund to another that are recorded as revenues of the recipient fund and as expenditures or
expenses of the disbursing fund.

Intra-Entity Transactions - There are three types of intra-entity transactions. First are transactions
between the primary government and its component units, and among the component units. Transfers
between the primary government and its other funds are reported as interfund transfers with
receivables and payables presented as amounts due to and due from other funds. Balances and
transfers between the primary government and discretely presented component units (and among
those component units) are reported separately from balances with blended component units.

Second are intra-entity balances that do not represent available/demands on current financial
resources of governmental funds and are generally of intermediate terms. These balances are reported
asinterfund advances.

Third are intra-entity balances between the primary government funds and component unit other
entities that are tantamount to long-term bond financing. The primary government's liability is
reported in the long-term debt account group, the proceeds in the primary government's fund
balances, and the asset in the component unit-other.

Residual Equity Transfers - These are nonrecurring or nonroutine transfers of equity between funds.

. Lottery Revenues and Prizes

The revenues, expenses and prizes awarded by the Lottery of Puerto Rico, and the Additional Lottery
System, are reported within the enterprise funds and are recognized as drawings are held. Monies
collected prior to June 30 for tickets related to drawings to be conducted subsequent to June 30 are
reported as deferred revenues. Unpaid prizes awarded as of June 30 are reported as a fund liability.
For prizes payable in installments, the Commonwealth purchases annuities through the Government
Development Bank for Puerto Rico, which are reported as restricted assets and lottery prizes payable.

. Public University Funds

Financial activities of the University of Puerto Rico (UPR) and the University of Puerto Rico
Retirement System (the System) are reported in the public university funds. Such funds are discretely
presented in a separate column in the general purpose financial statements and represent the
combination of the following funds of the UPR:

Current Funds - Account for resources that may be used for any purpose in carrying out the primary
objectives of the UPR.

L oan Funds - Account for resources available for loans to students, faculty, or staff of the UPR.
Endowment and Similar Funds - Account for endowment and quasi-endowment transactions. These

funds are similar to trust funds and the UPR must comply with the terms of any applicable
agreement.
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Plant Funds - Account for transactions involving physical facilities of the UPR. The investment in
plant accounts for funds expended and, thus, invested for property and any related outstanding debt.

Agency Funds - Account for resources held by the UPR as custodian or agent for others.

The combined statement of current funds revenues, expenditures and other changes - public
university funds is a statement of financial activities related to the current reporting period. It does
not purport to present the results of operations or the net income or loss for the period as would a
statement of income or a statement of revenues and expenses.

The public university funds measurement focus is based upon determination of resources received
and used. Current funds used to finance plant assets are accounted for as (1) expenditures, for normal
replacement of movable equipment and library books;, (2) mandatory transfers, for required
provisions for debt amortization/interest and equipment renewal and replacement; and (3) transfers of
anonmandatory nature for all other cases.

Public university funds record expenditures when they acquire fixed assets and capitalize those assets
within the plant funds. These funds capitalize interest expenditures during construction but do not
record depreciation.

Z. Useof Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

AA. Future Adoption of Accounting Pronouncements

The GASB has issued the following statements which the Commonwealth, or its component units,
have not yet adopted.

Adoption required

Statement No. in fiscal year
33 Accounting and Financial Reporting for Nonexchange 2001
Transactions
34 Basic Financial Statements - and Management's 2002
Discussion and Anaysis - for State and Local
Governments
35 Basic Financial Statements - and Management's 2002

Discussion Analysis - for Public Colleges and
Universities - an amendment of GASB No. 34

36 Recipient Reporting for Certain Shared Nonexchange 2001
Revenues - an amendment of GASB No. 33

The impact of these statements on the Commonwealth's financial statements has not yet been
determined.
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In addition, the FASB issued FASB Statement No. 133, Accounting for Derivative
I nstruments and Hedging Activities, which establishes accounting and reporting standards
for derivative instruments, including certain derivative instruments embedded in other
contracts and for hedging activities. It requires that an entity recognizes al derivatives as
either assets or liabilities in the statement of condition and measures those instruments at fair
value. This statement, as amended, is effective for fiscal years beginning after June 15, 2000.
The effect of implementing this statement on the Commonwealth's financial condition and
results of operations has not been determined.

BB. Risk Financing

The Commonwealth purchases commercial insurance to cover for casualty, theft, tort clams
and other losses. The current insurance policies have not been canceled or terminated. For
workers compensation, the Commonwealth has a discretely presented component unit, the
State Insurance Fund Corporation, which provides workers compensation to both, public and
private employees.

In the past three years, the Commonwealth has not settled claims that exceed insurance
coverage.

Most component units carry commercial insurance as part of their risk financing programs.
Certain other component units combine commercia insurance with interna self-insurance
funds covering specific risks related to their specialized operations.

CC. Reclassifications

Certain reclassifications have been made to the information presented in the separately issued
financial statements of certain component units included within the debt service, capita
projects, enterprise, expendable trust and pension trust funds; public university, and other
discretely presented component units to conform to the accounting classifications used by the
Commonwealth in the general purpose financial statements.

DD. Totals Columns (M emor andum Only)

Total columns on the combined financial statements are captioned "Memorandum Only" to
indicate that they are presented only to facilitate financial analysis. Data in these columns
does not present consolidated financial position, results of operations, or cash flows in
conformity with GAAP. Such data is not comparable to a consolidation since interfund
eliminations have not been made.
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2. COMPONENT UNITS

The Commonwealth follows the provisons of GASB 14. The general purpose financial
statements include the financial statements of the following component units that were
audited by other auditors:

Agricultural Services and Development Administration

Automobile Accident Compensation Administration

Employment and Training Enterprises Corporation and Subsidiary

Farm Insurance Corporation of Puerto Rico

Fine Arts Center Corporation

Industries for the Blind, Mentally Retarded and Other Disabled Persons
of Puerto Rico

Institutional Trust of the National Guard of Puerto Rico

Land Authority of P<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>