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INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and
Member of the Municipal Legislature
Autonomous Municipality of Arecibo of the
Commonwealth of Puerto Rico
Arecibo, Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the govemmental activities, each major fund, and the
aggregate remaining fund information of Autonomous Municipality of Arecibo of the Commonwealth of Puerto
Rico {Municipality), as of and for the fiscat year ended June 30, 2014, and the related notes to the financial statements.
We were not engaged to audit the financial statements of the discretely presented component unit, These financial
statements collectively compnse the Municipality's basic financial statements as listed in the Table of Contents.

Management’s Responsibility for the Financial Statements

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 intemai control relevant o the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditor's Responsibifity

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable
to financia 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. Because of the matters discussed in the *Basis for Disclaimer of Opinion
on the Discretely Presented Component Unit" paragraph, however, we were not able to obtain sufficient appropriate
audit evidence to provide a basis for an audit opinion on the discretely presented compeonent unit.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due 1o fraud or error. In making those risk assessments,
the auditor considers intemal control relevant to the Municipality's preparation and fair presentation of the financiat
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's intemal control, Accordingly, we express no such opinien. An
audit also includes evaluating the appropnateness of the accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
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We believe that our audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Summary of Opinions
Opinion Unit Type of Opinion

Governmental Activities Qualified

Discretely Presented Component Unit Disclaimer
Governmental Fund - General Fund Unmodified
Governmental Fund — Head Start Program Fund Unmogified
Governmental Fund — Debt Service Fund Unmaodified
Governmental Fund — Capitat Activities Fund Unmodified
Aggregate Remaining Fund Information Unmodified

Basis for Qualified Opinion on Governmental Activities

During our audit the Municipality did not provide a subsidiary of ¢apital assets that agreed with the amounts reported
in govyemmental activities of the Govemmental-Wide Financial Statements and, accordingly, the depreciation expense
on those assets is not supporied. Accounting priniciples generally accepted in the United States of America reguire that
those capital assets been supported to present the assets, net position, and expense of the govemmental activities.
The amount by which this deparlure would affect the assets, net position, and expenses of the governmental activities
has not been determined.

Qualified Opinion

In our opinion, except for the effects of the matters discussed in the “Basis for Qualified Opinion on Governmental
Activities™ paragraph, the financial statements referred to above present fairly, in all matenal respect, the respective
financial position of the governmental activities of the Autonomous Municipality of Arecibe of the Commonwealth
of Puerto Rice, as of June 30, 2014, and the respective changes in financial position thereof for the fiscal year then
ended in accordance with accounting principles generalty accepted in the United States of Amenica.

Basis for Disclaimer of Opinion on the Discretely Presented Component Unit

The financiat statements of the Municipality Component Unit {(MCU) have not been audited, and we were not engaged
to audit the MCU financial statements as par of our audit of the Municipality's basic financial statements. MCU's
financial activities are included in the Municipality's basic financial statements as a discretely presented component
unit.

C PA Gowvernmental
B Audit Quality Cemar
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Disclaimer of Opinion

Because of the significance of the matter descnbed in the “Basis for Disclaimer of Opinion on the Discretely Presented
Component Unit" paragraph, we have not been able to obtain sufficient appropriate audit evidence to provide a basis
for an audit opinion on the financial statements of the discretely presented component unit of the Autonomous
Municipality of Arecibo of the Commonwealth of Puerto Rico. Accordingly, we do not express an opinion on these
financial statements.

Unmodified Opinions

In our opinion, the financiai statements referred to above present fairly, in al! material respects, the respective financial
position of each major fund, and the aggregate remaining fund information of the Autonomous Municipality of
Arecibo of the Commonwealth of Puerto Rico, as of June 30, 2014, and the respective changes in firancial position
thereof for the fiscal year then ended in accordance with accounting principles generally accepted in the Uniled States
of Amenca.

Emphasis-ci-Matter

Newly Adopted Standards

As discussed in Note 22 io the financial statements, the Municipality adopled new accounting guidance,
Governmental Accounting Standards Board (GASB) Statement No. 67, Financial Reporting for Pension Plans — an
amendment of GASE Statement No. 25, and GASB Statement No. 70, Accounting and Financial Reporting for
Nonexchange Financial Guarantees. Our opinion is not modified with respect to this matter.

Also, as discussed in Note 19 to the basic financial statement, the Municipality has expended cerain federal grant
funds in 2 manner that may have violated cerain of the restrictive provisions of the related grants. The possible outcome
of this matter is uncertain at this time. If expenditures are disallowed as a result of this situation, the Municipality may
be subject to possible federal claims for refunds of grants monies.

Other Matters

Restatement of Prior Year Financial Statements

As discussed in Note 21 to the financial statements, the 2013 financial statements have been restated to comect
misstatements. Our opinions is not modified with respect to this matter.

. C PA Governmental
Audit Quality Center
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Required Supplementary Information

Accounting principles generally accepted in the United States ¢f America require that the Management's Discussion
and Analysis on pages 7 through 21, and budgetary comparison information on pages 79 and 80 be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial statements, is
required by Govemmental Accounting Standards Board who considers it to be an essential part of financial reporting
for ptacing the basic financiai statements in an appropnate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with auditing standards
generally accepled in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management's responses to our inquiries,
the basic financial statements, and cther knowledge we obtained during our audit of the basic financial statements. We
do not express an opinion or provide any assurance on the information because the limited procedures do not provide
us with sufficient evidence to express an opinion or provide any assurance.

Supplementary 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 Financial Data Schedule — Section 8 Housing Choice
Vouchers Program, as required by U.S. Department of Housing and Urban Development, on pages 82 through 84, and
the Schedule of Expenditures of Federal Awards, as required by U.S. Office of Management and Budget Circular A-
133, Audits of States, Local Govemments. and Non-Profit Organization, on pages 86 through 88, are presented for
purposes of additional analysis and are not required parts of the basic financial statements.

The accompanying Financial Data Schedute — Section 8 Housing Choice Vouchers Program and the Schedule of
Expenditures of Federal Awards are the responsibilily of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciiing such information directly to the underlying accounting and cother
records used to prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the Financial Data Schedule ~ Section 8 Housing Choice Vouchers Program and the Schedule of Expenditures of
Federal Awards are fairly stated, in all material respects, in relation to the financia! statements as a whole.

CPA Governmental
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Other Reporting Required by Governmental Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 25, 2015 on our
consideration of the Municipality's internal contral over financial reporting on our test of its compliance with cerlain
provisions of laws, regulations, contracts and grant agreements and other matters. The puspose of that report is to
describe the scope of our testing of internal control over finangial 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 report is
an integral part of an audit performed in accordance with Government Auditing Standards in considered Municipality's
internal control over financial reporting and compliance.

QH S
CPA Diaz-Martinez, P5C
Certified Public Accountants & Consultanis
License Number 12, expires on December 1, 2016

Caguas, Puerto Rico
March 25, 2015

Stamp No. E135458 was affixed to
the original report.

C P * Governmental
. Audit Quality Center
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2014

This discussion and analysis of the Municipality of Arecibo (the Municipality) financial
performance provides an overview of the Municipality’s financial activities for the fiscal year ended
on June 30, 2014. The Management Discussion and Analysis (MD&A) should be read in
conjunction with the accompanying basic financial statements and the accompanying notes to
those financial statements. The discussion and analysis includes comparative data for prior year.
This MD&A is prepared in order to comply with such pronouncement and, among other purposes,
fo provide the financial statements users with the following major information:

1.

5.

a broader basis in focusing important issues;
acknowledgement of an overview of the Municipality's financial activities;

provide for an evaluation of its financial condition as of the end of the indicated fiscal year,
compared with prior year results;

identification of uses of funds in the financing of the Municipality's variety of activities and;

assess management's ability to handle budgetary functions.

FINANCIAL HIGHLIGHTS

The following comments about the financial condition and results of operations as reflected in the
financial statements prepared for fiscal year 2014 deserve special mention:

1.

The Municipality Government-Wide Financial Statements of the Primary Government,
reported total assets of $153,067,335, total liabilities of $102,227,821, and a Net Position
of $50,839,514.

The Municipality net position increased by $1,359,291 or 2.7% due to excess revenues
over expenses,

The Financial Statements of the Government Component Unit, reported total assets of
$225,548, total liabilities of $168,806, and a Net Position of $56,742.

As of the close of the current fiscal year, the Municipality's Governmental Funds reported
combined ending fund balances of $11,081,043, an increase of $4,520,009 or 69% due
to excess revenues and other financial sources over expenditures,

in the fund financial statements, the governmental activities revenues decreased
$524,279 or 1% and governmental activities expenditures decreased $1,354,901 or 2% in
comparison with prior year.

The general fund {the pnmary operating fund) reflected, on a current financial resource
basis, an increase of $4,325,124 or 28% due to excess revenues and other financing
sources over expenditures.

cantnue
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MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2014

7. As of the end of current fiscal year the Municipality’s General Fund deficit amounted to
$11.218,909, compared to a deficit of $15,544,033 (as restated) in the prior fiscal year.

8. Deferred Revenues for unearned Volume of Business Taxes amounting to $5,890,886 are
fully deposited in a General Fund bank account and are available for next year (2014-
2015) operational activities.

9. On a budgetary basis, the General Fund actual revenues exceeded actual expenditures
by $2,834,025, due to a favorable variances in revenues accounts of $5,017,672 and an
unfavorable variance in expenditures accounts of $2,183,647.

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The approach used in the presentation of the financial statements of the Municipality is based on
a government-wide view of such statements as well as a presentation of individual funds behavior
during fiscal year 2014. The combination of these two perspectives provide the user the
opportunity to address significant questions concerning the content of said financial statements,
and provide the basis for a comparable analysis of future years performance. The comparative
analysis is a meaningful and useful management tool for municipal management in the decision
making process.

Under the aforementioned approach, assets and liabilities are recognized using the accrual basis
of accounting which is similar to the method used by most private enterprises. This means that
current year's revenues and expenses are accounted for regardless of when cash is received or
paid.

FINANCIAL STATEMENTS COMPONENTS

The basic financial statements consist of the government wide financial statements, the major
funds financial statements and the notes to the financial statements which provide details,
disclosure and description of the most important items included in said statements. The basic
financial statements are comprised of three components: (1) government-wide financial
statements, (2) fund financial statements, and (3) notes to the financial statements. The basic
financial statements include two types of statements that present unique views of the
Municipality's financial position.

Mi Arecibo, Inc. (a component unit), is a legally separate entity. The financial statements of this
entity have been included in the financial reporting of the Municipality of Arecibo as discretely
presented component unit in accordance with GASB Statement No. 14; principally because of the
nature of the services they provide, the Municipality's ability to impose its will, through the
appointment of their governing authority, and because the component unit provide specific
financial benefits to, or impose financial burdens on the Primary Government. The Municipality
management has determined it would be misleading to exctude it from the Municipality's financial
reporting entity.

This report also contains required supplementary information (budgetary schedule).

continue
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AUTONOMOUS MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2014

Government-Wide Financial Statements

The government-wide financial statements are intended to provide readers with a broad overview
of the Municipality's and its Component Unit financial position. They are presented using
accounting methods very similar to a privately owned business, or the economic resources
measurement focus, and full accrual accounting.

a. The Statement of Net Position present information on all of the Municipality's and its
Component Unit assets and liabilities, with the balance between the two reported as Net
Position. Over time, increases or decreases in net position can serve as an indicator of
the Municipality's and its Component Unit financial condition.

b. The Statement of Activities presents information showing how the Municipality’s and its
Component Unit net position changed during the given fiscal year. In this statement all
changes in net position are reported as soon as the underlying event giving rise to the
change occurs regardless of when cash is received or paid. Thus, revenues and expenses
are reported in this statement for some items that will only affect cash flows in future fiscal
periods.

The government-wide financial statements distinguish functions of the Municipality that are
principally supported by Taxes, Capital Grants and Contributions {governmental activities) from
other functions that are intended to recover all or a significant portion of their costs through user
fees and charges. The governmental activities of the Municipality include general government,
public safety, public works, culture and recreation, health and welfare, urban development, claims
and losses, education, training and employment, special communities, projects, depreciation and
principal plus interest on related long-term debt.

The reader will need to consider non-financial factors, such as changes in the Municipality's
property tax base and the condition of the roads, to assess the overall health of the Municipality.

The government-wide financial statements can be found on pages 22 to 23 of this report.

Fund Financial Statements

A fund is a grouping of retated accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. Governmental funds are used to account for
essentially the same functions reported as governmental activities in the government-wide
financial statements. However, unlike the government-wide financial statements, governmental
fund financial statements focus on near-term inflows and outflows of spendabie resources, as well
as on balances of spendable resources available at the end of the fiscal year. Accordingly, the
governmental funds use the meodified accrual basis of accounting. Because the focus of
governmental funds is narrower than that of the government-wide financial statements, it is useful
to compare the information presented for governmental funds with similar information presented
for governmental activities in the government-wide financial statements.

The Municipality maintains five (5} individual governmental funds: General Fund, Special
Revenue Fund — Head Start, Capital Activities Fund — State and Local Grants, Debt Service Fund
and Other Governmental Funds. Information is shown in the balance sheet and in the statement
of revenues, expenditures and changes fund balances.

continue
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MANAGEMENT’S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2014

Because the focus of governmental funds is narrower than that of the government wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government wide financial statements. By
doing so, users of the basic financial statements may better understand the long-term impact of
the Municipality’s near term financial decisions. The Governmental fund Balance Sheet and the
Governmental Fund Statement of Revenues, Expenditures and Changes in Fund Balance
(Deficit) provide a reconciliation to facilitate this comparison between governmental funds and
governmental activities.

The governmental funds financial statements and its correspondent reconciliations, can be found
on pages 24 to 27 of this report,

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data
provided in the basic financial statements. The notes to the basic financial statements can be
found on pages 28 to 77 of this report.

Required Supplementary information

The basic financial statements are followed by a section of required supplementary information.
This section includes a budgetary comparison schedule, which includes reconciliation between
the statutory fund balance for budgetary purposes and the fund balance for the General Fund as
presented in the governmental fund financial statements.

The budgetary comparison schedule can be found on the page 79 of this report.

Infrastructure Assets

Historically, a significant group of infrastructure assets such as roads, bridges, traffic signals,
underground pipes not associated with utilities, have not been recognized nor depreciated in the
accounting records of the Municipality. Governmental Accounting Standard Board ("GASB 347
requires that these assets be valued and reported in the Government-Wide Statement of Net
Position.

According to the requirements of GASB 34, the government must elect to either (a) depreciate
the aforementioned assets over their estimated useful life or (b) develop a system of asset
management designed to maintain the service delivery to near perpetuity. If the government
develops the asset management system, {the modified approach) which periodically {at least
every three years), by category, measures and demonstrate its maintenance of locally established
levels of service standards, the government may record its cost of maintenance in lieu of
depreciation.

In this particular respect, the Municipality has elected the use of recognizing depreciation under
the useful life method and it contemplates to continue this treatment on said basis.

confinue
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AUTONOMOUS MUNICIPALITY OF ARECIBO

MANAGEMENT’S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2014

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE - GOVERNMENT-WIDE
FINANCIAL ANALYSIS

PRIMARY GOVERNMENT
Assets

As of June 30, 2014, the Municipality's total assets amounted to $153,067,335, an increase of
$1,734,103 or 1% when compared with $151,333,232 in the prior year. The assets exceeded its
liabilities by $50,839,514.

Capital assets net of depreciation — $123,375,350 - Include items such as infrastructure,
buildings, equipment, machinery, land and other tangible items. Infrastructures include streets,
sidewalks, bridges, and others, The Municipality uses capital assets {o provide services to the
community and thus they are not available for immediate spending. Total capital projects still in
process amount 1o $2,865,168. During the current fiscal year the Municipality's net capital assets
decreased by $1,874,773 or 1.5 percent.

Any resources needed to repay the debt associated with capital assets must be provided from
sources other than the capital assets themselves since the capital assets cannot be liquidated to
pay the related liabilities.

Liabilities

At the end of fiscal year 2014, total liabilities amounted to $102,227,821. The current liabilities
and other decreased by $1,301,756 and at the end of the current fiscal year, the Municipality had
outstanding long term debt (bonds, notes and other) of $88,880,339. During the current fiscal
year, the Municipality's issued new long term liabilities in the amount of $8,160,000. For more
details see also pages 54 to 58 Note 10 — Noncurrent Liabilities.

Net Position

The Statement of Net Position serves as an important indicator of the Municipality’s financial
position at the end of the fiscal year. In the case of the Municipality of Arecibo, assets exceed
total liabilities by $50,839,514 at the end of fiscal year 2014, as compared to $49,480,223 in prior
fiscal year (as restated). The Municipality net position increased by $1,359,291 or 2.7% due to
EeXCess revenues over expenses.

The net position consist of the excess of assets over related liabilities. The negative portion of
net position are the consequence of previous budgets which did not provide funding for incurred
long-term obligations, such as compensated absences, claims and judgments and others.
Historically, such obligations have been budgeted, as the Municipality pays, without providing
funding for their future liquidation.

An additional portion of the Municipality’s net position represents the investment in capital assets,
such as land, building, equipment, among others, less any outstanding related debt used to
acquire those assets. The Municipality uses these capital assets to provide services to its citizens;
consequently, these assets are not available for future spending.

continue
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MANAGEMENT'S DISCUSSION AND ANALYSIS
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Although, the Municipality's investment in its capital assets is reported net of related debt, it should
be noted that the resources needed to repay this debt must be provided from Debt Service Fund,
since the capital assets themselves cannot be used to liquidate these liabilities. The amounts
restricted for debt service and for other purposes, represent another portion of the net position,
and these are resources subject to external restrictions.

COMPONENT UNIT

As of June 30, 2014, the Municipality Component Unit total assets amounted to $225,548; total
liabilities amounted to $168,806; and net position amounted to $56,742. The Municipality of
Arecibo invested the amount of $465 and made a loan of $165,000 for the creation of this
Component Unit.

The following condensed Statement of Net Position shows on a comparative basis the most
important components of the Net Position figure of the Primary Government of $50,839,514, and
the $56,742 of the Component Unit.

