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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Puerto Rico Industrial, Tourist,
Educational, Medical and Environmental
Control Facilities Financing Authority:

Report on the Basic Financial Statements
We have audited the accompanying statement of net position of the Puerto Rico Industrial, Tourist,
Educational, Medical and Environmental Control Facilities Financing Authority (the "Authority")
as of June 30, 2017 and the statements of revenues, expenses and change in net position and cash
flows for the year then ended, and the related notes to the financial statements, which collectively
comprise the Authority's basic financial statements as listed in the table of contents.

Management's Responsibility for the Basic Financial Statements
Management is responsible for the preparation and fair presentation of these basic financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor's Responsibility
Our responsibility is to express an opinion on these basic financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the basic financial statements are free of material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the basic financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the basic financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the Authority's preparation and fair presentation of the basic financial statements
in order to design audit procedures that are appropriate in the circumstances, but not for the
purposes of expressing an opinion on the effectiveness of the Authority's internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the basic financial statements.
\Ve believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.
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Opinion
In our opinion the basic financial statements referred to above present fairly, in all material respects,
the financial position of the Authority, as of June 30, 2017, and the changes in its financial position
and cash flows thereof for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Emphasis of a Matter Regarding Going Concern
The accompanying financial statement has been prepared assuming that the Authority will continue
as a going concern. As discussed in Note 3 to the financial statement, the Commonwealth, including
its executive agencies, faces significant risks and uncertainties, including liquidity risk, which is the
l'isk of not having sufficient liquid financial resources to meet obligations when they become due.
These conditions raise substantial doubt about its ability to continue as a going concern. The financial
statement does not include any adjustments that might result from the· outcome of this unce1tainty.
Our opinion is not modified with respect to this matter.

Other Matters

Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis on pages 3 through 7 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the GASB who
considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to
the required supplementaty information in accordance with auditing standards generally accepted ·in the
United States of America, which consisted of inquiries of management about the methods of preparing
the information and comparing the information for consistency with management's responses to our
inquiries, the basic financial statements, and other lmowledge we obtained during our audit of the basic;
financial statements. We do not express an opinion or provide any assurance on the info1mation because
the limite_d procedures do not provide us with enough evidence to express an opinion or provide any
assurance.

§uzmdn & Co., CPJl PSC.
Certified Public Accountants
June 7, 2019
· San Juan, PR
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PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
MANAGEMENT'S DISCUSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017

This section presents the management's discussion and analysis of the Puerto Rico Industrial,
Tourist, Educational, Medical, and Environmental Control Facilities Financing Authority (the
"Authority") financial performance for the fiscal year ended June 30, 2017 and is presented as
a narrative overview and analysis in conjunction with the basic financial statements.
The Authority was created to issue revenue bonds and to lend the proceeds thereof to finance
the acquisition, construction, and equipping of industrial, tourist, educational, medical, and
environmental control facilities. The Authority charges a placement fee based on the face value
of the bonds issued. The Authority is exempt from taxation in Puerto Rico.
1. Financial Highlights

•

On April 2017, the Authority issued $25,705,000 in Hospital Revenue Refunding Bonds,
2017 Series A for the purpose of refunding the Hospital Revenue Bonds 2000 Series A. Both
bond issuances were issued by the Authority for the benefit of the Hospital de la Concepcion,
Inc.

•

The Authority's net loss from operations for the year ended June 30, 2017, amounted to
approximately $10,000, representing a increase of approximately $5,000 when compared
to prior year's net loss from operations of $5,000 increase in net loss is mainly related to
an increase in general and administrative expenses during 2017 when compared to the 2016.

Financial Statements Overview
The financial statements include the management's discussion and analysis narrative, the
independent auditors' repmt, and the basic financial statements of the Authority. The notes to the
basic financial statements provide additional information not disclosed in this section.
2.

Required Financial Statements
The accompanying financial statements of the Authority present information using accounting
methods similar to those used by private sector companies. These statements offer shmt and
long-term financial information about its activities. The statement of net position includes all
of the Authority's assets and liabilities and provides information about the nature and amounts
of investments in resources (assets) and the obligations to creditors (liabilities). It also
provides the basis for evaluating the net position of the Authority and assessing its liquidity
and financial flexibility.
Current year revenues and expenses are accounted for in the statement of revenues, expenses,
and change in net position. This statement measures the success of the Authority's operations
over the past year and can be used to determine whether the Authority has successfully
recovered its costs through its user fees and other charges.
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PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
MANAGEMENT'S DISCUSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017

The final required financial statement is the statement of cash flows. This statement repmis
cash receipts, cash payments, and net changes in cash resulting from operations, investing, and
capital and noncapital financing activities and provides answers to such questions as where
did cash come from, what was cash used for, and what was the change in the cash balance
during the repmiing period.
3.

Financial Analysis

The statement of net position and the statement of revenues, expenses, and change in net
position present information about the Authority's activities in a way that will help determine
whether the Authority is better or worse financially as a result of the current year's activities.
Both statements present the net position of the Authority and the changes in them. One can
think of the Authority's net position (the difference between assets and liabilities) as one way
to measure financial health or financial position. Over time, increases or decreases in the
Authority's net position are one indicator of whether its financial health is improving or
deteriorating. However, other non-financial factors must be considered such as changes in
economic conditions and new or changed government legislation.
4.

