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Independent Audito6' Report on Basic Financial Statements and Supplementarv Schedule of
Expenditures of Federal Aw'ards

The Honorable Mayor, Members of the
Municipal Legislature and People of
the Municipality of Barranquitas
Barranquitas, Puerto Rico

Reporl on the Financiul Statements
Wá have audited the accompanying financial statements ofthe golemmental act¡vities, each major fund,
and the aggregate remaining fund information of the Municipaliry- of Barranquitas of the Commonrvealth

of Puerto Rico (the "Municipalilv"), as of and for the fiscal year ended June 30, 2015, and the related

notes to tle financial statements, which collectively comprise the Municipality's basic financial
statements as listed in the accompanying table ofcontents.

Manageme nt's Respo ns ibility for the Financial Stalements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes

the design, implementation, and maintenance of intemal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
efTor.

A ud itors' Responsibility
Our responsibility is to express opinions on these financial statements based our audit. We conducted our
audit in accordance with auditing standards genorally accepted in the United States of America and the

standards applicable to financial audits contained in Government Auditing Standards, issued by the

Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial stalements. The procedures selected depend on the auditors' judgment, including the

assessment ofthe risks of material misstatement ofthe financial statements, whether due to fraud or error.

In making those risk assessments, t}re auditor considers intemal control relevant to the entity's preparation

and fair presentation ofthe financial statements in order to design audit procedures that are appropriate in
the circumsrances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
intemal 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 *'ell as evaluating the overall presentation ofthe financial statements.

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

I
PO. 8ox 191503, Son Juon, Puerto Rico 009'19-1503 IEL. 787-ó03-l ó00



Basisfor Quatified opinion on Governmental Aclivities and Note Disclosure Regarding Pensions

As discussed in note 13 to the basic financial statements. the Municipality has not implemented the

,"q.,i."."nt, of statement No. 68 of th€ Governmental Accounting Standards Board, Accounting and

Financial Reporting for Pensions, an amendment of GASB Statement No. 27. Accordingly,

1 . The Municipality has not been able to determine and account for its proportionate share of net

pension obiigation, defened inflow ofresources and deferred outflow ofresources related to

pension costs and,

2. The Municipality has not recognized the effect of current period changes in net pension

obligation, deferred outflow óf..rorr"". and deferred inflow of resources as these relate to

pension costs.

Accounting principles generally accepted in the united States of America require that pension related

iiuUifity, a".t"o"a outflów of Á.ou...., deferred inflow of resources, as applicable, be recognized in

ac"ordurce with the parameters established by Statement No. 68, as well as the effect of current period

changes of the aforementioned amounts that must be recognized in pension expense during 
^the 

current

periJa. necognition of the amounts would increase liabilities, increase deferred outflow of resources,

in".eas" def"Ád inflow of resources, decrease net position and change the pension expenses of the

lor"rn-ental activities. The amounts by which this dépanure would affect liabilities. deferred outflow of

I"ror.""r, deferred inflow of resources, and expenses of the govemmental activities has not been

determined.

The accompanying notes to the basic financial statements do not disclose the pension cost information

required by Sáerient No. 68. In our opinion, disclosure of this information is required by accounting

principles generally accepted in the United States of America'

QualiJied Opinion

In our opinion, except for the possible effects of the matter described above in the Basis for Qualified

opinion'on Gor"**"nt Activities and Note Disclosure Regarding Pension paragraph, the financial

statements referred to above present fairly, in all material respects, the financial position of the

gou"-."ntut activities of the üunicipality ás of June 30, 2015 and the respective changes in financial

iosition thereof for the year then ended in accordance with accounting principles generally accepted in

the United States of America.

Unmodified Opinions

ln our opinion, the financial statements refened to above present fairly, in all material resPects, the

i".p."tirl financial position of each major fund, and the aggregate remaining fund information of the

Municipals of Barranquitas of the Cómmonwealth of Puerto Rico, as of June 30, 2015, and the

,".p""tir" 
"hang". 

in financial position, thereof for the year then ended in conformity with accounting

principles generally accepted in the United States of America'

El nsNrrEz-JArME, cPA-PSC
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Required Supplementary Information Omilted

The Municipality has omitted the Schedule of the Municipalit¡,*'s Proportiondte Shore of the Net Pension

Lidbility, and úte Schectule of Mmicipality's Contributions to the Employees' Pension Plan, information

that acóounting principles generally accepted in the United States of America require to be presented to

supplement the basic financial statements. Such missing information, although not a Part of the basic

financial statements, is required by the Govemmental Accounting Standards Board who considers it to be

an essential part of the financial reporting for placing the basic financial statements in an appropriate

operational, áconomic or historical context. Our opinion on the basic financial statements is nor affected

by this missing information.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's

discussion ánd analysis and Budgetary Comparison information on pages 5 through 29 and 81,

respectively, be presented to supplement the basic financial statements. Such information, although not a

part ofthe basic-financial statements, is required by the Govemmental Accounting Standards Board, who

considers it to be an essential part of financial repofing for placing the basic financial statements in an

appropriate operational, economic, or historical context. We have applied certain limited procedures to

túá required iupplementary information in accordance with auditing standards generally accepted in the

United States oi America, which consisted of inquiries of management about the methods ofpreparing the

information and comparing the information for consistency with management's responses to our

inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic

finincial statements. We do not express an opinion or provide any assurance on the information because

the limited procedures do not provide us with suflicient evidence to express an opinion or provide any

assurance.

Other information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively

comprise the Municipality's basic financial statements. The accompanying schedule of expenditures of
fedeial awards is preiented for purposes of additional analysis as required by Title 2 U.S. Code of Federal

Regulations (CFR) Part 200, Unform Administratiye Requirements, Cost Princíples, and Audít

Requiremenrs for Federal Awards, and is not a required part ofthe basic financial statements.

The Schedule of Expenditures and Federal Awards is the responsibili§ of management and was derived

from and relates directly to the underlying accounting and other records used to prepare the basic

financial statemens. Suc'h information has been subjected to the auditing procedures applied in the audit

of the basic financial statements and certain additional procedures, including comparing and reconciling

such information directly to the underlying accounting and other records used to prepare the basic

financial statements or tá the basic financial statements themselves, and other additional procedures in

accordance with auditing standa¡ds generally accepted in the United States of America. [n our.opinion.

the Schedule ofExpendiiures of Fedéral A*Lds is fairly stated, in all material respects, in relatión to the

basic financial statements as a ú.hole.

ESENIT-JAIME, CPA-PSC



Other Reporting Requhed by Government Audiling Standatds

In accordance with Government Auditing Standards, we have also issued our report dated March 8, 2016,

on our consideration of the Municipality of Barranquitas of the Commonwealth of Puerto Rico intemal

control over financial reporting and on our tests of its compliance with certain provisions of [aws,

regulations, contracts, grant agreements and other matters. The purpose of that report is to describe the

scópe of our testing of intemál control over financial reporting and compliance and the results of that

testing, and not to provide an opinion on the intemal control over financial reporting or on compliance.

That áport is an iniegral part of an audit performed in accordance with Government Auditing Standards

in considering the Municipalis of Bananquitas of the Commonwealth of Puerto Rico intemal control

over financial reporting and compliance.

S- f$c
March 8, 2016
Toa Alta, Puefo Rico

Stamp No. o2708932
was afiixed to the
original report.

4 E gEMIM-JAnyf E, CPA-PSC



Coiu}IoNWEALTH oF PUERTo RICo
MUNICIPALITY oF BARRA¡iQUIT.{S

Management's Discussion and Analysis
June 30, 2015

As management of the Municipalit"v of Barranquitas (the Municipality). we offer readers the following
discussion and analysis of the Municipality's financial activities reported in the accompanving basic
financial statements for the fiscal year ended June 30, 2015. We encourage readers to consider the
information presented here in conjunction with additional information that is fumished in the
Municipality's financial statements, which follow this narrative.

FINA¡ICIAL IIIGI{T IGHTS

G ov er nme nt-Wide H ig h I ig hts :

o The Municipalit-v's assets exceeded its liabilities (net position) by 538,541,521 atJune30,2015. The
Municipality's net position increased by S1,887,545 during the fiscal year ended June 30, 2015.

o The Municipaliry"'s assets increased from $62,949,328 at June 30, 2014 to $63,651.313 at June 30,
201 5, for an increase of $701,985 ( l% increase), due to an increase in cash in banks.

o The liabilities of the Municipality decreased from $22,769,361 at June 30, 2014 to $22,086,965 at
June 30, 2015, for a decrease of $682,396 (3% decrease), due to a decrease in the municipal waste
landfill closure and post-closure care costs debt.

. The revenues ofthe Municipality decreased from $14,660,962 for the fiscal year ended June 10, 2014
to §14,261,640 for the fiscal year ended June 30, 2015, for a decrease of $399,322 (3% decrease),
due to a decrease in the collection of municipal ta\es and interests on deposits.

o The Municipality's expenses decreased from S12,824,912 for the fiscal year ended June 30, 2014 to
S 12,3 74,095 for the fiscal year ended June 30. 2015, for a decrease of $,+50,81 7 (4% decrease).

Govemmental Funds' Highlig hts:

o The total fund balances of govemmental funds amounted to 514,630,698 at June 30, 2015. which
increased by §3 10,714 during fiscal year ended June 30, 201 5.

o The total assets of governmental funds increased from $21.330,749 at June 30, 2014 ro 521,548,371
at June 30, 2015, for an increase of $217,622 (lYo increase), due to an increase in cash in banks.

. The governmental fund's total liabilities increased fiom 53,420,122 at June 30,2014 to $3,833,414 at
June 30, 2015, for an increase of $413.292 (12% increase).

. The total revenues of govemmental funds decreased from $ 15,48¿1,161 for the fiscal year ended June
30,2014 to $14,264,860 for the fiscal year ended June 30,2015, for a decrease of S1,219,301 (8%
decrease), as the pattem in intergovernmental grants and contributions revenues changed during the
fiscal year 2014-2015, mainly due to the economic conditions environment.

. The govemmental fund's total expenditures increased from 512,913,408 for the fiscal year ended
June 30, 2014 to $14,764,146 for the fiscal year ended June 30, 2015, for an increase of$1,850,738
(14.3% increase), due to the increase in general govemment expenditures.



CoMlroN.wEALTH oF PUERTo RICO
MUNICIPALTTY OF BARRANQUITAS

Management's Discussion and Analysis
June 30,2015

OI'ERVIEW OF TIIE BASIC FINANCIAL STATEMENTS

The purpose of financial reporting is to provide extemal users of basic financial statements with
information that will help them to make decisions or draw conclusions about the Municipalit-v, There are

many extemal parties that use the basic financ¡al statements of the Municipality; horvever, these parties
do not always have the same specific objectives. In order to address the needs of as many parties as

reasonably possible, the Municipaliqv, in accordance with required financial reporting standards, presents

this Management's Discussion and Analysis (MD&A) as an introduction to the accompanying basic
financial statements. This narrative represents an overview and analysis ofthe financial activities ofthe
Municipaliry for the fiscal year ended June 30, 2015. Because this MD&A is designed to focus on the
current year activities, resulting changes and currently known facts, we encourage readers to consider the
information presented in this MD&A in conjunction with the additional information furnished in the
accompanying basic financial statements.

The Municipalig's basic financial statements include three components: (l) govemment-wide financial
statements (GWFS), (2) govemmental fund financial statements (GFFS), and (3) notes to the basic
financial statements (NBFS). This report also contains additional required and other supplementary
information in addition to the basic financial statements themselves. These components are described
below.

The basic financial statements focus on: (l) the Municipality as a whole (govemment-wide financial
reporting) and, (2) the Municipality's major individual governmental funds. Both perspectives allow the
users to address relevant questions, broaden a basis for comparison (year to year or govemment to
govemment) and enhance the Municipalig''s accountabilit¡". The components of the basic financial
statements are described below.

a) Govemmenl-wid.e Financial Statemenrs

The GWTS are composed of: (l) the statements of net position (SNP) and (2) the statement of
activities (SA). These financial statements can be found immediately following this MD&A. GWFS
are designed to provide readers with a broad overview of the Municipality's operations as a r¡,hole in
a manner similar to private-sector business. These statements provide short-term and long-term
information about the Municipality's financi4l position, which assist the Municipaliry's management
to determine the economic condition at June 30, 2015. The GWFS are prepared using methods that
are similar to those used by most private businesses.

1. Statemetrt of Net Position

The purpose of SNP is to attempt to report all assets orvned and all liabilities owed by the
Municipality. The Municipality repons of all of its assets when it acquires ownership over the
assets and reports all of its tiabilities when they are incurred. For example, the Municipality
reports buildings and infrastmcture as assets, even though the]- are not available to pay the
obligations incurred by the Municipality.

On the other hand, the Municipality reports liabilities, even though these liabilities might not be
paid until several fiscal years into the future.

The difference bet&een the Municipaliry's total assets. total liabilities and deferred inflows of
resources reported in SNP is presented as n ¿rpositíon, which is similar to the total owners' equity
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reported by a commercial enterprise in its financial statements. Although the purpose of the
Municipality is not to accumulate net position, as this amount increases or decreases over time,
such amount represents a useful indicator of whether the financial position of the Municipality-, is

either improving or deteriorating, respectively.

2. Statement of Actirities

The SA presents information shouing hor.', the Municipalit_v's net position changed during the
fiscal year ended June 30, 2015, by presenting all of the Municipality's revenues and expenses.
As previously discussed, the items reported in SA are measured in a manner similar to the
approach used by a commercial enterprise in that revenues are recognized when earned or
established criteria are satisfied, and expenses are recorded rvhen incurred by the Municipality.
Consequently, revenues are reported even when they may not be collected for several months
after the end of the fiscal year and expenses are recorded even though they may not have used
cash during the current year.

Although SA looks different from a commercial enterprise's income statement, the difference is

only in format, not substance. Whereas the bottom line in a commercial enterprise represents its
net income. the Municipalify" reports an amount described as neÍ change in net position, which is
essentially the same concept.

The focus of SA is on the net cos¡ of various activities provided by the Municipality. The
statement begins *'ith a column that identifies the cost of each of the Municipaliry's major
functions. Another column identifies the revenues that are specifically related to the classified
govemmental functions. The difference betlveen the expenses and revenues related to specific
functions/programs identifies the extent to which each function of the Municipality draws from
general revenues or is self-financing through fees, intergovemmental aid, and other sources of
resources-,

This statement also presents a comparison be¡w-een direct expenses and program revenues for
each function of the Municipaliry.

GWTS and GFFS present all of the Muniqipality's governmental activities, *hich are supported
mostly by taxes and intergovemmental revenues (such as federal and state grants and contributions).
All services normally associated with the Municipaliq* fall into this category, including culture,
recreation and education; general govemment; health and sanitation: public safety: public housing
and welfare; and economic and urban development.

Governmental Fund Financ ial Staements

The Municipality's GFFS consist of: (l) the balance sheet - govemmental funds, and (2) the
statement of revenues, expenditures and changes in fund b¿lances - govemmental funds. These
financial statements report the financial position and results of operations of the Municipalir,v-'s
governmental funds, with an emphasis on the Nfunicipalitv's major governmental funds. These
fina¡rcial statements also present the budgetary results ofthe general fund for the current fiscal year.

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Municipalir_v-, like most other state and local
govemments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
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requirements. Each fund is considered an independent fiscal entity accounted for within a set ofself-
balancing accounts that comprise its assets, liabilities, fund equity, revenue, and expenditures. Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonstrating compliance with legal, financial and contractual provisions.

Covemmental funds are used to account for all of the services provided by the Municipalir)-. These
funds are used to account for essentially the same tunctions reported as govemmental activities in the
GWFS. Unlike GWFS, the focus of GFFS is directed to specific activities of the Municipalit¡ rather
than the Municipalitl as a whole; therefore, GFFS report the Nfunicipality's operations in more detail
than the GWFS.

GFFS provide a detailed short-term vierv of the Municipality's finances that assist in determining
whether there will be adequate financial resources available to meet the current needs of the
Municipalitv, which is, evaluating the Municipalit"v's near-term financing requirements. For financial
reporting purposes, the Municipalit_v classifies its govemmental funds within the following r,'.-pes: (l)
general fund, (2) debt sen'ice fund, (3) special revenue funds, and (4) capital projects funds.

GFFS are prepared on an accounting basis that is significantl¡- different from that used to prepare
GWFS. In general, GFFS focus on near-term inflous and outflows ofexpendable financial resources,
consequently, generally measure and account for cash and other assets that can easily be converted to
cash. For example, amounts reported on the balance sheet include capital assets within a very short
period of time, but do not include capital assets such as land and buildings. Governmental fund
liabilities generally include amounts that normally are going to be paid within a very short period
after the end of the fiscal year. The difference between a fund's total assets and total liabilities is
reported as the fund balance, and generally indicates the amount that can be used to finance the next
fiscal year's activities. Likewise, úe op€rating st¿tement for govemmental funds reports only those
revenues and expenditures that were collected in cash or paid with cash, respectively, during the
current fiscal year or very shortly after the end ofthe fiscal year.

Because the focus of GFFS is narrower than that of the GWFS. it is useful to compare the fund
information presented for governmental funds with similar information presented for governmental
activities in the GWFS. By'' doing so, readers may better understand the long+erm impact of the
Municipality's near-term financial decisions. Both the govemmental funds' balance sheet and the
govemmental funds' statement of revenues, expenditures and changes in fund balances provide a
reconciliation to facilitate the comparison between govemmental funds and the governmental
activities reponed in the govemment-wide financial statements.

The Municipality has five (5) major govemmental funds. Each major fund is presented in a separate
column in the governmental funds' bala¡rce sheet and the govemmental funds' st¿tement ofrevenues,
expenditures and changes in fund balances. The five (5) major governmental funds are: (l) general
fund, (2) capitat improvements bond fund, (3) legislative joint resolutions fund, (4) debt service fund,
and (5) community development block grant fund.

Notes to Basic Financial Stalements

The NBFS provide additional information that is essential for a full understanding of the data
provided in the GWFS and GFFS. The NBFS can be found immediately following the basic financial
statements.
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d) üher Sapplemenlar! Informalion

The basic financial statements are followed by a section of other supplementary information
consisting of: (1) budgetary comparison schedule - general fund and, (2) notes ro budgetary
comparison schedule -general fund, (3) schedule of expenditures of federal arvards. and (4), notes to
schedule of e.'rpenditures offederal awards, as detailed in the accompanling table ofcontents.

FINANCIAL ANALYSIS OF GOVERNMENT.WIDE FINANCIAL STATEMENTS

The Municipality's overall financial position. for the last two fiscal years are summarized as follows,
based on the information included in the accompanying GWFS:

Comparative Statement of Net Position
Governmental Activities (condensed)

June 30, 2015 and 2014

Assets:

Current assets

Non.current assets:

Capital assets. net

Other non-current assets

Total assets

Liabilities:
Current liabilities
Long-term obligations due within one vear

Long-term obligations due after one .v''ear

Total liabiliries

Deferred inflows of resources

Net position:
Net investment in capital assets

Restricted for debt service and others

U n¡estri cted

2015 2014
20,710,777

42.900,4'72

s 20,728,585

42,181,125

39,61 8

J_____894e,328_

s 2,269,602

1,241,068

19,258,691

22.769,36t

3,525,991

40.064

63,651,3 I 3

2,533.325

r.290,193

18,263,147

22,086.965

3,022,827

37,221.510

|,776,681

36,011.749

1,886,298

(4s6,670) (1,244,071)
$ 36,651,976

At June 30, 2015. the Municipality's current assets, amounting to §20,710,777, are mainly composed of
cash in commercial banks and {iscal agent (S17,840,515), property taxes receivable of$1,312,135, and
intergovernmental grants and contributions receivables of $1,476,256.

The cash balances include restricted cash of $7,690,677 rvhich is legall.v- designated for: (l) the payment
of debt service, (2) the acquisition, construction and improvement of major capital assets, and (3) the

$ 38,s41,521
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operations of federalty and state funded grant award programs. A portion of properr¡- taxes receivable,
amounting to 55,742, represents restricted resources set aside to redeem the bonds of the Municipalitr in
minimum annual or biannual principal and interest payments.

The Municipalir¡-,'s non-current assets. amounting to $42,940,536 at June 30,2015, are substantially,
composed ofcapital assets, with a carrying balance of $42,900,472, net ofaccumuláted depreciation.

During the fiscal year ended June 30, 2015, rhe assers of the Municipality increased by §701,985 in
comparison with the prior fiscal year, principally for the increase of $719,347 in capital assets rhat
resulted from the current year additions of$2.5 million and depreciation expenses of §1.8 million. The
principal additions to capital assets for the current fiscal year were related to construction in progress
($698,932), infrastructure (S1,317,640), buildings, structures and improvements ($22a,505), machinery
and equipment, and furniture and fixtures ($173,687). and licensed vehicles ($123,471).

At June 30, 2015, the Municipali§''s cunent liabilities amounting to $3,823,518 are mainll.composed of
accounts payable and accrued liabilities (S2,533,325), and the portions due within one year of
compensated absences ($780,793) and bonds payable (9509,400).

Deferred inflows of resources consist of unearned revenues associated with municipal license taxes
(S477,309) and intergovemmental grants and contributions related to state and federally funded programs
($2,545,518). As noted in the condensed statement of net position, the Municipality's curent assets
exceeded cunent liabilities and deferred inflows ofresources by $13,864,4i2, for a current ratio of 5.42 to
1.00.

The Municipalit_v's non-current liabilities, amounting to §18,263,¿147 ar June 30,2015, are composed of
portions due after one year of bonds payable ($7,445,500). compensated absences ($648,021). and the
estimated liability for municipal solid waste landfill closure and post-closure care costs ($10,169,926).

At June i0, 2015, the total liabilities of the Municipalis decreased b¡..§682,396 in comparison with the
prior fiscal year, principally for the decrease of $1,319,918 in long-term obligations due after one year,
related to the municipal solid waste landfill closure and post-closure care costs, and an increase in the
accounts payable and accrued liabilities.

As noted earlier, net position may serve over tilne as a useful indicator of the Municipality's financial
statement position. The íssets of the Municipalitv exceeded liabilities and defened inflows of resources
by $38,5a1,521 at June 30, 2015. The most significant portion ofnet position (S37,221,510) reflects the
Municipaliry-'s investment in capital assets (e.g. land, buildings, machinery, equipment. infrastrucrure,
etc.), net of all related debt still outstanding that was issued to acquire, construct or improve those assets.
The Municipality uses the capital assets to provide services to its citizens; consequently. these assets are
not available for future spending. Although the Municipality's investment in capital assets is reported net
of the outstanding related debt, the resources needed to repay that debt must be provided by other
sources, Í¡s capital assets cannot be used to liquidate these liabilities.

Another significant portion of net position at June i0, 201 5, represents resources that are restricted for
debt service payments (S1,531,956) and the operations of state and federally funded grant award
programs and capital projects (S2,11.725). The remaining component of total net position consisring of
unrestricted deficit of $456,670 at June 30, 201 5, is the consequence of previous budgets that did not
provide sufficient funding for incurred long-term obligations, such as bonds payable, notes payable
compensated absences. claims and judgments, obligations under capital leases, estimated liability for

10
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I .*icipal solid waste landfill closr¡re and post+losure care costs, etc. Historically, a sipificant portionL ofsuch obligations has been budgeted on a pay-as-you-go basis.

I The tot¿l net position of üre Municipality incr€asd by $1,SE7,545 for the fiscal year ended June 30,
L 2015. Such increase is due to the exc€ss oftotal revenues ($1a261,640) over expenses ($12,374,095) for

the fiscal year ended June 30, 2015.

L For a detailed anatysis of the most significant flucü¡ations in assets, Iiabilities and defened inflows of
r€sor¡¡ces, refer to the fin¡ncial analysis of each mq¡or govemment¡l fi¡nd included in this management

r discussion and analysis.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS

Management's Discussion and Analysis
June 30,2015

The following is a comparative condensed presentation ofthe Municipality's results ofoperations as

reported in the GWTS:

Comparative Statement of Activities

Governm€ntal Activities (condensed)

Fiscal Years Ended June 30, 2015 and 201'l

2015 2014

Program revenucs:

Program-specifi c operating grants

and cont¡ibutions

Program-specific capital grants and contributions

Charges for services

Total progmm revenues

General revenues:

Property taxes

Municipal license tares

Construction excise taxes

Sales and usage tax

Unrestricted grants and contribu¡ions

Interests on deposits and miscellaneous revenues

Total general revenues

Total revenues

Program expenses:

General govemment

Public housing and welfare

Health and sanitation

Urban and economic development

Public safe§
Culrure, recreation and education

Interest on bonds

Total expenses

Net increase in net position
Net position at beginning of fiscal year

Net position at end of fiscal year

12.374,095 12,824,912

r,887,545 1,836,050------f635is-i6 -----l¡3-T132ó

s 2,245,806

436.290

JJJ,J I +

1.925,533

r ,133,293
406.230

3.015.410 465.056

8.133,868

834,086

54,014

554,634

1.293,603

376,025

I I ,246,230
11.261,640

1,882.473

1,593,945

r.039,356

3,168.7'7 4

760,152

574,340

8,353,196

829,982

96,356

572-788

7 46.623

596.961

11.r95,906

14.660.962

3,265,7 33

1,884,014

2,753.5 84

2,890,241

9l1,283
813.038

355.055 307.019

s 38,541,521 36.653-976

As previously mentioned, the Municipality's net position increased by $1,887.545 during the current

fiscal year. Approximately 67 percent (S9,576,602) of the Municipality's total revenues for the current

fiscal year came from ta-res (property tares, municipal license taxes, construction excise ta-res and sales

and use taxes), while 28 percent ($3,975,699) resulted from intergovernmental grants and contributions-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS

Management's Discussion and Analysis
June 30,20'15

The following chart presents the composition ofrevenues for the fiscal year ended June 30,2015:

The Municipality's expenses cover a wide range of services. The largest expenses of the Municipality for
the fiscal year ended June 30,2015 were related to: (l) general administrating and operating costs
(§4,882,473), which were classified as "general govemment", (2) health and sanitation (S1,039,356), (3)
public housing and welfare (S1,593,945), and (4) urban and economic development (§3,168,774).