Condensed Statement of Net Position
As of June 30, 2014 and 2013

PRIMARY GOVERNMENT RESTATED
2014 2013 Change
ASSETS
Current and other assets $29691,985 526,083,109 $ 3,608,876
Capital assets 423,375,350 125,250,123 (1.874.773)
Total assets 153,067,335 151,333,232 1,734,103
LIABILITIES
Current and other liabilities 13,347,482 14,649 238 (1,301,756)
Long-term debt 88,880,339 87,203,771 1,676,568
Total liabilities 102,227 821 101,853,009 374,812
NET POSITION
Invested in Capital assets,
net of related debt 73,339,729 85,120,257 (11,780,528}
Restricted 26,315,968 19,958,781 6,357,187
Unrestricted (deficit) (48,816,183) {55,598.815) 6,782,632
Total net position $50839514 $49.480223 §1.359,291
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MANAGEMENT'S DISCUSSION AND ANALYSIS
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COMPONENT UNIT

2014 2013
ASSETS
Current assets $ 225548 $ -
LIABILITIES
Current liabilities 168,806 -
NET POSITION
Unrestricted $ 56742 5 -

Changes in Net Position

The Municipality's Primary Government net position increased by $1,359,291, due to excess
revenues over expenses. Approximately 46% of the Municipality's total revenue came from taxes,
while 50% resulted from grants and contributions, including federal aid. Charges for Services
provided 1%, Interest and others 3% of total revenues. The Municipality’s largest expenses
included items such as General Government, Education, Community and Urban Development,
Culture and Recreation, Health and Sanitation, Public Safety, Public Works, and Interest on Long
Term Debt.

The foliowing condensed statement of activities includes the composition of revenues and
expenses for the fiscal years ended on June 30, 2014 and 2013 of the Municipality Primary
Government and its Component Unit.

continue
13
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AUTONOMQUS MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2014

Condensed Statement of Activities
For the fiscal year ended June 30, 2014 and 2013

PRIMARY GOVERNMENT RESTATED
2014 2013 Change
Program sevenues
Charge for services $ 557,568 $ 777,794 $(220,226)
Operating grants and contributions 20,414,006 21,498,285 (1,084.279)
Capital grants and contributions - - -
General revenue
Property taxes 16,733,188 16,168,931 564,257
Municipal taxes 7.736,842 6,286,528 1,450,314
Municipai sales and use tax 4,116,836 4,406,374 (289,538)
Intergovernmental 11,544 744 15,245,792 (3,701,048)
Other taxes 1,079,347 1,080,286 (939)
Miscellanecus 2,052,225 513,778 _1.538.447
Tota! revenues 63,904,756 _65977.768 (2.073.012)
Expenses
General government 22622056 25973067 (3,351,011)
Public safety 3,469,341 4,260,765 (791,424)
Public works 4,397.677 4,153,575 244,102
Health and sanitation 11,038,752 9,088,297 1,950,455
Culture and recreation 2,496,735 2,696,093 (199,358)
Community and urban development 3,087,231 2,478,557 808,674
Education 12,635,965  13,287.448 (751,483)
Interest 3,227,708 2,820,844 406 864
Total expenses 62875465 _64,758646 (1,883.181)
Change in net position 1,359,291 1,218,122 140,169
Net position beginning of year 49 480,223 48261101 1,219,122
Net position end of year $50,839.514 $49,480223 $1.359.291
COMPONENT UNIT
2014 2013
Revenues $ 115803 § -
Expenses 538,526 -
Excess revenues over expenses 56,277 -
Municipat investment 465 -
Change in net position 56,742 -
Net position beginning of year - -
Net position end of year S S6742 § -

continue
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MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2014

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

Governmental Funds

The focus of the Municipality’s governmental funds is to provide information on short-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the
Municipality’s financing requirements. {n particular, unreserved fund balance may serve as a
useful measure of a government’s net resources available for spending at the end of the fiscal
year.

Combined Fund Balances

As of the end of the current fiscal year, the Municipality's governmental funds reported combined
ending fund balances of $11,081,043, an increase of $4,520,009 or 66% in comparison with the
prior year of $6,561,034 (as restated). The combined fund balances include nonspendable fund
balance of $165,000 and restricted fund balances amounting to $23,651,183. This is the portion
of fund balance that reflects resources that are subject to externally enforceable legal restriction
1) to pay for specific program purposes ($2.3 million); 2) to pay for capital projects ($18.6 million)
and 3} to pay for debt services ($2.8 million). Consequently, since there is an excess of restricted
fund balances over total fund balances, a negative unassigned fund balance (or deficit) of
$12,750,408 was reported in the governmental funds at June 30, 2014,

Analysis of Financial Position of Governmental Funds

Condensed Balance Sheet — Governmental Funds
For the fiscal year ended June 30, 2014 and 2013

RESTATED
2014 2013 Change

ASSETS

Total assets $38.413,113 $36.142,549 $ 2,270,564
LIABILITIES AND DEFERRED
INFLOWS

Totatl liabilities and deferred

inflows 27,332,070 _ 29,581,515 _(2.249.445)
FUND BALANCE

Nonspendabie 165,000 - 165,000

Restricted 23,651,183 23,198,243 452 970

Committed 15,268 14,526 742

Unassigned (deficit) (12,750,408) {16,651.705) _ 3,901,297

Total fund balance $11,081,043 $6.561.034 $4.520,000

continue
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COMMONWEALTH OF PUERTQ RICO
AUTONOMOUS MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 20{4

Major Governmental Funds

General Fund (GF} - The GF is the principal operating fund of the Municipality. The GF’s total
assets amounted to $8,287 616 at June 30, 2014, Such assets consist of; (1) Cash $6,030,049,
(2) cash with fiscal agent $932,607 (3) taxes receivable $431,223, (4) receivable from
intergovernmental grants and contributions $597,938, (5) due from other funds $295,799.

The GF’s total liabilities and deferred inflow of resources amounted to $19.506,525 at June 30,
2014, Such liabilities are composed of: (1) account payable and accrued liabilities $1,222,031,
(2) intergovernmental payables $3,940,314, (3) deferred revenues $5,890,888, {4) due to other
funds $7,995,993, and (5) Deferred inflow of resources $457,301.

Deferred Revenues for unearned Volume of Business Taxes amounting to $5,890,886 are fully
deposited in a General Fund bank account and are available for next year (2014-2015)
operational activities.

At the end of the current fiscal year, the GF reported a fund deficit of $11,218,909 compared to a
deficit of $15,544 033 in the prior fiscal year {(as restated); reporting, on a current financial
resource basis, a deficit reduction of $4,325,124 or 28% due to excess revenues and other
financing sources over expenditures.

Special Revenue fund — Head Start (HSF) — The HSF's total assets amounted to $659,849 at
June 30, 2014, which consist mainly of restricted cash $233,480, due from Grantor $274 563,
and due from other funds $151,806. The HSF's total liabilities amounted to $659,849 at June 30,
2014. Such liabilities are composed of: {1) account payable and accrued liabilities $27,005, due
to other funds $333,000, (2) unearned revenues $175,434, and (3) unavailable revenues
$124,410. Atthe end of the current fiscal year and for prior fiscal year, HSF's reported no fund
balance.

Capital Activities Funds (CAF) — The CAF’s total assets amounted to $19,192,011 at June 30,
2014, which consist mainly of (1) restricted cash $10,753,488, (2) due from other funds
$8,273,523, and (3) loan receivable of $165,000. At the end of the current fiscal year, CAF'’s
reported accounts payable of $484 446, nonspendable fund balance of $165,000, and total
reserved fund balance reached $18,542,565 compared to $15,837,935 in the prior fiscal year, for
an increase of $2,869,630 or 17%.

Debt Services Fund {DSF} — The DSF's total assets amounted to $8,807,066 at June 30, 2014,
which consist of restricted cash in fiscal agent $8,221,968 and taxes receivable of $585,098. The
DSF's total liabilities amounted to $6,004, 822 at June 30, 2014, which are composed of: (1}
matured bonds due and payable $4,067,000, (2) interest payable $1,352,724. At the end of the
current fiscal year, DSF's total reserved fund balance reached $2,802,244 compared to
$4,956,032 in the prior fiscal year, for a decrease of $2,153,788 or 43%.

continue



COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2014

Analysis of Operating Results of Governmental Funds

Condensed Statement of Revenues, Expenditures and changes
In Fund Balance — Governmentat Funds
Fiscal Years Ended June 30, 2014 and 2013

RESTATED
2014 2043 Change

Revenues

Total revenues $64,246,898 $65,171,177  $ (924,279)
Expenditures

Total expenditures 67,886,424 69,241,325 (1,354,901)
Excess (deficiency) Revenues

over expenditures (3,639,526) (4,070,148) 430,622
Other financing sources net 8,159,535 505,000 7,654 535
Changes in fund balance - net 4,520,009 (3,565.148) 7,954,861
Fund Balance beginning of year
(restated) 6,561,034 10,126,182 (3.565,148)
Fund Balance end of year $11,081,043 36561034  $4,520.009

As of the close of the current fiscal year, the Municipality's Governmental Funds reported
combined ending fund balances of $11,081,043, an increase of $4,520,009 or 69% due to excess
revenues and other financial sources over expenditures.

In the fund financial statements, the governmental activities revenues increased $924,279 or 1%
while governmental activities expenditures decreased $1,354.901 or 2% in comparison with prior
year.

Major Governmental Funds

General Fund (GF) — The total fund batance of the GF increased by $4,325,124 or 28% during
current fiscal year, due to excess revenues and other financing sources over expenditures,

The GF reported total revenues of $37,054,745. Approximately 62% ($22,913,394} of the GF's
total revenues for the current fiscal year came from property taxes, municipal license, construction
excise taxes and sales and use taxes, while 31% ($11,579,316) resulted from intergovernmental
grants and contributions, charges for services provide 1% ($306,648), and miscellaneous
revenues 6% ($2,255,387).

continue
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30. 2014

The GF reported total expenditures of $37,690,313. The largest expenditures of the GF for the
fiscal year ended June 30, 2014 were related to: (1) general administrative and operating costs
$24 486,101, which were classified as “General government; and Mayor and Municipal
Legislature”, (2) public works $3,189,318, (3} public safety $3,213,284, (4) health, sanitation and
solid waste disposal $3,184,533, (5) culture and recreation $1,526,635, and (8) public instruction
$1,336,793.

Other financing sources of $4,960,692 were net transfers from other funds of $1,025,692, and
operational loan proceed of $3,935,000.

Special Revenue fund — Head Start (HSF) — Total revenue of HSF's for the current fiscal year
came from Federal Grant $11.405,993. HSF's total expenditures of $11,405,993, for the current
fiscal year were mainly used for public instruction services and human services and welfare. No
change in fund balance was reported for the current fiscal year.

Capital Activities Funds (CAF} — The CAF’s total fund balance increased by $2,869,630 or 17%
during current fiscal year. Total revenue of CAF's for the current fiscal year came from Local and
Federal Governments Grants $290,090. CAF's total expenditures for the current fiscal year were
mainly used for capital outlays $1,596,088 and public work $48,757. Cther financing sources
were net transfers to other funds ($615) and proceed from bonds $4,225,000.

Debt Services Fund {DSF) — The total fund balance of the DSF's decreased by $2,153,788 or
43% during current fiscal year. Property taxes provided $5,950,086 (87%) of DSF's total
revenues, and Sales and use taxes $916,997 (13%) for a total revenue of $6,867,083 in the
current fiscal year. DSF's total expenditures for the current fiscal year were related to payment
of principal and interests $7,974,854, Other financing sources amounted to $1,046,017, for net
transfers to other funds.

GENERAL FUND BUDGETARY HIGHLIGHTS

For fiscal year 2013-2014, the Municipal Legislature approved an original budget for the General
Fund of $38,140,539. During the year, there were amendments of $97,258 for a final approved
budget of $38,237,797. The budgetary comparison reflected a favorable variance of $2,834,025
due to actual amount of charges to appropriations (budgetary basis) of $40,421,444 with an
unfavorable variance of $2,183,6847 or 6% and a favorable variance of $5,017,672 or 24% in
actual amounts of resources (budgetary basis) of $43,255,469, including transfers from other
funds of $2,265,724 and proceed of bond of $3,935,000.

continue
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2014

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality's investment in capital assets as of June 30, 2014, amounted to $176,061,963,
which upon deduction of accumulated depreciation in the amount of $52,686,613; produce a net
book value attributable to capital assets in the amount of $123,375,350. This investment includes
iand, construction in progress, buildings, improvements, equipment, infrastructure and vehicles.
Infrastructure assets are items that are normally immovable and of value only to the state, such
as roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar items.
The net decrease of $1,874,773 in the Municipality’s investment in capital assets for the current
fiscal year represented approximately 1.5 percent of net book value. Depreciation charges for
the year totaled $3,717,367.

The following chart summarizes the Municipality's capitai assets for the fiscal years ended June
30, 2014 and 2013.

2014 013

Land $ 57,595,654 3 57,595,654
Work of Arts 157,261 157,261
Construction in progress 2,865,168 5,059,938
Building and building improvements 45,939,408 43,828,699
Infrastructure and infrastructure

improvements 15,771,754 16,426,237
Machinery and equipment 1,046 105 2,182,334
Total $123,375,350 $125,250,123

The Municipality finances a significant portion of its construction activities through bond or notes
issuances. The proceeds from bond and notes issuances designated for construction activities
are committed in its entirety for such purposes and cannot be used for any other purposes. As of
June 30, 2014, the Municipality has $10,654,379 of unexpended proceeds mainly from bond and
notes issuances that are committed to future construction activities.

Debt Administration

The Puerto Rico Legislature has established a limitation for the issuance of general obligation
municipal bonds and notes for the payment of which the good faith, credit and taxing power of
each Municipality may be pledged.

The applicable law also requires that in order for a Municipality to be able to issue additional
general obligation bonds and notes such Municipality must have sufficient “payment capacity”.
Act No. 64 provides that a Municipality has sufficient “payment capacity” to incur additional
general obligation debt if the deposits in such municipality’'s Redemption Fund and the annual
amounts collected with respect to such Municipality's Special Additional Tax (as defined below),
as projected by GDB. will be sufficient to service to maturity the Municipality’s outstanding general
obligation debt and the additional proposed general obligation debt (‘Payment Capacity”).

continue
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 20i4

The Municipality is required under applicable law to levy the Special Additional Tax in such
amounts as shall be required for the payment of its general obligation municipal bonds and notes.
In addition, principal of and interest on all general obligation municipal bonds and notes and on
all municipal notes issued in anticipation of the issuance of general obligation bonds issued by
the Municipality constitute a first lien on the Municipality's Basic Tax revenues. Accordingly, the
Municipality's Basic Tax revenues would be available to make debt service payments on general
obligation municipal bonds and notes to the extent that the Special Additional Tax levied by the
Municipality, together with moneys on deposit in the Municipality's Redemption Fund, are not
sufficient to cover such debt service. It has never been necessary to apply Basic Taxes to pay
debt service on general obligation debt of the Municipality.

Under current state statutes, the Municipality is required to limit the amount of general obligation
debt to 10% of the total assessment of property located within the Municipality, for bonds to be
repaid with the proceeds of property tax restricted for debt services.

On June 30, 2014, the Municipality had $88,880,339 in bonds, notes and other long-term debts
outstanding, as compared to $93,269,558 in prior year, a net decrease of $4,389,219, as shown
in table below.

LONG TERM LIABILITIES

Beglnning Borrowings Payments or Ending Due within

Description Balance Ag:i%;ir ons Deductions EBalance One Year
NONCURRENT LIABILITIES
General Obiigation Bonds $ 35,019,000 $ 8,160,000 $ 3.4867.000 3 39.712,000 § 3,769,000
Special Obligation Bonds 22,325,000 - 1,347,000 20,978,000 899,000
Property Tax Debt - Law 42 1,083.992 - 29,303 1,034,689 31,144
Property Tax Debt - Law 146 833117 - 43,843 789,274 43,843
CRIM Final Liquidation 2011-12 1,347,602 - 1.347.602 - -
Department of Laboy Debt 80,570 - 25,857 53.713 26,857
Compensated Absences 5,062,309 - 247 631 4814 678 858,535
Retirement System 2,780,184 1,080,730 1,092,475 2,768,439 1,286,976
Landfill Obligation 18,282,522 - 226,248 18,057,274
Christmas Bonus 717.9186 648,772 717,916 648,772
Claims and Judgments 5,756,346 - 5732, 846 23 500
Total 593269558 S 0886502 514278 721 S8R 880 339 A 7564127

Additional information on the Municipality’s long-term debt can be found on Note 10 of the Basic
Financial Statements.

confinue
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COMMONWEALTH OF PUERTO RICO STATEMENT OF NET POSITION

AUTONOMOUS MUNICIPALITY OF ARECIBO JUNE 30, 2014
Primary Component
Govemnment Unit
Govemmental
Activities Mi Arecibo, Inc
ASSETS:
Cash $ 8,295,591 $ 225,214
Cash with Fiscal Agent 18,952 948 -
Receivables (Nef):
Properly Taxes 718,013
Federal Grants 664,187
Due from Government Units 597,938
Sales and Usage Taxzes 298,308
Loan Receivable - Component Unit 165,000 -
Cher - KX
Capiial Assets:
Land and Consfrucfion in Progress 60,618,083 -
Other Capital Assets [Net of Accumulaied Depreciaton] 62,757,267 -
Total Capital Assets 123,375,350 -
TOTAL ASSETS 153,067,335 225,548
LIABILITIES:
Accounts Payable and Accrued Expenses 1,797,569 3,806
Accrued Inkerest 1,352,724 -
Loan Payabie - Primary Government - 165,000
Due b Governmentl Unis 3,940,314 -
Unearned Revenues 6,256,875 -
Noncurrent Liabiiies:
Due Wihin One Year 7,564,127 -
Due in More fan One Year 81,316,212
TOTAL LIABILITIES 102,227,824 168,806
NET POSITION:
Net Investrentin Capital Assebs 73,339,729 -
Restricied for;
Capital Projecss 18,707,565 -
Debt Service 7,454,342 -
Head Sert 124,410 -
Comrrunity Development Prejects 29.651 -
Unreskiced {Defcit) (48,816,183} 56,742
TOTAL NET POSITION $ 50,839,514 $ 56,742

The accompanying Noles fo the Basic Financial Statemenis are an integral part of this statement,
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COMMONWEALTH OF PUERTO RICO STATEMENT OF ACTIVITIES

AUTONOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014
Mt (Expense) Revenues and
Changes in Nel Position
Pragram Revenues Primary Companent
Operating Capital Govemment Unit
Cherges For Grants and Grants and Govemmental
Functions/Programs Expenses Sarvices Contributions  Contrbutions Activities Wi Arecibe, Ine
Governmental Activities:
Mayor and Municpal Legslalure § 27%63% § -8 -8 -3 {27%53E)
General Government 19,686,759 - - - {19 686,759)
Publc Sakly 3463341 - - . {34691}
Publc Works 4397.677 - . . {4,397 677)
Culure and Recreaion 2496735 202607 - - {2,294 038)
Hea™h and Sanezlon 951,929 - - - {351.929)
Sobd Waske Orposal 2,006,356 306 648 - - 11.699.708)
Human Services and VWetre 8 080 467 - 6542272 - {1.538,195)
Urban Development 308723 2105047 - {382,104)
Resrbursement b Granior Agency 208.661 {208,661}
Fublc Insiruchon 12535 965 45 223 11530400 - {957,339}
tangid Closure and Post Ciosure Gare Cosk - 235,284 . 236 204
inereston Long- Term Detit 3227 708 - - {3.227 708}
Total Governmental Artivities 62,875,465 557,568 20 414,006 - {41,903,891)
Total Primary Govemment § 62875465 § 55758 5 20414006 § . {41,903.891)
Component Unit:
Wi Arecbo, Inc. 3 50526 3§ 15803 % -8 - -8 56,277
Total Component Unit $ 59526 § 115,803 § L | - - 56,277
Genera! Revenues:
Taxes
ProperyTazes, leved by Gereral Purposes 10,766 881
Property Taxes, levied by Debt Servee 5.966,307 -
Sales and Usage Taxes 4116836 -
‘ome of Business Taxes 7735842 -
Consructon Exce Tares 1079.347 .
Iriprgovernments! 11544 T4 -
Memianeous 2 052 590 -
Capral Conybuton __{465) 485
Total General Revenues 43 26,182 465
CHANGES IN NET POSITION 1,259,261 56,742
Nt Peston, Az Restied — Begnnng of Year 49 480 223
NET POSITION — EMDING OF YEAR { 50839514 § 56,742

The accompanying Notes fo the Basic Fingncial Staterments are an iniegral part of tis statement.
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COMMONWEALTH OF PUERTO RICO BALANCE SHEET — GOVERNMENTAL FUNDS

AUTONOMOUS MUNICIPALITY OF ARECIRO JUNE 30, 2014
CAPITAL OTHER TOTAL
GEWERAL HEAD START DEBT SERVICE ACTIVITIES GOVERNMENTAL GOVERNMENT AL
FUND FUND FUND FUND FLUINDS FUNDS
ASSETS:
Caxh § 60XMI  § 233480 5 -8 %323 3 T0E8.8% 8 8.295.501
C ash wih Fscal Agent 922 607 - 82219 §.790 295 4112 18,952 48
Reen aies
Propery Tazes 132915 . 585 058 . . M3
Sales and () sege Taxes 253,308 - - . . 20 18
Federa Grng - 214.563 . - 383.5M 554,187
(e rom Qmer Fungs 295,795 151.806 - 827050 . 871,128
Due fom Govemmentsl U nds o497 538 - - - 587,938
Laan Recerv able - Component Uit : - - 165,000 - 165,000
Total Aseals 1 B21616 § R 8 BE07066 § 19132011 § JAES5 § 3B.413,113
LIABILITIES:
Account Payable § 1mmm 8 PLf - -8 g § [ X1 TR 1 797,569
Bond Pay abe . . 4 067,000 . . 4,067,000
Accruen | menest . 136274 . : 1382724
Due b Govemmental U nis 3640 314 - - . - 3540 314
(e o Other Funds 7995.993 33,00 - - 02,135 721128
L neamed Revenues 5,880 BA6 175,434 . . 190,555 5.256,875
Total Liabilities 19,049, 224 535,0% 541974 4B, 445 546,777 26,135,610
DEFERRED INFLOWS OF RESQURCES:
Unay aisbie Revenues - Commonweath of
Puerp Rco 457 301 - 585,098 - - 1.042 39
| nav alabie Revenues - Federa Grams . 124.410 - . 29,651 154 061
Total Deterred Inflows of Resources 457,301 124,410 585,098 . 5,65 1,186,460
FUND BALANCES (DEFICITS):
N ens pendabie - - - 165,000 . 165,000
Resrcid 1.520 04 - 280224 18,542,565 786 330 23,651,183
Comiriied - - . . 15 %68 15.268
Assigned . . - - .
Unassgned [Dekiy {12.739.95%) - . - {11,455} {12,750 408)
Total Fund Balances {44,218,908) . 2,602,244 18,707,555 o0, 143 1,081,043
Toted Liabilitiew, Deferred Inflows of Resources
and Fund Balances {Deficits) H B2BT616  § ARy § 8807055 § 19182011 § 1466511 § 38413113

The atcompanyng Mofes io the Basic Financial Stalerents are an integral part of this statemant
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RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET

COMMONWEALTH OF PUERTO RICO TO THE STATEMENT OF NET POSITION
AuTONOMOUS MUNICIPALITY OF ARECIBO JUNE 30, 2014
Total Fund Balances — Government Funds {Page 22) $ 11,081,043

Amount reported for Govemmental Activities in the Staternent of Net Position {Page 20)
are different because:

Capital Assets used in govermental activities are not financial resources and therefore
are not reported in the funds. In the current period, these amounts are:

Non Depreciable Capilal Assets $ 60618083
Depreciable Capilat Assets 1154423880
Accumulated Depreciation (52,686.613)
Totai Capital Assets 123,375,350

Some of the Municipality's revenues will be coliected after year-end bul are not available soon
enough to pay for the cument penod's expenditures and therefore are unavatlable in the funds:

HEAD START 124,410
SBGP 29651
Christmas Bonus Retimbursement 324,386
MRCC Liquidation 718013
Total Unavailable Revenues 1.196,460

Some liabilities are notdue and payable in the curment period and therefore are not reported
in the funds. T hose liabilities consist of:

General and Special Obligation Bonds (56.623.000)
Landfil Closure and Post-Closure {18057 274}
Law 42 {1.034.689)
Law 148 {789,274)
Depariment of Labor (53,713)
Retirement System {2.768439)
Christmas Bonus (648,772
Claims and Judgments {23,500}
Compensated Absences {4.814.678)
Tolal Noncurmrent Liabilities (84,813,339)
Total Net Position of Govemmental Activities (Page 20) § 50,839,514

The accompanyng Notes (o the Besic Financial Statements are an mtegeal part of this statement.
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE — GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF ARECIBO

CAPITAL OTHER TOTAL
GEWERAL HEAD START CERT SERVICE ACTIVITIES GOVERNMENTAL GOVERNMENTAL
FUND FUND FUND FUND FUNDS FUNDS
REVEMNUES:
Progery Tares WL 3 5950088 § 5 16,847,452
Vowme of Business Taxes T.730,842 - 7.736,842
Sales and Usage Tates 3199 239 816,997 . 4,116,836
Federa Grank . 11,405,993 . 8404, 290 19,810,283
Inergovemmentd 14,579 316 200,00 176,474 12,045,880
Constructon Exgrse Taxes 1,079 47 1.079.347
Inierest on Deposs 819 307 819,307
Rent X1 657 . 202 657
Charges br Seveces 305,648 48223 354,071
Miscelareous 1233 33 1.233 34}
Towl Revenues 7,054,745 11,405,880 §,B57,050 20,090 4,628,597 64,245,598
EXPENDITURES:
Cumert
M a2y or and Municcal |agisiakre 27%.243 - 27%.243
Genaral Govemmen! 21756858 1.4 21,793,204
Pubic Sably NI . X 321134
Pubit Works 1189318 48,757 61,342 3,299,417
C e and Recraaton 1,526,635 - 1,526,635
Heath and 5 anviaton 51,98 951929
Somd Wase Disposa 2723 6 - 272604
P ubic { s ion 1.336.73 10,294,166 . THEXLYH
Human Services and Wellre 9462 929260 7,052 555 8,061,201
Uroan Dex elopment 507 g5 - 1.916,745 242460
Resmbursament i Gramor Agency - 182.367 - %094 208.661
Caprd Culay 166 293 - 1,596,088 0213 1,842, 55
Detn Service
Prncgal . 4747146 & 14T 145
Imerest and Other C hages 3.227.708 - 3,278
Tolsl Expenditures 37,690,311 11,405,983 7.974.85 1,58, M5 170,419 &7 R86, 424
EXCESS OF REVENUES OVER (UNDER)
EXPENOITURES {5.35,568) (1,507,711) {1,354.758) {51.45) 3,835, 54)
OTHER FINAKCING SOURCES {USES)
Pmcesd of Bands 3935000 4,225,000 . 8,160,000
Trarsiers - In 2273712 1,219,707 855,588 834,211 523 3718
Transkers — Oul {1.248.080 2.%65.724) {856.303) |863,736) (5,233,843}
Towd Other Finzncing Sources (Uses) 4,080,692 - (1,045,017} 4,224,385 2475 8,159,535
Nal 40514 . (2,153,738} 2 b 830 {520,957 4,520,000
Fund Batant ) 4956022 15,837.935 1.311.100 6.561.0%4
FUND BAL $ § 28022 § 1.707.565  § 90,1403 11,081,043

The accompanyng Nales fo the Basic Finandal Staterments are an inlegral parl of this slatement.
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RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE OF

COMMONWEALTH OF PUERTO RICO GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
AUTONOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014
Net Change in Fund Balances —Government Funds (Page 24) $ 4,520,009

Amount reporied for Governmental Activifies in the Statement of Actvities {Page 21)
are different bec ause:

Govemmental funds repor capital outiays as expenditures. Howeser, in the Statement of
Activities the cost of those assels is alloc ated over their estimated useful lives and reported
as depreciation expense. In the current period, these amounls are:

Capital Outlays 3 1842584
Depreciation Expense (3,717 367)
Excess of Depreciation Expense ower Capilal Cutlays (1,874 773)

Revenues in the Statement of Activlies thal do not provide current financial resources are
reported as revenues in the funds and vice versa:

HEAD START 124 410
SBGP 12,749
Christmas Honus {34572)
MRCC Liquidation (114,264)
T ofal of Revenues (11877

Bonds proceeds provide current financial resources b governmenlal funds, but issuing debt
increase Noncurrent Liabiliies in the Statement of Net Position. In the cument period,
proceeds received was {8,160,000}

Repayment of long-term principal is expenditure 1n the govemmenmntal lunds, bul issuing debt
reduced Noncurment Liabiliies in the Slatement of Net Position. in the curment period
repaymenis were 4747 146

Some expenses reported in the Slatement of Activities do not require the use of curent
financial resouces and therefore are not reported as expenditures in governmental funds.
These activiies consist of

Decrease in Christmas Bonus 69,144
Decrease in Retirement System Dest 11.745
Decrease n MRCC Liguidation 1,347 802
Decrease in Landfill Closure and Post-Closyre Care Costs 226,248
Decrease in Claims and Judgments 209,358
Decrease in Department of Labor 26,857
Decrease in Compensated Absence 247631

Tolal Addivonat Expenses 2,138.586

Change in Net Positlon of Governmental Activities {Page 21) $§ 1,359,291

The accompanyng Males to tha Basic Financial Statements are an integral parl of this statemenl,
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COMMONWEALTH Of PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
AutoNoMous MUNICIPALITY OF ARECIBO For THE FISCAL YEAR ENDED JUNE 30, 2014

1.

FINANCIAL REPORTING ENTITY

The accompanying financial statements present information on the financial activities of the Autonomous
Municipality of Arecibo of the Commonwealth of Puerto Rico {(Municipaiity} over which the Mayor and the Municipal
Legistature, have direct or indirect goveming and fis¢al control. These financial statements have been prepared in
conformity with accounting principkes generally accepied in the United States of America (GAAP).

A. Organization

The Municipality was founded in the year 1515, and operates as a govermmental unit of the Commonwealth
of Puerto Rico (Commonwealth), under the Act Number 81 of August 30, 1991, known as "Autonomy
Municipalities Law of the Commonwealth of Puerto Rico”. The govemmental system of the Municipality is
compesed of the executive and iegislative bodies. The Municipalily is govemed by a Mayor and is elected
every four years in the general elections of the Commonwealth. The legislative body {Municipal Legislature)
consisis of 16 Legislators also elected in the general elections of Puerto Rico for a four-year period.

The Municipality provides services such as: health, public works, sanitation, aids and services to low-income
and eldenly citizens, pubiic safety, housing and urban development, culture and recreation, planning, zoning
and other general and administrative services. As a govemment entity, the Municipality is exempt from both
federal and siate taxes.

B. Reporting Entity

A reporting entity is comprised of (1) the primary government, (2) component unit organizations for which the
primary govermment is financial accountable, and (3) other organizations for which the nature and significance
of their relationship with the primary govemment is such that exclusion would cause the reperting entity's
financial statements to be misleading or incomplete, and they are financially accountable to the primary
government. The primary government consists of all funds, depariments, boards and agencies that are not
legally separate from the Municipality and for which the Municipality is financial accountable. The
accompanying basic financial statements inciude all departments and organizations units whose funds are
under the custody and confrol of the Municipality. In evaluating the Municipality as a reperting entity,
management has addressed all the potential component units. GASE Accounting Standards Codffication
Section 2600, Reporting Entity and Component Unit Presentation and Disclosure, requires the inclusion of
organizations that raise and hold funds for the direct benefit of the primary govemment,

GASB Accounting Standards Codification Section 2100, Defining the Financial Reporting Entity, describes
the criteria for determining which organizations, functions, and activities should be considered part of the
Municipality for financial reporling purposes. The primary criteria include appeinting a voting majority of an
organization's goveming body, and the Municipaiity's ability to impose its will on that organization or the
potential for the organization io provide specific financial benefits to, or impose specific financiat burdens on,
the Municipality. A second criteria used in evaluating potential component units is if the nature and significance
of the relationship between the organization and a primary government are such that to exclude the
organization from the financial reporting entity would render the financial statements misleading or incomplete.

A legally separate, tax-exempt organization should be discretely presented as a component unit if all of the
following criteria are met: (a} the economic resources received or held by the separate organization are
entirely or almost entirely for the direct benefit of the primary govemment, its component units, or ils
constituents; {b) the prmary government, or its component units, is enfitied to, or has the ability to otherwise
access, a majonity of the economic resources received or held by the separate organization, and; {c} the
ecanemic resources received or held by an individual organization that the specific pimary govemment, or
its component units, is entitied to, or has the ability to otherwise access, are significant fo the primary

government
continue
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COMMONWEALTH OF PUERTO RICO NOTES T0 THE BASIC FINANCIAL STATEMENTS
Autonomous MUNICIPALITY OF ARECIBO FOR THE FiSCAL YEAR ENOED JUNE 30, 2014

1. FINANCIAL REPORTING ENTITY - continuation

GASB Statement 61, The Financial Reporting Entity. Omnibus an Amendment of GASB Statements No. 14
and No. 34, provides additional critena for classifying entities as companent units to betler assess the
accountability of elected officials by ensuring that the financial reporting entity includes only organizations for
which the elected officials are financially accountable or that are determined by the government to be
misleading to exclude.

There are two methods of presentation of the component unit in the financial statements; blending — the
financial data of the component unit's balances and transactions in a manner similar to the presentation of
the Municipality's balances and transactions; and discrete — presentation of the component unit's financial
data in column separate from the Municipality's balances and transactions. The relative importance of each
criterion must be evaluated in light of specific circumstances in order to determine which companents units
are o be included as part of the reporting entity. Based on these criteria, there are no other organizations
which should be included in these basic financial statements.

C. Component Unit

Mi Arecibo, Inc. companent unit, a legally separate entity, consistent with GASB Statement No. 14, as
amended by GASB Statements No. 39 and 61, are discretely presented in the basic financial statements
principally because of the nature of the services they provide, the Municipality's ability to impose its will,
principally through the appointment of their goveming authority, and because the component unit provide
specific financial benefits to, or impose financial burdens on, the Municipality has detemmined it would be
misleading to exclude it from the Municipality's financial reporting entity, This component unit is not blended
with the primary govemment because they da not provide services entirely, or aimost entirely to the primary
government, their governing board is not substantively the same as that of the primary government, the
primary government does not have any operational responsibiiities aver them, and they do not have total debt
outstanding being repaid entirely or aimos! entirely with resources of the primary government. This has been
classified by management as major companent unit. A major discretely presented component unit is
determined by the Municipality based on the nature and significance of its relationship to the primary
govenment. This determination is based on the evaluation of the fotlowing factors: a) the services provided
by the component unit to the citizenry are such that separate reporting as a major component unit is
considered to be essential to financial statement users, b) there are significant transactions with the primary
government, or c) there is a significant financial benefit or burden relationship with the pimary government. If
a component unit is expected to meet some of these considerations for inclusion as major companent unit in
a future year, the Municipality may elect to report it as a major compaonent unit.

Mi Arecibo, inc., a for-prefit corporation, is created by Ordinance No. 4, Series 2013-2014 on November 12,
2013, in accordance wilh Article 2.004 (u) of the Law 81-1991, as amended, known as the Autonomous
Municipalities Act. |s governed by a Board of Directors compase by five (5) members of the Municipality
officers designated by the Mayor. The corporation has broad powers to carry out its responsibilities in
accordance with laws and regulations. These powers include, among other things, the administration and
complete controi and supervision of the following municipal properties: Passive Park on Viclor Rojas Marginai;
one Kiosk on Victor Rojas Marginal, and a new Kiosk established on the Municipal Public Square. It's
authorized to construct facilities, owned, or operated municipat fac#ities, and may sue and be sued and the
Municipality will not respond for claims that are performed against the comporation. Twenty-five percent {25%)
of the profits will be used to expand the franchises and create more jobs, or to ensure the operation thereof,
if an economic crisis affect the production costs or reduce consumption. The remainder of the proceeds shall
be deposited in the Municipality bank accounts (n accordance with the Law §1-1931, as amended.

continue
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COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANGIAL STATEMENTS
AUTONOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JuNE 30, 2014

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

These financial statements present the respective financial position of the Governmental Activities, each major
fund, and the aggregate remaining fund information of the Municipality, as of June 30, 2014, and the
respective changes in financial position, where applicable, thereof for the fiscal year then ended.

A. Financial Statement Presentation

The basic financiat statements of the Municipality have been prepared in conformity with accounting principles
generally accepted in the United Stated of America as applicable to local governmental units (GAAP). The
basic financial statements include both government-wide {based on the Municipality as a whole) and fund
financial statements, which provide a more detailed level of financial information. Both the govemment-wide
and fund financial statements (within the basic financial statements) categorize primary activities as
Governmental Activities.

The financial information of the Municipality is presented in this report as follows:
Required Suppfementary information - Management's Discussion and Analysis

Management's Discussion and Analysis is required supplementary information that introduces the basic
financial statements and provides an analytical overview of the Municipality's financial activities.