Net Position and Change in Net Position

Condensed financial information on assets, liabilities, and net position are presented below (in
thousands):

June 30

ASSETS -Current assets

145

$

LIABILITIES - Account Payable
and accrued liabilities
UNRESTRICTED NET POSITION

$

15
$

Change

2016

2017

130

Amount
29

$

29
$

$

Percent

116

400%

(14)

-48%

130

100%

The Authority's cash and accounts payable increased by $130 thousand for the year ended
June 30, 2017, mainly related to payment made to suppliers. During the year ended June 30,
2017, no bonds were issued and, therefore, placement fees were earned by the Authority.
However, during the year ended on June 30, 2017 the Authority do not recognized interest
income, recover on impairment on cash deposited in the Bank amounting to $1 thousand,
administrative and financial service fee of $128 thousand and operating expenses amounting
to $10 thousand. Please refer to note 3 of the basic financial statement for more information
related to the impairment on cash deposited in the Bank.
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PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
MANAGEMENT'S DISCUSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017
Condensed financial information on revenues, expenses, and changes in net position are
presented below (in thousands):
June 30

2017
OPERATING EX'PENSES:
General and administrative
(Loss) income from operations
NON-OPERATING REVENUE/(EXPENSES):
Interest income
Recovery (Loss) on impairment
Administrative and financial Service Fees
Total non-operating revenue

Change

2016

Amount

10
(10)

5
(5)

5

100%

5

-100%

10

10
(5)

6

128

0%
-120%
0%

134

-1.2

I

128
139

Changes in net position
Net position, beginning of year
Net position, end of year

Percent

5

100%
$

129

$

$

139.00

Comparative statements of net position show the changes in the Authority's financial position
and the statements of revenues, expenses and change in net position provide guidance as to the
nature and source of these changes.

5.

Debt Administration - Conduit Debt
The Authority's main operations consist of issuing revenue bonds that are considered conduit
debt and, therefore, neither these bonds nor the related loans granted by the Authority are
presented in the accompanying basic financial statements. Revenue is earned from the
collection of a placement fee which generally represents 1% of the face value of the bonds
issued, except for bonds issued to finance educational, medical, or environmental control
facilities or other projects otherwise eligible to be financed in the U.S. tax-exempt bond
market, for which the placement fee charged is one half percentage (0.5%).
The cash proceeds of the bonds issued by the Authority are then loaned to corporate entities in
order to finance educational, medical, environmental, agricultural, tourist, commercial, and
industrial projects. The bonds are limited obligations of the Authority and they are not guaranteed
by the Government of Pue1io Rico or any of its agencies, public corporations, and
instrumentalities. Repayment and collateral supp01i of the bonds is the legal and contractual
responsibility of the corporate entities that the Authority lends to by way of the cash proceeds of
the Authority bonds. All Authority bond issuances are subject to the consideration and approval
by the Board of Directors of the Authority, the Pue1io Rico Fiscal Agency and Financial Advisory
Authority, and when applicable, the Financial Oversight and Management Board for Pue1io Rico.
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PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
MANAGEMENT'S DISCUSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017
6.

Currently Known Facts
The Authority is required to adopt the provision Governmental Accounting Standard Board
(GASB) Statement No. 68 Accounting and Financial Reporting for Pensions - of GASB 27, and
Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement
Date, an amendment of GASB Statement No. 68 (GASB No.71). These Statements were
effective for fiscal years beginning after June 30, 2014.
The adoption of GASB 68 requires the Authority to obtain from the Commonwealth Employee's
Retirement System Administration (ERS), technical information regarding actuarial valuations,
discount rates, the Authority's prop011ionate share of the net pension liability and deferred
outflows and inflows of resources, among others. At the date of the financial statements, the
Authority had no liability with the ERS.

7.

Contacting the Authority's Financial Management
This financial repo11 is designed to provide all interested with a general overview of the
Authority's finances and to enhance the Authority's accountability for the resources it manages.
If you have questions about this report or need additional financial information, contact the
Pue11o Rico Industrial, Tourist, Educational, Medical, and Environmental Control Facilities
Financing Authority, P .0. Box 42001, San Juan, Pue110 Rico, 00940-200 I.
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PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
STATEMENT OF NET POSITION
JUNE 30, 2017

ASSETS - Cash

$

144,673

LIABILITIES - Account Payable and accrued liabilities

$

15,260

NET POSITION - Unrestricted

$

129,413

See notes to basic financial statement.
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PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
STATEMENT OF REVENUES, EXPENSES, AND CHANGE IN NET POSITION
FOR THE YEAR ENDED JUNE 30, 2017

OPERATING EXPENSES ANDS LOSS FROM OPERATIONS
General and administrative

$

9,631

NON - OPERATING INCOME
Interest
Recovery on impairment
Administrative and financial Service Fees
Total Non-Operating Income

9,727
792
128,525
139,044

CHANGE IN NET POSITION

129,413

NET POSITION - Beginning of year
NET POSITION - End of year

$

See notes to basic financial statement.
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PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2017

CASH FLOW USED IN OPERATING ACTIVITIES
Payment for operating expenses

$

(23,775)

CASH FLOW FROM INVESTING ACTIVITIES
Recove1y on impaiiment
Interest receivable
Administrative and financial Service Fees
Total cash provided by investing activities

9,727
792
128,525
139,044

NET CHANGE IN CASH

115,269

CASH - Beginning of year
CASH - End of the year

29,404
144,673

$

RECONCIIATION OF OPERATING LOSS TO NET CASH
USED IN OPERATING ACTIVITIES:
Operating Loss
Adjustment to reconcile operating loss to cash used in
operating activities - decrease in account payable and
interest receivable
NET CASH USED IN OPERATING ACTIVITIES

See notes to basic financial statement.
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$

(9,631)

(14,144)
$

(23,775)

PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
NOTES TO BASIC FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017
1.