As previously mentioned, the Municipal§'s expenses decreased from §12,824,912 for the fiscal year

ended June 30,2014 to $12,374,095 for the fiscal year ended June 30, 2015, for a decrease of 5450,817.
The most sigrrificant fluctuations between the current fiscal year's expenses and those of the prior fiscal
year occurred in the general govemment expenses, which increased §1,616,740 and health and sanitation
expenses which decreased $1,714,228 during current fiscal year.

This Space Has Been Intentionally Left Blank

Conposition of GovertrEent¡l Revenues
for the Firal Year Ended June 30, 2015
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CONIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF B-,{RR{NQUITAS

Management's Discussion and Analysis
June 30,2015

The following chart presents the composition ofexpenses for the fiscal year ended June 30, 2015:

Condensed Balance Sheet - Governmental Funds
June 30, 2015 and 201{

Assets:

Total assets - major governmental funds
Total assets - other govemmental funds

Combined assets

Liabilities:
Total liabilities - major governmental funds
Total liabilities - other govemmental funds

Combined liabilities

Deferred inflows of resources

Fund balances:
Non-spendable - general lund
Assigned - general fund
Restricted -other major govemmental funds
Restricted - other governmental funds
Unassigned - general fund

Combined fund balances

Total liabilities. deferred
inflows of resources and fund balances

§ 21,548.i71 S 21,i30.749

2015 20r¡
$ 19,501,422

2.046.949
s 18,909,s63

2.42 1.186

s 3.233,s92

599.822

3.8i3,414

3.084,259

88,675

799,893

3.002.617

24r,125
10.497.758

1.1.630.698

§ 3,025.227

394,895

3,120.122

3,590.643

88,675

972.725
2,212.728

3',78.427

10,667 ,129
1,1,319.98.+

s 21,3i0.749

Composition of Goyernmental Expenses
for the Fiscal Year Ended June 30. 2015

¡Urban afld economic development

oPublic safety

O Heahh and s¿ni¡ation

lCui¡ure, recreatron and education

oPublrc housing a¡d welfare

¡lnterest on long-renn obliga¡ons

1,1

$ 21.548.i7r



CoMMONWEALTH OF PUERTO IUCO
MUNICIPALITY OF BAR.RdNQUITAS

Management's Discussion and Analysis
June 30, 201 5

For a detailed analysis ofthe most significant fluctuations in revenues and expenses, refer to the financial

analysis ofeach major gor.ernmental fund included in this management's discussion and analysis.

FINANCIAL A¡IALYSIS OF GOVERNMENTAL FTINDS

Analysk of Financial Position of Governmenlal Funds

As discussed earlier, the Municipali¡v uses fund accounting to ensure and demonstrate compliance with
finance-related legal requiremenis. The focus of the Municipaliw's govemmental funds is to provide

information on near-term inflows, outflows, and balances of expendable resources. Such information is

useful in assessing the Municipaliqv's compliance with finance-related legal requirements. Specifically,

unreserved fund balance may serve as a useful measure of the Municipality's net resources available for
spending at the end ofthe fiscal year.

At June 30, 2015, the total assets of govemmental funds increased by S2l7,622 net, in comparison with
the prior fiscal year, principally for the increase of5645,254 in cash in fiscal agent.

At the end ofthe current fiscal .vear, total unassigned fund balances of govemmental funds amounted to

$10,497,758, while total fund balances reached $14,630,698. The total fund balances increased by

$310,714 during the current fiscal year. The following tables present the composition ofassets, liabilities
and fund balances among governmental funds at June 30, 2015 and 2014:

20,000,000

15,000,000

10,000,000

5,000,000

Composition of Assets Among Governmental Funds
June 30, 2015 and 2014

Major goYertunental fu¡ds

EIvf ajor govermrertal tunds

aNo¡-ma,or govement¡l funds

This Space Has Been Intentionally Left Blan*
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CoMMoNVEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS

Management's Discussion and Analysis
June 30, 2015

The following is a detailed financial analysis of the Municipality's govemmental funds:

General fund (GF) - The GF is the main operating fund used to account for all financial resources and

govemmental activities, except for financial resources required to be accounted for in anotler fund due to
legal requirements, GAAP requirements or the demands of sound financial administration requiring the
use of a govemmental fund other than the general fund. The GF is the principal operating fund of the

Municipality. The GF's total assets amounted to $13,759,715 at June 30, 2015. Such assets consist
principally of: (l) cash in commercial bank and fiscal agent ($10,4i8,681), (2) intergovernmental grants

and contributions receivable ($1,102,547), and (3) tax receivables (S1,306,393).

The GF's total liabilities amounted to $1,832,203 at June 30,2015. Such liabilities are composed of: (l)
intergovemmental payables (S1,109,871) and (2) accounts payable and accrued liabilities ($722,332).

Composition of Liabilities and Deferred Inflows ofResources
Among Governmental Funds

June 30, 2015 and 2014

7,000,000

6,000,000

5,000,000

4,000,000

3,000,000

2,000,000

I,000,000

qMájor govcrnmcnral ñl,ds

lNon-major govemmcn¡al ñm¿ls

Composition of Fund Balances Among Govemmentel Funds
June 30,2015 and 2014

a M..tor gov.¡m.nt¿l ft¡nds

¡Nn{.rq sovcmm.¡d nrds
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COMNIONWEALTH OF PUf,RTO RICO

MUNICIP-{LITY OF BARR{NQUITAS
Management's Discussion and Analysis

June 30, 2015

At the end ofthe current fiscal year, unassigned fund balance ofthe GF's amounted to S10,497,758, while

total fund balance reached §11,386,326. As a measure ofthe GF's liquidity it rnay be useful to compare

both unreserved fund balance and total fund balance to total fund expenditures. Unassigned fund balance

represents 90 percent of the total GF's expenditures, while total fund balance represents 97 percent ofthat

same amount.

The total assets of the general fund dec¡eased §217,021 in comparison with the prior fiscal year. Such

decrease is mostly related to the decrease in cash in commercial bank of 5242,298 (2%). The total

liabilities of the general fund increased only S177,591 in comparison r,r'ith the prior fiscal year, which is

considered reasonable.

Capital improvements bond fund (CIBF) - The CIBF is a major capital projects fund used to account

ior the financial resources arising from bond issuance proceeds used in the acquisition or construction of
major capital facilities, other assets and permanent improvements. The CIBF's total assets amounted to

$1,733,715 at June 30,2015, which consists mainly of restricted cash in fiscal agent (unspent bond

proceeds of $1,726,474). The CIBF's total liabilities amounted to $266,024 at June 30, 2015, which are

mainly composed of: (l) accounts payable and accrued liabilities ($86,462). and (2) amounts due to other

funds (S179,562). At the end ofthe current fiscal year, CIBF's total and restricted fund balance reached

s1,467,691.

The total assets of the capital improvements bond fund increased $809,553 (88%) in comparison with the

prior fiscal year. Such increase is mostly related to the increase in cash in fiscal agent of §805,568 (87%

increase) that resulted from current year net increase in fund balance of $762,834. The total liabilities of
the capital improvements bond fund increased $46,719 (21% increase) due to the increase of $42,734

(98% increase) in accounts payable and accrued liabitities.

The increase of$762.834 in total fund balance ofthe capital improvements bond fund is mainly related to

the proceeds from the issuance of bonds amounting to $810.000. Those proceeds have been used to
finance the construction and improvement ofvarious general infrastructure assets.

Legislative ioinl resolut - The LJRF is a major capital project fund used to account for
the financial resources arising from program-specific capital grants and contributions awarded by the

Legislature of the Common*ealth of Puerto (ico, which are principally used in the acquisition or

construction of major capital facilities, other assets and permanent improvements. The LJRF's total

assets amounted to §1,509,891 ar June 30, 2015, which consists of restricted cash in commercial banks

(unspent grant awards and contributions) from the Legislature of the Commonv'ealth of Puerto Rico

amounting to $1,509,891. The LJRF's total liabilities amounted ro $172,220 at June 30,2015, which are

composed principatly of due to other funds S100,000 and accounts payable and accrued liabilities of
q71 ,,n

The total assets of the legislative joints resolutions fund increased $6,187 in comparison with the prior
fiscal year. Such increase is directly related to the increase in cash in commercial banks of $6,1 87. The

total liabilities of the legislative joints resolutions fund increased §18,000 (t2% increase) due to the

increase ofS18,000 (33% increase) in accounts payable and accrued liabilities.

Debt service fund (DSF) - The DSF is a major fund used to account for the accumulation of resources

for, and the payment of, principal and interest for bonds payable. The DSF's total assets amounted to

$2,218,420 at June 30, 2015. which consists mainly of restricted cash in fiscal agent ($2,212,548). The

DSF's total liabilities amounted to S683,464 at June 30. 2015, which are mainly composed of: (l)

t7
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MUNICIPALITY OF BARRANQUITAS

Management's Discussion and Analysis
June 30, 2015

matured bonds due and payable ($509,400) and (2) accounts payable and accrued liabilities ($174,008).
At the end ofthe current fiscal year, DSF's total and restricted fund balance reached $1,534,956.

The total assets of the debt service fund increase §76,536 (4o/") in comparison rvith the prior fiscal year.
Such increase is mostly related to the increase in cash in fiscal agent of$243,815 and the decrease of
Sl68,l2l in intergovemmental grants and contributions receivable.

Community development block srant fund ICDBGF) - The CDBCF's is a major capital project fund
used to account for the financial resources arising from program-specific capital grants and contributions
awarded by the U.S. Department of Housing and Urban Development through the Puerto Rico Office of
the Commissioner of Municipal Affairs (sub-grantor), which are principalll' used in the acquisition or
construction of major capital facilities, other assets and permanent improvements. The CDBGF'S total
assets amounted to $279,681 at June 30, 201 5, rvhich consists principally of restricted cash in commercial
banks amounting to 544,321 and grant awards receivable from the U.S. Department of Housing and
Urban Development amounting to $235,360. The CDBGF's total liabilities amounted to 5279,681 at June
30, 2015, which are composed of: (l) accounts payable and accrued liabilities ($215,150) and (2) amounts
due to other funds (S#.53 I ).

The total assets ofthe community development block grant fund decreased §83,396 (23%) in comparison
ra'ith the prior fiscal year. Such decrease is mostly related to the decrease in intergovemmental grants
receivable from U.S. Depafment of Housing and Urban Development of $95,908 which is directly
affected by the discretionary budget of the United States of America. The total liabilities of the
communiry development block grant fund decreased also $83,396 due to the decrease of $87,778 in
accounts payable and accrued líabilities that resulted from accelerated payments to confractors on several
projects completed in comparison with the prior fiscal year.

Other goverumental funds (OGF) - The OGF's is a combination ofnon-major major capital project and
special revenue funds principally used to account for the financial resources arising from program-
specific capital and operating grants and contributions a*arded by state and federal agencies. The OGF's
total assets amounted to $2,046,949 at June 30, 2015, which consist mainly of restricted cash in
commercial banks and fiscal agent (S1,908.600). The OGF's total liabilities amounted ro §599,822 at
June 30, 2015, which are mainly composed of short-term and long-term amounts due to and advances
from other funds (S551,85 l).

This Space Has Been Intentionally Left Blank
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Management's Discussion and Analysis
June 30, 2015

Condens e d Stateme nt of Revenue s, Expenditures and

Changes in Fund B alances -Governmental Funds (condensed)

Fis cal Years Ended June 30' 2015 and 2014

Reve nues:
Total revenues - major govemmental ftnds

Total revenues - other govemment¿l firnds

Combined total revenues

Expenditures:
Total expenditures - major govemmental ftrnds

Total expenditures - other govemmental funds

Combined total expe nditure s

Excess (deficiency) ofrevenues over (unde r) expenditures:

Other fnancing sources (uses), net:

Proceeds from issuance of bonds

Other financing sources, net - ma,ior govemmental funds

Other financing uses, net - other governmental ftrnds

Combined other financing sources, net

Excess of revenues and other financing sources

over expenditures and other fnancing uses

Fund balance s at beginning offiscal year
Fund balances at end offiscal year

2015 2014

$ 12,s06,686

1,758,114

142&,860

12956,96
l,807,150

14,1&,146

(4»286)

810,000

171,018

(171,018)

810,000

310,714

14379984
$ 14,630,698

s 13,765,900

1,718261

lslu,16r

11353,052
1,560,356

12,913,408

2,570,753

198,000

1A45,619
(1A4s,619)

198,000

2,768,7s3

r1-551231

s 14319984

Thís Space Has Been Intentionally Left Blank
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Analysis of Operating Results of Governmental Funds

Composition of Expenditures of Governmental Funds for the Fiscal
Years Ended June 30, 2015 and 2014
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CoMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARR{NQUITAS

Management's Discussion and Analysis
June 30, 2015

The following is a detailed analysis of the results of operations of govemmental funds for the fiscal year

ended June 30, 2015:

General fund - The total fund balance ofthe GF decreased S342,503 during current fiscal year. Total

Ñ"nu"r, expenditures and other financing sources (net) amounted to $11,198,227. $11,710,788 and

$ 170,058, respectively, for the fiscal year ended June 30, 2015.

Approximately 83 percent ($9,277,245\ of the GF's total revenues for the current fiscal year came from

taxes (property taxes, municipal license taxes, construction excise taxes and sales and use taxes), rvhile l2
percent ($1,296,823) resulted from intergovemmental grants and contributions.

During the current fiscal year, there was a deficiency of revenues and other financing sources over

expenditures and other financing uses of $342,503, while in the prior fiscal there was an excess of
revenues and other financing sources over expenditures and other financing uses of $4,196,100.

The GF's most significant fluctuations among the current fiscal year revenues and those ofthe prior fiscal

year were as follows:

. Total revenues decreased §809,922 (7%).

Total tax revenues decreased 5265,787 (2.8%).

Intergovemmental grants and contributions decreased $208,503 (l 4%).

Interest on deposits increased §6,905 (7%).

Construct¡on excise taxes decreased §42.342 (44%).

Sales and use tar decreased $18,154 (3%).

. Miscellaneous income and charges for services decreased $342,537 (40%).

The most significant fluctuation between the curtent fiscal year expenditures and those of the prior fiscal

year occurred in the general govemment expenditures, which increased by $1,502,095 (50%).

The decrease ofS342,503 in total fund balance ofthe general fund is due to the net effect ofthe decrease

in total revenues and other financing sources of S2,070,300 and the increase in total expenditures and

other financing uses of $2,412,803.

The total revenues of the general fund decreased $809,92? (7Yo) and the total expenditures increased

§2,468,303 (27%). The most significant unfavorable fluctuations were related to general govemment, and

urban and economic development.

Capital improvements bond fund (CIBF) - The most significant transaction ofthis fund for the current
fiscal year is related to the proceeds on issuance ofbonds ($810,000). The total fund balance ofthe CIBF
increased §762,834 during current fiscal year. Total revenues, expenditures and other finalcing sources

(net), amounted to S81,983, $47,166 and S728,01 7, respectively, for the fiscal year ended June 30, 2015.
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Approximately 90.6 percent (§42,734) of CIBF's total expenditures for the cunent fiscal year came from

capitat outlays. Althóugh the total revenues ofthe capital improvements bond fund remained fairly online

with the prior fiscal year, the total expenditures decreased $678,537 (94%) because the number of
projects carried out du ng the current fiscal year decreased.

Leeislative ioint resolutions fund (LIRF) - The most significant transactions ofthis fund for the current

fiical year are related to capital outlays ($22,958) and intergovemmental grants and contrihutions

revenues from the Legislature of the Commonwealth of Puerto Rico ($21,813). Total revenues and

expenditures amounted to $22,958 and §22,958, respectively, for the fiscal year ended June 30' 2015.

Approximately 95olo percent ($21,813) of LJRF's total revenues for the current fiscal y'ear came from

intergovemmental grants and contributions revenues from the Legislature of the Commonwealth of
Puerto Rico. Approximately 100% of expenditures were related to capital outlays amounting to S22,958

during the current fiscal ¡-ear.

The toral revenues of the legislative joint resolutions fund decreased $7.3 14 (24%) due to the reduction of
grants and contributions received from the Puerto Rico state legislature, which are subject to discretionary

budgetary appropriations ihat were mostly reduced during the current fiscal year due to the curent critical

economic condition ofthe state government.

The total expenditures of the legislative joint resolutions fund decreased 512,275 (35%) in comparison

with the prior fiscal year is due to the decrease in the capital outlays of$10,754 related to buildings,

structures and general infrastructure assets. The decrease in the state legislative grants referred to above,

decreased the amount of capital projects carried out during the current fiscal year and, consequently, the

related capital outla¡rs were reduced.

Debt service fund (DSF) - The total fund balance of the DSF increased $27,085 during current fiscal

year. Total revenues, expenditures and other financing uses (net) amounted to S877,i69, $849,455 and

($829), respectively, for the fiscal year ended June 30.2015. Approximately 34 percent ($299,357) of
DSF's total revenues for the cunent fiscal year came from restricted property taxes. while 65 percent

(S576,203) came from intergovernmental grants and contributions. There was a decrease of 309,112 in

the DSF's net change in revenue over expenditures when operations for the current fiscal year are

compared to those of the prior fiscal year. Thig occurred because of the effects of the transfer to the

general fund of $ 1,287,324 during the prior fiscal year, pursuant to Acts No. l8 and No. 19.

AII expenditures of the debt service fund were related to principal and interest expenditures on bonds

payable amounting to $849,455 during the current fiscal year.

Communitv development block grant fund (CDBGF) - The CDBCF's most significant transactions

for the current fiscal year are related to program-specific capital gant revenues provided by the U.S.

Department of Housing and Urban Development and capital outlays related to the acquisition or

construction of major capital facilities, other assets and permanent improvements, incuned to develop

viable communities and a suitable living environment and expanding economic opporhrnities, principally
lor persons of low and moderate income.

All CDBGF's revenues for the current fiscal year amounting to 5326,149 came from intergovemmental
grants and contributions revenues from the U.S. Department of Housing and Urban Development.

Approximately 60 percent (S196,826) ofCDBGF's total expenditures for the current fiscal year came

fiom capital outlays.
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The total revenues of the community block grant fund decreased $228,363 (41%) in comparison rvith the

prior fiscal year due to the reduction in the capital grants and contributions received from the U.S.

Department of Housing and Urban Development, which are subject to discretionary budgetary

appropriafions that were mostly reduced during the current fiscal year.

The total expenditures ofthe community block grant fund decreased S227,883 (41%) tn comparison uith
rhe prior fiscal year is due to the decrease in the capital outlays of S220,043 related to buildings,

structures and general infrastructure assets. The decrease in the grants referred to above decreased the

amount of capital projects carried out during the current fiscal year; consequently, the related capital

outlays were reduced.

Other sovernmental funds (OGF) - The total fund balance ofthe OGF decreased by S136,702 during

current fiscal year. Total revenues, expenditures and other financing uses (net) amounted to $1,758,174,

S 1,807,150 and $87 ,726, respectivel)', for the fiscal y-ear ended June 3 0, 201 5.

One hundred percent (S1,757,926) of OGF's total revenues for the current fiscal year came from

intergovernmental grants and contributions. Approximately 35 percent ($635,799) of OGF's total

expenditures for the current fiscal year came from capital outlay, 50 percent ($905,078) came from public

housing and welfare, rvhile 2 percent ($44,975) came from urban and economic development.

BT]DGETARY HIGHLIGIITS OF GENERAL Ff]ND

The original and final budget of the general fund for the fiscal year ended June 30, 2015 amounted to

$10,273,932 and $ 13,898,983 respectively.
The increase of $3,625,051 or 350/o between the originally approved budget and the final budget of the

general fund is mainly due to the following facts:

. The budgetary cash surplus of §2,967,236 of fiscal year ended June 30,2014 was readjusted an

allocated as a budgetary' financial resources as permitted by law during the current fiscal year.

. Increase in the final budgeted amounts for municipal license tares revenues ($27.1,536), sales and

use ta-xes (S122,549), miscellaneous revenues ($19,545) and charges for services ($81,238) in

comparison with their respective originatly budget amounts due to anticipated increased

collection efforts made by management during the current fiscal year evidenced b.v a final
favorable variance in actual amounts for this revenue source.

The total actual revenues (budgetary basis) of the general fund for the fiscal year ended June 30, 2015

amounted to $l1.4 million, which is S1,162,472 (11%) more than the originally budgeted amount. The

most significant favorable fluctuations were related to interests on deposits and charges for services which
had favorable variances of $ I l3 ,262 and $l\7 ,076. respectively.

The total actual expenditures (budgetary basis) of the general fund for the fiscal year ended June 30, 201 5

amounted to §11.7 million, which is $1,382,273 (13%) more than the originally budgeted amount. The

most significant fluctuation was related to general government expense which had a favorable variance of
S1,400.631 due to the aggressive cost reduction program implemented by the Municipality.

The following tables summarize the budgetary results of the revenues and expenditures of the general

fund for the fiscal year ended June 30, 2015:
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CAPITAL ASSETS .{\D DEBT AD}II\ISTRATION

Capital Assets

The lfunicipali¡ has inlested S67.560.307 in capital assets used in govemmental activities. which have

an accumuláred depreciation of52.1.659.835 atJune 30.2015. Capital assets increased 5719.3-17 during

the curent fiscal y-ear due to the excess of current year additions (S1.568.2i5) over depreciation erpense

(S1.848.888) for the fiscal ¡ear ended June 30. 2015. The principal additions to capital assets tbr the

current fiscal year were related to construction in progress (S698.932). and iniiastructure ($ I,i'+7.6'10).

The capital additions to infrastrucrure »ere principalll related to major improvements of streets and

roads and the construction ol recreational areas.
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We encourage readers to consider the information presented here in conjunction with more detailed

capital assets information fumished in Note 9 to the accompanying notes to the financial statements.

Debt and Long-Term Obligations Administration

The Municipality- finances a significant portion of its construction activities through bond and note

issuances, and through state and federal grants. The proceeds from bond issuances designated for
construction activities are committed in its entirety for such purposes and cannot be used for any other
purposes.

At June 30, 20i5, the Municipali§'s total bonded debt amounted to S7,954,900, consisting of bonds

payable. Such debt is backed by the full faith and credit of the Municipality. The Municipalit-v's legal

debt margin amounted to 56,383,271 at the current fiscal year-end. The following is a summary of the
principal debt and long-term obligations activity for the fiscal year ended June 30, 2015:

o Bonds payable decreased by $336,900 (4.4%), dw to the debt service payments (5473,100) and a

bond issuance amounting to $810,000, made during the current fiscal year.

. The estimated liability for municipal solid waste landfill closure and post-closure care costs

decreased by $1,319,918 due to the current year provision of such amount credited to health and

sanitation expenses.

We encourage readers to consider the information presented here in conjunction with more detailed long-
term debt information fumished in Note I I to the accompanying notes to the financial statements.

ECONOMIC FACTORS AND NIXT YEAR'S BT]DGETS AND RATIS

The territory of Barranquitas covers an area of approximately 34 square miles. Barranquitas is a

municipality with a population of 30.318 and a population densiqv of 884 habitants per square mile.
Barranquitas is characterized by being one of the economic integration centers of the central region of
Puerto Rico since it is considered one ofthe principal source ofjobs and services ofpublic administration,
education. health, agriculture, manufacturing, food, retailing, construction and commercial industries in
the central region of Puerto Rico.

According to the Puerto Rico Department oflabor and Human Resources, the labor force decreased from
l.l9 million in 2014 to 1.14 million in 2015 for Puerto Rico as a whole; consequently, the average

unemployment rate increased from 13.1% in 2014 to 14.3o/o in 2015. In the case of Barranquitas, those
statistics indicate that during the fiscal year ended June 30, 2015, there were 438 employers that provided
6,400 jobs in Barranquitas, for an aggregate payroll cost (excluding marginal benefits) of approximately
S23.2 million during the fiscal year then ended.

The principal commercial induss in Barranquitas raas the agriculture, which provided 251jobs from 125

employers during the current fiscal year. However, the public sector provided the majoriry* ofjobs during
the current fiscal year (41 percent of totaljobs). amounting to 1,425 jobs provided by 19 public employers
from the Municipality and the government of the Commonwealth of Puerto Rico. Within the public
sector, the employees of the Puerto Rico Department ofEducation and certain private educational entities
(including a private universiry'), provided 1,21 I jobs in the education industry- during the current fiscal
yeaÍ.
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Other commercial industries that provided significant amounts of jobs in Bananquitas were the

manufacturing and the ret¿iling industries, which provided 252 and 428 jobs, respectively. The average

salary per employee amounted to $ I 8,93 8 for the fiscal year ended June 30, 201 5.

Of the total population ofthe Municipali¡-, 68 percent or approximately 20,616 persons are considered to

live under the poverry tevel. This rate is higher than tlre overall rate for Puerto Rico (48 percent).

Approximately 40 percent of the population of the Municipaliry receives public financial assistance as

their principal source of income.

The economy of the Municipality is closely linked to the economy of the Commonwealth of Puerto Rico,

which ultimately is greatly affected by the condition of the United States of America- Direct investment,

exports, transfer payments, interest rates, inflation, and tourist expenditures are exogenous variables that

are affected by the economy ofthe United States of America.

The preliminary reports issued by the Puerto Rico Planning Board (a govemmental agency of the

Commonwealth of Puerto Rico) about the performance of the economy in general indicate, that the

economy would grorv I .3olo in terms oftotal real gross product during the fiscal year ended June 30, 2015.