Government-wide Financial Statements (GWFS)

While separate government-wide and fund financia! statements are presented, they are interrelated. The
GWFS (the Stafemeni of Net Position and the Stafement of Activities) report information of all the activities of
the Municipality. For the most part, the effect of interfund activity has been removed from these financial
statements. Exceptions to this general rule are payments in lieu of taxes where the amounts are reasonably
equivalent in value to the interfund services provided and other charges between the govemment's Puerto
Rico Electric Power Authonty function of the government. Elimination of this charges would distort the direct
cost and pragram revenue reported for the various functions concemed.

The facus of the Statement of Net Position is designed to be similar to bottom line results for the Municipality's
Governmental Activities. This statement combines and consolidates governmental fund's current financial
resources (short-term spendable resources} with capital assets and long-term obligations. The Statement of
Net Pasition presents the reporting entities’ assets, deferred outfiows of resaurces, liabilities, and deferred
inflows of rescurces, with the difference reported as net positions. Net positions are classified as net
investment in capital assets, restricted when constraints are placed on them that are imposed by extemnal
parlies or by laws or regulations, and unrestricted. Designations solely imposed by the Municipality's
management are not presented as restricted net position.

The Statement of Activities presenis & companson between direct expenses and program revenues for the
different Governmental Activities of the Municipality and for each function. Direct expenses are thase that are
clearty identifiable with a specific function or segment. In addition, to the extent that indirect costs are allocated
to the various functions, the program expenses will include both diregt and indirect costs. Program Revenues
include charges to customers or applicants who purchase, use, or directly benefit from goods, services, or
pnvileges provided by a given function or segment, and grants and contributions that are restricted to meeting
the operational or capital requirements of a particular function or segment, Taxes and other items properiy
excluded from program revenues are reported instead as general revenues.

continug



COMMONWEALTH OF PUERTO RICO NOTES 70 THE BASIC FINANCIAL STATEMENTS
AuToNoMoUS MUNICIPALITY OF ARECIBO FOR THE FiSCAL YEAR ENDED JUNE 30,2014

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
Governmental Funds Financial Statements (GFFS)

The GFFS [the Balance Sheet, and the Statement of Revenues, Expenditures and Changes in Fund Balance)
provide information about the Municipality's funds. Separate statements for each fund category
(Governmental Activities} are presented, The emphasis of fund financial statements s on major governmental
funds, each displayed in a separate cotumn. Non-major funds are summarized into a single column.

Each fund is a separate accounting entity with a self-balancing set of accounts used to record the financial
transactions and balances of that entity. Individual funds have been established as stipulated by legat
provisions or by administrative discretion. The Municipality uses fund accounting, which is designed fo
demonstrate legal compliance and to segregate transactions related to certain govemment functions or
activities.

The Municipality reports the following major govemmentat funds:

General Fund — This is the general operating fund of the Municipality. It is used to account for all
financiat resources, except those required $o be accounted for in another fund.

Head Start Fund - This is the fund used to account for ail transactions of the Head Start Program.
The objectives to this program are to provide comprehensive health, educational, nutntional, social
and other developmental services primarily to economicaily-disadvantaged pre-school children and
infants and toddlers so that the children will attain school readiness. It is used to account for all
financial resources from the Federal Goverment (US Department of Health and Human Services)
and the corresponding matching funds.

Debt Service Fund - This is used to account for the accumutiation of resources for, and the payment
of long-term debt principal and interests.

Capital Activities Fund — This fund is used to account for and report financial resources that are
restricted or committed to expenditure for capital outlays, including the acquisition or construction of
major capital facilities, including those outlays financed by the general obligation bond proceeds.

The Municipality perodically undertakes a comprehensive evaluation of its fund structure to ensure that it
complies with all aspects that are of importance to users of general purpose extemal financial reports.
Consequently, alt superfiuous funds and some operationat funds currently used by the Municipality in the day-
to-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 furds consistent with legal and operating requirements and, consequently, certain types of similar
operationat funds have been combined into single funds in the accompanying fund financial statements.

The financial statements of the governmental funds are the following:

Balance Sheet — Reports information at June 30, 2014 about the current financial resources (assets,
liabilities, deferred inflows of resources and fund batances) of each major governmental fund.

Statement of Revenues, Expenditures and Changes in Fund Bafance — Reports information about the
inflows, outflows and balances of current financial resources of each major governmental fund for the

fiscal year ended June 30, 2014.

Since the GFFS are presented in different measurement focus and basis of accounting than the GWES,

reconciliation is presented and separate explanation for each differences.
continue
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COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
AutoNomous MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

During the course of operations the Municipality has activity between funds for vanous purposes. Any residual
balances outstanding at year end are reported as due from/to other funds. While these balances are reported
in fund financiai statements, cerlain eliminations are made in the preparation of the GWFS. Balances between
the funds included in Governmental Activities (i.e., the governmental funds) are eliminated so that only the
net amount is included as intemnal balances in the Govemmental Activities calumn.

Furher, cerlain activity occurs during the fiscal year involving transfers of resources between funds. In GFFS
these amounts are reported at gross amounts as transfers infout. While reported in GFFS, certain eliminations
are made in the preparation of the GWFS. Transfers between the funds included in Governmental Activities
are eliminated so that only the net amount is included as transfers in the Governmental Activities column.

The Municipality reports its financial position {Balance Sheet) and results of operations {Statement of
Revenues, Expenditures and Changes in Fund Balances) in funds, which are considered separate accounting
entities. The operations of each fund are accounted for within a set of self-balancing accounts. Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonstrating compliance with legal, financial, and contractual provisions.

Notes to the Basic Financial Statements

The notes to the financial statements provide information that is essential to a user's full understanding of the
data provided in the basis financial statements.

Required Supplementary Information

The basic financial statements are followed by a section of required supplementary information. This section
includes a Budgetary Comparison Schedule ~ General Fund, which includes reconcifiation between the
statuiory fund balance for budgetary purposes ard the fund balance for the General Fund as presented in the
GFFS.

B. Measurement Focus and Basis of Accounting

The accounting and financial reperting freatment is determined by the applicable measurement focus and
basis of accounting. Measurement focus indicates the type of resources being measured such as current
financial resources or economic resources. The basis of accounting indicates the fiming of transactions or
events for recognition in the financial statements.

Government-wide Financial Statements

The govemment-wide financiaj statements are reporied using the economic resources measurement focus
and the fulf accrual basis of accounting. Revenue (including interest on deposits and investments) is generally
recorded when eamed and expenses are recorded when a liability is incurred, regardiess of the timing of
related cash flows. Nopexchange fransactions, in which the Municipality gives (or receives) value without
directly receiving (or giving) equal value in exchange, include property taxes, granis, entitlements and
donations. On an accrual basis, revenue from property taxes is recaognized in the fiscal year for which the
taxes are levied. Revenue from grants, entittements and donations is recognized in the fiscal year in which all
eligibility requirements have been met, other than time requirements. These resources relate to a future period
(when the advance is first permitted to be used in accordance with the government-mandated nonexchange
transaction or a voluntary nonexchange transaction) and, therefore, should be classified as a defemed inflow
of resgurces until such time as the resgurces are first permitted to be used. Receipts on any type of revenue

sources collected in advance for use in the following fiscal year are recorded as unearned revenues.
conbnug
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COMMONWEALTH OF PuerTO RicO NOTES TO THE BASIC FINANCIAL STATEMENTS
AuToNOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

2. SUMMARY OF SIGRIFICANT ACCOUNTING POLICIES - continuation

Governmental Funds Financial Statements

The GFFS are reporied using the current financial resources measurement focus and the modified accrual
basis of accounting. Under this method, revenues are recognized as soon as they are both measurable and
available. Revenues are considered to be avaifable when they are collectible within the current period of soon
enough thereafter 1o pay liabilities of the current peried. For these purposes, the Municipality considers
revenues to be available if they are collected within sixty (60} days after the end of the current fiscal period.
Revenues that the Municipality eams by incurring obligations are recognized in the same period as when the
obligations are recognized. At June 30, 2014, all revenues sources met this availability criterion.

Properly taxes, volume of business taxes, sales and usage taxes, construction excise taxes, and interest
associated with the cumment fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current fiscal period. Entitlements are recorded as revenues when all eligibility
requirements are met, including any time requirements and the amount is received during the period or within
the availability requirements have been met, and the amount is received during the period or within the
availability period for this revenue source (60 days of year-end). However, those resources not available for
spending in the current period and, therefore should be classified as a deferred inflow of resources.
Expenditures-driven grants are recognized as revenue when the qualifying expenditures have been incurred
and all other eligibility requirements have been met, and the amount is received during the period or within
the availability penod for this revenue source {within 60 days of year-end). Accordingiy, such resources should
be reported as uneamed sevenue in the liability section of the general fund's Balance Sheet. All other revenue
items are considered to be measurable and available only when cash is received by the Municipality.

Expenditures are recorded when the refated fund liability is incurred, as under accrual accounting. However,
debt service expenditures, as well as expenditures related to compensated absences, and claims an
judgments, are recorded only when payment is due. General capital asset acquisitions are reported as
expenditures in governmental funds. Principal and interest on bonds payabie are recorded when they matured
(when payment is due), except for principal and interest of bonds due on July 1, 2014, which are recorded as
governmental fund liabilities of June 30, 2014 which is the date when resources were avaflable in the debt
service fund. Proceeds of general long-term debt and acquisitions under capitat leases, if any, are reported
as other financing sources.

The accompanying Balance Sheef - Govemmental Funds generally reftects only assets that will not be
converted into cash to satisfy current liabilities. Long-term assets and those assets that will not be converted
into cash to satisfy current liabilities ate generally not accounted for in the accompanying Balance Sheet -
Governmental Funds.

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 governmental fund liability
is incurred. Allocation of costs, such as depreciation and amortization, are recorded in the accompanying
Statement of Activities, but are not recorded in the accompanying GFFS.

C. Stewardship, Compliance, and Accountability
Budgetary Information

The Municipality's annually adopts the Budget Resaluticn for all operating funds of the Municipality except for
certain restricted accounts. Budgetary contral is jegally maintained at the fund leve!. The budget is prepared
using the modified accrual basis of accounting with encumbrance included as budgetary basis expenditures.
Unexpended appropriations at the end of the fiscal year generally lapse. However, they may be re-

appropriated for expenditures in the following fiscal year.
conbinge
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

The Municipality's Budget Resolution provides transfer authonty {1) to the Mayor and the Management and
Budget Director, within and between departments and funds, as long as the total budget of the Municipality
(net of interfund transfers) is not increased; (2) to the Management and Budget Direclor to implement grant
budgets as the grant applications are accepted by the Municipality; and {3} {o the Management and Budget
Director to amend (re-appropriate) each new year's budget, to the extent of outstanding encumbrances,
and/or unexpended projectigrant appropriations at year end. Municipality’s Legislature action is required for
(1) use of the budgeted Legislature contingency, and (2) the approval of a supplemental appropriation(s).
During the year, several supplemental appropnations were necessary.

For budgetary purposes, encumbrance accounting is utilized to the extent necessary to assure effective
budgetary control and accountabitity and to faciitate effective cash planning and control. The encumbrances
(i.e., purchase orders, contracts) are considered expenditures when incurred. For GAAP reporfing purposes,
encumbrances outstanding at year-end are reported as assigned fund balances and do not constitute
expenditures or liabilities because the commitments will be honored during the subsequent year, In addition,
under the budgetary basis of accounting, revenues are recorded when cash is received.

The unencumbered balance of any appropriation at the end of the year will lapse at the end of such fiscal
year. Other appropriations, mainiy capitat project appropriations, are continuing accounts for which the
Municipal Legislature has authorized that an unspent balance from the prior year be carried forward and made
availabte for current spending.

The Municipality follows these procedures, in accordance with law, in order to establish the budgetary data
reflected in the Budgetary Comparison Schedule - General Fund:

Original Budget

1. Prior of May 15 of each fiscat year, the Mayor submits to the Municipai Legistature a proposed budget
for the fiscal year commencing the following July 1 in addition of a budget message.

2. The budget document is available for public inspection prior to its approval by the Municipal
Legislature.

3. The Office of the Commissioner of Municipal Affairs examines the budget to verify if it complied with
the taw's standards and sends it to the Mayor for any comments or recommendation before the
limited date establishes by the Law.

4. Prior to June 13, the annual budget is legally enacted through passage of the annual appropration
ordinance to be effective on July 1.

Since the budgetary basis differs from accounting principles generally accepied in the United States of
Amenca (GAAP), actual amounts for the General Fund in the accompanying Budgetary Comparison
Schedule, is presented on the budgetary basis to enhance comparability.

continue
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2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
Final Budget

The final budgetary data presented in the Budgetary Comparison Schedule — General Fund reflects the
following changes to the original budget:

1. Certain annuat appropriations are budgeted on a project basis. If such projects are not compieted at
the end of the fiscal year, unexpended appropriations, including encumbered funds, and unexpended
grant appropriaticns, are carried forward to the following year. (n certain circumstances, other regular
annual appropnations may be carried forward after appropnate approval. Annually appropriated
funds, not authorized to be carried forward, lapse at the end of the fiscal year, Appropriations carried
forward from the prior year are included in the final budgetary data.

2. Appropriations may be adjusted during the year wiih the approval of the Mayor and the Municipal
Legislature, e.g. supplemental appropriations. Additionally, the Mayor is authonized to make certain
transfer of surplus within the departments. Such adjusiments are reflected in the final budgetary data.

The Annual Appropriation Ordinance adopts the budget at the character level of expenditure within
departments. As described above, the Mayor is authorized to make certain transfers of
appropriations within departments. Accordingty, the legal level of budgetary control by the Municipal
Legislature is the depariment Level.

The principal differences between the budgetary and GAAP bases are the following:

1. Encumbrances are recorded as expenditures under the budgetary basis and as restricted, committed
and assigned fund balances under GAAP,

2. Interfund transactions of the General Fund are not inciuded in the budgetary basis.
3. Certain accrued liabilities and other debts are not included in the budgetary basis.

4. Certain revenues susceplible to accrual, i.e., both measurable and available, are not included in the
budgetary data.

The Special Revenue Fund has not been included in the budgetary comparison because balances are not
budgeted. Also the budget prepared for the Federal Financial Awards Programs included in the Capital
Projects and Spectal Revenue Funds is based on a program period which is not necessanly the same fiscal
year. Accordingly, it's not practical to present an annual comparison of budget for such programs.

Excess of Expenditures over Appropriations

For the year ended June 30, 2014, expenditures exceeded appropriations in the Mayor and Municipal
Legisfature by $5,294, general government function of the general fund by $3,119,157 comesponding to the
contribution “in lieu of tax” from the Quasi-public Corporation, Puerto Rico Electric Power Authority which
revenue are included in the intergovernmental revenues; and urban development by $42.468. While
averspending of this appropriation is authorized by law up to $100,000 if related to cases involving imminent
public endangerment {e.q., the need to inspect properties with damage from collision, natural disaster, fire, or
water to determine their inherent stability), which was the case this year, it is nevertheless considered a
budgetary violation. Further, the overspending comes with a consequence for the subsequent year's budget.
However, the budgetary variance during the year present an excess of revenues of $5,017,672 and
disbursements of $2,183,647 for a total increase in Budgetary Fund Batance of $2,834,025.

conbinue
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

D. Assets, Liabilities, and Net Position

1)

2)

Cash, Cash Equivalent, and Cash with Fiscal Agent

The Municipality's cash and investment are composed of demand deposits in commercial banks, demand
deposits in the Govemmental Development Bank of Puerto Rico {GDB), and cash equivalents in
commercial banks. The Municipality has adopted the Statement of Uniform Investment Guidelines for the
Municipalities of the Commonwealth of Puerto Rico, issued by the GDB as promuigated by Act No. 113
of August 3, 1995. The Finance Direclor of the Municipality, foliow the guidelines, is responsible for
investing the available resources in certificates of deposit and other short-term invesiments, if available.
Interest earned on certificates of deposit and other short-term investments are recognized as revenue in
the General Fund. Cash in the Special Revenue and Capital Project Funds are restricted; accordingly,
resources available were not used for pool investments. Cash Equivalents are investments with an
original maturity of 90 days or less.

Cash with fiscal agent in the Debt Service Fund represents special additional property tax collections
retained by the Commonwealth, deposit in the GDB and restricted for the payment of the Municipality's
debt service, as established by taw. Cash with fiscal agent in other govemmental funds consists of
undisbursed proceeds of certain bonds and notes issued for the acquisition and construction of major
capital improvements, or grants which are maintained in a cash custodian account by the GDB. This
sinking fund is maintained by the GDB, agency which acts as the insurer and payer of the Municipality's
bonds and notes issued in accordance with law.

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end
of the fiscal year are referred to as either *due to/from other funds” {i.., the current penlion of interfund
loans) or “advances toffrom other funds® (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as “due toffrom other funds.”

Advance between funds, as reported in the fund financial statements, if any, are offset by a fund balance
reserve account in applicable governmental funds lo indicate that they are not available for appropniation
and are not expendable available financial resources.

Receivables consist of all revenues eamed but not collected at June 30, 2014. These account receivables
are shown net of estimated allowances for uncollectible accounts, which are determined upon past
collection experience, historical trends, and current economic conditions. {nfergovernmental receivables
in the general fund represent mostly sales and usage taxes, federal grant and contributions, property tax
accounts that are levied by Municipal Revenue Collection Center (MRCC), a governmental entity created
by the Commonwealth. Intergovemmental receivables in the other govemmental funds represent
amounts owed to the Municipality for reimbursement of expenditures incurred pursuant to federally
funded grant and contributions and state appropriations, and the amount in the debt service fund
represents the distnbution of property tax collected which is restricted for the debt service.

Accounts payable represent amounts, inciuding salaries and wages, owed for goods and services
received pnor to year-end.

continug
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2. SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES - continuation

3

4)

Inventories

The Municipality used the purchase method to account for the purchases office and printing supplies,
gasoline, oil and other expendable supplies held for consumption. This method records items as
expenditures, in the appropriate fund, when they are acquired and, accordingly, the inventory is not
recorded in the basic financial statements.

Capital Assets

Capital assets, which include land, buildings and improvement, machinery and equipment, motor
vehicles, and infrastructure assets (e.g., roads, bridges, sidewalks, and similar items), are reported in the
applicable governmental or business-type activities columns in the GWFS. Capital assets, other than
infrastructure assets, are defined by the Municipality as assets with an initial, individual cost of more than
$25 (amount not rounded) and an estimated useful life in excess of two years. For improvements other
than buildings, the capital outiay must be greater than $10,000, extend the estimated useful ife for ten
years, and be greater than 10% of the original cost of the asset. The Municipality reports infrastructure
assets on a network and subsystem basis. Accordingly, the amounts spent for the construction or
acquisition of infrastructure assets are capitalized and reporled in the government-wide financiaf
statements regardless of their amount.