REPORTING ENTITY
The Pue1io Rico Industrial, Tourist, Educational, Medical, and Environmental Control
Facilities Financing Authority (the "Authority") is a component unit of the Commonwealth
of Puerto Rico (the "Commonwealth") and an affiliate of the Government Development
Bank for Puerto Rico (the "Bank"), created by Act No. 121 (the "Act") of the Legislature
of the Commonwealth on June 27,1977, as amended. Subsequent to the discontinued of
operations of the Bank, management, administrative, and accounting suppmi services are
provided to the Authority by the Puerto Rico Fiscal Agency and Financial Advisory
Authority.
The Authority was created to issue revenue bonds and to lend the proceeds thereof to
finance the acquisition, construction, and equipping of industrial, tourist, educational,
medical, and environmental control facilities. The Authority charges a placement fee based
on the face value of the bonds issued. The Authority is exempt from taxation in Pue1io Rico.
See more information about these bonds on Note 6.

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The accounting and repmiing policies of the Authority conform to Accounting Principles
Generally Accepted in the United States of America ("GAAP"), for governments as
prescribed by the Governmental Accounting Standards Board ("GASB").
During fiscal year ended on June 30, 2017 ce1iain Governmental Accounting
pronouncements became effective, none of which had any impact in the results of the
operations or in the presentation of the financial statements of the Authority.
Following is a description of the Authority's more significant accounting policies:

Measurement Focus, Basis ofAccounting and Financial Statements Presentation - The
Authority's financial statements are repmied using the economic resources measurement
focus and the accrual basis of accounting. Operating revenues are recorded when earned
and operating expenses are recorded when incurred, regardless of the timing ofrelated cash
flow. The Authority's placement fee income is recognized upon the issuance of the bonds.
Revenues and expenses not meeting these criteria are repmied as non-operating revenues
or expenses.
The statement of net position presents the Authority's assets and liabilities, with the
difference reported as net position. Net position is repmied in two categories:
a) Restricted component of net position consists of restricted assets reduced by
liabilities related to those assets. Restricted net position results when constraints
placed on net position use are either externally imposed by creditors, grantors,
contributors, and the like, or imposed by law through constitutional provisions or
10

PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
NOTES TO BASIC FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017
enabling legislation.
b) Unrestricted component of net position consists of net amount of the assets and
liabilities that do not meet the definition of the preceding category. Unrestricted
component of net position often is designated, in order to indicate that management
does not consider them to be available for general operations. Unrestricted
component of net position often has constraints on use that are imposed by
management, but such constraints may be removed or modified.
The statement of revenues, expenses, and changes in net position demonstrates the degree
to which the direct expenses of a given function or segments are offset by program
revenues. Direct expenses are those that are clearly identifiable within a specific function.

Income Tax - The Authority is exempt from taxation in Pue110 Rico.
Use of Estimates - The preparation of the financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the rep01ied amounts of revenues and expenses during the rep011ing period.
Actual results could differ from those estimates.
Revenue Bonds and Related Loans - Revenue bonds issued by the Authority are considered
conduit debt and, therefore, neither these bonds nor the related loans granted by the
Authority are presented in the accompanying basic financial statements.
Recently Issued Accounting Pronouncements - The GASB has issued the following
accounting pronouncements that have effective date after June 30, 2017:
•

GASB Statement No. 74, Financial Reporting/or Postemployment Benefit Plans Other
Than Pension Plans. This Statement replaces Statements No. 43, Financial Reporting
for Postemployment Benefit Plans Other Than Pension Plans, as amended, and No. 57,
OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans. It also
includes requirements for defined contribution OPEB plans that replace the
requirements for those OPEB plans in Statement No. 25, Financial Reporting for
Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans,
as amended, Statement 43, and Statement No. 50, Pension Disclosures. The objective
of this Statement is to improve the usefulness of information about postemployment
benefits other than pensions (other postemployment benefits or OPEB) included in the
general purpose external financial rep01is of state and local governmental OPEB plans
for making decisions and assessing accountability. This Statement is effective for
financial statements for fiscal years beginning after June 15, 2016.
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PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
NOTES TO BASIC FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017
GASB Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefit Other Than Pension. This Statement replaces the requirements of Statements
No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits
Other Than Pensions, as amended, and No. 57, OPEB Measurements by Agent
Employers and Agent Multiple-Employer Plans, for OPEB. The primmy objective of
this Statement is to improve accounting and financial repmiing by state and local
governments for postemployment benefits other than pensions (other postemployment
benefits or OPEB). It also improves information provided by state and local
governmental employers about financial suppmi for OPEB that is provided by other
entities. This Statement is effective for fiscal years beginning after June 15, 2017.