Infrastructure expansion and modemization have been, to a large extent, financed by bonds issued by the

Municipality and certain grants from the U.S. Department of Housing and Urban Development and the

Federal Emergency Management Agency. Economic progress has been aided by significant increases in

the levels ofeducation and occupational skills ofthe population ofthe Municipality.

GASB STATEMENT NO.68 AND RECENT LEGISLATION RELATED TO THE f,MPLOYf,ES
R,ETIREMENT SYSTEM OF THE' COMMONWEALTH OF PI]ERTO RICO

Substanrialll. all full¡ime employ'ees of the N{unicipalit} participate in dre En.rployees' Retirenrent

System of the Common\a'ealth of Puerto Rico and its I nstrurnentalities (ERS). The Employees

Retirement System is a statutory trust created by Act No. 447 of May 15, 1951, as amended (" Acf 447")

and a component unit ofthe Commonwealth of Puerto Rico. The Employees Retirement System covers

substantially all employees of the Commonu,ealth, its component units and the municipalities of Puerto

Rico including the Municipaliry of Barranquitas.

On April 4, 2013, the Govemor ol Puerto Rico 'signed into la\\ Act No. 3 ol l0 i3, rvhich represents a

comprehensive reform of the Ernplolees' Retirement System. Act No. i became elf'ective on Jul¡ 1,

201i and amended the plovisions of the different benefit structures unde¡ the Employees Retirement

System as further discussed below.

Members who had entered the Employees Retirement System before January l, 2000 participated in a
defined benefit program. Members who began to partic;pate prior to April 1, 1990 (" Act 447

Participants") were entitled to the highest benefits structure, while those who began to participate on or
after April 1, 1990 ("Act 1 Participants") were subject to a longer vesting period and a reduced level of
benefits, as provided by ActNo. I ofFebruary 16, 1990 ("Act I of 1990").

ln 1999, Act 417 was amended to close the defined benefit program for new participants and,

prospectivel,v, establish a new benefit structure similar to a cash balance plan (this new benefit structure is

referred to as "system 2000"). Members who entered the Employees Retirement System on or after

January l, 2000 ("System 2000 Participants") participate solely in System 2000. Prior to the amendment

made by Act 3-2013. under the System 2000 benefit structure, a participant was entitled to receive a
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lump-sum payment, which could be received in full or used to purchase an amuity from a third part-v,

based solely on the amounts contributed in cash by such participant and credited eamings on such cash.

Act -q-2013 amended the law to eliminate tbe lump sum distribution and substitute it for a life anntlity

payable to the System 2000 Participant. System 2000 Participants do not benefit from any employer

iontributions. Instead, employer contributions made on account of System 2000 Participants are used to

reduce the accumulated unfunded pension benefit obligation of the Employees Retirement Systern.

System 2000 is not a separate plan as there are no separate accounts for System 2000 Participants.

Contributions received from System 2000 Participants are pooled and invested by the Errployees

Retirement System together with the assets corresponding to the defined benefit structure. Thus, future

benefit payments under the defined benefit structure of Act 447 and Act I of 1990 and the defined

contribution structure of System 2000, as amended by Act 3-2013, will be paid from the same pool of
assets ofthe Employees Retirement System.

Retirement and related benefits provided by the Employees Retirement System, and required

contributions to the Employees Retirement System by employers and employees, are determined by larv

rather than by actuarial requirements. As of July l. 201 l, aÍier the adoption of Act 1 l6 of July 6, 201 I

("Act 116"), the statutory employer contribution for the Employees Retirement System increased from a

minimum of 9.2'7 5%o to a minimum of 10.27 5o/o of covered payroll, and u'ill continue to increase annually

until fiscal year 2021. The employer contribution rate for fiscal year 2015 is 13.27 5oA.

Required employee contributions for the Employees Retirement System vary according to how the

individual employee's retirement benefits are coordinated with social security benefits. Act 3-2013

increased the employee contribution from 8.275% to 100/o of covered payroll-

The Employees Retirement System provides basic benefits under the defined benefit program principally
consisting of a retirement annuity- and death and disability benefits (collectively referred to herein as

"Basic System Pension Benefits"). The Employee Retirement System also administers benefits granted

under various special laws that have provided additional benefits for the retirees and beneficiaries

(collectively referred to herein as "system Administered Pension Benetits"). The System Administered

Pension Benefits include, among others, additional minimum pension, death and disabilit-v benefits, ad-

hoc cost-of-living adjustments and summer and Christmas bonuses. Act 3-2013 and Act 160-2013

amended the various la*'s providing some ofthese System Administered Pension Benefits to reduce some

of the amounts payable to existing retirees whiJe eliminating the benefits for all future retirees (those

retiring after June 30, 2013 and July 3 l, 2014).

The Sl-stem Administered Pension Benefits are funded on a pay-as-you-go basis by the participating

employers, including the Municipali§. The System Administered Pension Benefits coresponding to

former employees of the Municipality are obligations of the Municipaliry-. Most of the funds used to cover

the System Administered Pension Benefits for other covered employees are required to be paid by the

Commonwealth.

The June 30, 2013 actuarial valuations for the Employees Retirement System calculated accounting
results for pension benefits under Governmental Accounting Standards Board No. 25, "Financial

Reporting for Defned Beneft Pension Plans and Note Disclosures for Defined Contribt¡ion Plans"
('GASB 25"). The Employees Retirement System's actuarial valuation as ofJune 30,2014 differs from
the actuarial valuation as of June 30, 2013, due to the adoption ofGASB Statement No. 6l, "Financial
Reporting for Pension Plans'' C'GASB 67'), which replaced GASB 25. GASB 67 specifies certain

significant changes for financial reporting purposes, including but not limited to (a) calculation of plan

tiabitities based on the "entry age normal" method (compared to the "projected unit credit" method used
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in the prior valuation), (b) calculation of a "depletion date" based on a projection as to the length of time

assets will cover projected benefit payments under certain assumptions, and (c) for purposes of valuing

the plan's liabilities after the depletion date, use ofa discount rate tied to a municipal bond index. GASB
67 also introduces certain new terminology, including: (i) Total Pension Liabililv, which is the actuarial

accrued liability calculated in accordance with the new GASB 67 requirements, (ii) Fiduciary Net
Position, which is the market value of plan assets, net of liabilities (in the case of the Employees

Retirement System, Fiduciary Net Position is also equivalent to the previously reported actuarial value of
assets), and (iii) Net Pension Liability", which is calculated as Total Pension Liability less Fiduciary Net
Position, and is equivalent to the unfunded actuarial accrued liability.

To calculate the net pension liability of the Employees Retirement System, the actuarial valuation uses

several actuarial assumptions. Some examples of these assumptions include an expected rate of return of
assets, age of retirement ofactive members, future pay increases for current emplolees. assumed rates of
disability and post-employment life expectancies of retirees and beneficiaries. lf the experience of the

Employees Retirement System is different from these assumptions, the net pension liabiliry- of the

Employees Retirement System may increase or decrease to the extent of any variances.

The actuarial valuation of the Basic System Benefits and System Administered Benefits as ofJune 30,

2014 (most recently available) reflects a fiduciary net position of $127 million, total pension liabili¡' of
530.2 billion and a net pension liabili§ of $30.1 billion.

GASB Statement No. 68, Accounting and Financial Reporting for Pensions - an amendment of GASB

Sratement,Vo. 27 ("GASB 68") became effective for the year ended June 30, 2015. This Statement
replaces the requirements of Statement No. 27, Accountinglor Pensions by State and Local Governmental
Employers, as llell as the requirements of Statement No. 50, Pezsioz Discloswes, as they relate 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. GASB 68 will bring the effect of
GASB 67 summarized above, into the accounting records ofthe individual agencies, component units and

municipalities, whose employees paficipate in the Employees Retirement S-vstem. The Commonrvealth,

as well as its component units and the municipalities, are considered "cost-sharing" employers of the

Employees Retirement System; therefore, they must report their allocated share of the Commonwealth's
resulting net pension liability from GASB 67. The Commonwealth and the Employees Retirement System

are still in the process of evaluating the impact of GASB 68 and have not provided the Municipality with
the necessary information as ofJune 30,2015 to adopt GASB 68 including its allocated share ofthe net
pension liabil§ mentioned above. Accordingly, these financial statements do not contain any
adjustments, disclosures or required supplementary information required by GASB 68.

CURRENTLY KNOWN FACTS

Failure to Implement Requirements of New Accounting Standardfor Pensions
As disclosed in Note l3 to the basic financial statements, the Municipality was not able to implement the

requirements of Statements No. 68 of the Governmental Accounting Standards Board, Accounting and
Financial Reporfing for Pension, (GASB 68). The Municipaliry"'s inabiliqv to implement the
requirements ofGASB 68 resulted fiom the unavailability ofthe required information that was expected

to be provided by The Employee Retirement System of the Commonwealth of Puerto Rico and its
lnstrumentalities (ERS), a pension trust fund of the Commonwealth, uhich is not under the
Municipality's management and control. Therefore, as of the date of this report, it is not know rvhen the
required information shall be provided to enable the Municipality to implement the requirements GASB
68 and, therefore, the Municipalitv is not able to determine the possible impact on its basic financial

28



COVTMONW'EALTH OF PUERTO RICO
MUNICIPALITY oF BARRANQUITAS

Management's Discussion and Analysis
June 30, 2015

statements. This situation resulted in the expression ofa qualified opinion from our exfemal auditors, on

the govemmental activities of the Municipality.

Rf,CENT LEGISLATION RELATED TO MI]NICIPAL SALIS AND USAGE TAXES

On January 24, 2014, Act No.l8, known as Municipal Aclministration Fund Acl (Act No. I 8), and Act
No. 19, known as Municipal Finance Corporation Acl (Act No. l9) were enacted to, among other things,

amend Sections 4020.01, 4020.02 and 6080.14 of Act No. I of January 31, 201l, kno\\n as Inrernal
Revenue Code for a Netv Puerto Rico.

Effective July 1, 2014, Act No. 18 reduced the statutory municipal sales and usage tax rate of all
municipalities from one point five percent (1.5%) to one point zero percent (1.0%). Simultaneously, Act
No.19 created the Municipal Finance Corporotion (MFC), an affiliated public company of GDB, rvhich is
authorized to issue bonds and use other financing mechanisms to directly or indirectly pay or refinance all
or part of the municipal long-term debt incuned by the Municipalitv in previous fiscal years, that are

payable from or backed by the municipal sales and usage taxes.

In order to mitigate the effects of the reductions in the municipal sales and usage tax rate referred to
above, Act No. 18 established the mechanisms to protect the financial stability of the Municipaliry by

allo*ing the it to continue receiving the economic benefits lost as a consequence of the reduction in the

statutory municipal sales and usage tax rate refened to above. For these purposes, effective July 1, 2014,

Act No. 18 requires that an amount equal to zero point five percent (0.5%) of the state sales and usage

ta-res collected by the Commonwealth of Puerto Rico be deposited in a special fund to be known as

Municipal Administration Fund (MAF) in the name and for the benefit of the Municipality.

Accordingly, since July l, 2014, the Commonwealth of Puerto Rico has made advances from the

collections arising from the zero point five percent (0.5%) of the state sales and usage taxes to the MAF
of the Municipality. The advances have been made and distributed to the Municipality on a monthly basis

as follows in accordance with Section 4050 ofAct No. l, as amended:

i Fortv percent (40%) of the amounts transferred has been available to cover general operating
expenses ofthe General Fund of each municipality;

i¿ Fo4, percent (40olo) of the of the uroirnt, t -.f...ed has been available and restricted in the
MFC's redemption fund to guarantee the repayment ofany municipal loan, bond, note, or other
evidence of debt whose repayment source is the monies deposited therein under the custody of
GDB.

ii¿ Twenty percent (20%) ofthe amounts transferred has been available and restricted in the capital
projects fund to finance the acquisition, construction and improvement ofmajor capital assets.

R-EQIJEST FOR INFORMATION

This financial report is des¡gned to provide a general overview ofthe Municipali§'s finances for all of
the Municipality's citizens, ta-xpayers, customers, investors and creditors. Questions conceming any of
the information provided in this report or requests for additional information should be addressed to:
Municipali§ of Barranquitas, Department ofFinance and Budget, P.O. Box 250, Barranquitas, Puerto
Rico.00794.
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Assets

Current assets:

Cash in commercial banks

Accounts receivable, net ofallowance for doubtful

accounts:

Property ta-xes

Intergovemmental grants and contributions

Other receivables

Total accounts receivable

Inventories and other current assets

Restricted assets:

Cash in commercial banks

Cash witil fiscal agent

Property ta,xes receivable, net ofallowance for
doubtful accounts

Accrued interests on deposits

Intergovemmental grants and contributions receivable

Total restricted assets

Total current assets

Non-current assets:

Capital assets, at cost:

Depreciable capital assets

Non-depreciable capital assets

Total capital assets, at cost

Less: accumulated depreciation and amortization

Total capit¿l assets, net

Other assets

Total non-current assets

Total assets

1,306,393

|,102,547
16.094

2,673,198

5,017,419

5,742

7,371

373.709

s 63,323,465

4,236,842

67,560,307

(24,659,835)

Governmentat
activities

10,r49,838

2,425,034

58,406

8,077,499

20,710,177

42,900,472

40.064

42,940,536

_q_63f:-l.,i!_

(Continued)

The accomparuying notes to the bqsic fnancial statements are an integrdl pdrt ofthis statement.
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Liabilities and net position

Current liabilities (due within one year):

Accounts payable and accrued liabillities
Intergovemmental payables

Total accounts payable and accrued liabilities

Liabilities related to restricted assets -

accounts payable and accrued liabitlities

Cunent portion of long term obligations:

Bonds payable

Compensated absenses

Total current liabilities

Non-current liabilities, excluding current portion
(due in mor€ than one year):

Non-current portion of liabilities related to

restricted assets - bonds payable

Compensated absenses

Estimated liability for municipal solid waste landfill
closure and post-closure care costs

Total non-current liabilities
Total liabilities

Deferred inflows of resources

Net position:

Net investment in capital assets

Restricted for:

Debt service

Federal and state funded programs

Total restricted net position

Unrestricted
Total net position

§ 827,643

t,109,871

Governm€ntal
activities

$ r,937,514

§ 1,534,956

241,725

595,81 l

509,400

780.793

3,823,51 8

7,M5,500

648,02 r

10,169,926

18,263,447

22.086,965

37,221,510

1,776,681

(4s6,670')

$ 38,541,521

(Concluded)

The accompany-ing notes to the basic rtnancial statemenas are an integral part of this statement.
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Expenses,

including
deprec¡ation

expense of
sl,8¿8,888

s 4,882,473

I,593,945
1,039,356

3,168,77 4

7 60,t s2

574,340
355.055

Proqram revenues

Program- Program-
specilic specilic

Charges operating capit¡l
for grants and grants and

services contributions contributions

Net
revellu€s

(€rpens€s)

and changes

in net positionFunction / programs

C ov e mmen tal activ itie s :
Ceneral govemment

Public housing and welfare

Health and sanitation

Urban and economic development
Public salety

Culture, recreation and education
Interests on bonds payable

Total govemmental activities

333,3 r4

221,298

1,034,881

413,4t9

576,20;

:,

436.290

(4,66t.t75)
(559,0ó4)

(1,039,356)
(1,985,75 r)

(760.r 51)
(574,340)

221.t53

General revenues:

Taxes:

Property taxes

Ivf unicipal license taxes

Construction excise taxes

Sales and usage taxes

Total tax revenues

Intergovemmental gants and contributions,
not restricted to specific programs

lnterests on deposits

!f iscellaneous revenues

Total general revenues

Net increase in net position

Net position at beginning of fiscal year

Net position at end offiscal year

The accompanying notes to the basic fnancial statements are an integral part of this statement.

s 12,374.095 333.314 2,24s,806 436,290 S (9,358,ó85)

8, r33,868

834.086

54,014

554.634

9,5',7 6,602

1,293,603

18ó,553

r89.172

I 1.246.230

1.887.545

36.653.97 6

s 38,541,521
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Major govemmert¡l futrds

Gener¡l
Crpitál

bond tund

Leg¡slative
joirt Deb.

rBolutiotrs servic€

fütrd tund

Commünilv
d€velopm€nt

block gr¡trt
fütrd

Other Total
govertlnrert3l governrÉntal

funds fundsAs§€ts

Cash in co rmercia¡ bank
Accounts receivable, nel of allowance

for doubtfu¡ accoünts:

Property taxes

Intergoveromental gmnts and contribulions

Due añd advances from other funds

Oüer receivables

Cash iú commercial banks

Cash with fi$al agent

Prope.t] r ies re€eivab¡e, ner ofallowance

for doubtful accounts

Accrued interests on depo6its

Intergovemmental gr¿¡ts a¡d

contribut¡ons receivable

10,149,8i8

I,306,393

1,r02,i47
896,000

16,094

288.843 t;t26.474

7.241

1,509,89r

2,21:,518

5,742
l:10

:t4,il I l,t 18.986

789,6t4

t0.149,838

l,i06,ls3
1,102,547

89ó,000

ló.094

2,ó7i,198
5.0 t7.179

7)71

Liáb¡lities
Acccor¡nts payable and accrued liabilities

Intergovemmenlal payab¡es

Liabilities related to restricted assels:

Accoutus payable and accrued liabilities

Due and advances to oth€r funds

Matured bonds due and payable

Totalliabilities

t,109,871

86,462

179,562

72,220

100,000

174,008

56

509.400

2l i.li0
64,531

4',t,971

i5t,851

I,t 09,871

595,8

8%.000
509,.100

r,832,203 26ó.021 172,220 683,464 2',79,681 1,813,4t4

541. t 86 1.337,671 t,205,-102 3,084.:i9Defered ¡trflows of r€sourss

Fllnd báláncts

Non-spendable

Spendable:

Assigned

Restricted

Un¿ssigned

Total fund balances

Total liabilrties, defened inflows of
resources and fund balances

88,675

199,893

- 1,467,691 - 1,534,956 - 74t.725

88,675

799,89i
3.241.372

s I1,759,715 1.733.715 r,509,89r 2,218,420 279.681 2,046.949 S 21,548.t7t

_ The accoñNry¡ng no¡es to the botíc f run"íol stoteMnts o.e ú inteArul pañ olthís stareñent
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The amounts of govemmental activities reported in the statement of net position and the balance sheet-govemmental

lunds are different for the following reasons:

Total fund balances reported in the balance sheet-govemmental funds

Add (Deduct):

Capital assets used in governmental activities are not considered available financial

resources at fiscal year-end, therefore, are not reported in the governmental funds. This is

the carrying amount of capital assets, net of accumulated depreciation and amortization of
$24,659,835 at June 30, 2015, which is reported in statement of net position.

lnventories and other assets recorded in the statement of net position are not considered

available financial resources at fiscal year-end, therefore, are not reported as assets in the

govemmental funds.

Deferred inflows of unavailable intergovermental grants and contributions recorded in the

governmental funds are recorded as revenues in the statement ofactivities.

The following liabilities are not due (mature) in the current fiscal year, therefore, are not

reported in the govemmental funds at June 30, 2015:

Accrued employees' christmas bonuses

Bonds payable

Compensated absences

Estimated liability for municipal solid waste landfill closure and post-closure care costs

Net position-govemmental activities, as reported in the statement ofnet position

Ihe accompanying notes to the basic financial statements are an integral part fo this statement.

14,630,698

42,900,472

98,470

6r,432

(105,31l)

(7,44s,s00)

(1,428,8r4)

(10,169,926)

$ 38,541,521
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Gfl.r.l
C¡pir¡l

Legisl¡tir.

¡oirr D.bt
Commu ty
d.v.lopm.rl Other Tol1l
blockgrrnl got.mlmnl¡l govemñerhl

fünd funds fu¡ds

\'lu¡icipal lic€nse ta\6
Construction excise t¿xes

Sal6 and usage t¿res

Total t¿\ ¡evcflües

Intsqovmmenral ga¡tsand contributions

Chdess for s€rvices

Inrse$s o¡ deposirs

\liscella eor¡s.evenues

Toial rMucs

Cunent:

Ge¡erál govemmenr

Public hous¡ng and selfare

He¿lrh ard s3nitaron

Urban and €conomic dev€lopmcnt

Culture, rEcreation and educ¡lion

Mt service:

Pnnc¡pal
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Reconciliation of the Statement of Revenues, Expenditures and
Changes in Fund Balances - Governmental Funds to the Statement of Activities

Fiscal Year Ended June 30.2015

The amounts ofgovemmental activities reported in the accompanying statement ofactivities and the statement ofrevenues,

expenditures and changes in fund balances - govemmental funds, are different for the following reasons:

Total net ¡ncrease in fund balances reported in the accompanying statement of revenues, expenditures

and changes in fund balances - govemmental funds $ 310,714

Add (Deduct):

Net change in defened inflows of intergovemmental grants and contributions (3,,220)

Govemmental funds report capital outlays as expenditures. However in the statement of
activities the cost of those assets is capitalized and allocated over their estimated useful lives

as depreciation and amortization expense. This is the amount by which capital outlay

expenditures ($2,568,235) exceeded depreciation and amortization expense ($1,848,888) for

the fiscal year ended June i0. 2015. 719,347

Proceeds from issuance of bonds are reported as other fiancial sources in the governmental

funds, however, are reponed as increases in bonds payable in the statement ofnet position. (810.000)

Repayment of principal of long-term liabilities is reported as an expenditure in the

govemmental funds, however, the repayment reduces bonds payable in the statement of net

position. 494.400

The following changes in assets and liabilities reported in the statement of activities do not

require the use of cunent financial resources, therefore, are not reported as expenditures in

the govemmental funds:

Other assets

Accrued employees' christmas bonuses

Estimated liability for municipal solid wxte landfill closure and posr

closure care costs

Accrued compensated absences

Net increase in net position, as reported in the accompanying statement ofactivities

The accompanying notes to the basic rtnancial stalements are an inlegral part to lhis statemenl.

(r,404)

(10s.3i i)

1,319,9t8

(36,899)

$ 1,887.515
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Background Information and Summary of Significant Accounting Policies

The Municipality of Barranquitas (the Municipality) is a local municipal govemment constituted in
1970 in the Commonwealth of Puerto Rico (the Commonwealth). The Municipalis has full
legislative, fiscal and alI other govemmental powers and responsibilities expressly' assigned by Public
Act No. 8l of August 30, 1991, as amended, knorvn as Autonomous Municipalities Act of the
Commonwealth of Puerto Rico (Act No. 8l ). The lvlunicipality is one of seventy-eight municipalities
legally separated from the Commonwealth's govemment.

The Commonwealth's Constitution provides for the separation of powers of the executive, legislative
and judicial branches of the Commonwealth and the municipalities. However, the Municipalit_v's
govemmental system consists of executive and legislatile branches onl1.. A Mayor. elected every
four years by the citizens, exercises the executive power ofthe Municipality. The legislative power of
the Municipalitv is exercised by the lVlunicipal Legislature, whose members are also elected el'ery
four years. The judiciary power is exercised by. the General Justice Court System of the
Commonrvealth, which has jurisdiction over the Municipality.

The Municipalit-v assumes either partial or full responsibilir_v for providing services to its citizens
related to public housing. welfare, public safety, health, sanitation. education. culture. recreation,
education, urban development, economic development, and many' other fiscal, general and
administrative services.

a) Financial Reporting Model

The accompanying basic financial statements present the financial position and the results of
operations of the Municipali§ as a whole. and its various govemmental funds as of and for the
fiscal year ended June 30, 2015, in conformity with accounting principles generall.v.' accepted in
the United States of America (GAAP), as prescribed by the Governmental Accounting Standards
Board (GASB).

According to the financial reporting model established by GASB Statement No. i4, Basjc
Financial Stafements - and )v[anagement's Discussion and Analysis - for State and Local
Governments (GASB No. 34), the requi¡ed basic financial statement presentation applicable to
the Municipalitv is composed of the following elements: ( I ) govemment-wide financial
statements (GWFS), (2) governmental fund financial statements (GFFS), (3) notes to basic
financial statements, and (4) required supplementary information (RSI).

RSI, consisting of a Management's Discussion and Analysis (MD&A), is information presented
along with, but separate from, Municipality's basic financial statements.

MD&A is a narrative report that introduces the accompanying basic financial statements and
provides an anal¡ical overview of the Municipalir¡-'s financial activities for the fiscal year ended
June 30, 2015, based on the Municipality's knowledge of the transactions, events and conditions
reflected in the basic financial statements. The MD&A also highlights certain key fiscal policies
that control the Municipality's operations.

On March 2009, the Municipalit"v adopted the provisions of GASB Statement No. 55, !.ie
Hierarclry of Generalllt Accepted Account¡ng Principles for State and Local Governments (GASB
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55), and GASB Statement No. 56, Codification of Accounting and Financial Reporting Gttidance
Contained ¡n the AICPA Stotemenfs on Atditing Standards (GASB 56).

GASB 55 incorporated the hierarchy of generally' accepted accounting principles (GAAP) for
state and local governments into the Govemmental Accounting Standards Board's (GASB)
authoritative literature. The requirements in this Statement codiñ all GAAP for state and local
governments so that they derive from a single source.

GASB 56 incorporated into the Govemmental Accounting Standards Board's (CASB)
authoritative literature certain accounting and financial reporting guidance presented in the
American Institute of Certified Public Accountants' Statements on Auditing Standards. This
Statement addressed three issues not included in the authoritative literature that establishes
accotmting principles - related part\ transactions. going concern considerations. and subsequent
events.

On July l, 2012, the Municipality adopted the following t\4'o new statements of financial
accounting standards issued by'the Govemmental Accounting Standards Board: (l) Statement
No. 63, Financial Reporting of Defened Outflows of Resources, Deferred InJIows of Resources,
and Net Position (GASB 63), and (2) Statement No.65, Items Previously Reported as Assets and
Liabilities (GASB 65).