In the case of the initial capitalization of general infrastructure assets (i.e., those reported by
Governmental Activities} the Municipality chose to inciude all such items regardless of their acquisition
date or amount.

The Municipality was able to estimate the historicai cost for the initial reporting of these assets through
back trending (i.e., estimating the current replacement cost of the infrastructure to be capitalized and
using an appropriate price-level index o deflate the cost to the acquisition year or estimated acquisition
year). As the Municipality constructs or acquires additional capital assets each penod, including
infrastructure assets, they are capitalized and reported at historical cost. The reported value excludes
normal maintenance and repairs which are essentially amounts spent in relation to capital assets that do
not increase the capacity or efficiency of the item or extend its useful life beyond the original estimate. in
the case of donations the Municipaiity values these capitat assets at the estimated fair value of the item
at the date of its donation.

Capital oullay is recorded as expenditures of the Generat Fund and other governmental funds and as
assets in the GFFS to the extent the Municipality capitalization threshoid is met. Depreciation and
amortization expense is recorded only in the GWFS. Depreciable capital assets are generally depreciated

or amorlized over their estimated usefui lives under the

straight-ine method, except for equipment held under DESCRIPTION YeARS
capital leases which is depreciated over the shorler of its | Buildings and improvement 40
estimated useful life or the lease term. No depreciation is | Infrastructure 40
recorded for fand and construction in progress. The | Yehides 5
estimated useful lives of major capital asset categories | Fumiture and Fixtures 5
are: Machinery and Equioment 35

Depreciation and amortization expense of capital assets 1s recorded as a direct expense of the
function/program specifically identified with the asset. Depreciation and amortization of infrastructure is
not allocated to various function/programs but reported as direct expense of the public works and urban
development functions.

conlinue

7



COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
AuToNoMoUSs MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

3}

&)

The accounting policy for Works of Art is that they are capitalized at their historical cost or fair value at
date of donation whether they are held as individual items or in a collection. Capitalized coitections or
individual items that is exhaustible, such as exhibits whose useful fives are diminished by display or
educational of research applications, are depreciated over their estimated useful lives. Depreciation is
not required for collections or individual items that are inexhaustible. At June 3¢, 2014, all Work of Art are
considered inexhaustible.

impaired capital assets that will no ionger be used by the Municipality, if any, are reported at the lower of
carrying valve or fair value. Impairment losses on capital assets with physical damages that will continue
to be used by the Municipality are measured using the restoration cost approach. Impairments of capital
assets that are subject fo a change in the manner or duration of use, or assets affected by enactment or
approval of laws or regulations or other changes in environmental factors or assets that are subject fo
technologicat changes or obsclescence, if any, are measured using the service units approach.

The Municipality is prevented legally from entering into obligations extending beyond one fiscal year, and
most iease agreements entered by the Municipality contain fiscal funding ¢lauses or ¢cancellation clauses
that make the continuation of the agreements subject to fulure appropriations. The Municipality's lease
agreements do not include contingent rental payments no escalation clauses. Accordingly, lease
payments are recorded in the GWFS as expense when incurred.

Deferred Outflows/inflows of Resources

In addition io assets, the Statement of Net Position will sometimes report a separate section for deferred
outflows of resources. This separate financial statement element, deferred outflows of resources,
represents a consumption of net position that applies to a future periad and so wilf not be recognized as
an outflow of resources (expense/expenditure) until then, The Municipality has no items that qualify for
reporting in this category.

In addition to liabilities, the Staterment of Nef Pasition will sometimes report a separate section for deferred
inflows of resources. This separate financial statement element, deferred inflows of resources, represents
an acquisition of net position that applies to a future period(s) and so will not be recognized as an inflow
of resources {revenue) until that time. The Municipality has no items that qualify for reporting in this

category.

The Municipality has items, which arises only under a8 modified accrual basis of accounting that qualifies
for reporting in deferred inflows of resources. Accordingly, the items, unavailable revenue, is reporied
only in the governmental funds Balance Sheet. The governmental funds report unavailable revenues from
three sources; Christmas Bonus Reimbursement from the Commonwealth, Property Taxes from MRCC
liquidation, and Federal Grants. These amounts are deferred and recognized as an inflow of resources
in the period that the amounts become available.

Unearned Revenues
tn the GWFS, defered revenues arise only when the Municipality receives resources before it has a legal

claim to them. In the GFFS, anises when the following situations occur: potential revenue does not meet
both the measurable and availabie critena for revenue recognition in the current period.

continue
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

7)

8)

9

Long-Term Obligations, Bonds Issuance Costs, and Premium or Discount

The liabilities reported in the GWFS include the general and special obligation bonds, long-term notes,
other noncurrent liabilities {e.g.. vacation, sick leave, claims and judgments, noncurrent liabilities to other
governmental enfities and third parties, and landfill post closure care costs). Bond premiums and
discounts, if any, are deferred and amortized over the life of the bonds using the effective interest method.
Bonds payable are reported net of the applicable bond premium or discount, if any. As per GASB
Statement No. 65, Bond Issuance Costs incurred are reported as expense in the fiscal year incusred.

In the GFFS, governmental fund types recognize bond premiums and discounts as other financing
sources and uses, respectively, and bond issuance costs as debi service expenditures. Issuance costs,
whether or not withheld from the actual debt proceeds received, are reported as debt service
expenditures. Expenditures for principal and interest payments for governmental fund general and special
obligations bonds are recognized in the Debt Service Fund when due.

Compensated Absences

The Municipality accrues accumulated unpaid vacation and sick leave and associated employee-related
costs when earned (or estimated to be eamed) by the employee. The Municipalily's empioyees are
granted 30 days of vacations and 18 days of sick leave annually. Vacations may be accumulated up to a
maximum of sixty (60) days and sick leave up to @ maximum of ninety {(90) days. In the event of employee
resignation, the employee is paid for accumulated vacation days up to the maximum aflowed at the
current rate. Separation from employment prior to use of all or part of the sick leave terminates all rights
for compensation, except for employees with ten years of service who are entitled to sick leave pay up 1o
the maximum allowed. The Municipality accrued a liabifity for compensated absences, which meet the
following criteria: (1) the Municipality's obiigation relating to employee's rights to receive compensation
for future absences is attributable o employee's services already rendered; (2) the obligation relates to
rights that vest or accumulate; (3) payment of the compensation is probable; and (4) the amount can be
reasonably estimated.

In accordance with the abave criteria and requirements in conformance with GASB Accounting Standands
Codification Section C60, Compensated Absences. the Municipality has accrued a fiability for
compensated absences, which has been eamed but not taken by Municipality's employees, including its
share of social security and Medicare payments made on behalf of the employees in the accrual for
vacafion and sick leave pay using salary rates effective at June 30, 2014. All vacation pay is accrued
when incurred in the GWFS. For the GWFS, the current portion is the amounf estimated to be used in
the following year. For the GFFS, all of the compensated absences are considered long-term and
therefore, are not a fund liability and represents a reconciling item between the fund level and
government-wide presentations. Also, GFFS record expenditures when employees are paid for leave or
the balance due in accrued upon the employee’s separation from empioyment.

Claims and Judgments

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such as
from adjudicated or settled claims, is recorded in the General Fund when the liability is incurred. The
Long-Term Liabilities includes, when appropriate, an amount estimated as a contingent liability or
liabilities with a fixed or expected due date, which will require future available financial resources for its
payment,

tonbnue
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

10) Accounting for Pension Costs

The Municipality accounts for pension costs from the standpoint of a participant in a multipte-employer
cost-sharing plan. Accordingly, pension costs recognized in the accompanying basic financial statements
are equal to the statutorily required contributions, with a liability recorded for any unpaid required
confributions.

For the purpose of applying the requirements of GASBS No, 27, as amended, the state government of
the Commonweaith is considered to be the sponsor of the Employees’ Refirement System of the
Government of the Commonwealth of Puerto Rico (ERS), a muitiemployer cost-sharing defined benefit
pension plan and System 2000, a hybrid defined contribution pian, in which the employees of the
Municipaiity participate. The Municipality is considered a participant, and not a sponsor, of these
retirement systems since the majority of the participants in the aforementioned pension trust funds are
employees of the Commonwealth and the basic financial statements of such retirement systems are part
of the {inancial reporting entity of Commonwealth. Act No. 3 was enacted on April 4, 2013, amended the
Act No. 447 for the purpose of establishing a major refomm of the £RS effective on July 1, 2013 (see Note
17).

11) Landfill

As per requirements of State and Federal Jaws and regulations the Municipality should be obligated to
place a final cover on its closed landfill and pertorm certain maintenance and monitoring functions at the
tandfiil site for the next thirty years (See Note 11}, The estimated liability for municipal solid waste iangfill
post-closure care costs (including monitoring and maintenance) include an estimate of all post-closure
care costs to be incurred in the Municipality's closed solid waste landfill, and is recorded as a liabitity in
the accompanying GWFS, Statement of Net Position, under the provisions of GASB Accounting
Standards Codification Section L 10, Landfilf Closure and Post-Closure Care Costs.

The estimates post-Closing costs are made using current costs. The liabflity should be adjusted annually
to reflect the effects of inflation, advances in technology, changes in regulations or similar changes.

At the governmental funds’ level, landfill post-closure care costs do not constitute an outflow of current
financial resources and should not result in the recognition of a governmental fund liability or
expenditures. Post-closure care costs are recorded in the Statement of Revenues, Expendilures and
Changes in Fund Balances - Governmental Funds as expenditures in the accounting period in which the
payments are made.

continue
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
12} Nat Position/Fund Balance
A) Net Position

Net position represent the difference between assets, deferred outfiows of resources, liabilities, and
deferred inflows of resources in the govemment-wice financial statements.

The GWFS utilize a net position presentation, which are categorized as follow:

e« Net Invested in Capital Assets - These consists of capital assets, net of accumulated
depreciation and amortization, reduced by the outstanding balances of bonds payable, notes
payable and other debts that are attributed to the acquisition, construction or improvements of
those assets. For the purposes of detemmining the outstanding debt attributed to capital assets,
the total long-term debl refated to the acquisition, construction or improvements of capital assets
has been reduced by any relaled unspent debt proceeds and any related unamortized debt
issuance costs, In addition, the outstanding debt attributed to capital assets does not include
accrued inferest payable, non-capital accrued liabifities, inter-fund loans and other financial
assets,

Net investment in capital assets is comprised of the following:

Governmental

Activities
Capital Assets, Net of Accumulated Depreciation........c......... $123,375,350
Qutstanding Balance on Related Debt...........c..c.c..coonveveirnnn (60,690,000)
Unspent Capital Debt Proceeds .............. et s 10,654 379
Net Investment in Capital ASSets .........ccoevconncnninrnn, § 73,339,729

s Restricted Net Positionn — These result when constraints placed on net position use are either
externally imposed by creditors, grantors, contributors, and the like, or imposed by iaw through
constitutional provisions or enabling legislation,

+  Unrestricted Net Position — These consist of net position which do not meet the definition of the
two preceding categories. Unrestricted net position oflen are designated, to indicate that
management does not consider them to be available for general operations. Unrestricted net
position often have constraints on resources that are imposed by management, but can be
removed or modified.

Net Position Flow Assumption

Sometimes the Municipality will fund outlays for a particular purpose from both restricted {eg..
restricted bond or grant proceeds} and unrestricted resources. In order to calculate the amounts to
report as restricted — net position and unrestncted — net position 1n the GWFS, a flow assumption
must be made about the order in which the resources are considered to be applied. It is the
Municipality’s policy o consider restricted - net position to have been depieted before unrestricted
- nel position is applied.

continue
41



COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
AUTONOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

2. SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES - continuation

8) Fund Balance
Fund Balance Classification

Funa balances for the governmental funds are reporied in classifications that comprise a hierarchy
based on the extent to which the Municipality honars constraints on the specific purposes for which
amounts in those funds can be spent.

The nonspendable classification contains amounts not in spendable form or legally or confractually
required to be maintained intact. Restricted amounts contain restraints on their use externally
imposed by creditors, grantors, contributors, or laws or reguiation of other governments; or imposed
by law through constitutional provisions or enabling legislation. Committed amounts can only be used
for specific purposes imposed by formal action of the Municipality's highest level of decision-rnaking
authority. The highest level of decision-making authority is the Municipal Legisfature and it takes a
resolution 1o establish a fund balance commitment. Amounts intended to be used for specific
purposes are assigned. Assignments should not cause deficits in the Unassigned Fund Balance.
Unassigned Fund Balance is the residuai classification for the Generat Fung.

Fund Balance Fiow Assumption

Sometimes the Municipality will fund outlays for a paricular purpose from both restricted and
unrestricted resources (the total committed, assigned, and unassigned fund balance). in order fo
calculate the amounts to report as restricted, committed, assigned, and unassigned fund balance in
the GFFS a flow assumption must be made about the order in which the resources are considered
to be applied. It is the Municipality's policy to consider restricted fund balance to have been depleted
before using any of the components or unrestricted fund balance. Further, when the components of
unrestricted fund balance can be used for the same purpase, committed fund balance is depleted
first, followed by assigned fund balance. Unassigned fund balance is applied last.

Fund Balance Policy

The Municipality believes that scund financial management principles require that sufficient funds be
retained by the Municipality to provide a stable financial base at all times. To retain this stable
financial base, the Municipality needs to maintain a General Fund balance sufficient to fund all cash
flows of the Municipality, to provide financial reserves for unanticipated expenditures and/or revenue
shorifalls of an emergency nature, to provide funds for the disparity in timing between the collection
of property taxes and other main income. The purpose of this policy is to specify the size and
composition of the Municipality's financial reserves and to identity cerain requirements for
replenishing any fund balance reserves utilized.

Restrictions of Fund Balance

Restrictions of fund balance represent portions of fund balances that are legally segregated for a
specific future use or are not appropriable for expenditure. The Municipality has implemented the
provisions of the GASB Statement No. 54, Fund Balance Reporting and Govemmental Fund Type
Definitions as of July 1, 2010, in which it is required to classify and report amounts in the appropriate
fund batance classification by applying their accounting policies that determine whether restricted,
committed, assigned, and unassigned amounts are considered to have been spent.

continue
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - centinuation
Palicy on Committing Funds

It is the policy of the Municipality that fund balance amounts will be reported as “Committed Fund
Balance” only after formal action and approval by Municipal Legistature. The Municipal Legislature
has the authority to separate funds for specific purposes. Any separate fund as Committed Fund
Balance requires the adoption of a resolution by a simple majority of votes. The adoption of the
resolution shouid be carried out before June 30 of the fiscal year to implement. If the actual amount
of the commitment is not available through June 30, the resolution should establish the process or
formula required to calcutate the exact amount as soon as informatien is avaiable in the foliowing
fiscal year.

For example, the Municipal Legislature may approve a resolution prior to year-end financial
statements, if available, up to a specified dollar amount as Committed Fund Balance for capital
projects. The exact dollar amount to be reported as Committed Fund Balance for capital projects
may not be known at the time of approval due to the annuaf financial audit net yet being completed.
This amount can be determined at a tater date when known and appropriately reported within the
year-end financial statements due to the Municipal Legislature approving this resoluticn before year-
end.

It is the policy of the Municipality that the Municipal Legislature may commit fund balance for any
reason that is consistent with the definition of Committed Fund Balance contained within GASB 54.
Examples of reasons to commit fund balance would be to display intentions to use portions of fund
balance for future capital projects, stabilization funds, or to earmark special General Fund streams
unspent at year-end that are intended to be used for specific purposes.

After approval by the Municipal Legislature, the amount reported as Committed Fund Balance cannot
be reversed without utilizing the same process required to commit the funds. Therefare, it is the
palicy of the Municipality that funds can only be removed from the Committed Fund Balance category
after resolution and approval by the Municipal Legislature.

Policy on Assigning Funds

Funds that are infended to be used for a specific purpose but have not received the formal approval
action at the Municipal Legislature level may be recorded as Assigned Fund Balance. Likewise,
redeploying assigned resources to an aitemative use does not require format action by the Municipal
Legislature. Having reviewed the requirements for assigning fund balance, therefore, is the policy of
the Municipality that Mayor shall have the authority to assign fund balance of the Municipality based
on the intentions of the use of funds by the Municipal Legislature. In addition, the Mayor can delegate
to the Finance Director or other employee of the Municipality, the authority to assign the funds.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

E.

Interfund Transactions

Interfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables
and payables as appropriate and are subject to elimination upon consolidation, Reimbursements occur when
one fund fncurs a cost, charges the appropriate benefiting fund and reduces its related cost as a
reimbursement. All other interfund transactions are treated as transfers. The Municipality has the following
types of transactions among funds:

inferfund Transfars — Legally required transfers that are reporied when incurred as transfers-in by
the recipient fund and as transfers-out by the disbursing fund, with receivables and payables
presented as amounts due to and due from other funds. Advances between funds are also presented
as amounis due to and due from other funds. However, these advances, transfers, and related
amounts receivable and payable are considered intemal balances and activities that have been
eliminated in the government-wide financial statements.

Intra-Entity Transactions - There are two types of intra-entity fransactions: First, the flow of resources
between the prmary government and its companent units, and among the comporent units. This
flow of resources and the related outstanding balances are repored as if they were exlernal
transactions, However, fiow of resources betwean the primary government and blended companent
units are classified as interfund activity, as described above. Second, the intra-entity balances
between the primary government and discretely presented component units that are tantamount to
long-term debt financing. The primary government's liability is reporied in the Statement of Net
Posiion, the proceeds in the primary government's funds. and the asset in the discretely presented
component units’ Statement of Net Position. For the fiscal year there are not intra-entily transactions.

F. Risk Financing

Under Act No. B3 of June 21, 2010, the Legislative Assembly of the Commaonwealth of Puerto Rico, authorized
the municipalities to procure and manage at their own discretion ali insurance policies, including those related
to heaith plans been provided to the municipal employees. The Municipality aiso cbtains medical insurance
coverage from one health insurance company for its employees. Different health coverage and premium
options are negotiated each year by the Municipality. Premiums are paid on a monthly basis directly to the
insurance company.

The Municipality carmies commercial insurance to cover properly and casualty, theft, tort claims and other
losses with private insurance company. Also, principal officials of the Municipality are covered under various
surety bonds. Cost of insurance to the Municipality for the year ended June 30, 2014 amounted to $789.477,
paid in full at the beginning of the fiscal year. The cument insurance policies have not been cancelled or
terminated.