•

•

GASB Statement No. 77, Tax Abatement Disclosures. This Statement requires
governments that enter into tax abatement agreements to disclose the following
information about the agreements:
✓

Brief descriptive information, such as the tax being abated, the authority
under which tax abatements are provided, eligibility criteria, the mechanism
by which taxes are abated, provisions for recapturing abated taxes, and the
types of commitments made by tax abatement recipients
✓ The gross dollar amount of taxes abated during the period
✓ Commitments made by a government, other than to abate taxes, as pmi of a
tax abatement agreement.

Governments should organize those disclosures by major tax abatement program and
may disclose information for individual tax abatement agreements within those
programs. Tax abatement agreements of other governments should be organized by
the government that entered into the tax abatement agreement and the specific tax being
abated. Governments may disclose information for individual tax abatement
agreements of other governments within the specific tax being abated. For those tax
abatement agreements, a repmting government should disclose:
✓

✓
✓

The names of the governments that entered into the agreements.
The specific taxes being abated.
The gross dollar amount of taxes abated during the period.

The requirements of this Statement are effective for financial statements for periods
beginning after December 15, 2015.
•

GASB No. 78, Pensions Provided Through Certain Multiple-Employer Defined
Benefit Plans. This Statement addresses a practice issue regarding the scope and
applicability of Statement No. 68, Accounting and Financial Reporting for Pensions.
This issue is associated with pensions provided through ce1iain multiple-employer
defined benefit pension plans and to state or local governmental employers whose
employees are provided with such pensions. Prior to the issuance of this Statement,
12

PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
NOTES TO BASIC FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017
the requirements of Statement 68 applied to the financial statements of all state and
local governmental employers whose employees are provided with pensions through
pension plans that are administered through trusts that meet the criteria in paragraph 4
of that Statement. This Statement amends the scope and applicability of Statement No.
68 to exclude pensions provided to employees of state or local governmental
employers through a cost-sharing multiple-employer defined benefit pension plan that
(1) is not a state or local governmental pension plan, (2) is used to provide defined
benefit pensions both to employees of state or local governmental employers and to
employees of employers that are not state or local governmental employers, and (3)
has no predominant state or local governmental employer (either individually or
collectively with other state or local governmental employers that provide pensions
through the pension plan). This Statement establishes requirements for recognition and
measurement of pension expense, expenditures, and liabilities; note disclosures; and
required supplementary information for pensions that have the characteristics
described above. The requirements of this Statement are effective for financial
statements for periods beginning after December 15, 2015.
•

GASB No. 80 Blending Requirements for Certain Component Units - an amendment
of GASB No. 14. This statement amends the blending requirements for the financial
statement presentation of component units of all state and local governments. The
additional criterion requires blending of a component unit incorporated as a not for
profit corporation in which the primmy government is the sole corporate member. The
requirements of this statement are effective for repo1iing periods beginning after June
15, 2016. Earlier application is encouraged.

•

GASB No. 81 Irrevocable Split Interest Agreements. This statement improves
accounting and financial reporting for irrevocable split interest agreements by
providing recognition and measurement guidance for situations in which a government
is a beneficimy of the agreement. The requirements of this statement are effective for
financial statements for periods beginning after December 15, 2016.

•

GASB No. 82 Pensions Issues an amendment of GASB Statements No. 67, No. 68 and
No. 73. This statement address ce1tain issues that have been raised with respect to
Statements No. 67, Financial Reporting for Pension Accounting and Financial
Reporting for Pensions and Related Assets and No. 73 Financial Reporting for
Pension Accounting and Financial Reporting for Pensions and Related Assets That
are not within the Scope of GASE Statement No. 68 and Amendments to Ce1iain
Provisions of GASB Statement 67 and 68. The requirements of this statement are
effective for reporting periods beginning after June 15, 2016.

•

GASB No. 83 Certain Asset Retirement Obligation. This Statement addresses
accounting and financial repmiing for ce1iain asset retirement obligations (AROs). An
ARO is a legally enforceable liability associated with the retirement of a tangible
capital asset. A government that has legal obligations to perform future asset
13

PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
NOTES TO BASIC FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017

retirement activities related to its tangible capital assets should recognize a liability
based on the guidance in this Statement. The requirements of this statement are
effective for rep011ing periods beginning after June 15, 2018.
•

GASB Statement No. 84, Fiduciary Activities. The objective of this Statement is to
improve guidance regarding the identification of fiduciary activities for accounting
and financial repmiing purposes and how those activities should be reported. The
requirements of this Statement are effective for rep011ing periods beginning after
December 15, 2018. Earlier application is encouraged. This statement is not expected
to have material impact on the Authority's financial statements

•

GASB Statement No. 85, Omnibus 2017. The objective of this Statement is to address
practice issues that have been identified during implementation and application of
ce11ain GASB Statements. This Statement addresses a variety of topics including
issues related to blending component units, goodwill, fair value measurement and
application, and postemployment benefits (pensions and other postemployment
benefits [OPEB]). Specifically, this Statement addresses the following topics:
✓

Blending a component unit in circumstances in which the primary
government is a business-type activity that repo11s in a single column for
financial statement presentation.