GASB 63 provides financial reporting guidance for deferred outflows of resources, which are

consumptions ofnet position by the govemment that is applicable to a future reporting period and
deferred inflorvs of resources which are acquisitions of net position by the govemment that is

applicable to a future reporting period. GASB 63 amends the net asset reporting requirements by
incorporating deferred outflows of resources and deferred inflorls of resources into the definitions
ofthe required components of the residual measure and by renaming that measure as net position.
rather than net assets. The adoption of GASB 6i resulted in a change in the presentation of the
Statement ofNet Assets to ühat is now refened to as the Statement ofNet Position and the term
"net assets" is changed to "net position" throughout the financial statements.

GASB 63 also amends the reporting of the "net investment in capital assets" component of net
position. This component consists of capital assets, net of accumulated depreciation, reduced by
the outstanding balances of bonds, mortgages, notes, or other borrowings that are attributable to
the acquisition. construction, or improvement of those assets. Deferred outflows of resources and
deferred inflows ofresources that are attributable to the acquisition, construct¡on, or impro\ement
ofthose assets or related debt are norv required to be included in this component ofnet position.

GASB 65 establishes accounting and financial reporting standards that reclassiry-, as deferred
outflows of resources or deferred inflows of resources, certain items that were previously repofed
as assets and liabilities and recognizes, as outflows of resources or inflows of resources, certain
items that were previously reported as assets and liabilities. Concepts Statement No. 4, Elements
of Financial Statements, introduced and defined the elements included in financial statements,
including deferred outflows of resources and deferred inflows of resources. In addition, Concepts
Statement No. 4 provides that reporting a deferred outflow of resources or a deferred inflow of
resources should be limited to those instances identified bv the Government Accounting
Standards Board in authoritative pronouncements that are established after applicable due
process. This Statement amends the financial statement element classification of certain items

38



Co IMoNWEALTH oF PUERTo RICo
MUNICIPALITY oF BARRANQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2015

previously reported as assets and liabilities to be consistent with the definitions in Concepts
Statement No. 4. This Statement also provides other financial reporting guidance related to the
impact ofthe financial statement elements deferred outflorvs ofresources and deferred inflows of
resources, such as changes in the determination of the major firnd calculations and limiting the
use ofthe term defened in financial statement presentations.

There was no impact on the Municipality's financial statements as a result of the implementation
of Statement No. 65.

b) Financial Repofiing Entit!

The accompanying basic financial statements include all departments, agencies and municipal
operational units that are under the legal and administrative control of the lUayor, and whose
financial resources are under the legal custody and control of the Municipality's Director of
Finance and Budget, as prescribed by Act No. 8l .

The Municipality's management has considered all potential component units (whether
governmental, not-for-profit, or profit-oriented) for which it may be financially accountable and
other legally separate organizations for which the nature and significance of their relationship
with the Municipality may be such that exclusion oftheir basic financial statements from those of
the Municipali§ would cause the Municipality's basic financial statements to be misleading or
incomplete.

GASB Statement No. 14, The Financial Reporting Entity (GASB No. l4), as amended, has set
forth criteria to be considered in determining financial accountabiliry" for financial reporting
purposes. These criteria include appointing a voting majorir_v* of an organization's goveming body
and: (l) the ability ofthe Municipality to impose its will on that organization or (2) the potential
for the organization to provide specific financial benefits to, or impose specific financial burdens
on, the Municipali§".

On July l, 2003, the Municipaliqv adopted the provisions of GASB Statement No. 39,
Determining Whether Certain Organizations are Component Units an Amendment of GASB
SÍatement 1úo. .lJ (GASB No. 39). GA§B No. 39 states that certain organizations for which a
primary govemment is not financially accountable nevertheless warrant inclusion as part of the
financial reporting entity because of the nature and significance of ¡heir relationship with the
primary government, including their ongoing financial support ofthe primary govemment and is
other component units.

According to GASB No. 39, a legally separate, ta\-exempt organization should be reported as a
discretely presented component unit of a reporting entiry- if all of the following criteria are met:

¡ The economic resources received or held by the separate organization are entirely or almost
entirely for the direct benefit of the primary government. its component units, or its
constituents.

o The primary govemment, or its component units, is entitled to, or has the ability to otherwise
access, a majoritl ofthe economic resources received or held by the separate or,qanization.
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o The economic resources received or held by an individual organization that the specific
primary govemment, or its component units, is entitled to. or has the abilitl to othertvise
access, are significant to thai primary govemment.

In addition, GASB No.39 states that other organizations should be evaluated as potential
component units if they are closely related to, or financially integrated rvith, the primary
government. Such types of entities may be presented as either blended or discretely presented

component units, depending upon how they meet the criteria for each specified in GASB No. 14.

On July l, 201l, the Municipality adopted the provisions of GASB Statement No. 61, Il¡¿
Financial Reporting Entity: Omnibus-an amended of GASB Statement No. l4 and No. J'l (GASB
No. 6l). GASB No. 6l modified certain requirements for inclusion of component units in the
financial reporting entity.

The Municipality's management has concluded that, based on the aforementioned criteria. there

are no legalll' separate entities or organizations that should be reported as component units ofthe
Municipalitl for the fiscal year ended June 30,2015.

c) Government-wide Financial Stalemenls

The accompanying GWFS are composed of: (l) the statement of net position and (2) the
statement of activities. These financial statements report information of all govemmental
activities of the Municipality as a whole. These statements are aimed at presenting a broad
overview of the Municipal§'s finances by reporting its financial position and results of
operations using methods that are similar to those used by most private businesses.

The focus of GWFS is on the operational accountability of the Municipali§ as a single economic
unit and not on compliance with budgets. regulatory requirements or on the use of available or
currently expendable financial resources (referred to as fiscal accountability). Operational
accountabilir]- is the Municipality's responsibiliry- to report to the extent to which it has met its
operating objectives efliciently and effectil'ely', using all resources available for that purpose. ft
focuses on the Municipalitv's principal operating objective. which is to provide services to its

citizens.

The accompanying statement ofnet position provides short-term and long-term information about
the Municipality's financial position by presenting all of the Municipaliqv's assets and liabilities,
with the difference between these two items reported as "net position" (equi¡v) and or net
liabilities. This statement assists management in assessing the level of services that can be
provided by the Municipaliry" in the future and its abiliry" to meet its obligations as they become
due. In addition, this statement reports the extent to which the Municipaliry has invested in
capital assets and discloses legal and contractual restrictions on resources.

Net position is classified in the accompanying statement of net position within the following three
categories:

. Net investment in capital assets - This net position category consists ofcapital assets, net of
accumulated depreciation and amoñization. reduced by the outstanding balances of bonds
payable and other debts that are attributed to the acquisition, construction or improvement of
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those assets (capital-related debQ. For the purposes of determining the outstanding debt
attributed to capital assets, the total long-term debt related to the acquisition. construction or
improvement ofcapital assets has been reduced by any related unspent debt proceeds and any
related unamortized debt issuance costs.

Pursuant to the provisions of GASB 63, deferred outflorvs of resources and deferred inflo*s
of resources that are attributable to the acquisition. construct¡on or improvement of those
assets is included in this component of net position.

ln addition, for the purposes of determining the outstanding debt attributed to capital assets,

the following items are excluded from the calculation: (l) bond issuance costs, (2) interest
payable, (3) accrued interest on deep discount debt and non-capital accrued Iiabilities (e.g.
compensated absences, claims and judgments, etc.), and (5) debt used to finance capital
acquisitions b."" panies outside the Municipalitv. Furthermore. the computation of net

investment in capital assets, net of related debt, excludes inter-fund loans and other financial
assets.

Restricted net posit¡on - This net position category consists of net resources restricted by
extemal parties (such as debt covenants, creditors, grantors, contributors, lalvs or regulations
of other govemments, etc.), or net position for u'hich constraints are imposed by.

constitutional provisions or enabling legislation. Enabling legislation consists of legislation
that authorizes the Municipality to assess, levy, charge or otherwise mandate payment of
resources (from extemal resource providers). Enabling legislation establishes restrictions if it
includes a legally enforceable requirement that those resources be used onl,,- for the specific
purposes stipulated in the legislation.

On July l, 2005, the Municipalin adopted the provisions of Statement No. .16, .Ve¡,4ss¿¡s

Restricted by Enabling Legislation (GASB No. 46). This Statement requires that limitations
on the use of net position imposed by enabling legislation be reported as restricted net
position. This Statement clarified that a legally enforceable enabling legislation restriction is

one that a pany* extemal to the Municipality (such as citizens, public interest groups, or the
judiciary) can compel the Municipalit_v to honor. This Statement states that the legal
enforceabilir¡- of an enabling legislalion should be reevaluated if any of the resources raised
by the enabling legislation are used for a purpose not specified by the enabling legislation or
if the Municipality has other cause for consideration. Although the determination that a
particular restriction is not legally enforceable may cause the Municipaliqv to review the
enforceabiliry ofother restrictions, it should not necessarily' lead the Municipalitv to the same

conclusion for all enabling legislation restrictions.

The classification of restricted net position identifies resources that have been received or
earned by the Municipality with an explicit understanding between the Municipality and the
resource providers that the resources would be used for specific purposes. Grants,
contributions and donations are often given under those kinds ofconditions. Bond indentures
also often limit the use of bond proceeds to specific purposes.

fntemally imposed designations of resources, including earmarking, are not reported
restricted net position. These designations consist of management's plans for the use

resources, which are subject to change at the discretion ofthe Municipal Legislature.

as

of
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The Municipatity has reported the following types of restricted net position in the

accompanying statement ofnet position as ofJune 30, 201 5:

(l) Debt service - Represent net resources available to cover future debt service payments of
bonds payable.

(2) Capital projects - Represent net resources available to cover the cost of the acquisition,

construction and improvement of major capital assets.

(3) Federal and state funded programs - Represent net resources available from certain

federal and state grants, which have been set aside to carr)' out several programs'

. Unrestricted - This category consists of the excess of liabilities and deferred inflows of
resources over related assets that are neither extemally., nor legally restricted, neither invested

in capital assers. At June 30, 2015, this category has a negative balance of $456.670 because

liabiiities exceeded the related assets. Generally, the assets recorded rvithin this category are

designated to indicate that management does not consider them to be available for general

op"áionr. Assets reported within this category often have constraints that are imposed by

management but can be removed or modified.

When both restricted and unrestricted resources are available for use, it is the Municipality's

policy to generally use restricted resources first, and then unrestricted resources as they are

neeaea. wnen unres¡ricted resources are used, it is the Municipaliry's policy to use assigned

resources first and then unassigned resources as they are needed.

The accompanying statement of activities presents the Municipality's results of operations by

showing, hów the Municipality's net position changed during the fiscal year ended June 30, 2015,

using a net (expense) revenue format. This statement presents the cost ofeach function/program

^ *:"U ^ th" i*t"nt to which each of the Municipalitv's functions, programs or other services

either contributes to or draws from the Municipaliq-'s general revenues (such as property ta.\es,

municipal Iicense ta-res. construction excise ta\es, etc.).

A function/program describes a group of activities that are aimed at accomplishing a major

service or.égrlutory responsibility. The functionsiprograms reponed in the accompanying basic

financial statiments are: (l) general govemment, (2) urban and economic development, (i) public

safeq, (4) health and sanitation, (5) culture. recreation and education and (6) public housing and

*etfaie. 
-the 

govemmental operations of the Municipality's departments and operational units

are classified within the following functions/programs in the accompanying basic financial

statements:

General governmenl:
Municipal legislature
Mayor's office
Department of finance and budget
Department of human resources

Department of municiPal secretary

Department of intemal audit
Department of purchasing and supplies
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Urban and economic developmenl:
Department of public works
Department of transportation and maintenance
Department of engineering

Public safety:
Department of emergency management
Department of municipal police

Health and sanifation:
Department of recycling and environmental control

Culture, recreúion and education:
Department of recreation and sports
Department ofculture and tourism

Public housing and we{are:
Department of elderly serv ices
Department of service to citizens

The statement of activities demonstrates the degree to which program revenues offset direct
expenses of a given function/program or segments. Direct expenses arc those that are clearl)'
identifiable with a specific function, segment or operational unit. This statement reports revenues
in two broad categories: (1) program revenues and (2) general revenues.

Program revenues are generated directly from a program itself or may' come from parties outside
the Municipality's taxpayers or citizens. In the statement of activities, program revenues reduce
the costs (expenses) of the function/program to arrive at: ( I ) the net cost of the function/program
that must be financed from the Municipality's general revenues or (2) the net program re\enue
that contributes to the Municipalir_v"'s general revenues.

The accompanying statement of activities reports the following categories of program revenues
for the fiscal year ended June 30. 2015:

. Charges for serv-ices - These revenues generally consist of exchange or exchange-like
transactions involving charges to customers or applicants w'ho purchase. use or directly'
benefit from the goods, services or privileges provided, or are otherwise directl,v- affected by
the services. These revenues include fees charged for specific senices, charges lor licenses
and permits, and fines and forfeitures. among others.

o Program-specific operating and capital grants and contributions - These revenues
consist oftransactions that are either mandatory or voluntary non-erchange transactions with
other governments, organizations, or individuals that restrict the resources for use in a
particular program. Operating grants and contributious consist of resources that are required
to be used to finance the costs of operating a specific program or can be used either for
operating or capital purposes of a specific program. Capital grants and contributions consist
of revenues or resources that are restricted for capital purposes - to purchase. construct or
renovate capital assets associated with a specific program. Restricted operating and capital
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grants and contr;butions are program revenues because they are specifically attributable to a
program and reduce the net expense of that program to the Municipaliry. They are reported
net of estimated uncollectible amounts.

General revenues are the default category for revenues. [t includes all revenues and gains that do
not meet the definition of program revenues. Propert)" taxes, municipal license taxes, sales and
use taxes and construction excise taxes are reported as general revenues. AII other non-tax
revenues (including unrestricted interest on deposits, grants and contributions not restricted for
specific programs and miscellaneous revenues) that do not meet the definition of program
revenues are classified as general revenues. Resources that are dedicated internally by the
Municipalir¡" are reported as general revenues rather than as program revenues. AII general
revenuss are reported net of estimated uncollectible ¿Imounts! which are recorded as reduction of
revenues rather than as expenses.

The general government function/program reported in the accompanying statement of activities
includes expenses that are, in essence, indirect or costs of other functions/programs of the
Municipality. Even though some of these costs have been charged to certain funds in the GFFS
as indirect cost allocations permitted under some federal programs, the Municipaliry- has reported
these indirect costs as direct expenses of the general govemment function. Accordingly. the
Municipalir,v-' generally does not allocate general govemment (indirect) costs to other functions.
The effects of all inter-fund governmental activities (revenues, expenditures and other financing
sources/uses among govemmental funds) have been removed from the accompanying statements
of net position and activities. Inter-fund services provided and used have no! been eliminated in
the process of consolidation.

The Municipali§ classifies all of its activities as governmental activities in the accompany ing
GWFS. These are activities generally financed through taxes, intergovemmental revenues and
other non-exchange revenues that can be used to support the Municipality's programs or serl'ices.
These govemmental activities are also generally reported in the GFFS.

The Municipality has no fiduciary activities, which are those in which the Municipality would be

holding or managing net position for specific individuals or other external parties in accordance
with trust agreements or other custodi4l arrangements. In addition, the Municipality lras no
operations or activities that are financed and operated in a manner similar to private business
enterprises, where the costs of providing goods or services to the general public (expenses,

including depreciation) is financed primarily through user charges; or where the goveming body
has decided that periodic determination of revenues earned, expenses incurred. and/or net income
is appropriate for capital maintenance, public policy, management control, accountabiliry-, or
other purposes.

d) Governmental Fund Financial Stúements

A fund is a fiscal and accounting entity consisting of a self-balancing set of accounts used to
record assets, liabilities and residual equities. deficirs or balances, and changes therein, which are

segregated for the purpose of carrying on specilic activities or attaining certain objectives in
accordance rvith GAAP and,/or special regulations, restrictions or limitations.

The accompanying GFFS are composed of: (1) the balance sheet - governmental funds, (2) the
statement of revenues, expenditures and changes in fund balances - govemmental funds.
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These financial statements report the financial position and results operations of the

Municipali§'s govemmental funds by presenting sources. uses and balances of current financial
resources. Some of these financial statements have a budgetary orientation and focus primarily
on: (1) the Municipality's major govemmental funds, as defined below, (2) the fiscal
accountability and (3) the individual parts of the Municipalilv's govemment. Fiscai
accountabiliry represents the Municipali§'s responsibilin tojusti! that its actions in the current
fiscal year have complied with public decisions conceming the raising and spending of public
moneys in the short term (generally one fiscal year).

The accompanying GFFS segregate govemmental funds according to their intended purpose and

are used in demonstrating compliance with legal, financial and contractual provisions. The
minimum number of govemmental funds ís maintained consistent with legal and self-imposed
managerial requirements established by the Municipalit-v. On July l, 2010. the Municipality
adopted tlre provisions ofGASB Statement No.54, Fund Balance Reporling and Governmen¡al
Fund Type Defnitions (GASB 54), rvhich modified the interpretations of certain terms within the
definition of the special revenue funds and the types of activities the Municipality may choose to
report in those funds. GASB 54 also clarified the capital projects fund type definition for better
alignment with the needs of preparers and users. Definitions of other govemmental fund §pes
also were also modified for clariry- and consistency.

Pursuant to the provisions set forth by GASB 54, the Municipality reported the following
govemmental funds in the accompanying GFFS:

o Gene¡al fund - The general fund is the Municipality's main operating fund and a major
govemmental fund, as defined below, used to account for all financial resources and
govemmental activities, except for financial resources required to be accounted for in another
fund. [t is presumed that the Municipaliry"'s governmental activities have been reported in the
general fund except for transactions for which one of the following compelling reasons has

required the use of another fund: (l) legal requirements, (2) GAAP requirements or (3) the
demands of sound financial administration requiring the use of a governmental fund other
than the general fund.

o Debl senice fund - The debt service fund is a major govemmental fund, as defined below,
used by the Municipalitv to account for the accumulation of resources for, and the payment
of, principal and interest for: (l) bonds payable for rvhich debt service payments are legally
mandated to be accounted for in a debt service fund and/or (2) bonds payable or any general

long-term debt for which the Municipality is being accumulating financial resources in
advance to pay principal and interest payments maturing in future years. Consistently with
the prior fiscal years' financial statement presentation, during the fiscal year ended June 30,

2015, the financial activiry accounted for in the debt sen'ice fund was specifically related to
bonds payable.

The outstanding balance of general long-term debts for which debt service payments do not
involve the advance accumulation of resources (such as obligations under capital leases) are

only accounted for in the accompanying statement ofnet position. The debt service payments
of such debts are generally accounted for as debt service - principal and debt service -
interest expenditures in the general fund.
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. Speciat revenue fands The special revenue funds are non-major govemmental funds, as

difined below- used by the Municipality to account for revenues derived from grants.

contributions or other revenue Sources that are either self-restricted by the Municipali§ or

legally restricted by outside parties for use in specific purposes (except for revenues that are

earmárked for expenditures in major capital projects which are accounted for in the capital

projects fund). The uses and limitations of each special revenue fund are specified by

municipal ordinances or federal and state Statutes. However, resoürces restricted to

expenditures for purposes normally financed from the general fund are reported in the

Municipali§'s general fund provided that all applicable legal requirements are appropriately

satisfied. In this case, a special revenue fund to account for such kind of transactions will be

used only if legally mandated.

c Capital ptojects funds - Capital projects funds are major and non-major govemmental funds,

as defined belorv, used to account for the financial resources used for the acquisition,

construction or improvement of major capital facilities and other assets. Significant capital

outlays financed from proceeds of general obligation, public improvement or special

obligation bonds accounted for also in the capital projects funds. The use of the capital

projects funds in the accompanying financial statements has been reserved only for major

capital acquisitions, construction or improvement activities that would distort t'inancial

resources trend data if not reported separately from the other Municipality's operating

activities. The routine purchases of minor capital assets (such as fumiture, office equipment,

vehicles and other minor capital assets or improvements) have been reported in the

govemmental fund from which financial resources were used for the payment.

The focus of the GFFS is on major govemmental funds, which generally represent the

Municipalir.,-'s most important funds. Accordingly, the Municipality is required to segregate

govemmental funds be¡ween major and non-major categories within the CFFS. Major individual

govemmental funds are repofed individually as separate columns in the GFFS, while data from

all non-major governmental funds are aggregated into a single column, regardless of fund rype.

By definition. the Municipatity's general fund is considered a major govemmental fund for
financial reporting purposes. In addition, any other govemmental fund would be classified as a

major govemmental fund in the GFFS if its total assets, liabilities, revenues or expenditures of
that individual govemmental fund a¡e at least ten percent (10%) of the corresponding element

total (assets, liabilities, revenues or expenditures) for all govemmental funds. For the purposes of
applying the aforementioned major fund criteria, no eliminations of inter-fund balances have been

made. Total revenues for these purposes means all revenues, including operating and non-

operating revenues (net of allowances for uncollectible accounts), except for other financing

.ou.."..- Total expenditures for these purposes mean all expenditures, including operating and

non-operating expenditures, except for other financing uses.

Furthermore, any other non-major governmental fund would be reported as a major govemmental

fund in the GFFS if such fund is considered of significant interest to regulations or investors of
the Municipality, as it is the case of the capital improvements bond fund and the community

development block grant fund described below.

Based on the aforementioned criteri4 the Vunicipalit}'s major govemmental funds reponed in

the accompanying GFFS are: (l) the general fund, (2) the debt sen'ice fund, (3) the capitaL
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improvements bond fund, (4) the legislative joint resolutions fund, and (5) the communiry-
development block grant fund.

The capital improvements bond fund is a non-major capital projects fund (reported as a major
govemmental fund in the GFFS) used to account for the financial resources arising mainly from
bond issuance proceeds used in the acquisition or construction of major capital facilities, other
assets and permanent improvements. The most significant transactions ofthis fund are related to
capital outlays and proceeds from issuance of bonds.

The legislative joint resolutions fund is a major capital project fund used to account for rhe
financial resources arising from program-specific capital gants and contributions awarded b¡'the
Legislature ofthe Commonwealü of Puerto Rico, *hich are principally used in the acquisition or
construction of major capital facilities, other assets and permanent improvemenrs. The most
significant transactions of this fund are related to capital outlays and intergovernmental grants
and contributions revenues.

The community development block grant fund is a major capital projects fund used to account for
the financial resources arising from program-specific capital grants and contributions a*arded by
the U.S. Department of Housing and Urban Development, u,hich are principally used in the
acquisition or construction of major capital facilities, other assets and permanent improvements.
The most significant transactions of this fund are related to grant revenues and capital outlays
incurred to develop viable communities and a suitable living environment and expanding
economic oppomrnities. principally for persons of lorv and moderate income.

The Municipality periodically undertakes a comprehensive e!aluation of its fund structure to
ensure that complies with all aspects that are of importance to users of general purpose extemal
financial reports. Consequently, all superfluous funds and some intemal funds currently used by
Municipality in the day+o-day accounting procedures have not been reported as individual
governmental funds in the accompanying fund financial statements. Accordingly, the
accompanying fund financial statements include only the minimum number of funds consistent
with legal and operating requirements and, consequentll, the following types of similar intemal
funds have been combined into single funds in the accompanying fund financial statements:

o The various capital improvement bánd issues outstanding have been reported as a single
major capital projects fund, the capital improvements bond fund.

¡ Numerous less significant capital project and special revenue funds have been combined into
single capital project funds and special revenue funds. respectivelv.

. Program-specific capital grants and contributions aw,arded by the Legislature of the
Commonwealth of Puerto Rico have been combined into a single major capital projects fund,
the legislative joint resolutions fund.

The accompanying GFFS are accompanied by the tbllowing schedules required by GAAP: ( I ) the
reconciliation of the balance sheet govemmental funds to the statement ofnet position, and (2)
the reconciliation of the statement of revenues, expenditures and changes in fund balances -
governmental funds to the statement ofactivities.
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e) Measurement Focus and Basis of Accounling

Government-wide financial statements - The accompanying GWFS are prepared using the

economic resources measurement focus and the accrual basis of accounting. Subject to the

additional rules and limitations detailed below, revenues (including interest on deposits and

investments) are generally recorded when eamed and expenses are generally recorded when a

liability is incurred, regardless ofthe timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchange-

líke transactions are generally recorded when the exchange takes place. ln exchange transactions,
each party to the transaction receives and gives up essentially equal values. An exchange-like

transaction is one in which there is an identifiable exchange and the values exchanged, though

related, may not be quite equal. Nevertheless, the exchange charac¡eristics of the exchange-like
transaction are strong enough to justifo treating it as an exchange for accounting purposes

(examples include fees for licenses and permits, charges for services, and miscellaneous
revenues, which are recorded as revenues rvhen collected because they are generally not

measurable until actually received).

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are

recorded using the criteria set forth by GASB Statement No. 33, Accounting and Finmcial
Reporting for Non-erchange Transactions (GASB No.33). GASB No. 33 established accounting
and reporting standards for non-exchange transactions involving cash and financial or capital
resources (for example, mosi ta-xes, grants and private donations). ln a non-exchange transaction,
the Municipality gives (or receives) value rvithout directly receiving (or giving) equal value in
return. This is different from an exchange transaction, in which each pa§ receives and gives up

essentially equal values. According to GASB No. 33, the Municipality groups its non-exchange
transactions into the following four classes in the accompanying basic financial statements: (a)

derived ta.'< revenues, (b) imposed non-erchange revenues, (c) government mandated non-

exchange transactions, aod (d) voluntary non-exchange transactions.