The Municipality carries insurance coverage for death and bodily injuries caused by the matar vehicles
accidents. The insurance is obtained through the Automobile Accidents Compensation Administration
{AACA}, a component unit of the Commonwealth of Puerto Rico. This insurance is compulsory for all licensed
vehicles used on public roads and highways in Puerlo Rico. The annual premium is $35 per licensed motor
vehicle, which is paid girectly to AACA.

The Municipality obtains workers compensation insurance though the State Insurance Fund Corporation
(SIFC), a component unit of the Commonwealth of Puerto Rico. This insurance covers workers against
injunes, disability or death because of work or employment-related accidents, or because of itlness suffered
as a consequence of their employment. Cost of insurance aliocated to the Municipality and deducted from the
gross properly tax collections by the MRCC for the year ended June 30, 2014 amounted to $318,719.
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The Municipality obtains unemployment compensation, non-occupational disability, and drivers’ insurance
coverage for its employees through various insurance programs administered by the Department of Labor
and Human Resources of the Commonwealth of Puerio Rico {DOLHR). These insurance programs cover
workers against unemployment and provide supplementary insurance coverage for temporary disabiiity, or
death because work or employment-refated accidents or non-occupational disability and drivers’ insurance
premiums are paid o DOLHR on a cost reimbursement basis.

Under Act No. 63 of June 21, 2010, the Legislative Assembly of the Commonwealth of Puerto Rico, authorized
the municipalities to procure and manage at their own discretion all insurance policies, including those related
to health plans been provided to the municipal employees. The Municipality also obtains medical insurance
coverage from cne health insurance company for its employees. Different health coverage and premium
options are negotiated each year by the Municipality. Premiums are paid on a monthly basis directly to the
insurance company.

G. Use of Estimates

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

H. Reclassifications

Varicus reclassifications have been made in the accompanying basic financial statements which affect the
comparability with the basic financial statements issued for previous fiscal years.

. Future Adoption of Accounting Pronouncements

The Governmenta! Accounting Standards Beard (GASB) issued the following pronouncements that have
effective dates after june 30, 2014:

GASB Statement No. 68, Accounting and Financial Reporting for Pensions. This Statement replaces the
requirements of Statement No. 27, Accounting for Pensions by State and Local Governmental Employers
and Statement No. 50, Pension Disclosures—an amendment of GASB Statements No. 25 and No. 27 as
they relate to govenments that provide pensions through pension plans administered as trusts or similar
arrangements that meet certain criteria. Statement No. 68 requires governments providing defined benefit
pensions 10 recognize their long-term obligation for pension benefits as a liability for the first time, and to
more comprehensively and comparably measure the annual costs of pensicn benefits. The Statement
also enhances accountability and transparency though revised and new note disclosures and regquired
supplementary information.

The primary government of the Commonweaith, as well as its component units and the municipalities,
are considered “cost-shanng® employers of the Retirement Systems; therefore, they would report its
allocated share of the Commonwealth's resulting Net Pension Liabifity from Statement 67 as follows:

» Based on the their respective individuat proportion to the collective net pension liability of all the
governments participating

= The proportion should be consistent with the method used to assess contributions (percentage
of payroll). The use of their respective long term expected contribution effort to Retirement
Systems divided by those of all govemments in the plan, is encouraged.
conlinue
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

The provisions of this Statement are effective for financial statements for periods beginning after June
15, 2514 (FY2(14-2015). Earlier application is encouraged. The Commonwealth and the Retirement
Systems are in the process of evaluating the impact of this Statement on its agencies and component
units and also on the municipalities of the Commonwealth. The information to adopt this Statement will
be based on the new actuarial reports to be prepared under the new Statement No. 67.

GASB Statement No. 69, Government Combinations and Disposals of Government Operations. This
Statement establishes accounting and financial reporting standards related to govemment combinations
and disposals of government operations. As used in this Statement, the term govemment combinations
includes a variety of transactions referred to as mergers, acquisitions, and transfers of operations.

The distinction between a govemment merger and a government acquisition is based upon whether an
exchange of significant consideration is present within the combination transaction. Government mergers
include combinations of legaliy separate entities without the exchange of significant consideration. This
Statement requires the use of carrying values to measure the assets and Jabilities in a govemment
merger. Conversely, government acquisitions are transactions in which a govemment acquires anather
entity, or its operations, in exchange for significant consideration. This Statement requires measurements
of assets acquired and liabilities assumed generally to be based upen their acquisition vaiues. This
Statement also provides guidance for fransfers of operations that do not constitute entire legally separate
enfities and in which no significant consideration is exchanged. This Statement defines the term
operations for purpases of determining the applicability of this Statement and requires the use of camrying
values to measure the assets and liabilities in a transfer of operations.

A disposal of a govemment's operations results in the removal of specilic activities of a government. This
Statement provides accounting and financial reporting guidance for disposals of government operations
that have been transferred or sald. The requirements of this Statement are effective for government
combinations and disposals of govemment operations occurring in financial reporting perods teginning
after December 15, 2013 (FY 2014-2015), and should be applied on a prospective basis.

GASB Statement No. 71, Pension Transition for Contributions Made Subsequent fo the Measurement
Date—an amendmenf of GASB Statement No. 68. This Statement eliminates a potential source of
understatement of restated beginning net position and expense in a govemments first year of
implementing GASB Statement No. 68, Accounting and Financial Reporting for Pensions. To correct this
potential understatement, Statement 71 requires a state or local government, when transitioning to the
new pension standards, to recognize a beginning deferred ouiflow of resources for its pension
contnbutions made during the fime between the measurement date of the beginning net pension liability
and the beginning of the initial fiscal year of implementation. This amount will be recognized regardless
of whether it is praclical to determine the beginning amounts of ai! ather deferred outflows of resources
and deferred inflows of resources related to pensions. The provisions are effective simultaneously with
the pravisions of Statement 68, which is required to be applied in fiscat years beginning after June 15,
2014 (FY 2014-2015),

The Municipality has not yet determined the effect these statements will have on the Municipality's
financial statements.

continug
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3. CASHAND INVESTMENTS
Cash in Banks

Municipality's cash and investments at June 30, 2014 are composed of: {1} demand deposils in commercial banks,
{2) demand deposits in the Government Development Bank of Puerto Rico (GDB, fiscal agent), and {3} cash
equivalents in commercial banks. Cash eguivalents of $28.4 million are deposits in commercial bank accounts and
interest bearing accounts in GDB, and are recorded af cost. which approximates fair value.

Puerto Rico laws authorize governmental entities to invest in direct obligations or obligations guaranteed by the
federal government or the Commonwealth. The Municipality is also allowed to invest in bank acceptances, other
bank obligations and certificates of deposit in financial institutions authorized o do busiress under the federal and
Commonwealth Jaws. Under the laws and regulations of the Commonwealth, public funds deposiled by the
Municipality in commercial banks must be fully collateraiized for the amounts deposited in excess of the Federal
Deposit Insurance Corporation (FOIC) coverage. All securities pledged as collateral are held by agents designated
by the Commonwealth's Secrefary of the Treasury, but not in the Municipality's name.

Municipality follows the practice of pooling cash. At June 30, 2014, ihe pool cash account in interest bearing
commercial banks accounts had a balance of $8.3 miflion of which $6.0 million in the General Fund, $233,480 in
the Head Start Fund, $963,233 in the Capital Activities Fund, and $1.1 miflion in Other Govemmental Funds. The
balance in the pooled cash account is available to meet current operating requirements and any unrestricted
excess, if any, is generally deposit in accounts with commercial banks. Any deficiency in the pooled cash account
is assumed by the general fund and covered through future budgetary appropriation.

Under the laws and regulaticns of the Commonwealth, public funds deposited by the Municipality in commercial
banks must be fully collateralized for the amounts deposited in excess of the Federal Deposit nsurance
Corporation {FDIC) coverage. All securities pledged as collateral are held by agenis designated by the
Commonwealth's Secretary of the Treasury, but nof in the Municipality's name.,

Cash with fiscal agent in the Debt Service Fund consists of property tax collections and sales and usage taxes
amounting to $6,221,968 that are restricted for the payment of the Municipality's debt service, as required by law.
Cash with Fiscal Agent in General Fund consist of $932,607, in $8.2 million in the Debt Service Fund, in Capital
Activities Fund consist principally of $9.8 million of unspent proceeds of bonds that are restricted for the acquisition,
construction or improvement of major capital assets, and $8,118 in the Other Governmental Fund. The amounts
deposit in GDB is maintained in interest bearing accounts and is not coilateralized.

Municipality foliows the provisions of GASB Accounting Standards Codification Section C20, Cash Deposit with
Financial Institutions, related with cash deposit and interest-eaming investment contract with financial institutions.
Accordingly, the following is essential information about credit risk, interest rate risk, custodial credit risk, and
foreign exchange exposure of deposits and investments of the Municipafity at June 30, 2014:

Credit Risk

This is the risk that an issuer or other counterparty to an investment will not fulfill ifs obligations. At June 30, 2014,
the Municipality has invested only in cash equivalents of $8.3 million consisting of deposit in commercial bank
accounts, which are insured by the FDIC, generally up fo a maximum of $250,000. As previously mentioned, public
funds deposited by the Municipality in commercial banks must be fully collateralized for the amounts deposited in
excess of the FDIC coverage. No investments in debt of equity securities were made duning the Fiscal Year ended
June 30, 2014. Therefore, the Municipality's management has concluded that the credit risk refated to any possible
loss related to defaults by commercial banks on the Municipality's deposits is considered low at June 30, 2014.
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3. CASH AND INVESTMENTS - continuation
Custodial Credit Risk

This is the risk thal, in the event of the failure of a depository financial institution, the Municipality will not be able
to recover its cash and investments or will not be able to recover collateral securities that are in the possession of
an outside party. Pursuant to the Investment Guidelines for the Commonwealth adopted ny GDB, the Municipality
may invest in obligations of the Commonwealth, obligations of the United States, certificates of deposit, commercial
paper, banker's acceptance, or in pools of obligations of the municipalities of Puerto Rico, which are managed by
GD8. At June 30, 2014, the Municipality has balances deposited in commercial banks amounting to $8.3 million
which are insured by the FDIC up to the established limit and the excess are fully collateralized as explained
above. Deposits in GD8, amounting to $19.0 million are uninsured and uncollateralized. However, no losses
related to defaults by GDB on deposit transactions have been incurred by the Municipatity through June 30, 2014.
Itis management's policy to only maintain deposits in banks affiliated to FDIC to minimize the custodial credit risk,
except for GDB. Therefore, the Municipality's management has concluded that at June 30, 2014, the custodial
credit risk associated with the Municipality's cash and ¢ash equivalents is considered low,

Interest Rate Risk

This is the nsk that changes in interest rates of debt investments will adversely affect the fair value of an
investment. The Municipality manages its exposure to declines in fair values by: (1) not including debt or equity
investments in its investments portfolio at June 30, 2014, (2) limiting the weighted average maturity of its
investments in certificates of deposit to periods of three months or less, and (3) keeping most of its banks deposits
in certificates of deposit and in interest bearing accounts generating interest at prevailing market rates. Therefore,
at June 30, 2014, the interest risk asseciated with the Municipality's cash and cash equivalent is considered low,

Foreign Exchange Risk

This is the risk that changes in exchange rates will adversely 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 nsk exposure
may be significant. Accordingly, management has conciuded that the foreign exchange risk related o the
Municipality's deposits is considered low at June 30, 2014,

4, AGCOUNTS AND NOTE RECEIVABLE
Federal Grants

The due from federal grants of the Other Govemmental Funds for the fiscal year ended June 30, 2014 corresponds
to $20,269 from the Disaster Grants — Public Assistance, $275,021 from the Homeland Security Grant Program,
$63,358 from Special Programs for the Aging Title 11l, $16,049 from Crime Victim Assistance, $7,064 from Child
and Aduilt Care Food Program, $2,439 from Family Violence Prevention and Services, $5,018 from HUD Programs
Emergency Solutions Grants Program and Urban Development Action Grant Program. and $406 from Child Care
Development Block Grant.

Sales and Usage Taxes

Municipality has sales and usage taxes receivable of $298,308, in the general fund that represents filed tax returns
that were uncollected as of June 30, 2014, net of allowance for uncollectible accounts.

continue
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4. ACCOUNTS AND NOTE RECEIVABLE - centinuation
Loan Receivable - Component Unit

The Municipality has made a loan to Mi Arecibo, Inc. in the amount of $165,000. This amount will be paid from the
excess of 25% of annual eamings of the corporation,

Mofe Receivable

On August 2005, the Municipal Legistature authonzed the Mayor to sell the Puera Rico Distiller for a sale price of
$3,000,000. Of this amount the buyer are paid $2,090,850. The remaining balance as of June 30, 2014, $908,150
are claimed by judicial tnal. A reserve for uncollectable receivable was made by the Municipality for the total
amount of the receivabie. The Municipality Legal Division is in charge to collect the amount due.

5. UNEARNED REVENUES

Government-wide Statement of Net Position does not report defarred inflows of resources, but report uneamed
revenues for resources receive before it has a legal claim to them. Govemmental funds balance sheet repod
uneamed revenues in connection with cash coilected for revenues that are not considered to be eamed in the
current period as follows:

Governmental Funds:
Volume of Business Taxes § 5890886
Federa Granis:
Child and Adult Care Food Program 176,068
Family Seff Suflciency 17,873
Specia Programs for e Aging - Trie (1! 78324
Child Care and Development Block Grant
Program 5,246
Emergency Shelier Grant Program 6.037
Urban Development Acion Grant Program 585
Crime Victim Assisiance 18,002
Promotng Sale and Siable Families 5,50
Home Investmen Parinerships Program 2058
Farmily Vidence Prevertion and Services 846
ARRA - Child Care and Development
Block Gramt Program Y4
Suboial Federal Grants T
S Grans:
*Manejo de Emergencias™ - Defensa Civil 8,65
Total Uneamed Revenues 3§ 625687
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6. DEFERRED INFLOW OF RESOURCES

Governmental funds batance sheet report deferred inflows of resources in connection with receivables for
revenues that are not considered to be avaitable to liquidate liabilities of the current period {unavaiable). At the
end of the cument fiscal year, the various components of deferred inflows of resources reported in the basic
financial statements were as follows:

Govemmental Funds:
Chistmas Bonus - Commonw eath 5 324,286
Properly Taxes - MRCC 718.013
Federa Grants:
Head St Program 124 410
Community Development Block Grant 2,651
Totl Deterred Inflows of Resoruces w

7. INTERFUND RECEIVABLE, PAYABLES AND TRANSFERS

A,

interfund Receivable and Payable Balances

During the course of operations, numerous transactions occur between the Municipality's funds for goods
provided and services rendered and for the reimbursement of expenditures. Related interfund receivables
and payables are classified as “Due from Other Funds® and “Due to Other Funds® on the Bafance Sheet and
Statement of Net Postfion and will be seflled within one year. Cue to/ffrom Other Funds at June 30, 2014 are
summarized as follows:

Debt Capital Other
General  Head Start  Service Activities Governmental Total
Due ta Fund Fund Fund Fund Funds DueTo
Generad Fund $ - $151806 % - % 78187 % $ 7995993
Head Start Fund - - - 333,000 333,000
Deht Service Fund - - - .
Capitd Actviies Fund - - - - -
Other Gov emmentdl Funds 2579 - - %6,33% 192,135
Total Due From § 25799 3151806 § - 3 amszn § $ 8721128
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7. INTERFUND RECEIVABLE, PAYABLES AND TRANSFERS - continuation
B. Interfund Transfers
During the course of the fiscal year, transactions occur between the Municipality's funds for operating
subsidies. Related interfund receipts and disbursements are classified as “Transfers In" and “Transfers Out’
on the Statement of Revenues, Expenditures/Expenses, and Changes in Fund Balances/Net Position. The
transfers are routine and consistent with the activities of the funds. Principality, transfers are indicative of
funging for capital projects or debt service, and subsidies of various operations.
Transfers Out
Dedit Capital Other
General Head Start Service Adivities Governmental Total
Transfers In Fund Fund Fund Fund Funds Transfer In
Genera Fund $ $ § 22574 § 3 8048 & 27m77
Head Skrt Fund - - - .
Detil Service Fund 1219707 1,219,707
Canital Acvities Fund - - 855,688 855,688
COther Govemmental Funds 28,3713 855,838 884,21
Suboal 1,248,080 2,265 724 855,838 863 736 5,233,378
C omponent Unit 455 - 465
Total Transfer Qut § 1246080 § § 2265724 §  BS5303 § B63,73% § 5233843

Transfer from General Fund fo Debt Service Fund are for payment of principal and interest. Transfer from
Capital Activities Fund and Other Governmental Funds are for equity transfers other purposes.

8. DUE FROM/TO OTHER GOVERNMENTAL UNITS

The due from govemmental units for the fiscal year ended June 30, 2014 comesponds to $324,386 from Puerlo
Rico Treasury Department for the Christmas Bonus and $273,552 from Municipal Revenue Collection Center for

excess of fund retentions.