✓

Rep011ing amounts previously reported as goodwill and "negative" goodwill.

✓

Classifying real estate held by insurance entities.

✓

Measuring ce11ain money market investments and participating interest
earning investment contracts at amortized cost.

✓

Timing of the measurement of pension or OPEB liabilities and expenditures
recognized in financial statements prepared using the current financial
resources measurement focus.

✓

Recognizing on-behalf payments for pensions or OPEB in employer
financial statements.

✓

Presenting payroll-related measures in required supplementary information
for purpose ofreporting by OPEB plans abs employers that provide OPEB.

✓

Classify employer-paid member contribution for OPEB.

✓

Simplifying ce11ain aspects of the alternative measurement method for
OPEB.

✓

Accounting and financial repmiing for OPEB provided through ce11ain
multiple-employer defined benefit OPEB plans.

The requirements of this Statement are effective for reporting periods beginning after
June 15, 2017. Earlier application is encouraged.

14

PUERTO RICO INDUSTRIAL, TOURIST, EDUCATIONAL, MEDICAL, AND
ENVIRONMENTAL CONTROL FACILITIES FINANCING AUTHORITY
(A Component Unit of the Commonwealth of Puerto Rico)
NOTES TO BASIC FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2017
•

GASB Statement No. 86, Certain Debt Extinguishment Issues. This Statement
improves the consistency in accounting and financial repmiing for in-substance
defeasance of debt by providing guidance for transactions in which cash and other
monetary assets acquired with only existing resources-resources other than the
proceeds ofrefunding debt-are placed in an irrevocable trust for the sole purpose of
extinguishing debt. This Statement also improves accounting and financial repmiing
for prepaid insurance on debt that is extinguished and notes to financial statements for
debt that is defeased in substance. The requirements of this Statement are effective
for fiscal years beginning after June 15, 2017. Earlier application is encouraged.

•

GASB Statement No. 87, Leases. The objective of this Statement is to better meet the
information needs of financial statement users by improving accounting and financial
repmiing for leases by governments. This Statement increases the usefulness of
governments' financial statements by requiring recognition of ce1iain lease assets and
liabilities for leases that previously were classified as operating leases and recognized
as inflows of resources or outflows of resources based on the payment provisions of
the contract. It establishes a single model for lease accounting based on the
foundational principle that leases are financings of the right to use an underlying asset.
Under this Statement, a lessee is required to recognize a lease liability and an
intangible right-to-use lease asset, and a lessor is required to recognize a lease
receivable and a deferred inflow of resources, thereby enhancing the relevance and
consistency of information about governments' leasing activities. The requirements of
this Statement are effective for repmiing periods beginning after December 15, 2019.
Earlier application is encouraged.

•

GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct
Borrowings and Direct Placements. The primmy objective of this Statement is to
improve the information that is disclosed in notes to government financial statements
related to debt, including direct borrowings and direct placements. It also clarifies
which liabilities governments should include when disclosing information related to
debt. This Statement defines debt for purposes of disclosure in notes to financial
statements as a liability that arises from a contractual obligation to pay cash (or other
assets that may be used in lieu of cash) in one or more payments to settle an amount
that is fixed at the date the contractual obligation is established. This Statement
requires that additional essential information related to debt be disclosed in notes to
financial statements, including unused lines of credit; assets pledged as collateral for
the debt; and terms specified in debt agreements related to significant events of default
with finance-related consequences, significant termination events with finance-related
consequences, and significant subjective acceleration clauses. For notes to financial
statements related to debt, this Statement also requires that existing and additional
information be provided for direct borrowings and direct placements of debt separately
from other debt. The requirements of this Statement are effective for repmiing periods
beginning after June 15, 2018. Earlier application is encouraged.
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Management is evaluating the impact that these Statement will have on the Authority's basic
financial statements.

Deferral ofAccounting Pro1101111ceme11t - The Authority is required to adopt the provisions
of Governmental Accounting Standard Board (GASB) Statement No. 68, Accounting and
Financial Reportingfor Pensions-an amendment of GASE 27 and GASB Statement No. 71,
Pension Transition for Contributions Made Subsequent to the Measurement Date, an
amendment of GASB Statement No. 68 (GASB No. 71). These statements replaced the
requirements of Statement No. 27, Accounting for Pensions by State and Local
Governmental Employers, as well as the requirements of GASB No. 50, Pension
Disclosures, as they related to pensions that are provided through pension plans
administered as trusts or equivalent arrangements that meet certain criteria as is the
case of the Employees' Retirement System of the Government of the Commonwealth
(ERS). Under Statement No. 68, the Commonwealth's agencies, as well as the
component units and municipalities are considered "cost-sharing" employers of the
ERS, therefore, the Authority would report its allocated share of the Commonwealth's
resulting net pension liability, net pension expense and related and applicable deferred
outflow/inflow of resources based on (1) the Authority's individual proportion to the
collective net pension liability, expense and deferred outflow/inflow of resources of all
the governments participating; and (2) the proportion should be consistent with the
method used to assess contributions (percentage of payroll). With respect to Statement
No. 71, it amended paragraph 137 2 of Statement No. 68 to require that, at transition, a
government recognize a beginning deferred outflow of resources for its pension
contributions, if any, made subsequent to the measurement date of the ERS' beginning net
pension liability. As of June 30, 2017, the Authority had no liability with the ERS.