In the case of derived tax revenue transactions, which result from assessments the Municipality
places on exchange transactions, receivables and revenues are recorded when the underlying
exchange has occurred-

In the case of imposed non-exchange revenue transactions (such as propert) taxes and municipal
license taxes), which resutt from assessments made by the ivlunicipality on non-govemmental

entities, including individuals, other than assessments on exchange transactions, receivables are

generally recorded in the period when an enforceable legal claim has arisen. Property taxes and

municipal license are generall.v recorded as revenues (net of amounts considered not collectible)
in the fiscal year when resources are required to be used or the first fiscal year that the use of the

resources is permitted.

Government-mandated non-exchange transactions (such as g¡ants and contributions) result when

a government at one level (such as the federal or state government) provides resources to the

Municipatity and the provider government requires the Municipali§ to use those resources for a

specific purpose or purposes established in the prolider's enabling legislation. In these tvpe of
transactions, receivables and revenues are generallv recorded when all eligibility requirements

imposed by the provider have been met. For the majoritv of grants, the Municipality must expend
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resources on the specific purpose or project beibre the provider reimburses any amounts.
Revenue is, therefore, generally recognized as qualifoing reimbursable expenditures are incurred.
Voluntary non-exchange transactions (such as donations and certain gmnts and entitlements)
result from legislative or contractual agreements, other than exchanges, willingly entered into by
two or more parties. In these types of transactions, receivables and revenues are generally
accounted for in the same manner as govemment-mandated non-exchange transactions discussed
above. Events that are neither exchange nor non-exchange transactions are recorded rvhen it is
probable that a loss has been incurred and the amount of loss is reasonably estimable.

Receipts of any type of revenue sources collected in advance for use in the follorving fiscal ¡ ear
are recorded as deferred inflows of resources pursuant to the provisions ofGASB 63.

According to GASB No. 34. all general capital assets and the un-matured long-term liabilities are
recorded only in the accompanying statement of net position. The measurement focus and the
basis of accounting used in the accompanying GWFS differ significantly from the measurement
focus and basis of accounting used in the preparation of the accompanying GFFS. Therefore, the
accompanying GFFS include reconciliations, as detailed in the accompanying table ofcontents, to
better identi§ the relationship between the GWFS and the GFFS.

Governmental fund financial statements - The accompanying GFFS are reported using the
current financial resources measuremeni focus (flow of current financial resources) and the
modified accrual basis of accounting. Accordingly, the accompanying statement of revenues.
expenditures and changes in fund balances - govemmental funds, reports changes in the amount
of financial resources available in the near future as a result of transactions and events of the
fiscal year reported. Therefore, revenues are generally recognized as soon as they are.both
measurable and available. Revenues are considered to be available *.hen they are collectible
within the current fiscal year or soon enough thereafter to pay' liabilities ofthe current fiscal vear.
For this purpose, the Municipality generalll,considers most revenues (municipal licenses taxes,
construction excise taxes, sales and use taxes, interests on deposit, intergovernmental grants and
contributions and certain charges for services) to be available if collected within 90 days after
June 10, 2015, except for property taxes for which the availability period is 60 days. Revenue
sources not meeting this availabilif¡" criterion or collected in advance are recorded as deferred
inflows of resources at June 30, 201 5.

The principal revenue sources considered susceptible to accrual include property ta-xes.
intergovernmental grants and contributions, interest on deposits, and charges for services. These
principal revenue sources meet both measurabilit-v and availabilir¡- criteria in the accompanying
GFFS, except for amounts recorded as deferred re\enues.

In a manner similar to the GWFS, but subject to and limited by the availability criteria discussed
above, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange and
exchange-like transactions are also generally recorded when the exchange takes place.

Accordingly. fees for licenses and permits, charges lor senices and miscellaneous revenues are
recorded as revenues when collected because they are generally not measurable until actually
received-

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are
recorded in a similar manner to the GWFS. using the previously discussed criteria set fonh by
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GASB No. 33 for non-exchange transactions, but subject to and limited by the availabilir¡l criteria
discussed above. Accordingly, properry" tax and municipal license tax receivables are also
generally recorded in the fiscal year when an enforceable legal claim has arisen wliile property
tax and municipal license tax revenues (net ol amounts considered not collectible) are also
generally recorded in the fiscal y-ear when resources are required to be used or the first fiscal year
that the use of the resources is permitted. Receivables and revenues from federal and state grants
and contributions, donations and entitlements are also generalll' recorded when all eligibility
requirements imposed by the provider have been met (generally, as qualifuing reimbursable
expenditures are incurred for expenditure-driven grants),

Interests on deposits are recorded when eamed since these revenues are considered both
measurable and available at June 30, 2015.

Pursuant to the provisions of GASB Interpretation No. 6, Recognition and Measurement o;f
Certain Liabil¡lies and Expenditure-r in Goyernmental Fund Financial Statements (GASBI No.
6), in the absence of an explicit requirement (i.e., the absence of an applicable modification,
discussed belorv) the Municipality generally' accrues a governmental fund liabilir_v-' and
expenditure (including salaries. professional services, supplies, utilities, etc.) in the period in
which the govemment incurs the Iiability. to the extent that these liabilities are normally expected
to be liquidated in a timell, manner and in full with current available financial ¡esources. GASBI
No. 6 modified the recognition criteria for certain expenditures and liabilities reported under the
modified accrual basis of accounting prior to CASB No. 34, and clarified a number of situations
in rvhich the Municipality should distinguish between governmental fund liabilities and general
long-term liabilities. Therefore, the accompanying balance sheet - governmental funds generally'
reflects only assets that will be converted into cash to satisfi current liabilities. Long-term assets
and those assets that will not be converted into cash to satisry cunent liabilities are generally not
accounted for in the accompanying balance sheet - govemmental funds. At the same time, long-
term liabilities (generally. those un-matured that will not require the use of current financial
resources to pay them) are not accounted for in the accompanying balance sheet govemmental
funds.

Modifications to the accrual basis ofaccounting in accordance with GASB No. 6 include:

o Principal and interest on bonds puyibl" u." recorded rvhen thev mature (when payment is
due), except for principal and interest of bonds due on July l, 2015, which are recorded as
governmental fund liabilities ofthe debt service fund at June i0, 2015 which is the date rvhen
resources were available in the debt sen'ice fund.

Compensated absences. and the estimated liabilir_"* for municipal solid waste landfill closure
and post-closure care costs are recorded only when they mature (when pavment is due).

Certain accounts payable, intergovernmental payables and other accrued liabilities not due
and payable (un-matured) or not normally expected to be liquidated in full and in a timely
manner with available and expendable financial resources. are ¡ecorded in the accompanying
statement of net position. Such liabilities are recorded in the governmental funds when they
mature.
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. Executory purchase orders and contracts are recorded as a reservation of fund balance in the

GFFS.

The measurement focus of the GFFS is on decreases of net financial resources (expenditures)

rather than expenses. Most expenditures are measurable and are recorded when the related
govemmental fund liability is incurred. Allocation of costs, such as depreciation and

amortization, are recorded in the accompanying statement ofactivities, but are not recorded in the
accompanying GFFS.

fl Stewardship, Compliance tnd Accountabilily

Budgetarv Control

According to Act No. 81, the Mayor and its Administrative Cabinet prepare annual budgets eacli
fiscal year for the Municipalit-v's general fund and debt service fund. Such legally adopted

budgets are based on expected expenditures by program and estimated resources by source. The
annual budgets are developed using elements of performance-based program budgeting and zero-

based budgeting, and include estimates ofrevenues and other resources for the ensuing fiscal year

under larvs and regulations existing at the time the budgets are prepared.

The Mayor must submit, for the fiscal year commencing on the next July l, an annual budgetary
resolution project (the Project) to the Commissioner of Municipal Affairs of the Commonwealth
(the Commissioner) and the Municipal Legislature no later than May l0 and May I 5,

respectively. The Commissioner preliminary verifies that the Project complies with all the
applicable laws and regulations and may provide comments and suggestions to the Mayor on or
before June 13.

The Municipal Legislature has ten (10) business days, up to the immediately' preceding June 13,

to discuss and approve the Project with modifications. The Municipal Legislature may amend the
budgets submitted by the Mayor but may not increase any items so far to cause a deficit rvithout
imposing taxes or identiÍling other sources of revenue to cover such deficit. After the Municipal
Legislature modifies and preliminarily approves the Project. the modified Project is sent back to
the Mayor for his approval or rejection wjthin six (6) days. The Mayor may decrease or eliminate
any line item but may not increase or insert any new line item in the budgets. The Mayor may
also veto the budgets in their entirety and return it to the Municipal Legislature with his

objections. If the Mayor rejects the Project, the Municipal Legislature will have up to eight (8)
days to adopt or reject the recommendations or objections ofthe Mayor. The approved Project is
sent again to the Mayor, which then would have three (3) days to sign and approve it. If the
budgets are not adopted prior to the end ofthe deadlines referred to above, the annual budgets for
the preceding fiscal year, as approved by the Legislature and the Mayor, are automatically
renewed for the ensuing fiscal year until the Municipal Legislature and the Mayor approve new
budgets. This permits the Municipaliry to continue doing payments for its operations and other
purposes until the new budgets are approved.

The annual budgets may be updated for any estimate revisions as well as fiscal year-end
encumbrances, and may include any additional information requested by the Municipal
Legislature. The Mayor may request subsequent amendments to the approved budgets. rvhich are

subject to the approval ofthe Nlunicipal Legislature.
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The Municipality's Department of Finance and Budget has the responsibilitv to ensure that

budgetary spending control is maintained. For day-to-day management control purposes.

expenditures plus encumbrances may not exceed budgeted amounts at the expenditure-§pe level

of each cost center (activiry- rvithin a program within a fund). The Mayor may transfer

unencumbered appropriations within programs within funds. The Municipal Legislature may

transfer amounts among programs \lithin and among funds.

The legal level of budgetary' control (i.e., the level at rvhich expenditures may not legally exceed

appropriation) is at the functions/program level (general govemment, urban and economic

development, public safet"v, health and sanitation, culture, recreation and education, and public

housing and welfare, capital outlays, principal expenditures, interest expenditures, etc.) within the

general and debt service funds, respectively.

Under the la*s and regulations of the Commonwealth, the appropriations made for any fiscal

year shall not exceed the total revenue, including available surplus, estimated for said fiscal year

unless the imposition oftares sufficient to cover said appropriations is provided.

Budsetarv Accounting

The Municipality's annual budgets are prepared using the budgetary (statutory) basis of
accounting, rvhich is not in accordance with GAAP.

According to the budgetary basis of accounting, revenue is generally recorded when cash is

received. Short-term and long-term borrowings may be used to finance budgetary excess of
expenditures over revenues.

The Municipatity 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 govemmental funds, encumbrance accounting is a significant
aspect of budgetary control. Accordingly. expenditures are generally recorded when the related

expenditure is incurred or encumbered. Available appropriations and encumbrances are

established to lapse one fiscal year after the end of the fiscal year. Amounts required to settle

claims and judgments against the Muniqipality, and certain other liabilities, are not recognized

until they are encumbered or otherwise processed for payment. Unencumbered appropriations

and encumbrances lapse at fiscal year-end. Other apPropriations, mainly capital projects

appropriations, are continuing accounts for which the Municipal Legislature has authorized that

an unspent balance from the prior year be carried forward and made available for current

spending.

The accompanying Budgetary Comparison Schedule - general fund, provides information about

the general fund's original budget, its amendments, and the actual results of operations of such

govemmental fund under üe budgetary basis of accounting for the fiscal year ended June 30,

2015. Further details of the lvlunicipaliry-'s budgetary control at the legal level may be obtained

from the Budgetary Liquidation Report for the fiscal year ended June 30, 2015, which is prepared

by the Municipality's Department of Finance and Budget. Copies ofthat report may be obtained

by writing to the Municipality's Director of Finance and Budget at P.O. Box 250, Bananquitas,
Puefo Rico 00794.
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Because accounting principles applied for the purposes of the developing data on a budgetary

basis differ significántly frám those used to present the govemmental fund financial statements ill

confbrmitv with GAAp. a reconciliation of the differences between the general fund's budgetary

basis and GAAP actual amounts is presented as follorvs:

Excess ofrevenues and other financing sources over expenditures

and other financing uses - budgetary basis - general fund

Timing difference - net effect of cunent year encumbrances recorded as expenditures for

budgetary purposes versus prior year encumbrances recorded as current year

expenditures for GAAP purposes

Basis ofaccounting differences (net changes in the follo*.ing assets, liabilities and deferred

inflows ofresources):

Propertl taxes receivable

lntergovernmental grants and contributions receivable

Due and advances from other funds

Other receivables

Accounts payable, accrued liabilities and intergovemmental payables

Deferred inflows of resources

Expenditures and other financing uses over revenues and other financing sources'

general fund - GAAP basis

$ 2,91 7.,+93

(3,5 14.973)

(5,122)

(203.381)

23 3.580

200

171,591

52.1 09

l_-ag!g).

g) Unrestricted and Restricted Deposils

The Municipali§-,s deposits at June 30,2015 are composed of: (1) demand deposits in

commercial banks and (2) demand deposits in the Govemment Development Bank for Puerto

Rico (GDB), fiscal agent.

Cash in commercial banks of $10,1,t9,838 in the general fund is available to meet current

operating requirements of the Municipaliry and any excess, if any, is generally invested in

cértificates of deposit in commercial banks with original maturities to three months or less.

under the lar¡ s and regulations of the commonwealth, public funds deposited by the

Municipality in commercial banks must be fully collateralized for the amounts deposited in

.*cess óf th. federal depository insurance generally provided by the Federal Deposits lnsurance

Corporation (FDIC). All securities pledged as collateral are held by agents designated by the

Commonwealth's Secretary of the Treasury, but not in the Municipality's name.

Cash with fiscal agent in the debt service fund consists principally of property ta-x collections

amounting to §2.212.5.18 that are restricted for the pavment ofthe lvlunicipalit-v's debt service, as

required by law.

Cash *ith fiscal agent of $288.843 in the general fund consists of program-specific contributions

awarded by the Puerto Rico Electric Power Authoritv that are restricted for the acquisition,

construction and improvement ofcertain minor electrical infrastructure assets.
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Cash with fiscal agent recorded in the capital improvements bond fund consists mainly of unspent

proceeds of bonds amounting fo $1 ,726,47 4 that are restricted for the acquisition, construction or

improvements of major capital assets.

Cash with fiscal agent of $789,614 in other governmental funds consists of program-specific

capital grants and contributions alvarded by the Commonwealth of Puerto Rico and the Federal

Emergency Management Agency that are restricted for the acquisition, construction or
improvements of major capital assets.

Restricted cash in comme¡cial banks in the legislative joint resolutions fund consists of unspent

program-specific grants and contributions amounting to § 1,509,891 awarded by the Legislature of
the Commonwealth of Puerto Rico that are mainly restricted for the acquisition. construction or

improvements of major capital assets-

Restricted cash in commercial banks for other governmental funds, amounting to $1,118,986,
represenB the balance of non-interest bearing accounts restricted to finance the operations of
various federal and state funded grant programs.

h) Ilnrestricted and Restricled Accoants and Notes Receivable

Receivables consist of all revenues earned but not collected at June 30, 2015. These accounts

receivables are stated net of estimated allowances for uncollectible accounts, rvhich are

determined based upon past collection experience, historical trends, current economic conditions

and the periodic aging of accounts receivable.

Activities among govemmental funds that are representative of lending/bonowing arrangements

outstanding at the end ofthe fiscal year are referred to as either "due to/from other funds" (i.e. the

current portion of inter-fund loans) or "advances to/from other funds" (i.e. the non-current portion

of inter-fund loans), as applicable. All other outstanding balances between funds are reported as

"due to/from other funds".

On July l, 2007, the Municipalilv adopted the provisions ofGASB Statement No. 48, Sales and
Pledges of Receivables and Future Revgnues and Intra-Entity Transfers of Assets and Fufure
Revenues (GASB No. 48). This Statement establishes standards for the measurement,

recognition, and display oftransactions \uhere governments exchange an interest in their expected

cash flows from collecting specific receivables or specific future revenues for immediate cash

payments, generally, a single lump sum. GASB No.48 provides technical guidance to determine

whether this type of transaction should be regarded as ¿ sale or as a collateralized borrowing
resulting in a liabiliry-. This criteria is used to determine the extent to which a transferor
government either retains or relinquishes control over the receivables or future revenues through
its continuing involvement with those receivables or future revenues. Accordingly, GASB No. 48

establishes that a transaction will be reported as a collateralized borrowing unless the criteria
indicating that a sale has taken place are met. If it is determined that a transaction involving
receivables should be reported as a sale, the difference between the carrying value of üe
receivables and the proceeds should be recognized in the period of the sale in the change

statemenls. lf it is determined that a transaction involving future revenues should be reported as a

sale, the revenue should be deferred and amortized, except *hen specific criteria are met. This
Statement also provides additionat guidance for sales of receivables and future revenues within
the same financial reponine entiry.
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GASB No. 48 also provides guidance to be used for recognizing other assets and liabilities arising
from a sale of specific receivables or future revenues, including residual interests and recourse

provisions. According to the criteria set forth by GASB No. 48, there uere no transactions
involving receivables that should be reported as a sale as of and for the fiscal year ended June 30,

2015; therefore, the adoption ofGASB No.48 had no effect in the accompanying basic financial
statements.

Invenlories and Other Curenl Assels

Inventories consist principally of construction materials and inventories of office supplies, food
and medicines, which are held for consumption. Other current assets consist of prepaid costs.

Generally, inventories are capitalized and staaed at cost using the first-in. first-out method (FIFO)
in the GWFS. Inventories and prepaid expenses in the GFFS are generally recorded as

expenditures (purchase method) when purchased (paid) rather than capitalized as an asset.

Capital Assets

Capital assets used in governmental activities include land and land improvements, buildings,
structures and building improvements, machinery and equipment, fumiture and fixtures, licensed
vehicles, construction in progress, and infrastructure. These assets are capitalized and reported in
the accompanying statement of net position. Infrastructure assets are generally stationary in
nature and include roads, bridges, streets and sidewalks, drainage systems and other similar
assets.

For financial reporting purposes, the Municipality defines capital assets as assets with an

individual cost of $500 or more at the date of acquisition, construction or improvement. and with
useful lives extending beyond one year. All assets with individual costs under $500 or with
useful lives not exceeding one year! are charged directly to expense in the govemment-wide
statement ofactivities. fn the governmental funds, all capital assets are recorded as capital outlays
(expenditures).

ln the statement of net position, all capital assets are recorded at cost or estimated historical cost

if actual cost was unavailable, except for donated capital assets, which are recorded at their
estimated fair value at the date of donation. Estimated historical costs based on deflated current
costs were used to value a significant portion ofthe infrastructure constructed or acquired prior to
June 30, 2002 and certain lands. buildings, structures and building improvements. The method
used to deflate the current costs with an approximate price index was used only in the case of
ceñain items for which the historical cost documentation was not available. Actual historical
costs &ere used to value the infrastructure acquired or constructed after June 30, 2002 as well as,

construction in progress, machinery and equipment and licensed vehicles acquired prior or after
such date.

Major outlays for capital assets and improvements are capitalized in the statement of net position
as projects are constructed. The costs ofnormal maintenance and repairs that do not add value to
the asset or materially extend capital asset lives are not capitalized.

Depreciation and amortization expense is recorded only in the government-wide statemeot of
activities. However. there is no depreciation or amortization recorded for land and construction
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in progress. Depreciable capital assets are generally depreciated or amortized over their
estimated useful lives under the straight-line method, e\cept for machinery and equipment held
under capital leases which is depreciated over the shorter of its estimated useful life or the lease

term. The estimated useful lives ofmajor capital asset categories are:

Land improvements
Buildings. structures and building impror ements

Infrastructure
Moior vehicles
Fumiture and fixtures
Machinery and equipment, excluding those held

under capital leases

Machinery and equipment under capital Ieases

Years

20

30 ro 50

20 to 50

8

5to20

5to20
3to5

Depreciation and amortization expense of capital assets is recorded as a direct expense of the
function/program specifically identified with the asset. Depreciation and amortization of
infrastructure is not allocated to various functions/programs but reported as direct expenses ofthe
urban and economic development function.

k) Deferred InJlows of Resources

In the GFFS, deferred inflows ofresources arise ll'hen one ofthe follolring situations occur:

. Potential revenue does not meet both the "measurable" and "available" criteria for revenue
recognition in the current period (unavailable revenue). As previously discussed, available is
defined as due (or past due) at June 30, 2015 and collected within sixr_v- (60) days for propert_v-

taxes and nine§ (90) days for all over revenue streams thereafter to pay obligations due at
June 30. In subsequent periods, rvhen both criteria are met, the liabilir_,- for uneamed revenue
is removed and ¡evenue is recognized.

o The Nlunicipality receives resource's before it has a legal claim to them. In subsequent
periods. when the rerenue recogmition criterion is met. the liabiliry for uneamed rerenue is
removed and revenue is recognized.

Compensated Absences

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting
for Compensafed Absences, issued by GASB (GASB No. l6). Compensated absences include
paid time off made available to employees in connection with vacation, sick le¿ve and
compensatory time. The liabiliry- for compensated absences recorded in the accompanying
statement of net position is limited to leave that: ( l) is attributable to services alread"v rendered on
or befbre June 30, 2015 and (2) is not conringent on a specific event that is outside the control of
the Municipality and the employee (such as illness). Compensated absences that relate to future
services or are contingent on a specific event outside the control ofthe employer or the employee
are accounted for in the period when those sen'ices are rendered or those events take place.
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The liability for compensated absences includes salary-related costs. rvhich are directl.v and

incrementally related to the amount of salary paid to the emplo¡'ee (such as employer's share of
Social Security tares and Medicare taxes).

The vacation policy of the Municipality provides for the accumulation of regular vacations at a
rate of 2.5 days per month (30 days per year) per employee. Employ'ees accumulate regular sick
leave at a rate of 1.5 days per month (18 days per year). Employees accumulate compensatory
time at a rate of 1.5 times the overtime worked. All vacation and sick leave days accumulated by
employees in excess of 30 days and 90 days, respectively- are paid to employees each year. if not
consumed, as required by larv. [n the case of compensatory time, the excess of240 hours is paid

to employees each year, if not consumed.

Upon termination of employment, an employee receives compensation for all accumulated unpaid
regular yacation leave at the current rate. In the case of regular sick leave. if the employee
terminates his or her emplovment before reaching l0 years of sen'ices. such regular sick leave is
not paid to the employee. if not consumed. In addition upon termination of emplo)"ment, an

employee does not receive compensation for compensatory time. if not consumed previously.
After l0 years of senices, any regular sick leave balance is paid to the employ-ee. Accumulated
vacation time is fully vested to the employee at any time.

The liabilit_v for compensated absences is reported in the statement of net position. A liabiliry- for
compensated absences is reponed in the GFFS only uhen matured (when payment is due), for
example. as a result of emplol ee resignations or retirements.

Long-Term Debt

The long-term liabilities reported in the accompanying statements of net position include the
Municipality's bonds payable, notes payable, obligations under capital leases, accrued
compensated absences, and estimated liabilities for municipal solid rvaste Iandfill closure and
post-closure care costs.

All long-term debt to be repaid from governmental resources is reported as liabilities in tlie
accompanying statement of net position. , Principal and interest payments on bonds due on July l,
2015 are recorded as governmental fund liabilities in the GFFS (debt service fund) when
resources are available in the debt service fund (June 30, 2015). In the GFFS, the face amount of
debt issued (gross debt reported) is reported as other financing sources when issued.

Municipal Solid Waste LandJill Closare and Posl-Closüe Carc Costs

Solid waste landfill closure and post-closure maintenance care costs are accounted for follolr'ing
the provisions of GASB Statement No. 18, Accounting for fuíunicipal Solid Wa*e Landfill
Closure and Post-closure Care Cosrs (GASB No. l8). Pursuant to the "Solid Waste Disposal
Criteria", issued by the U.S. Environmental Agency'on October 9, 1991, and according to GASB
No. 18. the estimated liability for solid waste landfill closure and post-closure care costs (cost ol
equipment expected to be installed or constructed, the cost of the final cover (capping), and the
costs of monitoring and maintenance) include an estimate of all costs to be incurred near or after
the close of the Municipality's solid u,aste landfill under the accrual basis of accounting. In
addition to operating expenses related to the current activities ofthe landfill. an expense provision
and related liabilir,," are beíng recognized based on t'uture closure and post-closure care costs that

n)
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will be incurred during operation and will continue after the date the landfill no longer accepts

waste.

In the accompanying govemment-wide statement ofnet position, this liabililv is recognized over
the useful life ofthe landfill, even though such costs will only be incurred, by definition, near or
afler the close ofthe landfill. The estimates ofclosing and post-closing care costs are made using
current costs (costs that would be incurred if the closing date ofthe landfill would have been June
30, 2015). The liability is adjusted annually to reflect the effects of inflation, advances in
technology, changes in regulations or similar changes.

At the governmental funds' level, landfill closure and post-closure care costs are recorded in the
sta¡ement of revenues, expenditures and changes in fund balances - govemmental funds as

expenditures in the accounting period in which the liability is incurred.

o) Risk Management

The Municipality carries commercial insurance covering casualty, theÍt, tort claims and other
Iosses. Insurance policies are negotiated by the Commonrvealth's Department of Treasury (the
Department of Treasury) on behalf of all municipalities of Puerto Rico. The Department of
Treasury pays the insurance premiums on behalfofthe Municipalitv and then is reimbursed each
year through monthly equal payments deducted from the Municipality's gross property t&x
collections made by the Municipal Revenue Collection Center (.'CRIN,l", by its Spanish
acronyms), a governmental entity responsible for billing and collecting properry- ta,\es on behalf
ofall municipalities of Puerto Rico.

The Municipality carries insurance coverage for death and bodily injuries caused by automobile
accidents. This insurance is obtained through the Automobile Accidents Compensation
Administration (ACAA), a component unit of the Commonwealth. This insurance is compulsory
for all licensed vehicles used on public roads and highuays in Puerto Rico. The annual premium
is $35 per licensed motor vehicle, which is paid directly to ACAA.