As of June 30, 2014, balance due to other governmental units of the General Fund for services rendered to the

Municipality, consists of the following:

AMOUNT
PR Agqueduct and Sewer Authority $ 2 164,142
PR Treasury Deparment 610,361
PR Refirement Sysiem 774,212
PR Deparment of Labor and Human Reésources 289717
Commarmweath of Puero Rico Employ ees Associaiion 101,882
Toil Due 1o Governmental Units L;Sﬂ

continue
52



COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
AuTONOMOUS MUNICIPALITY OF ARECIBO FOR THE FiSCAL YEAR ENDED JUNE 30, 2014

9. CAPITAL ASSETS

Capital Assets activities for the fiscal year ended June 30, 2014 was as follows

BALANCE BALANCE
JULY 1, JUNE M,
DESCRIPTION 2013 INCREASE  DECREASE 2014
Governmental Activities:
MNon-Depreciable Caprtal Assets:
Conslniction in Progress $ 5059938 & - & (2194.770) § 2,865,168
Works of Arl 157,261 - - 157 261
Land 57,535,654 - - 57,595,654
Total Non-Depreciable Capital Asseks 62,812,853 - {2,194,770) _ 60.618.083
Depreciable Capital Assels:
Buildings 48,495,062 3,732,386 - 52,227 448
Building Improvements 13,214,591 - - 13,214,591
Infrastuchure 16,750,585 266,108 . 17.016,693
Infrastruciure Improvements 14,150,765 - - 14,150,765
Equipment 5,571,011 38,870 - 5,609,881
Fumitures 1,786,045 - - 1,786,045
Compuiers 997 437 - - 997,437
Mokr Vehicles 10,441,020 - - 10,441,020
Total Depreciable Capitl Assels 111,406,516 4,037 364 - 115,443 880
Less Accumulated Depregiation:
Buildings {15554 877y (1,260,266) - (16,815,143}
Building Improv ements {2,.326.077) {361.411) - (2.687.488)
Infrasructure {11,256,296) {163,169) - {11,419.465)
Infrastructure Improv ements {3.218.817) (757.422) - (3,976,239}
Equipment {4,782,387) (497,703) - (5,280,080}
Fumitures {1,734,210) {46.035) - {1.780,245)
Compuers {988,493) {7,096) - {995,589)
Molor Vehicles {9,108,089) {624,265) - (9,732,354
Works of Anl
Totat Accumulated Depreciaion {48,968, 246) (3.717,367) - (52,686,613
Total Depreciable Capital Assels (Net) §2 437270 319,997 - 62,757 267
CAPITAL ASSETS, NET $125250123 % 319997 § {2194 770y $123,375,350
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9. CAPITAL ASSETS - continuation

Depreciation expenses were charged to govemmental functions/programs as follows:

10. NONCURRENT LIABILITIES

A, General Obligations Bonds and Special Obligations Bonds

Governmental Activities:
Mayor and Muricipd Legislare
Genera Govemment
Public 3adety
Puiiic Works
Culure and Recreaiion
Human Services and Welfare
Pubiic instruction
U rban Dev elopment

Toll Cepreciation Ex penses

AMOUNT

L) 393
705,274
256,027

1,098,260
970,100
19,165
553
662,592

RENAIA )

The principal long-temn obligations of the Municipality are general obligation bonds and special obligation
bonds issued to finance the construction and improvements of public facilities and purchase of machinery and
equipment. The Municipality's obligations long-term debt retirements are appropriated and paid from

resources accumulated in the Debt Service Fund {See Note 11).

The following is a summary of general and spegial obiigation bonds of the Municipality as of June 30, 2014:

lssue Original Maturity Interest Balance
Type of Obligation and Purpose Date Borrowing Date Rate Amount
General Obligation Bonds:
Property Taxes Income:
General Consruction 1984 $ 400,000 2018 4.87% § 136,000
General Consiuction 1955 14,575,000 2020 4.70% 10 6.63% 7,310,000
Operational Ex penditures 1958 900,000 2023 4,75% 471,000
General Consbuction 1959 7,365,000 2024 2.70% b 5.60% 4,835,000
General Consbuction 2002 5,030,000 2026 270% b 560% 3,670,000
Operational Ex penditures 2003 605,000 2028 1 53% 1o 6.00% 460,000
General Construction 2004 1,610,000 2029 1.53% b 6.60% 1,200,000
General Construchion 2004 410,000 2019 128% b 4.80% 155,000
Cperational Ex penditures 2005 7.670,000 2014 1.53% o 6.60% 950,000
Cperational Ex penditures 2006 1,056,000 2016 1.53% o 7.00% 395,000
General Construction 2008 1.015,000 2033 1.53% bo 7.50% 935,000
General Constructon 2008 4,020,000 2033 4.75% kb 7.50% 3,670,000
Cperational Ex pendities 2009 805,000 2024 4.75% b 7.50% 675.000
Generat Construcbion 2010 1,355,000 021 6.00% i 7.50% 1,215,000
Acquisiion of Capital Assets 2011 825,000 2017 6.00% & 7.50% 520,000
Operational Ex pendiures 2012 5,775,000 08 6.00% b 7.50% 4,415,000
Operatonal Ex penditures 2012 505.000 2037 6.00% b 7.50% 500,000
Operationa! Ex pendiures 2014 3,935,000 2033 6.00% k& 7.50% 3,935,000
General Construction 2014 4,225,000 2033 6.00% b 7.50% 4,225,000
Tolal General Obligations Bonds 39,712,000
comnue
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10. NONCURRENT LIABILITIES - continuation

Issue Original Maturity Interest Balance
Type of Obligation and Purpose Date Borrowing Date Rata Amount
Special Obligations Bonds:
General Revenues:
QOperational Ex penditures 2002 $ 10,545,000 2026 1.28% 0 8.00% § 7450000
Operational Ex pendiures X003 4,235,000 2028 6.00% 3,085.000
Subtaial 10,535,000
Sales & Usage Taxes:
Acqusition of Capital Assels 209 1,845,000 204 5 00% 0 7.50% 1,725,000
Operationa Ex pendibires 2010 2,085,000 2035 6.00%m 7.50%  2.005,000
Acqursition of Capital Assels 2010 4,140,000 215 £.50% w 7.00% 3,930,000
Operatonal £x pendilures 210 1,228,000 2007 6 00% o 7.50% 178,000
Operational Ex penditures 2011 2,065,000 2036 6.00% i 7.50% 2,005,000
Subtotal 10,443,000
Total Special Qbligations Bonds 20,978,000
Total General and Spacial Obligations Bonds $ 60,690,000

During the fiscal year ended June 30, 2014 the Municipality issued general obligation bonds payable in the
amount of $3,935,000 for operational purposes. Principal and interest on the general obligation bonds are
appropriated and paid from resources accumutated in the Debt Service Fund.

Also, during the fisca year ended June 30, 2014 the Municipality issued general obligation bonds payable in
the amount of $4,225,000 for capital projects purposes. Principal and interest on the general obligation bonds
are appropriated and paid from rescurces accumulated in the Debt Service Fund.

Variable interest rates on bonds are reviewed perigdically 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 of the USA, (2) in the Eurodoliar market, and {3) to corporations
having tax exemptiens under the Puerto Rico Industnial Incentives Acts and, which qualify for benefits provided
by the former Section 936 of the US Internal Revenue Code.

According to Sections 103 and 148 through 150 of the US Internal Revenue Code and Sections 1.148 through
1.150 of the US Treasury Regulation, the Municipality's tax-exempt bonds are subject to the arbitrage rebate
requirements, At June 30, 2014, the Municipality had no federal arbitrage liability on bonds since interest
income eamed 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.

B. Legal Debt Limit and Legal Debt Margin

On March 9, 2009, the Commonwealth of Puerte Rico approves Law Number 7 that provides for revision of
the valuation of property subject to taxation and imposes special property taxes for the Commenweaith. The
Municipality debt limits are 10% of valuation of property subject to taxation, plus the balance of the speciai ad
valorem taxes in the Debt Service Fund. In addition, before any new bonds are issued, the revenues of the
Debt Service Fund should be sufficient to cover the projected debt service requirement. Additional legal debt
margin was determine for the issuance of the special cbligations bonds that are paid through retention made
by the MRCC from menthly advance of annual property tax and subsidy send to the Municipality.

conitaue
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10. NONCURRENT LIABILITIES - continuation
C. Other Noncurrent Liabilities

Following are the other noncurrent liabilities as of June 30, 2014 and carresponding change during the fiscal

year:
BALANCE RETIREMENTS BALANCE AMOUNTS  AMOUNTS
JULY 1, NEW AND JUNEX, CUEWITHIN DUE AFTER
DESCRIPTION 203 ISSUES  ADJUSTMENTS 2014 ONEYEAR ONE YEAR

Governmental Funds:

Law Number 42-MRCC $ 10683952 § - 8 (28303 § 1034685 & 3144 § 1003545
Law Number 146-MRCC 813,117 - (43,843) 789,274 43,843 745,431
Landfill Cbigation 18,283,522 . (226,248) 18,057,274 - 1805724
MRCC Uquidation 2012 1,347.602 - {1,347.602) - - -
Chrisimas Banus 717,916 648,772 {717.916) 648,772 648,772 -
PR Depariment of Labor 80,570 - {26,857 53,713 26,857 26,856
Employees Retirement Sysiem 2,780, 184 1,080,730 (1.002475) 2768439 1,286,976 1.481,463
Clams and Judgments 5,756,346 - (5.732,846) 23,500 - 23,500
Compensasd Absences 5,062,309 - 247631y 4814678 858,535 3.656,143
TOTAL § 15525558 § 1,729502 §  (94847H} § 28,190,139 § 2,896,127 § 25204212

Borrowing from MRCC

On July 1, 2007, the Municipality entered into a repayment agreement with the GOB and MRCC to repay the
uncollectible property tax sale authorized by the enacted Law Number 146. The onginal amount of debt is
$1,098,202 to be paid during 25 years pius annual interest of 6.22%.

On July 1, 2002, the Municipality entered into a repayment agreement with the GOB and MRCC io repay the
uncollectible property tax sale authorized by the enacted Law Number 42. The original amount of debt is
$1,284,410 1o be paid during 30 years plus annual interest of 6.1875%.

Landfilf Obligation

The Municipality is the current owner of a municipai solid waste landfill consisting of approximately 100 acres,
and accounts for certain costs associated with its landfill in accardance with GASB Accounting Standards
Codification, Section L18, Landfiif Closure and Post-Closure Care Costs. Accordingly, the Municipality is
required to recognize a liability equal to the estimated total current cost of post-closure care for its landfill.
Post-closure care of the Municipality's landfill after its closure is mandated by state and federal laws and
consists of various maintenance and monitoring functions at the landfill site. The estimated liability for
municipal solid waste landfill closure and post-closure care costs {including monitoring and maintenance) is
recorded as a iability in the accompanying GWF S, Statement of Net Position.

continue
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10. NONCURRENT LIABILITIES - continuation

The estimated total current cost of the landfifl ¢closure and post-ciosure care costs expense during the fiscal
year was $419,258, based on the 63% usage (filled) of the tandfill. )t is estimated that an additional
$10,707,728 will be recognized between the date of the Statement of Net Position and the expected filled
capacity (2032). The estimated total future closure and post-closure care costs {$28,991,250) is based on the
amount that would be paid if all equipment, facilities and services required to close, monitor, and maintain the
landfill were acquired as of June 30, 2014, However, due to the nature of closure and post-closure care of
municipal landfills, the estimated future costs are subjec! to annual revision due to changes in applicable
regulations, market prices and conditions, and other unforeseeable events,

The Municipality is required {0 provide financial assurance for the post-closure care activities in accordance
with federal regulations, and shouid idenfified current and future rescurces to cover costs relating to the

closure and post-closure care costs of the landfill as of June 30, 2014. The Municipality hasn't demonstrates
financial assurance to comply with such requirements.

Christmas Bonus

This amount represents the estimated accrued Christmas bonus accumuiated as of June 30, 2014 and payroll
related benefits, representing the benefit 1o employees to be paid during the first week of December 2014.

Department of Labor and Human Resources

On June 30, 2014, the Municipality entered into a repayment agreement with the Department of Labor and
Human Resources of the Commonwealih of Puerto Rico te repay the unemployment benefit as of June 30,
2014. The repayment agreement is payable in monthly aggregate installments of principals and interest at
§.00% of $2,238.08. The original amount of debt is $80,570 under the agreement to be paid during 3 years.
Cilaims and Judgments

This amount represents the amount accrued for possible claims arising from litigations as recommended by
the Municipality's aftorneys and classified as due after one year. Only claims is presented as due within one
year when the Municipal Legislature approved it in the next fiscal year budget.

Compensated Absences

This amount represents the estimated accrued vacation benefits, accrued sick leave benefits and payroll
related benefits, representing the Municipality's commitment to fund such costs from future operations.

D. Changes in Noncurrent Liabilities

The following is a summary of changes in noncurrent liabilities for the year ended June 30, 2014:

BALANCE RETIREMENTS BALANCE AMOUNTS AMOUNTS
JULY 1, REW AND JUNE30, DUEWITHIN DUEAFTER
DESCRIPTION M3 ISSUES  ADJUSTMENTS 2014 ONEYEAR ONEYEAR

Govermnmental Funds:
Generd Obligaions Bonds  § 35,019000 $ 6160000 $ (3467000} § 35712000 $ 3769000 % 35943000

Specid Obligaions Bonds 22,305,000 - (1,347,000 20,578,000 699,000  20.079.000
Other Obligations 35,975,550 1,728,502 (9.464,721)  28.190,339 2896127 HB2A N2
TOTAL §$ 93,269,558 § 6830502 § (14278721) § 88,680,339 § 7,564,127 § 81,316,212
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10. NONCURRENT LIABILITIES - continuation

E. Debt Compliance

There are a number of fimitations and restrictions contained in the various bond indentures. The Municipality

believes it is in compliance with all significant limitations and restrictions.

The annual requiremenis to amortize the noncurrent liabilities outstanding as of June 30, 2014 are as follows:

General Obligation Bonds ~ Special Obligafion Bonds  Other Noncurresi Obligations
YEAR ENDING PRINCIPAL  INTEREST PRINCIPAL INTEREST PRINCIPAL  INTEREST TOTAL
JUNE 30, PAYMENT  PAYMENT  PAYMENT  PAYMENT  PAYMENT PAYMENT  PRINCIPAL INTEREST
Governmerttal Funds:
2013 $ 3765000 5 205075 § 895000 § L3MW0 5 28%.17 § 82750 § 7S % 35715
2016 3,031,000 2070118 972,000 141,701 77,046 79,705 4,080,046 359.524
2017 3,265,000 1,539,775 1.041.000 1,366,676 79,025 8,577 4.389,025 3383178
2018 3,348,000 1,781,852 1,126,000 1.286.251 81,108 73219 4,555,735 3,143,323
2018 3,452,000 1,573,601 70,000 1,208,288 81,584 10,320 4,505,584 2,852,500
020-2024 10,223,000 5,714,573 6035000  4.798,758 458,654 X4388 16736664 10806719
2025-209 6,245,000 1184,153 5140000 2468463 540,857 181,850 11,928,857 5,824,778
Z000-2034 4,820,000 1,431,551 3,155,000 1,200,316 425,465 44,070 8,400,465 2,675,937
2035-2038 1,555,000 324,065 1,620,000 133,214 - . 3.175.000 457,279
Unmahred - - - . 23,545,236 - B3 -
TOTAL $ 112000 § 208,060 § 20978000 $1524974 § 28i90,339 § 502638 § 89,880,339 § 36,248,672

11. DEBT RETIREMENT

Revenues of the debt service fund consists of the ad-valorem property taxes which are recognized as revenue
when collected from taxpayers and reported by the Municipal Revenue Collection Center of the Commonwealth

of Puerto Rico {(MRCC) to the Municipality (See Note 12).

These property taxes are accumulated by the MRCC in costs of the general obligations bonds issued by the

Municipality (See Note 10). Payments are made to the GDB from such accumulated funds by the MRCC.

As per Act Number 18 of 2014 was created the "Law of Municipal Administration Fund (MAF)" to establish a special
fund called the Municipal Administration, authonze municipalities to pledge the funds deposited in the Local
Government Fund to which they are to secure the repayment of any loan, bond, note or other evidence of
indebtedness, which are the source of repayment funds deposited in the Special Fund and {o meet any expenditure
budget of the municipality and the municipality any activity or project, autherize the Govemment Development

Bank for Puerto Rico to make disbursements for purposes set out in this Act.

This measure is intended, first, to strengthen the financial capacity of the Corporation Tax Fund of Puerto Rico
(COFINA, by Spanish acronyms), established under Law No. 91-2006, as amended, known as the "Law Fund of
Sales and Usage Taxes", adjusting the sales and usage taxes (SUT) by increasing the state portion to 6.0% while

the municipal SUT is reduced to 1.0%, effective February 1, 2014,

Through this legislation a mechanism under which the SUT collections entitled to receive the Commonwealth of
Puerto Rico each fiscal year, after compiying with the deposits in the Tax Fund requires by Act No. 91-2006, shall
be deposited in a special fund created for the benefit of, and assigned to the municipalities. This special fund is
calfed the “Local Government Fund” ("LGF"), which will be guarded by the Govemment Development Bank of

Puerto Rico.

continue
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(1)

(2)

(3)

(4)

(5)

New Retirement Age for participants who joined the System for the first time before April 1, 1980, For
those parlicipants who, as of June 30, 2013, have not reached the age of 58 and compieted at least 10
years of service, or have not reached the age of 55 and completed at least 25 years of service, retirement
shall be optional when they meet the following age and service requirements:

(iy If, as of June 30, 2013, the participant is 57 years of age, the retirement wilf be optional when he/she
reaches 59 years. of age and has completed at least 10 years of service

iy If, as of June 30, 2013, the participant is 56 years of age, the retirement will be optional when he/she
reaches 60 years of age and has compieted at jeast 10 years of service.

(iiiy If, as of June 30, 2013, the participant is 55 years of age or less, the retirement will be optional when
hefshe reaches 61 years of age and has completed at least 10 years of service.

Retirement Age for paricipants who joined the System for the first time between April 1, 1990, and
Decernber 31, 1999 ~ For participants who, as of June 30, 2013, have rot reached the age of 65 and
compieted at least 10 years of service, reirement shali be optional when the parlicipant reaches 65 years
of age and has completed 10 years of service.

For Public Officers in High-Risk Posilions who began to work before April 1, 199} and who, as of June
30, 2013, have nat reached the age of 50 and completed at least 25 years of service, or who have not
completed 30 years of service, regardiess of their age, retirement shall be optional when they reach 55
years of age and have completed 30 years of service.

For Public Officers in High-Risk Paositions who began to work between April 1, 1880, and December 31,
1999, and who, as of June 30, 2013, are not 55 years oid and have completed 25 years of service, or
who have not completed 30 years of service, regardless of their age, retirement shall be optional when
they reach 55 years of age and have compieted 30 years of service.

Public Officers in High-Risk Positions who separate from active service before meeting the requirements
of age and service provided in subsection (a)(3) or (a)(4) of this Section may only receive their accrued
pension when they meet the following age and service requirements:

(i) If the participant joined the System for the first time before Aprit 1, 1990, after hefshe meets the
age and service requirements established in subsection (a) 1 of this Section.

(ii) if the participant joined the System for the first time between Apnil 1, 1990, and December 31,
1988, after helshe meets the age and service requirements established in subsection (a} 2 of
this Section,

Pension Computation

When the participant meets the age and service requirements established above, he/she shall be entitled to
receive an annuity computed on the basis of years of service accrued as of June 30, 2013, in accordance with the
following rules:

(i

(i)

The average salary of employees who began to work before Aprii 1, 15990, shall be the one estabiished
in definition number 15 of Section 1-104 of Act No 447.