3.

GOING CONCERN
The discussion in the following paragraphs regarding Commonwealth, including The
Authority, financial and liquidity risks provides the necessaiy background and support for
management's evaluation as to whether there is substantial doubt about the Authority's
ability to continue as a going concern for 12 months beyond the date of the financial
statements or for an extended period if there is currently known information that may raise
substantial doubt sh01tly thereafter. GASB Statement No. 56, Codification of Accounting

and Financial Reporting Guidance Contained in the AICPA Statements on Auditing
Standards, establishes that the continuation of a legally separate governmental entity as a
going concern is assumed in financial rep01ting in the absence of significant infonnation to
the contrary. Information that may significantly contradict the going concern assumption
would relate to a governmental entity's inability to continue to meet its obligations as they
become due without substantial disposition of assets outside the ordinary course of
governmental operations, restructuring of debt, submission to the oversight of a separate
fiscal assistance authority or financial review board, or similar actions. Indicators such as
negative trends in operating losses and negative cash flows, possible financial difficulties
such as nonpayment or default of debt and/or restructurings or noncompliance with capital
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or reserve requirements, and internal or external matters impacting the governmental entity's
ability to meet its obligations as they become due, are factors that are considered in this
evaluation.
The Commonwealth, including its executives' agencies, faces significant risks and
uncertainties, including liquidity risk, which is the risk ofnot having enough liquid financial
resources to meet obligations when they come due. The risks and uncertainties facing the
Commonwealth, together with other factors, have led the Commonwealth's management to
conclude that there is substantial doubt as to the ability of the primary government, to
continue as a going concern.
The Commonwealth currently faces a severe fiscal, economic and liquidity crisis, the
culmination of many years of significant governmental deficits, a prolonged economic
recession (which commenced in 2006), high unemployment, population decline, and high
levels of debt and pension obligations. Fmiher stressing the Commonwealth's liquidity are
the vulnerability of revenue streams during times of major economic downturns and large
health care, education, pension and debt service costs. As the Commonwealth's tax base has
decrease and its revenues affected by prevailing economic conditions, health care, pension
and debt service costs have become an increasing portion of the General Fund budget, which
has resulted in reduced funding available for other essential services. The Commonwealth's
very high level of debt and unfunded pension liabilities and the resulting required allocation
of revenues to service debt and pension obligations have contributed to significant budget
deficits during the past several years, which deficits the Commonwealth has financed,
fmiher increasing the amount of its debt. More recently, these matters and the
Commonwealth's liquidity constraints, among other factors, have adversely affected its
credit ratings and its ability to obtain financing at reasonable interest rates, if at all. As a
result, the Commonwealth had relied more heavily on sh01i-term financings and interim
loans from the Government Development Bank ("GDB"), other instrumentalities of the
Commonwealth, which reliance has constrained the liquidity of the Commonwealth in
general and the GDB in pmticular and increased near-term refinancing risk. These factors
have also resulted in delays in the repayment by the Commonwealth and its instrumentalities
of outstanding GDB lines of credit, which delays have limited the GD B's ability to continue
providing liquidity to the Commonwealth and have caused the GDB to fail to make a
principal payment on its debt obligations. These factors are reflected in the deterioration of
the Commonwealth's credit ratings. Since June 30, 2014, the principal rating agencies have
continued to lower their rating on the general obligation bonds of the Commonwealth, which
had already been placed within non-investment grade ratings in February 2014. After the
Commonwealth failed on its general obligation bonds and guaranteed bonds on July 1, 2016,
the credit rating was lowered to "D", the lowest credit rating given to issuers that have
defaulted on their obligations. They also lowered their credits ratings on the bonds of other
component units of the Commonwealth, including the GDB, all of which were lowered
multiple notches in the grading levels. In addition, although the Commonwealth nor its
component units are eligible to seek relief under Chapter 9 of the United States Bankruptcy
Code, on June 30, 2016, the U.S. President signed the Pue1io Rico Oversight, Management,
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and Economic Stability Act ("PROMESA"), which grants the Commonwealth and its
component units access to an orderly mechanism to restructure their debts in exchange for
significant federal oversight over the Commonwealth's finances. In broad terms, PRO MESA
seeks to provide Puerto Rico with fiscal and economic discipline through the creation of a
control board, relief from creditor lawsuits through the enactment of a temporary stay on
litigation, and two alternative methods to adjust unsustainable debt.
First, to ensure fiscal and economic discipline, PROMESA creates a federally appointed
Board that has plenary authority over Puerto Rico's finances. The Board's primary function
is to provide fiscal oversight through the development and approval of fiscal plans and
budgets, and to enforce compliance with those plans and budgets through broad-based
powers such as reducing non-debt expenditures and instituting cetiain hiring freezes. The
Board also has oversight over legislative processes because PROMESA requires the Board