The Municipality obtains workers' compensation insurance coverage through the State Insurance
Fund Corporation (SIFC), a componerlt unit of the Commonlvealth. This insurance covers
workers against injuries, disability or death because of work or employment-related accidents, or
because of illness suffered as a consequence of their employment. Workers' compensation
insurance premiums are also paid through monthly deductions made by CRIM from the
Municipality's gross property tan collections.

The Municipali¡" obtains unemployment compensation, non-occupational disabili§, and drivers'
insurance coverage for its employees through various insurance programs administered by the
Commonwealth's Department of Labor and Human Resources (DOL). These insurance programs
cover workers against unemployment and provide supplementary insurance coverage for
temporary disability, or death because of work or employment-related accidents or because of
illness suffered as a consequence of their employment. Unemployment compensation, non-
occupational disabilit"v and drivers' insurance premiums are paid directly to DOL on a cost
reimbursement basis.

The Municipali§ also obtains medical insurance coverage from several health insurance
companies for its emplovees. Different health insurance coverage and premium options are
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negotiated each year by the Department of Treasury on behalf ofthe Municipality. The curent
insurance policies have not been canceled or terminated at June 30, 2015. Premiums are paid on

a monthly basis directly to the insurance company. In the past three years, the Municipali¡" has

not settled claims that exceeded insurance coveraqe.

p) Fund Balances

On July l, 2010, the Municipality adopted the provisions of GASB Statement No. 54, Ftmd
Balance Reporting and Governmental Fmd TTpe Defnitions (GASB 54), which enhanced the
usefulness of fund balance information by providing clearer fund balance classifications that can

be more consistently applied. This statement establishes fund balance classifications that
comprise a hierarchy based primarily on the extent to which the Municipali§ is bound to observe
constraints imposed upon the use ofthe resources reported in govemmental funds.

Pursuant to the provisions of GASB 54, the accompan¡ ing GFFS report fund balance amounts
that are considered non-spendable since are net resources that cannot be spent readily with cash or
are legally or contractually required not to be spent. At June 30. 2015. such fund balances are
related to long-term inter-fund loans receivable from the Public Assistance Program fund
recorded in the general fund amounting to $88.675.

Other fund balances in the accompanying basic financial statements have been reported as

restricted. assigned, or unassigned, based on the relative strength of the constraints that control
how specific amounts can be spent. as described as follows:

a- Restricted - Represent net resources that can be spent only for the specific
purposes stipulated by constitutional provisions, extemal resource providers
(extemally imposed by creditors or grantors), or through enabling legislation
(that is, legislation that creates. a new revenue source and restricts its use).

Effectively, restrictions may be changed or lifted onll with the consent of
resource providers. In the accompanying basic financial statements, restricted
fund balances have been reported in the following funds and for the following
purposes:

. Capital improvemenÍs bond fund - restricted fund balance consist of
financial resources to be used only for the acquisition- construction or
improvement of capital assets under contracts and other commitments, as

approved and financed by the Government Development Bank for Puerto
Rico.

. Legislative joint resolutions fund - restricted fund balance consist of
financial resources arising from grants and contributions received through
resolutions of the Legislature of the Commonwealth of Puerto Rico to be
used principally for the acquisition, constructiou or improvement of capital
assets under contracts and other commitments.

o Debt semice fund - restricted fund balance consist of financial resources
available only.to cover future debt service pa-vments (principal and interest)
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on bonds payable, which are accounted for in the debt sen'ice fund, as

required by Law.

. Other governmental funds - restricted fund balance consist of financial
resources arising from operating and capital grants and contributions from
state and federal grantors that can be spent only for the specific purposes

stipulated by the respective external resource providers, or through enabling
legislation.

Assigned - Represent net resources recorded in the general fund intended to be

used by the Municipalit-v for specific purposes but do not meet the criteria to be

classified as restricted or committed (generally executive orders or budgetary
encumbrances approved by the Ma"'-or). The Nfunicipal Legislature delegates

the Ma)or the authorit_v to establish fund balance assignments.

At June 30, 2015 assigned fund balances in the general fund consist of fund
balances reserved for encumbrances amounting to $799,893.

Unassigned Represent the residual classification for the MunicipaliLv's
general fund and includes all spendable amounts not contained in the other
classifications-

The Municipali§ had no fund balances classified, as committed at June 30, 2015. Those ry'pes of
fund balances are generally related to financial resources used for specific purposes, imposed by
formal action of the Municipal's highest level of decision making authority (Municipal
Legislature through resolutions and ordinances). which r¡'ould only be changed by a similar law,
ordinance or resolution.

The Municipaliry reports resources constrained to stabilization as a specified purpose (restricted
or committed fund balance in the general fund) only il (1) such resources meet the other criteria
for those classifications, as described above and (2) the circumstances or conditions that signal
the need for stabilization are identified in sufficient detail and are not erpected to occur routinel).
Hou'ever, the lvlunicipaliqv has not entefed into any stabilization-like arrangements, nor has set

aside material financial resources for emergencies and has not established formal minimum fund
balance amounts as ofand for the fiscal year ended June 30, 2015.

ln situations when expenditure is made for a purpose for which amounts are available in multiple
fund balance classifications, the Municipalit_v uses restricted resources first. and then unrestricted
resources. Within unrestricted resources, the Municipaliry generalll spends committed resources

first, followed by assigned resources. and then unassigned resources when expenditures.

The classification of the Municipalitl's individual govemmental funds among general, debt
service, special revenue and capital project fund types used in prior fiscal years for financial
reporting purposes was not affected by the implernentation of GASB 54. In addition, the
financial positions and the ¡esults of operations reported in the accompanying GFFS as of and for
the fiscal year ended June 30, 2015 have not been affected for this chanqe in accounting principle.
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q) Inter-fundActivities

The lvlunicipaliry has the following types of reciprocal and non-reciprocal inter-fund activities
recorded among governmental funds in the accompanying GFFS:

Infer-fund loans Represent amounts provided with a requirement for repavment, rvhich are
recorded as "due from" in the lender govemmental fund and "due to" in the borrolver
governmental fund. Inter-fund receivables, *hich are not considered to be currentl.u-' available
financial resources, are reported as advances. For amounts not expected to be collected
rvithin a reasonable period of time. inter-fund receivables/pay ables are reduced to the
estimated realizable value and the amount that is not expected to be repaid is reported as an
operating transfer from the governmental fund that made tlie loan.

Inter-fund t nsfen - Represent flows of assets (permanent reallocation of financial
resources among governmental funds) u'ithout equivalent flows of assets in return and
$'ithout a requirement for repayment. Operating transfers are reported as other financing
sources in the govemmental fund making transfers and as other financing sources in the
governmental fund receiving transfers.

¡ Inter-fund ¡eimbunements - Represent repayments from the govemmental fund responsible
for particular expenditures or e\penses to the govemmental fund that in¡tiall) paid for them.

In the GFFS, inter-fund activit_v has not been eliminated, as permitted by GAAP.

Use of Estimates

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

Accounting Standards Issued But Not Yet Adopted

The Governmental Accounting Standards Board has issued the following standards that have not
been adopted by the Municipalit_v, and are currently under evaluation for their impact in future
financial statements:

b.

GASB Statement No.72, Fair Value Measurement and Applicatio¡r - was issued
in February 2015. The requirements of CASB 72 are effective for financial
statements flor reporting periods beginning after June 15, 2015.

GASB Staternent No.73. Accounting and Financial Reportingfor Pensions and
Related Assets That Are Not rr¡thin the Scope of GASB Statement 68, and
Antendments to Cerfain Provisions ofGASB Statements 67 and 68, was issued in
June 2015. The provisions in Statement 73 are effective for fiscal ¡'ears
beginning after June 15, 2015. except those provisions that address emplo)ers
and governmental non-employer contributing entities for pensions that are not

r)

61



CoNIMoN}VEALTH oF PUf,RTo RIco
MUNICIPALITY OF BARR{NQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2015

within the scope of Statement 68, which are effective for fiscal years beginning
after June 15.2016.

GASB Statement No. 74, Financial Reporting for Postemployment Benertts
Other Than Pensions - was issued in June 2015. The provisions in Statement 74
are effective for fiscal years beginning after June 15. 2016.

GASB Statement No. 75, Accounting and Financial Reporting for
Postemployment Benefts Other Than Pensions, was issued in June 2015. The
provisions in Statement 75 are effective for fiscal ¡,ears beginning alter June 15.

2017.

GASB Statement No. 76. The Hierarchy o;f Generall,v" Accepted Accounting
Principles for State and Local Goyerulments, rvas issued in June 2015.

The provisions in Statement 76 are effective for reporting
periods beginning after June I 5, 2015.

f. GASB Statement No.77, Tm Abatement Disclosures, was issued ¡n Atgust
2015. The requirements of this Statement are effective for reporting periods
beginning after December 15,2015.

t) ReclassiJications

Certain reclassifications have been made to the 2014 figures reported in the accompanying
management's discussion and analysis to conform them with their respective 2015 presentation.

2. Deposits

The Municipalin maintains its deposits in various commercial banks located in Puerto Rico and the
Govemment Delelopment Bank for Puerto Rico (ODB), fiscal agent. Proceeds from all bonds and
the funds related to certain federal grant awards are required by law to be held lvith GDB, as fiscal
agent.

On July l, 2004, the Municipality adopted the provisions of GASB Statement No.40 (GASB No.40),
Deposit and Investment Risk Disclosttre, an Amendment to GASB Statement,Vo. J. This statement
requires that state and local governments disclose essential risk information about deposits and
investments. The disclosure requirements cover four main areas: (1) credit risk, (2) interest rate risk,
(3) custodial credit risk. and (4) foreign exchange exposure.

o Credit risk - This is the risk that an issuer or other counterpart_v to an investment will not
fulfill its obligations. In compliance with the laws and regulations of the Commonwealth of
Puerto Rico, the Municipalitl has adopted. as its custodial credit risk policy, fhe Statement of
Uniform Int,estment Guidelines for the Municipalities of fhe Commonwealth of Puerto Rico,
issued by the Got¡ernment Developmenl Bank for Puer¡o Rico as promulgated by Law No.
I l3 ofAugust i, 1995. Accordingly, the Municipality is only allowed to invest in obligations
of the Commonwealth of Puerto Rico, obligations of the United States of America,
certit'icates of deposit. commercial paper. bankers' acceptances or in pools of obligations of
the Municipalities of Puerto Rico. which are manaqed bf GDB. According to the

d.
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aforementioned investment guidelines, the Municipalit-v is not allowed to invest in
marketable securities or an¡r other type of investments (debt securities) for which credit risk
exposure may be significant. No investments in debt of equit-v securities lvere made during
the fiscal year ended June 30, 2015. Therefore, the Municipality's management has

concluded that the credit risk related to any possible loss related to defaults by commercial
banks on the Municipality's deposits is considered low at June 30, 2015.

Interest rate risk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment. The Municipality has no formal policy
relating to interests rate risks, however, the Municipality manages its exposure to declines in
fair values by: (l) not including debt or equity investments in its investments portfolio at June

30, 2015, (2) keeping most of its banks deposits and certificates of deposit in interest bearing
accounts generating interest at prevailing market rates. At June 30, 2015, the interest rate risk
associated with the Municipality's cash is considered low since the investment portfolio of
the Municipaligv do not include debt securities or any type of investments that could be

affected by changes in interest rates.

Custodial credit risk - In the case of deposits, this is the risk that in the event of a bank
failure, the Municipality's deposits may not be recovered. Pursuant to fhe Stalement of
lnvestment Guidelines for the Government ofthe Commonweakh of Puerto Rico. the balances
deposited in commercial banks by the Municipality are insu¡ed by the Federal Deposit
Insurance Corporation (FDIC), generally up to a m mum of S250,000 per depositor. In
addition, public funds deposited in commercial banks by the Municipalitv are fully
collateralized for the amounts deposited in excess of the federal depository insurance. All
securities pledged as collateral are held in the Municipali§'s name by the agents of the
Commonwealth's Secretary of Treasury. Deposits in GDB, amounting to $5,017,479 at June

30, 2015, are uninsured and uncollateralized. However, no losses related to defaults by GDB
on deposit transactions have been incurred by the Municipalir,v" through June 30, 2015. It is

management's policy to only maintain deposits in banks affiliated to FDIC to minimize the
custodial credit risk, except for GDB. Therefore, the Municipalir-v-'s management has

concluded that at June 30, 201 5, the custodial credit risk associated with the Municipalitl's
cash is considered low.

Foreign exchange risk - This is the risk that changes in exchange rates will adversel.v- affect
the value of an investment or a deposit. According to the aforementioned investment
guidelines, adopted by the Municipality, the Municipality is prevented from investing in

foreign securities or any other types of investments for which foreign exchange risk exposure
may be significant. Accordingly, management has concluded that the foreign exchange risk
related to the Municipality's deposits is considered low at June 30, 201 5.

This Space Has Been Inlentionall! Left Blank
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Cash and cash equivalents at June 30, 2015, are classified in the
governmental funds a follows:

accompanying balance sheet

Ma¡or goverumental fürds

CaPital

Gc[er¡l improvements

fund bond fü nd

Legislative

joint Debt

resolutio¡s sen'ice

fund fund

Commütritv

developmert

blockgrant

fund

Other

goverrmeotal

funds Total

Unrestricted:

Cash in commercial banks

Restricted:

Cash in commercial banks

Cash with fiscal agent

Total canl-ing amount oldÉposits

- 1,509,891

1,726.471 - 2.2t2,i18

- s I0.119.8i8

1,rr8,986 2.67i.193

789.6r1 5.0t7.-t79

§ 10,119,818

288,843

4{,32t

14.121

3. Municipal License Taxes

The Municipality is authorized by Act No. 8l to impose and collect municipal license taxes to any
natural or legal person having trade or business activities within the territory ofBananquitas- This is
a self-assessed tax generally based on the business volume oftaxpayers, measured by gross revenues.
The Municipality establishes the applicable tax rates. At June 30, 2015, the municipal license ta,x

rates imposed by the Municipalitv were 1.50 percent for financial institutions and 0.50 percent for
other types of taxpayers. Any ta-xpayers that have been granted with a partial tar exemption under
any ofthe tax incentive acts ofthe Commonwealth ultimately pay municipal license taxes at reduced
tax rates, generally between 60 percent and 90 percent under standard rates.

Each taxpayer must assess the corresponding municipal license tax by declaring the volume of
business through a ta-\ return to be filed every April 15, based on the actual volume of business
(revenues) generated in the preceding calendar year. Taxpavers with a sales volume of$3 million or
more must include audited financial statements with their tax return filings. The tax can be paid by
the taxpayer in two equal installments due on July 15 and January 15, subsequent to the filing ofthe
declaration on April 15. The first installmenl ofthe tax covers the six-month period ended December
31, subsequent to the filing date ofthe declaration, while the second installment of the tar covers the
six-month period ended June 30 ofthe subsequent calendar year. Ifa taxpayer elects to pay ihe tax in
full on the filing date of the declaration (generally 5 business days after April l5), a 5 percent
discount is granted automatically on the total tax amount due.

Any municipal license ta-xes collected in advance (that is, pertaining to a future fiscal year) are
recorded as deferred inflows of resources in the GWFS and the GFFS. Deferred inflows of resources
related to municipal license tax revenues recorded in the accompanying GWFS and GFFS amounted
to $477.309 at June i0,2015.

Municipal license tax revenues amounted to $834,086 for the fiscal year ended June 30, 2015, lvhich
has been recorded in the general fund since is available for general operating purposes.

s r0,438,681 t.726,414 t,509.891 2-2t2-548 1.908.ó00 § t7.8+0.ili
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4. Property Taxes

The Municipality is authorized by Act No. 8l to impose and collect properry ta\es from any natural

or legal person that, at January I of each calendar year: (1) is engaged in trade or business and is the

owner of personal or real propes used in trade or business or (2) owns residential real property with
a value in excess of S15,000 (at 1957 market prices).

Personal property taxes are self-assessed by ta.xpayers every year using the book value of personal

property assets owned by the ta.xpayer at January I (lien; levy date) and reporting such taxable value
through a personal prope§ tax return filed on May 15 (due date and collection date) subsequent to
the assessment date. The total personal properry- tax rate in force at June 30, 2015 was 6.28 percent
(of which taxpayers pay 6.08 percent and the remaining 0.20 percent is paid by the Department of
Treasury, as a subsidy).

Real propert_v taxes are assessed every January 1, (lien; lerry date) and is based on estimated current
values of the property, deflated to 1957 market prices. Real propen)" ta\es a due and collectible on

January 1 and July of every fiscal year. The total real propert-v tax rate in force at June 30, 201 5 was

8.28 percent (of which 8.08 percent is paid by ta-xpayers and the remaining 0.20 percent is also paid

by the Department of Treasury, as a subsidy).
Residential real property occupied by-. its owner (not engaged in trade or business) is exempt from
properry- taxes only on the first $15,000 of the assessed value (at 1957 market prices). For exempt

amornts, the Department of Treasury assumes the payment of the basic ta.r (4.00 percent and 6.00
percent for personal and real property, respectively). except for properb- assessed lor less than $3,500
(at 195 7 market prices), for which no payment is made by the Department of Treasury.

Included within the total personal and real property tax rates of 6.28 percent and 8.28 percent,

respectively, there is a portion of the tax rate in the amount of 1.05 percent that is restricted for the
Municipality's debt service requirements on bonds. Such amounts are recorded in the Municipality's
debt service fund.

The composition of property taxes receivable is as follows at June 30, 2015:

Major governmental funds
Debt

service
fund Total

General
fund

5.7 42 r ,312.1i 5

Property tax revenues recorded in the general fund and the debt service fund amounted to $7,834,51 I
and $299,357, respectively, for the fiscal year ended June 30, 2015.

5. Sales and Usage Taxes

On January 24, 2014, Act No. 18, known as Municipal Administration Fund Act (Act No. I 8). and
Act No. 19, known as Municipal Finance Corporation Act (Act No. l9) üere enacted to, among other
things, amend Sections 4020.01, 4020.02 and 6080.14of Act No. I of January 31.2011, known as

Internal Revenue Code for a New Puerto Rico.

Property tares receivable S 1,306,393
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Effective July l, 2014, Act No. l8 reduced the statutory municipal sales and usage tax rate from one

point five peicent ( I .5%) to one point zero percent ( 1 .0%) for all municipalities of Puerto Rico.

Simultaneously, Act No.l9 created the Municipal Finance Corporation (MFC), a subsidiary of GDB,

u.hich is authorized to issue bonds and use other financing mechanisms to directly or indirectly pay or

refinance all or part of the municipal long-term debt incurred that are payable from or backed by the

municipal sales and use taxes effective July 1,2014.

In order to mitigate the effects of the reductions in the municipal sales and use tax rate referred to

above, Act No. 18 established the mechanisms to protect the financial stabilit-v of the municipal

govemments of Puerto Rico by allowing the municipalities to continue receiving the economic

Úenefits lost as a consequence of the reduction in the statutory municipal sales and use tax rate

¡eferred to above. For these purposes, effective July 1,2014. Act No. l8 requires that an amount

equal to zero point five pércent (0.5%) of the state sales and use taxes collected b1 the

Cámmonnealth of Puerto Rico be deposited in a special fund to be knorvn as Municipal

Administration Fund (MAF) in the name and for the benefit of each municipalir.,* of Puerto Rico.

Accordingly, commencing on July l, 2014, the Commonr¡ealth of Puerto Rico shall make advances

from the collections arising from the zero point five percent (0.5%) of the state sales and usage taxes

to the MAF of each municipali§. The advances shall be made and distributed to the municipalities

on a monthly basis as follorvs in accordance with Section 4050 ofActNo. 1. as amended:

i. Forty percenf (40%) ofthe amounts transferred shall be available to cover general

operating expenses ofthe General Fund ofeach municipalitv.

ii Forty percent (40%) ofthe of the amounts transferred shall be available and restricted in the

MFC's redemption fund to guarantee the repayment of any municipal loan, bond, note' or

other evidenie of debt whose repayment source is the monies deposited therein under the

custody of GDB.

lii Twenty percent (20%) of the amounts transferred shall be available and restricted in the

capitai improvements bond fund to finance the acquisition, construction and improvement of
maior capital assets.

Sales and usage tax revenues recorded in the general fund amounted to 5554,634 for the fiscal year

ended June 30,2015.

6. Construction Excise Taxes

The Municipality imposes and collects municipal construction excise taxes to most natural and legal

p"arona uná any governmental instrumentalitv that cafl-a out activities related to construction,

expansion, major repairs, relocations, alterations and other r]'pes of pefnanent improvements to

reiidential, com*..iial and industrial buildings and structures within the territorial area of the

Municipali§. The tax is also applicable to infrastructure projects, the installation of machinery,

equipment and fixtures, and other t-vpes of construction-related activities.

The construction excise tar generally is a self-assessed tar imposed over the cost ofthe project, net of
cerrain exemptions such as the costs associated rvith the acquisition of land, project desisn and other
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engineering fees, licenses and permits, legal and accounting fees, and most marketing and advertising
costs. The tax is paid by the tarpayer at the beginning of the project.

All single-family residential construction projects not related to housing development projects,

condominiums, or any similar projects, are partially exempt from construction excise taxes. In
addition. a portion ofall single-family residential improvement projects are exempt from construction
excise taxes. All projects carried out on buildings and structures classified as historical treasures by
the Puerto Rico Planning Board have an in the tax rate applicable to construction ercise hxes.

Construction excise tax revenues amounted to 554,014 for the fiscal lear ended June 30, 2015, rvhich
has been recorded in the general fund since is available for general operating purposes.

7. Intergovernmental Receivables and Payables

Intergovemmental receivables and payables recorded in the accompanving GWTS and GFFS are

as follow-s at June 30,2015:

IIajor governmentel funds

Communit"v
derelopment Oth€r

General blockgrant govemmental

fund fund funds To$l
lntergovernm€ntal receivables:

Chargesfor senices:
Solid \vaste disposal se^'ice charges to various municipalities

and state govemme¡t agencies

I nter governrneníal grants and contrtbütions:

Pueno Rico Treasury Department -
Enployees' Christmas bonus cost reimbursement

Puerto Rico Elect¡ic Power Authorith)- -

Contributions in lieu ofmunicipal taxes

Pueno Rico Depatmenl ofEducation - Schools

maintenance and capital improvements program

U.S. Departrnent ofHousing and Urb¿n DevelopmenF

SBGP Block Grant

Total intergovemmental receivables

Intergoverrtmental pavables:

Ur¡ht¡es dnd chorgesfot serv¡ces:

Puerto Rico Electric Porver Authoriry - Electric polver

consumption costs

Puerto Rico water and Se\¡er - water a¡d se\.!er

consumption costs

Total intergovemñental payables

This Spare Has Been Intentionally Left Blank

s tl t:5 s lt.l.25

6t.!32 6l-132

1.026.990 1.026_990

Ú8.i.r9 1-18.i,r9

- 235.360 - 2i5.i60

$ 1.026,990 S l_026.990

82.881 82.881

s 1.109,871 S 1.109.871
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8. Inter-fundTransactions

The composition of inter-fund balances and transactions at June 30, 2015 and for the fiscal )ear then
ended is as follows:

Due/advances

from other
governmental funds-

General fund

M aj or gov ernme nt al finds :

Capital improvements bond fund

Legislative joint resolutions fund

Debt service fund

Communi¡ development block 
-srant 

fund

Other goternmental funds , including long-term advance

ofs88,675 f¡om the Public Assistance Grant fund 5il,85l
Total

s 179.562

t00,000

56

64.5i 1

Transfers from ofh€r povernmental funds:
Commuoitv
deYelopment Total

Genera¡ block grant governmental
tund tund ñ.¡nds

Transfers to other governmental funds:
General fund S - 480 S 480
Capital improvements bond fund 8 I ,983 81-983
Debt serüce fund 829 - 829
Other golernme ntal ftmds

Total
87 .726 8',7 ;726

s 896.000

s 170.538 480 S 171.018

Inter-fund receivables and pa¡,ables represenlthe pending settlements ofthe aforementioned transfers,
which are considered by management to be fully realizable at June 30, 2015.

The principal purposes of interfund receivables and payables among govemmental funds are:

o Recognize in the seneral fund the outstandin_q balance of$551,851 of short-term and long-
term loans granted to other govemmental funds ro finance the operation of several state and
federally-funded programs. The long-term portion of those loans amounted to $88.ó75,
which have been recorded as advances at June 30. 2015. These advances are not expected to
be repaid within one fiscal year after year-end. Accordingly', at June 30.2015 the general
fund reported assigned (non-spendable) fund balance amounting to S88,67i to properly
disclose that these interfund receivables are not considered current available financial
resources ofthe general fund at June 30, 2015.
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. Recognize the outstanding balance of short-term loans amounting to $179,562 granted by the
general fund to the capital improvements bond fund to temporarily finance the costs of the
acquisition, construction and improvement ofvarious major capital assets.

. Recognize the outstanding balance of short-term loans amounting to $100,000 $anted by the
general fund to the legislative joint resolutions fund to temporarily finance the acquisition,
construction and improvement ofvarious major capital assets.

The principal purposes of inter-fund transfers among govemmental funds are:

o Make a non-routine residual equi§ transfer amounting to $87,726 from the Elderly Nutrition
Services Fund (reported within other govemmental funds) to the general fund.

o Make a routine transfer of interest income amounting to $81,983 fiom the capital
improvements bond fund to the general fund, as permitted by law. This interest income was
eamed by the deposits held in the capital improvements bond fund and was transferred to the
general fund.