to review new laws and deny their enforcement if they are inconsistent with the approved
fiscal plans and budgets. The Board also has authority to review contracts to ensure
compliance with the fiscal plan, and to prevent the execution or enforcement of a contract,
rule, executive order or regulation to the extent that it is inconsistent with the approved fiscal
plan. Second, the enactment of PRO MESA also operates as a broad-based stay on litigation,
applicable to all entities, with respect to claims related to Puetio Rico's financial debt, as
well as on enforcement of provisions in contracts that allow for termination and the exercise
ofremedies based on non-payment of financial obligations, among other conditions. Finally,
PROMESA contains two methods to adjust Puetio Rico's debts. The first method is a
streamlined process to achieve modifications of financial indebtedness with the consent of
a supermajority of affected financial creditors. This method has benefits such as potential
speed relative to a traditional restructuring through a formal in-comi process. The second
method is a court-supervised debt-adjustment process, which is modeled on Chapter 9 of the
U.S. Bankruptcy Code. This process includes the so-called "calm-down" power, which may
provide Puetio Rico with flexibility in debt adjustment, but it also gives the Board total
control over the adjustment process and includes cetiain provisions designed to protect
creditor interests.
The current level of resources provided to PSC could be adversely affected in the future as
a result of the severe financial, condition of the Commonwealth. Unless the Commonwealth
can obtain financing in the very near term or to reach restructuring or forbearance
agreements with its creditors, it may not be able to honor all its obligations as they come
due while at the same time providing essential government services. While PROMESA
provides the Commonwealth tools to bind such holdouts and adjust its debts in an orderly
manner, PRO MESA gives the Board total control over such adjustment process and includes
cetiain provisions designed to protect creditor interests, which are untested. There is thus no
assurance that the federally appointed Board of PRO MESA will be successful in achieving
budgetary and fiscal balance through a debt restructuring or otherwise.
The government of Puetio Rico has taken immediate steps to address the Island's fiscal
crisis. On January 2, 2017, vital structural reforms were taken among other cost reduction
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initiatives including: (1) reduction often percent in government spending for the fiscal year
2016; (2) reduction often percent (10%) in professional service contracts, and a five percent
(5%) decrease in utility spending for all government agencies and public corporations; and
(3) a twenty percent (20%) reduction in positions of trust in each agency and/or pubic
corporation. Another Executive Order No. 2017-002, signed that same day, created the
Center for Federal Oppm1unities to improve the Government's ability to obtain, maximize
and improve the oversight of federal funds and resources. This is an impm1ant step towards
addressing your concern that "there is no central office to manage federal funds and optimize
use of proceeds".
Pursuant to Act 2 of January 2017 and Act 21 of April 2016, the Pue110 Rico Fiscal Agency
and Financial Advismy Authority was created to execute the role of fiscal agent and financial
advis01y to the Government of Pue11o Rico, its agencies, public corporations, municipalities,
and instrumentalities, which includes the Authority.
Fm1hermore, Executive Order No. 2017-003, declares a state of emergency in infrastructure,
thus creating an expedited process for infrastructure pr0jects which are much needed in order
to boost the local economy and, as complement, Executive Order No. 2017-004 creates a
Governmental Task Force for urgent infrastructure projects that require the approved
expedited process.
Through these Orders, the Government of Pue110 Rico have set in motion the process to
"build a modern, efficient and cost-effective infrastructure that ensures quality utility
services are delivered fairly to eve1y island region". Also, Executive Order No. 2017-005
requires all agencies and public corporations to establish a Zero-Base Budgeting
methodology to reduce government spending. Lastly, Executive Order No. 2017-009
imposes a five percent (5%) reduction in purchases of goods in all government agencies.
These orders will result in more efficient government operation "while preserving essential
services for the People of Pue11o Rico".
Additionally, on Januaiy 9, 2017, the Government of Puerto Rico introduced profound labor
reforms. The Employment Transformation and Flexibility Act is growth initiative aimed at
reducing the cost of doing business in Pue110 Rico and creating a more competitive economy
in order to attract new capital and allow the private sector to create much needed jobs. This
bill includes most if not all the comprehensive labor reforms that you stated in your letter,
including, among other things, significant changes related to severance pay, flexible
scheduling, employee retention and mandatory vacation days. Simultaneously, an additional
bill was introduced in which conve11s the Government into a single employer. Through the
Personnel Management Transformation Act, the Government of Puerto Rico will reduce
spending and create efficiencies in all government agencies.
As stated in the preceding paragraphs, the Government of Pue110 Rico has taken immediate
steps and is in search of additional measures that will bring solvency and establish a future
economic growth. Until then, given that the Authority is a component unit of the
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Commonwealth its financial condition is currently affected. As a result, management of the
Authority has concluded that there is substantial doubt as to the ability of the Authority to
continue as a going concern in accordance with GASB Statement No. 56.
The above measures were submitted to and evaluated by the Fiscal Oversight Board
("Board") and were certified on March 13, 2017.

4.

CUSTODIAL CREDIT RISK
Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, the Authority will not be able to recover its deposits. The Authority
policies do not contain legal or policy requirements that would limit the exposure to custodial
credit risk for deposits. As of June 30, 2017, approximately $9.5 million the Authority
deposits within the Bank are held in uninsured and uncollateralized accounts.
On April 8, 2016, the Governor signed Executive Order No. 2016-010 ("EO No. 2016-01 0"),
declaring the Bank to be in a state of emergency pursuant to Act 21 of April 6, 2016. In
accordance with the emergency powers provided for in Act 21, EO No. 2016-010
implemented a regulatory framework governing the Bank operations and liquidity, including
prohibiting loan disbursements by the Bank and establishing a procedure with respect to
governmental withdrawals, payments, and transfer requests with respect to funds held on
deposit at the Bank. To that effect, EO No. 2016-010 restricts the withdrawal, payment and
transfer of funds held on deposit at the Bank to those reasonable and necessary to ensure the
provision of essential services and authorizes the Bank to establish weekly limits on the
aggregate amount of such disbursements. Moreover, EO No. 2016-010 prohibits the Bank
depositors from printing or writing checks creditable against their accounts at the Bank,
unless they obtain a temporary waiver from the Bank. As the Bank serves as the depositary
of all of the Authority's funds, the Authority's cash and time deposits, pursuant EO No. 201610, will be subject to strict restrictions and limitations.
The Bank continues facing significant risks and unce1iainties and it currently does not have
sufficient liquid financial resources to meet obligations as they become due.
As fmiher explained in note 1, the Authority was created to issue revenue bonds and to lend
the proceeds thereof to finance ce1iain acquisition and construction projects. However, the
Authority's operations have been practically inactive, and its available cash deposited at the
Bank maintained idle for the past five years due to the nature of its operations and liquidity
problems of the Commonwealth and the Bank. Given the inactivity of the Authority's
operations and its available idle cash deposited at the Bank, combined with the provisions of
Act 21 and EO No. 2016-10 described on the preceding paragraph and the unce1iainty
surrounding the Bank liquidity position, it is probable that the Authority would not be able to
recover the funds deposited at the Bank. Therefore, an impairment of $4,563 was recognized
during fiscal year 2016, in order to bring the accumulated impairment reserve on the cash
deposited at the Bank at $9,473,153 as of June 30, 2017.
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On May 2017, the Authority opened a depository bank account with an FDIC insured
commercial bank in order to deposit placement fees and other related revenues.

5.

SERVICE AGREEMENT
The Authority has an agreement with the Bank whereby the Bank provides managerial,
administrative and financial services to the Authority. Pursuant to this agreement, the
Authority was not charged by the Bank during the fiscal year 201 7.

6.

PLACEMENT FEES
The Authority generally charges a placement fee of one percent ( 1%) of the face value of
bond issued or as deemed appropriate for the specific issue, except for bonds issued to
finance educational, medical, or environmental control facilities or other projects otherwise
eligible to be placed in the U.S. tax-exempt bond market, for which the placement fee
charged is one half percentage (0.50%). On April 2017, the Authority issued $25,705,000
in Hospital Revenue Refunding Bonds, 2017 Series A for the purpose of refunding the
Hospital Revenue Bonds 2000 Series A. Both bond issuances were issued by the Authority
for the benefit of the Hospital de la Concepcion, Inc.

7.

REVENUE BONDS
The revenue bonds are special and limited obligations of the Authority and, except to the
extent payable from bond proceeds and investments thereof, will be payable solely from
and secured by a pledge and assignment of the amounts payable under the loan agreements
between the Authority and the borrowers. Furthermore, payment of principal and interest
on the revenue bonds is unconditionally guaranteed by the borrowers, their parent
companies, or letters of credit generally issued by major U.S. banks or U.S. branches of
international banks.
The revenue bonds are considered conduit debt and do not constitute a debt or a pledge of
the good faith and credit of the Authority or the Commonwealth or any political subdivision
thereof.
In connection with the issuance of revenue bonds, the Authority enters into trust
agreements, whereby the Authority assigns and pledges to the trustees, for the benefit of
the holders of the revenue bonds; (1) all amounts receivable by the Authority in repayment
of the amounts due under the loan agreements; (2) any rights, title, and interest of the
Authority in the proceeds derived from the issuance of the revenue bonds and of any
securities in which moneys in any fund or account created by the trust agreements or loan
agreements are invested and the proceeds derived there from; and (3) the Authority's rights,
title, and interest in and to the loan agreements, subject to the Authority's retention of ce1tain
rights, including the right to collect moneys payable to the Authority, which are not received
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with respect to repayment of the loans.
At June 30, 2017, the Authority has issued revenue bonds in an aggregate amount of
approximately $1,021 million, of which approximately $725 million are outstanding.
Outstanding revenue bonds as of June 30, 2017, are as follows:

Revenue Bonds

Commercial / Industrial
Educational
Medical
Tourist

8.

Original Amount

392,529,745
368,060,000
204,500,000
56,355,000
1,021,444,745

Outstanding Amount

284,175,466
264,140,000
132,780,000
44,835,000
725,930,466

SUBSEQUENT EVENTS

On December 2018, the Authority issued $9,000,000 in various new Educational Facilities
Revenue Bond series to finance the "Baldwin School Project". This bond issuance financed
a new educational related project owned, developed, and for the benefit of The Baldwin
School of Puerto Rico, Inc.
On May 2019, the Authority issued $21,600,000 in new Higher Education Revenue Bonds,
Series 2019 to finance the Inter American University of Pue1to Rico Series 2019 Project.
This new bond issuance financed a new mixed use project owned, developed, and for the
benefit of the Universidad Interamericana de Puerto Rico, Inc.
Subsequent events were evaluated through May 2, 2019, the date the financial statements
were available to be issued, to determine if any such events should either be recognized or
disclosed in the 2017 financial statements.
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