This Space Has Been Intentionally Left Blank
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9. Capital Assets

Capital assets activiqv for the fiscal year ended June 30,2015:

G ove r nmental activit i e s :

Cos¡ basis:

Capital assets, not being depreciated:

Land
Construction in progress

Total capital assets not being
depreciated,/amortized

Capital assets, being depreciated:

Land improvements
Buildings, structures, and improvements
l¡frastructue
Machinery and equipment, and

fumitue and fixturcs
Licensed vehicles

Total capital assets, being depreciated

Total cost basis ofcapital assets

Accumulated deprecialion and drnorlizalion:
Land improvements
Buildings, structures, and improvements
Infrastn¡cture
Machinery and equipmenL and

fumitue and fixtures
Licensed vehicles

Total accumulated depreciation and amortization
Net capital assets

CoMMoNWEALTH oF PUERTo RICO
MUNICIPALITY oF BARRANQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2015

2,467.1t6
23,322,359
28,690,237

2.438.880
4.535.570

1,716,25',7

4,094,319
r0,645,350

1,921,562

Bala¡ce at AdditionV BalaDce at
beginning of depreci¡tiotr end of
fisc¡lyear expelse liscal year

$ 2.520,5'14
1,017,336 698,932 r.716.268

3.537.910 698.932 4.236.842

- $ 2.520.514

- 2,46',7,116

224.505 23.546.864
I .34',1 ,640 30,03',1 .877

173.687 2.6t2.56'1
123,471 ,1.659.041

61.454.162 1.869.303 63.323.465
64.992.012 2.568.235 6'1.560.307

1.780,555

4,393,099
I I,625,258

2,126-944
4;733,979

22.810.941 r.848.888 24,659,835

s 42.18 r,125 '119.347 § 42.900,472

Depreciation and amortization expense was charged to functions in the accompanying government -
wide statement ofactivities as follows for the fiscal year ended June 30, 2015:

64,298
298;780
979.908

205.382
4.433.459 300.520

General govemment

Public housing and welfare

Health and sanitation
Urban and economic development

Public safety

Culture, recreation and education
Total depreciation and amofization expense

$ 352,587

93,173

7 5,347

984,405

100,971

242,405

_§_-L9$.§§_
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Deferred Inflows of Resources

At June 30, 2015, defened inflows ofresources recorded in the GWFS and the GFFS are as follows:

Ceneral
fund

Legislative
joint

resolutiors
fund

Other Total
goverment¡l govement¡l

funds funds

Statement
of net

position

Ünavailable ¡evenues- intergovemmental

gmnts and contribütions $ 61.132

Uneamed revenues:

ivlunicipal license ta\es
Intergovernmental gf ants and

cont¡ibutions
Total uneamed revenues

Total del¿rred intlo&s of resou¡ces

1.205.,102

61.432 s

417.309

2,'t+5 1-337.611

417 -309

2.5.15.5r8

r77.i09

2.i4i.5 r8
3 CI2-827479.151 1.17.67r l-20i.,102 3.022.827

$ 541,186 1.33'1.671 1.205,402 3.08.1.259 s 1.0r.8r7

11. Long-Term Obligations

The general long-obligations debt activiry for the fiscal year ended June 30, 2015 is as follorvs:

Bonds payable

Compensated absences

Balance at Borrowi[gs Payments Bal¡nce at Balance

beginning of or or end of due within

fiscal year additions deductions fiscal year one year

s 7,6r8.000 810,000 (473.100) 7.951,900 s 509,100

1,391,91i 817,692 (780,793) l,l28,8ll 780,793

Estimated liability for municipal solid waste

landfill ciosure and post-closure care costs 11.,489,84,1 - (1,319,918) 10,169,926 -

Total long tefm obligations $ ,d,1rr,?5, t.6r7,692(2,573.8l1)

Historicall-v, the general fund has been used to liquidate compensated absences, and any other long-
term liabilities other than bonds.

a) Debt Limitation

The Municipal Legislature is legally authorized to approve the contracting of debts of the
Municipalit-v. Nevertheless, the laws and regulations of the Commonwealth of Puerto Rico also

provide that:

. Direct obligations ofthe Municipalitv (evidenced principally by bonds and bond anticipation
notes) are backed by the full faith. credit and taxing power ofthe Municipality; and

. Direct obligations are not to be issued by the Municipalit) if the amount of the principal of,
and the interest on, such bonds and bond anticipation notes (and on all bonds and notes issued

Major governmental funds
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thereafter) which are payable in any fiscal year. together with any amount paid by the

Municipality in the preceding fiscal year on account of bonds or bond anticipation notes

guaranteed by the Municipality, exceed l0 percent ofthe total assessed value of the property

located within the Municipality plus the balance of the ad valorem taxes in the debt service

fund, for bonds payable and bond anticipation notes to be repaid with the proceeds of
propen]- taxes restricted for debt service.

In addition, before any new bonds are issued, the revenues of the debt service fund should be

sufficient to cover the projected debt service requirements. The Municipality's available legal

debt margin amounted to 56.4 million at June 30, 2015, as published by the Government
Development Bank for Puerto Rico.

b) Bonds Payable

The Municipali§ issues general obligation, special obligation and public improvement bonds to

finance the acquisition, construction and improvement of capital assets, as well as, to finance

certain operating needs, including the payment to suppliers in certain circumstances.

The laws and regulations of the Commonrvealth of Puerto Rico provide that the Municipalit)'s
public debt will constitute a first claim on the available revenue ofthe Municipality. Public debt

includes bonds and bond anticipation notes. The good faith, credit and taxing power of the

Municipality are irrevocably pledged for the prompt payment of the principal and interest of
bonds.

As described in Note 4, the Municipality levies an annual additional special tar of 1.05 percent of
the assessed value of personal and real properu)-. The proceeds of this additional special ta\ are

deposited in a sinking fund established at GDB whereby sufficient funds are set aside to redeem

the bonds payable of the Municipalit-v in minimum annual or semiannual principal and interest
payments. The collections ofthis special tax are recorded in the Municipalitv's debt service fund.

For financial reporting purposes, the outstanding balances of bonds represenf the total principal to
be repaid. Bonds payable is composed as follows at June 30, 2015:

This Space Has Been Intentionally Left Blank
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1995 serial bonds for the acquisition of major capital assets, original amount of
$515,000, due in annual principal installments ranging from $5.000 to $45.0001 plus

interests due in semiannually installments at variable rates (8.21% at June 30,2015)
through July l, 2019.

2004 serial bonds for the acquisition, construction and improvement of major capital
assets, original amount of $725,000, due in annual principal installments ranging from
§15,000 to $75,000: plus inferests due in semiannually installments at variable rates
(4.53% at June 30,2015) through htly,1.2024.

2002 serial bonds for the acquisition, construction and improvement of major capital
assets, original amount of$910,000, due in annual principal installments ranging from
$5,000 to $80,000; plus interests due in serniannually installments at variable rates
(4.80olo at June 30, 2015) through July 1.2026.

1999 serial bonds for the acquisition, construction and improvement of major capital
assets, original amount of S I ,525,000 due in annual principal installments ranging frora
$30,000 to $140,000 plus interests due in semiannually installments at variable rates
(4.80% at June 30, 2015) through July l, 2019.

2004 serial bonds for the acquisition, construction and improvement of major capital
assets, original amount of $235,000, due in annual principal installments ranging from
$5,000 to $20,000; plus interests due in semiannually installments at variable rates
(4.53Yo at lune 30, 201 5) through July l. 2029.

2008 serial bonds for the acquisitionr of major capital assets. original amount of
$2,905,000, due in annual principal installments ranging from $20.000 to $225,000; plus

interests due in semiannually installments at variable rates (1.48% at June 30. 2015)
through July l, 2032.

2010 serial bonds for the acquisition of major capital assets, original amount of
$170,000, due in annual principal installments ranging from $20,000 to $35,000; plus
interests due in semiannually installments at variable rates (6.00% at June 30,2015)
through July l, 2017.

Outstanding
amount

195.000

455.000

655.000

605.000

1 80.000

2.s95.000
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20'10 serial bonds for the acquisition of major capital assets, original amount of
S255,000, due in annual principal installments ranging from §5,000 to 520.000; plus

interests due in semiannually installments at variable rates (6.00% at June 30,2015)
through July l, 2035.

2010 serial bonds for the acquisition of major capital assets, original amount of
$188,000, due in annual principal installments ranging from $20,000 to 533,000; plus

interests due in semiannually' installments at variable rates (6.00% at June 30,2015)
through July l, 2017.

2010 serial bonds for the acquisition of major capital assets. original amount of
$1,110,000, due in annual principal installments ranging from $15,000 to $95,000: plus

interests due in semiannually installments at variable rates (6.00% at June 30,2015)
through July 1,2035.

2011 serial bonds for the acquisition of major capital assets, original amount of
$325,000, due in annual principal installments ranging from $5,000 to $30,000; plus

interests due in semiannually installments at variable rates (6.00% at June 30,2015)
through July l, 2036.

2012 serial bonds for the acquisition of major capital assets, original amount of
$403,000, due in annual principal installments ranging from $45,900 to $70,800; plus

interests due in semiannually installments at variable rates (6.00% at June 30, 2015)

throug} July 1.2018.

2012 serial bonds for the acquisition of major capital assets, original amount of
$405.000, due in annual principal installments ranging from $45,000 to $75,000; plus

interests due in semiannually installments at variable rates (6.00% at June 30.2015)
through July 1,2018.

2013 serial bonds for the acquisition of major capital assets, original amount of
S198,000, due in annual principal installments ranging from §2,800 to $16,500; plus

interests due in semiannually installments at variable rates (6.000lo at June 30, 2015)

through July 1,2037.

Outstanding
amount

235.000

93.000

1.035.000

I r0,000

254.800

255.000

192.1 00
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Outstanding
amount

2014 serial bonds for the acquisition of major capital assets, original amount of
S810.000, due in annual principal installments ranging from §15,000 to $75,000; plus

interests due in semiannually installments at variable rates (6.007ó at June 30, 2015)

through July 1, 203.1. $ 810.000

Total general obligation and public improvements bonds $ 7,954,900

Variable interest rates on serial bonds are revierved periodically'by GDB and are based on the
fluctuation of GDB's weighted average rate for its commercial paper program. Under this
program, GDB issues commercial paper: (1) in the taxable and tax-exempt markets ofthe United
States of America, (2) in the Eurodollar market. and (3) to corporations having tax exemptions

under the Commonwealth's Industrial lncentives Acts and, which qualifo for benefits provided by
the former Section 936 ofthe U.S. Intemal Revenue Code.

Annual debt service requirements of maturities for bonds payable are as follow's:

Fiscal year
ending

June 30, Principal lnterest Total
20t6
2017
2018
20t9
2020

509,400 329,014 838,474
s22,200 3i1,585 875.785
,+11,920 314,915 726,835
459,000 350,908 809,908

602,0t5
2021-2025 1,8t0,3i6 t.349,717 3,180,05i
2026-2030 2,192,516 1.637,860 3,830.376

20il-2035 t,429,836 506,950 1.936,'.786

2036-2038
Totals

t47,355 254,610

252,337 110,782 36i,1 19

s 7,954,900 s,208,461 S 13,163,361

At June i0, 2015, accrued interest payable on bonds amounted to S174,008. lnterest expense on

bonds amounted to $3 55,055 for the fiscal y'ear ended June 30, 2015.

According to sections 103 and 148 to 150 ofthe U.S. Internal Revenue Code and sections l.l'18
to 1.150 ofthe U.S. Treasury Regulation, the Municipality's the ta.x-exempt bonds are subject to

the arbitrage rebate requirements. At June 30,2015. the Municipalitv had no federal arbitrage
liabili§ on bonds since interest income earned from the investment of unspent bond proceeds

were made in bank deposits that generate yields lower than the rates applicable to the debt service
payments.
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12. Nlunicipal Sotid Waste Landfill Closure and Post{losure Care Costs

The Municipality is legally responsible for closure and post-closure care costs associated lvith its
municipal solid-waste landfill. State and federal laws and regulations require the Municipality to
place a final cover on the Municipality's solid waste landfill site when it stops accepting waste, and

to perform certain maintenance and monitoring functions at the site for 30 years after closure.

The Municipality has performed a study of the activities that need to be implemented at the
Municipality's landfill to guarantee the maximum yield of available space and to comply rvith
applicable state and federal regulations. Based on this study, the Municipality has recognized an

estimated liability of S10,169,926 in the accompanying government-u'ide financial statements using
current costs allocated based on the actual landfill capacitv at June 30,2015. The portion of the

estimated current costs to be incurred in future years is approximately $2.6 million, u'hich has not
been recognized yet in the accompanying government-wide financial statements. The net change in

the liability for the fiscal year ended June 30, 2015 was recorded in the accompanying govemment-
wide financial statements with a credit to health and sanitation expenses of $1,319,918 in the

statement of activities. The current costs of landfill closure and post-closure at June 30, 2019 is $ 12.8

million.

Actual costs may be different due to inflation, changes in technolog¡r, or changes in larvs and

regulations. At June 30, 2015, the Municipality's landfill is still operating and its remaining estimate
useful life is approximately five (4) years. Approximately eighqv (80) percent of the Municipality's
total capacitv has been used at June 30, 2015. However, the Municipali§ is currently evaluating
altematives for the expansion of its solid waste landfill. The expansion would extend the useful life
through June 30,2019.

13. f,mployees' Retirement Systems

Substantially- all tl-¡ll-time emplo¡'ees of the iVlunicipalitl participate in the Emplo¡-ees'
Retirelnent System ol the Commonwealth of Puerto Rico and its Instrurnentalities (ERS). The
Employees Retirement System is á statutory trust created by Act No. 447 of May 15, 1951, as

amended (" Act 447") and a component unit of the Commonwealth of Puerto Rico. The Employees
Retirement System covers substantially all eryployees ofthe Commonwealth, its component units and

the municipalities of Puerto Rico including the Municipalit-v of Barranquitas.

On April 4, 20i1. the Governor ofPueno Rico. signed in¡o larv Act No. I of 201i. which lepresents a
comprehensive reform of the Employees' Retirement S.'-sterr. ActNo. S becan.re eftective on July l-
201 i and amended the provisions of the difÍ'erent benetit structures unde¡ the Employees Retirement
System as further discussed below.

Members who had entered the Employees Retirement System before January 1,2000 participated in a
defined benefit program. Members who began to participate prior to April l, 1990 ("Act 447
Participants") were entitled to the highest benefits structure, while those who began to participate on
or after April l, 1990 ("Act I Participants") were subject to a longer vesting period and a reduced
Ievel ofbenefits, as provided by Act No. 1 ofFebruary 16, 1990 ("Act I of 1990").

In 1999, Act 447 was amended to close the defined benefit program for new participants and,
prospectively, establish a new benefit structure similar to a cash balance plan (üis new benefit
structure is referred to as "System 2000"). Members who entered the Employees Retirement System
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on or after January l, 2000 ("System 2000 Participants") participate solely in System 2000. Prior to

the amendment made by Act 3-2013, under the System 2000 benefit structure, a participant was

entitled to receive a lump-sum payment, ll'hich could be received in full or used to purchxe an

annuity from a third part_v, based solely on the amounts contributed in cash by such participant and

credited earnings on such cash. Act 3-2013 amended the law to eliminate the lump sum distribution

and substitute it for a life annuity payable to the System 2000 Participant. System 2000 Participants

do not benefit from any employer contributions. [nstead, employer contributions made on account of
System 2000 Participants are used to reduce the accumulated unfunded pension benefit obligation of
the Employees Retirement System. System 2000 is not a separate plan as there are no separate

accounts for System 2000 Participants. Contributions received from S)'stem 2000 Panicipants are

pooled and invested by the Emplol'ees Retirement System together with the assets corresponding to
the defined benefit structure. Thus, future benefif pa¡rments under the defined benefit structure of Act
447 and Act I of I990 and the defined contribution structure of System 2000, as amended by Act 3-

2013, will be paid from the same pool ofassets ofthe Employees Retirement System-

Retirement and related benefits provided by the Employees Retirement System, and required

contributions to the Employees Retirement System by employers and employees, are determined by
law rather than by actuarial requirements. AS ofJuly l, 201 I, after the adoption of Act I l6 of July 6,

201I ("Act 116"). the statutory employer contribution for the Emplo¡-ees Retirement Slstem
increased from a minimum of 9.27 5Y" to a minimum of 10.27 5V, of covered payroll, and rvill
continue to increase annually until fiscal year 2021. The employer contribution rate for fiscal Iear
201.5 is 13.275%".

Required employee contributions for the Employees Retirement System vary according to how the

individual employee's retirement benefits are coordinated with social security benefits. Act 3-2013

increased the employee contribution from8.2750hto l0olo of covered payroll.

The Employees Retirement System provides basic benefits under the defined benefit program

principally consisting ofa retirement annu§ and death and disability benefits (collectively refened to
herein as "Basic System Pension Benefits"). The Employ'ee Retirement System also administers

benefits granted under various special laws that have provided additional benefits for the retirees and

beneficiaries (collectively referred to herein as "System Administered Pension Benefits")- The

System Administered Pension Benefits inclyde, among others, additional minimum pension, death

and disabilit_v benefits, ad-hoc cost-of-living adjustments and summer and Christmas bonuses. Act 3-

2013 and Act 160-2013 amended the various laws providing some of these System Administered
Pension Benefits to reduce some of the amounts payable to existing retirees while eliminating the

benefits for all future retirees (those retiring after June 30, 2013 and July 3 l, 2014).

The System Administered Pension Benefits are funded on a pay-Íts-you-go basis b-v the participating
employers, including the Municipalitv. The System Administered Pension Benefits correspouding to
former employees of the Municipaliry- are obligations of the Municipality. Most of the funds used to

cover the System Administered Pension Benefits for other covered employees are required to be paid

by the Commonwealth.

The June 30, 2013 actuarial valuations for the Employ'ees Retirement System calculated accounting
results for pension benefits under Governmental Accounting Standards Board No. 25, "Financial
Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans"

C'GASB 25'). The Employees Retirement System's actuarial valuation as of June i0, 201,1 differs
from the actuarial valuation as of June i0, 201i. due to the adoption of GASB Statement No. 67,
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"Financial Reporting for Pension P/ans" (*GASB 67"), which replaced GASB 25. GASB 67

specifies certain significant changes for financial reporting purposes, including but not limited to (a)

calculation of plan liabilities based on the "entry age normal" method (compared to the "projected

unit credit" method used in the prior valuation), (b) calculation of a "depletion date" based on a

projection as to the length of time assets will cover projected benefit payments under cenain

assumptions, and (c) for purposes of vatuing the plan's liabilities after the depletion date, use of a

discount rate tied to a municipal bond index. GASB 67 also introduces certain new terminolo-sy,

including: (i) Total Pension Liabilit_v, which is the actuarial accrued liabiliqv calculated in accordance

with the new GASB 67 requirements, (ii) Fiduciary Net Position, which is the market value of plan

assets, net of liabilities (in the case of the Employees Retirement System, Fiduciary Net Position is

also equivalent to the previously reported actuarial value of assets), and (iii) Net Pension Liability,
which is calculated as Total Pension Liability less Fiduciary Net Position, and is equivalent to the

unfunded actuarial accrued Iiabiliq.

To calculate the net pension liability of the Employees Retirement System, the actuarial valuation

uses several actuarial assumptions. Some examples of these assumptions include an expected rate of
return of assets, age of retirement of active members, future pay increases for current employees,

assumed rates of disabilit_v and post-employment life expectancies of retirees and beneficiaries. If the

experience of the Employees Retirement System is different from these assumptions, the net pension

liability ofthe Employees Retirement System may increase or decrease to the extent ofany variances.

The actuarial valuation of the Basic System Benefits and S-"',stem Administered Benefits as of June

30,2014 (most recently available) reflects a fiduciary net position of $127 million. total pension

liabili§ of$30.2 billion and a net pension liability of$30.1 billion.

GASB Statement No. 68, Account¡ng and Financial Reporting for Pensions an amendmenf of
GASB Statement No. 27 ("GASB 68") became effective for the year ended June 30, 2015. This

Statement replaces the requirements of Statement No .27, AccountingJ'or Pensions by State cmd Local
Goyernmental Employers, as lvell as the requirements of Statement No. 50, Pezsioz Disclosures. as

they relate 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. GASB 68

will bring the effect of GASB 67 summarized above, into the accounting records of the individual
agencies, component units and municipali¡ies, whose employees participate in the Employees

Retirement System. The Commonwealth, as well as its component units and the municipalities, are

considered "cost-sharing" employers of the Employees Retirement System; therefore, they must

report their atlocated share of the Commonwealth's resulting net pension liabiliqv from CASB 67.

The Commonwealth and the Employees Retirement Slstem are still in the process of evaluating the

impact ofGASB 68 and have not provided the Municipaliqv with the necessary information as ofJune
30, 2015 to adopt GASB 68 including its allocated share of the net pension liability mentioned above.

Accordingly, these financial statements do not contain an-v- adjustments. disclosures or required

supplementary information required by GASB 68.

The pension costs recognized in the accompanying financial statements are equal to the statutorily
required contributions, with a liability recorded for any unpaid required contributions.

During the fiscal years ended June 30, 2015, 2014 and 2013, the ivlunicipalit."* and the participating
employees conrributed substantiall.'- all of the required contributions to ERS and System 2000. The
combined actual contributions made by the IVlunicipalilv and its participating employees to ERS and
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System 2000 amounted to 557l,l0l million, $654.688 million and $548,701 million for the fiscal

years ended June 30,2015,2014 and 2013, respectively.

14. Commitments and Contingencies

The Municipality is defendant in various legal proceedings pertaining to matters incidental to the
performance of routine govemmental operations. Under Public Act No. 104 ofJune 25, 1955. as

amended, persons are authorized to sue the Municipality only for causes of actions set forth in said

Act to a ma.\imum amount of 575,000 or S150,000 if it involves actions for damages to more than

one person or where a single injured party is entitled to several causes of action. Under cenain
circumstances. as provided in Public ActNo. 9 ofNovember 26, 1975, as amended. the Municipaligv
may prol ide its officers and employees with legal representation as well as assume the payment of
any judgment that m¿y be entered against them. There is no limitation on the payment of such
judgments.

With respect to pending and threatened litigation, the Municipalit_v has not reported liabilities for
awarded or anticipated unfavorable judgments as of June 30. 2015. lvfanagement believes that any
unfavorable outcome in relation to pending or threatened litigation would be covered by the
Municipality's insurance coverage and any exposure would not be material to the basic financial
statements taken as a whole, ifany.

The Municipal§ has reported outstanding encumbrances amounting to $799,893 in the general fund
at June 30, 2015. The Municipali¡v intends to honor these encumbrances, which will continue to be

liquidated under the cunent year's budget during a lapse period that extends into the subsequent fiscal

_v"ear.

As of June 30, 2015, the Municipality has several outstanding or planned non-cancelable
construction projects of which $1.7 million have been already incurred and paid as ofJune 30. 2015.
These projects are el'idenced by contractual commitments with contractors and are accounted for in

the capital improvements bond fund and other nonmajor capital project funds.

The Municipality receives financial assistance from the federal Governments of the United States of
America and the Commonüealth in the fqrm of $ants and entitlements. Receipt of grants is
generall.v conditioned upon compliance with terms and conditions of the grant agreements and

applicable federal la*s and regulations, including the expenditure of resources for eligible purposes.

Accordingly, expenditures financed by these programs are subject to financial and compliance audits
by the appropriate grantor. Disallowance as a result of these audits may become liabilities of the
Municipality. The " Reports on Compliance and Internal Control in ,4ccordance with Government
Auditing Standards and the Requirements of the Uniform Guidanc¿ ' for the fiscal year ended June

30, 2015, disclosed various instances ofnoncompliance rvith applicable laws and regulations and with
internal accounting and administrative controls. Ifexpenditures are disallowed due to noncompliance
with grant programs regulations. the ivlunicipalit-v may be required to reimburse the gmntor the
disallowed amounts. Management believes that the Municipality will be able to comply with the
terms of corrective action plans that may be requested b-,'' the federal grantors, if any.
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Fund Balances

As ofJune 30 2015, fund balance is comprised ofthe follo*ing:

Gener¡l

fu¡d

§ 88,675

C¡pit l

¡mpmvements

bond ft!¡d

Dcbt Other

scrv¡cc governmer¡t¡l

fu¡d f[¡rds Totel

Non-spendoble:

Long-term inter-fund loans

receivable from the Public Assistalce hogram fund
Assigned lor:

Budgetary encumbr'¿¡ccs - gene.¿l goverrment 799,893
R^fticled Íot:

Capital oudays related to the acquisition, construcrion
and improvement of buildings, structures and
inf¿st¡uctúe assets

Debt servic€ ofbonds payable

Operat¡on ofstate a.d federally ñmded programs:
Public housing and welfare
Uóan and economic development
Public safety

Cultu¡c. reqeation and education
Unossigned

Total fund balances

88.675

799.893

t,461,691 - 10,080

1,534,9J6

108.620

26

122,-l t6

t -1'¡1-771

1.5i.¡.95ó

108.620

26

. 283

t22;¡t6
10,497.758

@_ r¡r35a- @--§l+-r:o-60il

16. Subsequent Events

The Municipality evaluated subsequent events through March 8,2016, the date on which the basic
financial statements were available to be issued. There a¡e no material subsequent events that would
require adjustments to or disclosures in the accompanying basic financial statements as ofand for the
year ended June 30, 2015.
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Revenúes:

T¿xes:

Propert_v ta\es

Municipal license taxes

Sales ar¡d usage ta,\es

Const¡uction excise ta\es

Charges for services

lnterests on deposits

Intergovemmental grants and cont.ibutions
Miscel laneous revenues

Total revenues

Expenditures:
Current:

Ceneral govemment

Public safety

Health and sanitalio¡
Public Housing and weltare

Culture, recrreation and education

Urban development

Capital ouda¡-s

Total expenditures

Revenues over (under) expenditures

Other Íinancing sources (uses)

Prior yea¡'s budgetary cash surplus readjustment

Transfer from other funds

Transf'e¡ to other ti¡nds

Total other financing sources (uses). net

Revenues and other financing sources

over expenditures and other financing uses

CoMMoNWEALTH oF PUERTo RIco
MUNICIPALITY OF BARRANQIJ ITAS

Budgetary Comparison Schedule - General Fund
June 30, 201 5

Budgeted Amour¡ts

Original

$ 7,839,633

504,000

350,000

i0,000
135,000
,r0,000

Lil ,oo
102.000

10.213.932

l2t-545
10.931.7,17

5,662.667

978-174

1.194.517

776.525

622,037

2,397.258

2-26,1.205

1i.898.983

4.993,258

912,214

1,114,067

736.525

478,030

t,504.278
415,500

10.273.932

t2.967.236)

2.967.236

2.967 -236

Final

Actualamount§
(Budgeta¡"Y

basis)

(See Note l)

7.839.631

83.t.086
jj.1.631

54.0t1
i3l.3l4
183.186

l-1-18.09i

189.2.t2

variance with
E¡n¡l Budget -

Over
(Under)

s-
55.550

82.085

t,1.286

|-1.076
ll3-262
5.r.701

61 691

7,839,633

7',|8.536

472-519

39,728

2t6.238
70-124

r.393,394

I 1.136.404

4.262.036

858,623

t.l29.lól
649,1,18

2.548,12,f

1.669.918

I 1.656.205

(2r9.801)

2-961,236

170.538

(480)

3-131-294

io.l 657

( 1..100.63 r)
(r20.r5¡)
(6i.3ir )

t127.371\
(82.8.1i)

150.866

159-i 237)
t2-212-778j
2.7 41-435

t70.538
(+80)

170.058

2.9t7.197 2.917.193

The accompanying notes to the bqsicfrnancial statements are an integral part ofthis stqtement
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CoMMoNWEALTH oF PUERTO RIco
MUNICIPALITY OF BARRANQUITAS

Notes to Budgetary Comparison Schedule - General Fund
June 30,2015

l. Stewardship,Complianceand Accountabili§

a. Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in
accordance with GAAP, and represents departmental appropriations recommended by the Mayor and

approved by the Municipal Legislature prior to the beginning of the fiscal year. Amendments to the
budget require the approval of the Municipal Legislature. Transfer of certain appropriations within the
budget, known as Mayor's Executive Orders, do not require the approval of the Municipal Legislature.
The Municipality prepares its annual budget including the operations ofthe general fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances(i.e., purchase orders,

contracts) are considered expenditures when incurred. For GAAP reporting purposes, encumbrances
outstanding at year end are disclosed in the notes of the financial statements as other significant
commitments and do not constitute expenditures or liabilities because the commitments will be honored

during the subsequent year. In addition, under budgetary basis of accounting, revenues are recorded when

cash is received. The unencumbered balance of any appropriation at the end of the fiscal year will lapse

at the end ofsuch fiscal year.
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COMMONWEALTH oF PUERTO RTco
MUNICIPALITY OF BARRANOUITAS

Schedule of Expenditures ofFederal Awards
June 30, 2015

Federal CFDA Pass-through
Number Grantor's Number Exoenditures

U.S. Department of Housing and Urban
DeYelopment

Section 8 - Housing Choice Voucher 14.871 RQ-060-VO S 780,874

Pass-through of the State-Office of the
Department of the Family - Emergency
Solutions Grant Program 14.231 2014-000246 44,895

Pass-through of the State-Office of the
Municipal Affairs Commissioners -
Community Development Block 2012-A8-09
Grant/State - Administer Small Cities 1,4.228 2012-FC-09 326,629

Tot¿l U.S. Department of Housing
and Urban Development 1,152,398

U.S. Department of Homeland Securi§

Disaster Grant - Public Assistance FEMA l9l9
(Presidentially Declared Disasters) 97.036 FEMA 4017 62!;)8

Total U.S. Department of Homeland
Security , 625,338

U.S. Department of Agriculture

Pass-through of the Puerto Rico Elderly
Commission - Food Distribution-Child
and Adult Care Food Program 10.558 N/A 124,204

Total U.S. Department of Agriculture 124,204

Total Federal Financial Assistance § 1,901,940
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COMMON'WEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS

Notes to Schedule of Expenditures of Federal Awards
June 30,2015

General

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activitv of
the Municipality of Barranquitas of the Commonwealth of Puerto Rico and is presented on the

accrual basis of accounting. The Municipality of Barranquitas reporting entity is defined in Note I to
the Municipality's basic financial statements. The information in this schedule is presented in

accordance with the requirements of the Uniform Guidance, therefore, some amounts presented in
this schedule may differ from amounts presented in or used in the preparation ofthe basic financial
statements.

Relationship to Basic Financial Statements

Expenditures of the federal awards as reported in the Statement of Revenues, Expenditures and

Changes in Fund Balances-Governmental Funds, are included within the Major Govemmental Funds

and Nonmajor Governmental Funds. The reconciliation b€tween the expenditures in the basic

financial statements and expenditures in the Schedule of Expenditures of Federal Awards is as

follows:

Expenditures in the Basic Financial Statements

2.

Major Governmental Funds

Nonmajor govemmental funds

Less: Non-federal expenditures

Total expenditures in the Schedule of
Federal Awards

$ 12,956,996
1,807,150

14,764,146
(12,862,206)

$ l.90 r,940
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J!il BENITEZ-IAIME, CPA-PSC
El a-.,r,t'.o prblc ¡cco-un'c-¡r.'s ¡rd Business Consuücnrs

Report on Internal Control over Financial Reporting and on Compliance and other matters
Based on an audit of Financial Statements performed in accordance with

Government Auditing Standards
June 30, 2015

To the Honorable Mayor
and the Municipal Legislature
Municipality of Barranquitas
Barranquitas, Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Govemment Auditing Standards

issued by the Comptroller General of the United States, the financial statements of the govemmental

activities, each major fund, and aggregate remaining fund information ofthe Municipality ofBananquitas
ofthe Commonwealth of Puerto Rico as ofand for the year ended June 30,2015, and the related notes to

the financial statements, which collectively comprise the Municipality's basic financi¿l statements and

have issued our report thereon dated March 8, 2016.

Interrral Control Over Financial Reponing

In planning and performing our audit of the financial statements. we considered Municipality's intemal

control over financial reporting (intemal control) to determine the audit procedures that are appropriate in

the circumstances for the purpose of expressing our opinions on the financial statements, but not for the

purpose ofexpressing an opinion on the effectiveness ofthe Municipality of Barranquitas intemal control.

Accordingly, we do not express an opinion on the effectiveness ofthe Municipalig's intemal control.

A deficiency in internal contol exists uhen the design or operation of a control does not allow

management or employees, in the normal course of perforrning their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A maferial weakness is a deficiency, or a combination

of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement

ofthe entity's financial statements will not be prevented, or detected and cor¡ected on a timely basis. A
significant deficiency is a deficiency, or a combination of deficiencies. in intemal control that is less

severe than a material weakness, yet important enough to merit attention by those charged with
govemance. We consider the deficiencies described in the accompanying schedule of findings and

questioned costs to be material weaknesses as item 2015-01.

Our consideration of internal control over financial reporting was for the limited purpose described in the

preceding paragraph and was not designed to identiQ all deficiencies in intemal control that might be

significant deficiencies or material weaknesses and therefore, material weak¡esses or significant may

exist that were not identified. However, as described in the accompanying schedule of findings and

questioned costs, we identified certain deficiencies in intemal control that we consider to be material

weaknesses,
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Compliance and üher Malters

As part of obtaining reasonable assurance about whether Municipality of Barranquitas of the

Commonwealth of Puerto Rico financial statements are free of material m¡sstatement, we performed tests

of its compliance with certain provisions of laws, regulations, contracts, and grant agreements,

noncompliance with which could have a direct and material effect on the determination of financial

statements amounts. However, providing an opinion on compliance with those provisions was not an

objective ofour audit, and accordingly, we do not express such an opinion.

Municipality ol Bananquilas of the Commonl'ealth of Puerto Rico Response to Findings

The Municipality of Barranquitas of the Commonuealth of Puerto Rico response to the findings

identified in our audit is described in the accompanying schedule of findings and questioned costs.

Municipality's response was not subjected to the auditing procedures applied in the audit of the financial

statements and, accordingl¡. \\e express no opinion on it.

Purpose of this Repon

This report is intended solely to describe the scope of our testing of intemal control and compliance and

the results ofthat testing, and not to provide an opinion on the effectiveness ofthe entit-v's internal control

or on compliance. This report is an integral part of an audit performed in accordance wifh Government

Auditing Standards in considering the entitv's internal control and compliance. Accordingly, this

communication is not suitable for any other

Toa Alta, Puerto Rico
March 8. 2016

W- ls'
Stamp No. o2708933
was affixed to the
original report.
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E l"l§lJPlJ,#HLSPA+sc
Report on compliance for each major program and on

Internal Control over compliance required by the Uniform Guidance
June 30' 2015

To the Honorable Mayor
and the Municipal Legislature
Mun icipality of Barranquitas
Barranquitas, Puerto Rico

Reporl on Compliance lor Each Maior Federul Program

We have audited the Municipalit-r' of Barranquitas of the Commonwealth of Puerto Rico (the

Municipaliry-) compliance with the types of compliance requirements described in ¡he O}'IB Complirmce

Supplement that could have direct and material effect on each of the Municipality of Barranquitas of the

Commonwealth of Puerto Rico major federal programs for the year ended June 30, 2015. Municipality's
major federal programs are identified in the Summary of Auditor's Results Section ofthe accompanving

Schedule of Findings and Questioned Costs.

M anagement's ResponsibiliE

Management is responsible for compliance with the requirements of laws, regulations, confacts. and

grants applicable to is federal programs.

A ud ilo r's Re sp o ns ib i lity

Our responsibility is to express an opinion on compliance for each of the Municipaliry' of Barranquitas of
the Commonwealth ofPuerto Rico major federal programs based on our audit ofthe trpes ofcompliance
requirements referred to above. We conducted our audit of compliance in accordance with auditing

standards generally accepted in the United States of America; the standards applicable to financial audits

contained in Government Auditing Standards, issued by the Comptroller General ofthe United States; and

the audit requirements of Title 2 U.S. Code of,Federal Regulations Pa¡t 200, Uniform Administrative

Requirements, Cost Principles, and Audit Requirements for Federal Auards (Uniform Guidance). Those

standards and the Uniform Guidance require that lle plan and perform the audit to obtain reasonable

assurance about whether noncompliance with the t-vpes of compliance requirements referred to above that

could have a direct and material effect on a major federal program occuned. An audit includes examining.

on a test basis, evidence about Municipaliry's compliance *'ith those requirements and performing such

other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major

federal program. However, our audit do€s not provide a tegal determination of Municipali§'s
compliance.

87

PO Bo)( 191503, Son Juon. tuefto Rbo m9l9- 1503 TEL 787-ó03.1ó00



Basis for Qualifutl opinion on Pass-through state offrce of the Municipal Affairs commissioner -
Communily Development Block Granlstate - Adminktered Small Cities

As described in the accompanying schedule of findings and questioned costs, the Municipalii-v* of

Barranquitas did not comply witir re-quirements regarding CFDA 14.228 Community Development Block

GranlSLte - Administered Small Cities Program as described in finding number 2015-02 for the Cash

Management Requirement. Compliance with such requirements is necessary, in our opinion, for the

Municipality to comply rvith the requirements applicable to that program'

QualiJied opinion on Pass-through stafe office of the Municipal Affairs Commissioner - communily

Development Block Grant/State - Administered Small Cities

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph' the

Municipality of Barranquitas complied , in all material respects, the r-v-pes of compliance requirements

.efen.á ro above that could have a direct and material effect on the Communit] Development Block

Granlstate - Administered Small Cities Program for the year ended June 30, 2015'

Unmodifud Opinion on Each of the Othet Maior Federal Programs

In our opinion, the Municipalitv of Barranquitas of the Commonwealth of Puerto Rico, complied. in all

material respects, with the f."..pes of compliance requirements referred to above that could have a direct

and materiai effect on each áf its other major federal programs identified in the summary of auditor's

results section of the accompanying schedulá of findings and questioned costs for the !'ear ended June 30,

2015.

Reporl on Interual Control Over Compliance

Management of Municipality of Bananquitas of the Commonwealth of Puerto Rico is responsible for

establíshing and maintaining effective intemal control over compliance \Á'ith the Lvpes of compliance

requiremen'ts refened to above. In planning and performing our audit of compliance, we considered

M,lni.lputir-u'r intemal control over clmplianie \/vith the t)pes of requirements that could- have a direct

and materiál effect on each major fediral program to determine the auditing procedures that are

appropriate in the circumstanc.s io. the pu.poi" of 
"*p.".sing 

an opinion on compliance for each major

f"á".át progru* and to test and repoi on internat iontrol over compliance in accordance --ith the

Uniform' Giidance, but not for the purpose of'expressing an opinion on the effectiveness of internal

control over compliance. Accordingll,' we do nót express an opinion on the effectiveness of the

Municipali§'s intemal control over compliance.

Our consideration of intemal control over compliance was for the limited purpose described in the

preceding paragraph and lvas nor designed to identiry all deflciencies in intemal control over compliance

it ut -ig[i be-material weaknesses oi significant deficiencies and therefore material weaknesses or

,-igrin"in a.n"i"ncies may exist that wer;ot identified. We did not identifu any deficiencies in intemal

cátrol orer compliance that we consider to be material weakness. However, material weaknesses may

exist that have not been identified.
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A deficiency in internal control over compliance exists lvhen the design or operation of a control over

comilian""-does not allow management oi employees, in the normal course of performing their assigned

fun"iions, to prevent, or detect und .or.""t, noncompliance with a type of compliance requirement of a

federal program on a timell, basis. A material weakness in internal control over compliance is a

deficiency, 
-or 

combination áf deficiencies, in intemal control over compliance, such that 
-there 

is a

reasonabíe possibility that material noncompliance with a type of compliance requirement of a federal

program wiil not be prevented, or detected and corrected, on a timely basis'

A significant deficiency in internal confrol oyer compliance is a deficiency, or a combination of
a"¡"i-"*ies, in ínte-aÍ control over compliance with a type of compliance requirement of a federal

program that is less severe than a material weakness in intemal control over compliance, yet important

enough to merit attention by those charged with govemance.

The Municipality's response to the intemal control over compliance findings identified in our audit is

described in the'accompanying schedule of findings and questioned costs. Municipalir.v-'s response rvas

not subjecred to rhe auditing piocedures applied in the audit of compliance and, accordingly, \re express

no opinion on the response.

The purpose of this report on intemal control over compliance is solely.to describe the scope of our

testing áf int"mal contiol over compliance ¡n{¡he results of that testing based on the requirements of

Uniform Guidance. Accordingly, this suitable for any other purpose.

Toa Ah¡, Puerto Rico
March 8, 2016

Stamp No. o2708934
was affixed to the

original report.

W- ls'
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COMMONWEALTH oF PUERTo [Uco
MUNICIPALITY oF BARRANQUITAS

Schedule of Findings and Questioned Costs
June 30, 2015

Financial Statements

Type ofauditors' report issued:
Intemal control over financial reporting:

Material weakness (es) identified?
Signifi cant deficiency (ies) identifi ed

not considered to be material weakness?

Noncompliance material to financial statements
noted?

Federal Awards

lntemal Control over major programs:
Material weakness (es) identified?

Signi{icant deficiency (ies) identified
not considered to be material weaknesses?

Tlpe ofauditor's report issued on compliance
For major programs:

Any audit findings disclosed that are required
to be reported in accordance with the
Uniform Guidance, Section 200.516?

Identification of major programs:

CFDA Numbe(s)

t4.228
14.871

Dollar threshold used to distinguish
Between Type A and Type B programs:

Auditee qualified as low-risk auditee?

Qualified

X yes

_ yes X none reponed

X yes _no

X yes

yes X none reported

Qualified

X yes

Name of Federal Proeram or Cluster

Community Development Block Grant/Small Cities
Section,S Housing Choice Vouchers

$300.000

yes X no
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY oF BARR{NQUITAS

Schedule of Findings and Queslioned Costs
June 30, 2015

Section II _ FINANCIAL STATEMENT FINDINGS

2015-01

The cunent year findings and questioned costs were
discussed with the Municipality's management which
generally concurred with our comments and
recommendations. The Municipaliry of Bananquitas of
the Commonrvealth of Puerto Rico will respond to the
following findings through the issuance of a separate
letter addressed to the Cognizant Agency.

DEFICIENCMS IN TIIE ACCOUNTING SYSTEM, CLOSING
PROCEDURES AND OTHER ACCOLNTING RECORDS

CONDITION:

During the last two years, the Municipali§ acquired and implemented a new accounting and financial
management system (NAFMS). However, the following specific conditions were noted during our audit
that need to be addressed: The Municipality:

o Accounting transactions are currently accounted for simultaneously through manual and
computerized accounting systems for which no reconciliation procedures are made among them,
including the accounting records currently used by federal programs which are not reconciled with
the NAFMS. The balance sheet accounts in the NAFMS are not reconciled and a justed to
conform them to the Municipali§"'s audited basic financial statements.

o Does not reconcile periodically and agree amounts in the Municipalit-'s general ledger with the
corresponding subsidiary taxes receivable and accounts payable. Municipaliry makes sigrrificant
year end effons to identifo all unrecorded liabilities.

o Does not account for long term debt balances in its accounting system on a timely basis nor its has
a subsidiary ledger that provides a detail of all its long term obligations. The detail of long term
debt is prepared as part ofthe year end closing process and kept in electronic worksheets. The
long term debt presented in the govemment-wide basic financial statements is assembled from
numerous extemal documents and resources.

Does not close its accounting records to prepare financial reports in accordance rvith GAAP on a
monthly basis for all of its operations. Current monthly procedures are ca¡ried on a modified
budgetary basis and does not provide for an analysis ofthe overall financial position and results of
operations ofeach ofthe Municipality's funds and accounts.

Does not analyze and evaluate accounts balances and transactions on a monthlv basis to ensure
that these are free from errors and irregularities. The analysis of most account balances and
transactions is performed once a year as part ofthe year end closing process.

Does not have a formal periodical cut-off procedures to ensure that all transactions are recorded in
the corresponding accounting period.
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CoNtMoNwEALTH oF PUERTo RICo
MUNICIPALITY oF BARRANQUITAS

Schedule of Findings and Questioned Costs
June 30, 2015

. Does not have an integrated financial reporting structure to allolv' for the effective and efficient
preparation of the Municipality's basic financial statements including the conversion process for
the government-wide financial statements. The 2015 basic financial statements and related
conversion was completed after a significant gathering offormal and informal documents.

CRITERIA:

Article 8.010(b) of Law No. 8l of August 30, 1991, known as the Autonomous Municipalities Act of
Puer¡o Rico (Law No. 8l), states that the Municipality must maintain its fund accounting in accordance
with Accounting Principles Generally Accepted in the United States of America (GAAP), as promulgated
by the Governmental Accounting Standards Board (GASB), the National Committee on Govemmental
Accounting (NCGA) and the Govemmental Accounting, Auditing and Financial Reporting book
(commonly known as Blue Book).

In addition, Article 8.010(c) of Law No. 8l states that uniform accounting system used by the Municipality
must: (1) produce reliable reports and financial statements, (2) provide complete information about the

results of operations of the Municipality, and (3) include the necessary internal controls to account all
funds, capital assets and other assets ofthe Municipality.

Also. Article 7.001 (a) of the Autonomous Municipalities Law establishes that the Municipality shall close
its accounting records at year end to allow for the accurate evaluation of the results of operations for the
ensuing year.

Due to the conditions referred to above, the preparation of the Municipality's basic financial statements as

of and for the fiscal year ended June 30, 2015 was more difficult and less efficient than rvould have been in
ordinary circumstances. A significant amount of adjusting entries had to be made to the financial data and

reports processed through the NAFMS in order to properly account for unrecorded transactions and to
correct transactions recorded in the wrong accounting period. Since the accounts and other accounting
records of the NAFMS are not designed to provide all the information necessary to prepare the

Municipality's basic financial statements, the Municipal§ had to obtain and process financial data from
several sources outside the NAFMS. -These conditions represent material u'eaknesses in the Municipalitv's
intemal controls over financial reporting.

CAUSE AND EFFECT:

These conditions occurred because the Municipality's financial accounting and reporting structure is not
designed to gather the necess¿lr\.' information efficiently and effectively to permit periodic analysis of
transactions and balances and periodic reconciliation among trial balances and subsidiary ledgers. The
failure to have an adequate accounting system does not allow the Municipality to have timely and accurate

financial information for its decision niaking process.

RECOMMENDATION:

We recommend the Municipality to continue its efforts to review and revise its current accounting and

financial reporting structure. This includes, among others, the evaluation of the current ¿ccounting and

financial reporting software to ensure it meets the necessary standards, establishment or revision of
policies and procedures, establishment of periodic reconciliation and analysis processes and procedures,
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additional training of all personnel relaled to accounting and financial reporting responsibilities and

¡ establishing a financial reporting unit This financial reporting unit should be responsible for overseeing

L the overall deployment ofthe project to ensure that goals are met effectively.

L

L

L

L

L

L
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Section trI - Federal Award Findings and Questioned Costs
Proqram

SBGP
CFDA No. 14.228

F indin gs,4.,loncompl iance Recommendations

2OI5.O2 FEDERAL CASH MANAGEMf,NT SYSTEM

Statement of Condition:

The Municipality has not established effective cash

management procedures. During our review of the
request of funds performed during the year, we noted
the following deficiency:

a. From 76 request of funds received during the 2014-
2015 fiscal year amounting to $422,057, 36 (41o/o)

disbursements amounting to S241,706, maintained a
delay of 3 days or more between the funds receipt date
and the disbursement date.

Criteria:

Program gant agreement est¿blished that "the
Municipality minimize the time elapsing between the
receipt and the disbursement of funds. Such period shall
not exceed tkee (3) days".

Cause and Effect:

This condition arose because the Municipality has not
implemented specific intemal controls and procedures

designed to minimize the time elapsed between the time
when drawdow'ns are made and the subsequent time when
disbursement of federal 'funds are carried out. This
condition increases the risks of avoidable interest income
and instances of idle cash balances in the program's bank
accounts.

Recommendation:

In accordance with federal regulations, the Municipality
should estimate drawdown's of Federal funds as closely
as possible to the actual disbursements. The Municipality
should established procedures to minimize the time
elapsing between drawdowns and disbursements.

Total questioned costs
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Ouestioned Cost

NONE
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COMMONIYEALTII OF PI'ERTO RICO
MUNICPALTY oF BARRANQUIAS

Surnmary schedule ofprior years audit findings
Fiscal Year 2013-2014

June 30, 2015

The following schedule contains the finding number and title of each of the findings
included in the Report on Compliance and on Internal Control Based on an Audit of
General Purpose Financial Statements Performed in Accordance with Govemment
Auditing St¿ndards for the Fiscal Year ended June 30, 2014. Under the heading
Corrective Action Taken there will be the following:

FR- Futly resolved (indicating the corrective action plan was fully
implemented).

PR - Partially resolved (indicating üe corrective action plan was
partially implemented and the finding repeated in fiscal year
2014-2015).

NR- Not resolved yet. Finding repeated in fiscal year 201,1-2015.

¡ Finding
I NumberL

Corrective
Action TakenTirle

l¿1-01 Deficiencies in the Unifomr Accounting System and NR
other Accounting Records
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Summary schedule ofprior years audit findings
Fiscal Yea¡ 2013-2014

June 30, 2015

The following schedule contains tte finding number and title of each of the findings
included in üe Report on Compliance with the Requirements Applicable to Each Major
Program and ht€mal Coúhol over Compliance in accordance with OMB Circula¡ A-133
for the Fiscal Year ended June 30, 2014. Under the heading Corrective Action Taken
there will be lhe following:

FR- Fully resolved (indicating the corrective action plan was fully
implemented).

PR - Partially resolved (indicating the corrective action plan was
partially implernented and the finding repeared ¡n fiscal year
201+20ts).

NR - Not rcsolved yet Finding repeated io fiscal year 201,1-2015.

¡ Finding Corrective
I Number Title Action Taken

. 1442 Federal cash management system NR
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Summary schedule of prior years audit findings
Fiscal Year 2012-2013

June 30, 201 5

Thg following schedule contains the finding number and title of each of the findings
included in the Repo* on Compliance and on Intemal Control Based on an Audit of
General Purpose Financial Statements Performed in Accordance with Govemment
Auditing Standards for the Fiscal Year ended June 30, 2013. Under the heading
Corrective Action Taken there will be the following:

FR - Fully resolved (indicating the corrective action plan was fully
implemented).

PR - Partially resolved (indicating the corrective action plan was
partially implemented and the finding repeated in fiscal year
2014-20r5).

NR- Not resolved yet. Finding repeated in fiscal year20l4-2015.

Finding
Number Title

Corrective
Action Taken

13-01 Deficiencies in the Uniform Accounting System and NR
other Accounting Records
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Summary schedule of prior years audit findings

I fiscal Yea¡ 2012-2013

L Jtme 30,2015

I The following sche.dule contains the finding number and title of each of the findings

L included in the Report on Compliance with the Requirements Applicable to Each Major
P¡ogarn 8¡d Internal Control over Compliance in accordance wiúr OMB Circular A-133

¡ for the Fiscal Yesr ended June 30, 2013. Under the heading Corrective Action Taken

L there will be the following:

FR- Fully resolved (indicating the corrective action plan was firlly

L impiemented).

PR- Patially resolved (indicating the corrective action plan was

I *"tally implemented and tñe finding repeared in n*l Vo.L 2013_2014).

¡ NR- Notresolvedyet Finding r€peated in fiscal year 20 13-201 4.
L

¡ Finding

L Number Title

r 13-02 Federal cash management system

L

Corrective
Agt¡on Taken

NR

L

L

L

L

t
L

L

L

L

98