The average salary of employees who began to work betwean Apnil 1, 1990, and December 31, 1999,
shall be the one established in Section 1-108 of this Act.

continue
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17. PENSION PLAN - continuation

(i) The pension computation of employees who began to wark before April 1, 1990, shall be made on the
basis of one and one half percent (1.5%} of the average salary, multiplied by the number of years of
creditable service up fo twenty {20} years, plus two percent {2.0%) of the average salary, multiplied by
the number of years of creditable service in excess of twenty years, in each case up o June 30, 2013.

{iv) The pension computation of employees who began to work between Aprii 1, 1990 and December 31,
1999, shall be made on the basis of one and one half percent (1.5%) of the average salary, multiplied by
the number of years of creditable service up to June 30, 2013.

(v} Participants of the System who, as of June 30, 2013, have availed themselves to the Coordinating Plan
and are receiving Social Security benefits will have their annuities adjusted in accordance with the
pravisions of subsection () of Section 2-101 of this Act. Provided that until the participant is entilled to
receive the Social Security benefits, he/she may receive an annuity in accordance with Section 5-103 of
this Act.

(vi) This pension shall be received together with the annuity accrued by a participant under Section 5-110 of
this Act.

Beginning on July 1, 2013, participants shall not accrue any more years of service for the determination of the
average salary and computation of a pension under Section 5-103(a)(4). In addition, participants may not have
services not credited recognized, contributions transferred or returned for periods worked before June 30, 2013,
except for those exceptions specifically established in Acl No 447.

Those participants who began to wark on or afler January 1, 2000, or those who as of June 30, 2013, were
participants in the Retirement Savings Program and who as of June 30, 2013, could retire from service because
they are sixty (60} years oid, may retire an any later date and they shall be entitled {o receive the annuity that could
be acquired with the balance of the contributions under the Retirement Savings Account Program and those
accrued under the Defined Contribution Hybrid Program.

The savings accounts under the Retirement Savings Account Program of employees who joined the System for
the first time on or after January 1, 2000, shall be rolled over to the Defined Contribution Hybnd Program. Be it
provided that if, as of June 30, 2013, the employees have not reached the age of sixty (60}, they shall be entitlied
to the annuity established in Section 5-110 of Act No. 447 when they meet the foilowing age requirements:

(M If, as of June 30, 2013, the participant is 59 years oid, the retirement will be optionai when he/she has
reached 61 years of age.

(i} If, as of June 30, 2013, the participant is 58 years oid, the retirement will be optional when he/she has
reached 62 years of age.

(iif) I, as of June 30, 2013, the participant is &7 years old, the retirement will be optional when hefshe has
reached 63 years of age.

(iv) i, as of June 30, 2013, the participant is 56 years ofd, the refirement will be optional when he/she has
reached 64 years of age.

(v) If, as of June 30, 2013, the participant is 55 years old or less, the retirement will be optional when hefshe
has reached 65 years of age,

For Public Officers in High-Risk Positions who began to work after December 31, 1999, and who, as of June 30,

2013, are not 55 years old, retirement shall be optional when they reach 55 years of age.
continue
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Funding Policy
The authonity under which the funding policy and the obligations to contribute to the ERS and System 2000 by the
plans” members, employers and other contributing entities {state of municipal contributions}, are established or

may be amended by law.

Contributions of Participants of Defined Benefit Program

Caontribution requirements are established by law and are as follows:

Coordinated Pilan - Priof to July 1, 2013 on the coordinated plan, the participating employee contributes 5.775%
for the first $6,600 of satary plus 8.275% for the excess over $6,600. For fiscal 2013-2014 the contribution was
7.00% for the first $6,600 of salary plus 10.00% for the excess over $6,600. For fiscal 2014-2015 the contribution
was 8.50% for the first $6,600 of salary plus 10.00% for the excess over $6,600. After July 1, 2015 the contribution
was 10.00% of salary. By the time the empioyee reaches 65 years old and begins to receive social security
benefits, the pension benefits are reduced by the following:

$165 per month if retired with 55 years of age and 30 years of credited service.

$110 per month if retired with less than 55 years of age and 30 years of credited service.

All other between $82 and $100 per month.

Disability annuities under the coordinated plan are also adjusted at age 65 and in some cases can be
reduced over $165 per month.

Non-Coordinated Plan (Supplementation Plan) ~ Prior to July 1, 2013 on the non-coordinated plan, the
participating employee contributes 8.275% of the monthly satary and does not have any change on the pension
benefits upon receiving social secunty benefis. After July 1, 2015 the contribution was 10.00% of salary.

Contributions of Participants of Hybrid Program

Contribution requirements are established by law and are as follows:

(a) Every participant of the Hybrid Program shall compulsorily have to confribute ten percent {10%) of histher
salary while he/she is an employee.

(b) Contributions under the Plan of Coordination with Social Security benefits - The participants of the
System who, as of June 30, 2013, have availed themselves to the Plan of Coondination with Social
Security benefits shall contribute 1o the Hybrid Program:

(1) Effective July 1, 2013, shall contribute seven percent (7%) of their monthily salaries up to five-hundred
fifty dollars ($550} and ten percent (10%) of their monthly salaries in excess of said amount.

(2} Effective July 1, 2014, shall contribute eight point five percent (8.5%) of their monthly salaries up to
five-hundred fifty dollars ($550) and ten percent {10%) of their monthly salaries in excess of said
amount.

{3) Effective July 1, 2015, shall contribute ten percent (10%) of their full monthly salanies.

The participants of the Program under subsections (a) and (b} of this Section may voluntanily contribute
to their account an amount in addition to the one established here. These contributions shall be credited
to the contribution account of each participant of the Hybrid Program. The Administrator shall establish

the way in which the participants may make additional contributions.
continug
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() Mandatory Contribution for the Purchase of Disabifity insurance - Every participant of the Hybrid Program
shail mandatorily contribute to the disability insurance established in Section 5-112 of Chapter § of Act
No. 447, for which he/she shall have to contribute such sums, fixed in doliars or a percent of the salary,
that the Administrator, with the approval of the Board, determines that are needed to provide the disability
benefit, provided the contribution required by the Administralor is equal to or less than point twenty five
percent (0.25%) of the participant's salary. The contributions made pursuant to this subsection may be
credited against and will reduce the contributions that the participant of the Program is bound to pay to
the Commonweaith of Puerto Rico Employees Association as provided in Section 8 of Act No, 133 of
June 28, 1966, as amended. The contributions made under this subsection shait not be credited to the
participant's account,

Employer Contributions to the System (ERS and Hybrid Program})

On July 6, 2011, the Commonwealth enacted Act No. 116, increasing the employers’ contributions rate from
9.275% to 10.275% of employee compensation for fiscal year 2011-2012, an additicnal 1% annuaily for each of
the next four years, and 1.25% annually for each of the five years thereatter, reaching an aggregate contribution
rate of 20.525% effective July 1, 2020.

Every employer, beginning on July 1, 2013, shall mandatorily contribute to the System the following:

July 1, 2013 Twelve point two hundred seventy-five percent (12.275%} of the salary of each
participant

July 1, 2014 Thirteen point two hundred seventy-five percent (13.275%) of the salary of each
participant

July 1, 2015 Fourteen point two hundred seventy-five percent (14.275%) of the salary of each
participant

July 1, 2016 Fifteen point five hundred twenty-five percent (15.525%) of the salary of each
participant

July 1, 2097 Sixteen point seventy hundred seventy-five percent {16.775%) of the salary of
each participant

July 1, 2018 Eighteen point twenty-five percent (18.025%) of the satary of each participant

July 1, 2019 Nineteen point two hundred seventy-five percent (19.275%) of the salary of each
participant

July 1, 2020 Twenty point five hundred twenty-five percent (20.525%) of the salary of each
participant

tis provided that the estabiished increases applicable to the municipalities for fiscal years 2012-2013 and 2013-
2014, shall be included in the budget petition submitted by the Office of Management and Budget to the Legislative
Assembly.

conbinue
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Death, Disability or Terminal lfiness Benefits

Death of a Participant in Active Service

Upon death of any person who is rendering services and who had contributions accrued in the Hybrid Program,
these contributions shall be reimbursed to the person or persons the participant had designated through written
order duly acknowledged and submitted to the Administrator, or to his/her beirs, in the event such designation had
not been made. The reimbursement shall be equal to the sum of the contributions and the investment yields up to
the date of the demise of the participant. The Administrator shali collect from the contributions any debt the
participant may have with the System.

Death of a Pensioner
if a pensioner dies without having consumed all of his/her pension payment contributions, his/her designated
beneficianies or, absent such designation, his/her heirs, shall confinue receiving the monthly pension payments

until the contributions of the participant are completely consumed.

Separation from Service for Disability or Terminal lilness

The batance in the contribution account of every participant of the Hybnid Program who is permanently separated
from service due to tolal and permanent disability, due to disability pursuant to Act No. 127 of June 27, 1858, as
amended, or due to terminal iliness, as determined by the Administrator, shall be distributed to the participant by
the Administrator in a lump sum, or through the grant of an annuity, or any other optional form of payment pursuant
to Section 5-110 of Act No. 447, at the option of the participant.

Beginning on June 30, 2013, nc disability pensions shall be awarded pursuant to Sections 2-107 thru 2-111 of Act
No. 447.

Disability Insurance

The Administrator, with the approval of the Board, shall establish a disability benefits pragram, which shall provide
a temporary annuity in the event of total and permanent disability. Disability benefits may be provided through one
or more disability insurance contracts with one or more insurance companies authorized by the Insurance
Commissioner of Puerto Rico to conduct business in Puerto Rico. The determination as to whether a person is
partially or totally and permanently disabled, shall be made by the insurance company that issues the insurance
policy covering the person. All the participants of the Program who are employees shall avail themselves to the
disability benefits program in the manner and form established by the Administrator.

Additional Benefits Program

The Additiona! Benefils Program is established for pensioners of the ERS; said benefits are separate and shall
not form part of the pension or annuity.

Except for those persons who retire under Chapter 5 of Act No. 447 of May 15, 1951, as amended, every person
who was receiving a pension or benefit under Act No. 447, or the pension plans superseded by if, or any other law
administered by the Administrator of the ERS, excluding any person who is receiving a pension or benefit under
Act No. 12 of October 18, 1954, as amended, shall be entitied to receive the folltowing benefits:

{8} A Medication Bonus equal to one hundred ($100), which shall be paid no later than July 15 of each year;

continue
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(b} A Christmas Bonus equal to two hundred dottars {$200), which shall be paid no later than December 20
of each year; and

{c) A Govemment contribution for heafth benefits for employees covered by heaith benefit ptans under Act
No. 95 of June 29, 1963, as amended, of one hundred dollars ($100) monthly for pensioners of the
Empioyees Retirement System of the Government of the Commonwealth of Puerto Rico, but it shall not
exceed the total amount of the correspanding fee to be paid to any employes.

In order to fund the Additional Benefits Program and the ERS, beginning on fiscal year 2013-2014 and every
subsequent fiscai year, the ERS shall receive a contribution equal to two thousand dotlars ($2,000) as of July 1 of
every year for every pensioner of the ERS who began to work in the Public Service on or before of December 31,
1999.

The Administration of the ERS shall determine the totai amount of the special additional contribution provided in
the above paragraph and shall send a certification to the Direclor of the Office of Management and Budget and to
each public corporation and municipality whose employees are retired under the ERS, informing them the amount
correspanding to the special additional contribution.

The funds to cover the contribution described above, with respect to pensioners of the Centrai Government, shalt
be allocated in the Budget of Expenses of the Government of the Commonweaith of Puerte Rico. Public
comporations and municipalities whose employees are covered under this Act shall provide the funds to cover the
contribution described in Section 2 with respect 1o their pensicners.

The persons who relire under the provisions of Act 305-1599, known as ‘Retirement Savings Accounts Program’,
and under Chapter 5 of Act No. 447 of May 15, 1951, as amended, shail be excluded from receiving the benefits
granted under Act.

Annual Contribution DEFINED HYBRID

L - . FISCAL YEAR  BENEFIT PROGRAM  ACT NO.3
The Municipality's contributions during those years
are recognized as total pension 204 $ 1589 § 4917 3 &%
expendituresiexpenses in  the calegory of X013 205,118 205,115
administration as follow: A12 812473 788,262

Total employee contributions to the above-mentioned plans during the year ended June 30, 2014, 2013 and 2012
amounted to approximately $2,709.475.

These amounts represented the 100% of the required contnbution for the coresponding year, Additionally,
changes made in the types and amounts of benefits offered by special iaws and costs of living adjustments, led to
a one-time recommended contribution to fund the retroactive adjustment related to the changes.

The Employee’s Retirement System of the Government of the Commonwealth of Puerto Rico provides additionat
information of the Defined Benefit Program and Hybrid Program. They issue a publicly available financial report
that includes financial statements and required supplementary information for ERS, as a component unit of the
Commanwealth. That reporl may be obtained by writing to the Administration at PO Box 42003, Miniflas Station,
San Juan, PR 00940-2003.

continue
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18. HEALTHCARE COSTS

During the year ended June 30, 2000 the Govemor of the Commonweaith of Puerto Rico required to the
munictpalities of Puerto Rico an annual contribution o subsidy the cost of the implementation and administration
of the Healthcare Reform. Such contributions are required to be disbursed from general fund operating budget.
Totat contributions made by the Municipality amounted to approximately $2,145,456 for the fiscal year ended June
30, 2014.

19. CONTINGENCIES
A. Claims and Judgments

The Municipality is, at present, a defendant in a number of legal matters that arise from alleged improper
appfication of policies and negligence in the ordinary course of the Municipality's activities. The legal counsel
of the Municipality has advised that at this stage in the proceedings of lawsuits he cannot offer an opinion as
1o the probable outcome.

in addition, the Municipality is a defendant or co-defendant in several legal proceedings, which are in discovery
stage. Certain of these claims are covered by insurance. Legal counsel with the information currently available
determine that of these claims the Municipality should reporied liabilities of $23,500,

B. Federal Grants

In the normal course of operations, Municipality parficipates in various federal grant agreements from year fo
year. The expenditures financed by grants are subject to program compiiance audits by the grantor and
passed-through agencies in order fo assure compliance with grant requirements. If expenditures are
disallowed due to noncompliance with grant program reguiations, the Municipality may be required to
reimburse the grantors for such expenditures.

The Report on Compliance with Reguirements Applicable to Each Major Federal Award Program and on
Internal Control aver Compliance in Accordance with OMB Circular A-133 for the year ended June 30, 2014,
disclosed several instances of noncompliance with applicable laws and regulations that were considered to
be material weaknesses.

Of the federal expenditures authorized for the fiscal year 2013-2014, the auditors determined that cost
amounting $307,027 are disallowed. Also, $806,286 of the disallowed costs from prior years are pending of
final resolution of the awarding agencies.

Municipality is also subject to audits performed by the Office of the Comptroller of Puerto Rice.
20. COMMITMENTS
A. Operating Leases

The Municipality leases real property, buildings, and equipment under various operating lease agreements,
which generally have terms of one year or fess and are automatically renewed for the same term. Rental
expendituresfexpenses recorded in the general fund for the year ended June 30, 2014, amounted o
approximately $253,850. Management believes that the summary of the future minimum rental commitments
under noncancelable real property and equipment lease with terms exceeding one year is not material to the
basic financial statements taken as a whole.

continug
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20. COMMITMENTS - continuation
B. Construction

The Municipality had encumbrancas at June 30, 2014 for the construction, improvements, or renovation of
several municipal facilities in the folowing funds:

Encumbared For Amount Reportad within Fund Balance Classification
Capia! Actvites Fund  improvement of F aciles $ 927618 Resncied b Improvement and Consiuckon of Fackies
Resurfacng of Srees and oher mprovemens 143,669  Reswced b lmprovement of Sreek and Sidewaks
tmprovermenl of Waer and Sewer F aciiles 52641  Resyxid b impeovemant of Water and Sewer Sysem

C. Landfill
Landfilf Administration

The Municipality has a contract with Landfill Technologies of Arecibo Corp. (LTAC) until June 30, 2018, to
provide the service for the operation and administration of the Municipality's landfill. The Municipality shall
deposit sofid waste at no cost in the landfill by using authorized vehicles of the Municipality. In addition, LTAC
is committed to pay the Municipality $2.00 per ton deposit in the Municipality landfil, except from the
Municipality, as royalty, of which $1.00 shouid be retained by LTAC for capital improvement on the landfill.
On February of 2008, both parts agreed to change the royalty for a recycling program established by LTAC.
Also, LTAC is authorized to increase the capacity of the landfill by adding a new cell. When this cell beginning
operation, LTAC is committed to pay the Municipality as royalty of 10% of gross revenues.

Solid Waste Disposai Contracts

The Municipality has solid waste disposal contracts with Landfill Technologies of Arecibo Corp. (LTAC) until
June 30, 2016, to provide the service for the recollection and disposal of solid waste in the Municipality's
landfill. As mentioned above, the Municipality shall deposit solid waste at no cost in the landfili by using
authorized vehicles of the Municipality. The contracls provided that the Municipality is committed to pay
annually the following amounts. Also, the contracts provide an increase of fen percent (10%) at the third year
of service. Expendilure for the year ended June 30, 2014 for this service amounts to $2.2 million,
approximately.

Future cemmitments are scheduled as follows:

Year Amount
2015 $3,254,766
2016 3,325,297
Total $6.580,063

continug
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FIsCAL YEAR ENDED JUNE 30, 2014

D. Financial and Administrative Policies Due to Fiscal Emergency

In Ordinances 28, 37 and B0 approved by the Municipal Legislature on January 15, January 29 and Jjune 12,
2013, respectively, the legislative body authorized the Mayor to establish finaricial and administrative policies
due to fiscal emergency. This Ordinances establish policies of personnel management, awarding of existent
and future contracts, equipment acquisition, determining and coilecting accounts receivable, legislative body
expenditures, use of municipal vehicles, waste management, fand disposition, use of facilities fees, sale of
advertisement spots, service fees, reduction of legislators fee, and joint ventures with other government
agencies and municipalities to pravide services.

21. NET POSITION { FUND BALANCES RESTATEMENTS
A. Net Position

For the year ended June 30, 2013, the Municipality adiusted net position for the foliowing concept:

GOVERNMENT AL
ACTIVITIES
Nel Position, a5 Previously Reparied,

At June 30, 2013 $ 43414436
Adustments o Claims and Judgmenis Detx. 6,024,487
Adustments © Fund Balance 41,300

Beginning Net Position, as Restated,
At July 1, 2013 $ 49,450,223

B. Fund Balance

The following reconciles the June 30, 2013 Fund Balance, as previously reported to Beginning Fund Balance,

as restated, July 1, 2013 for the various funds:

DEET CAPITAL OTHER TOTAL
GENERAL HEAD START SERVICE ACTIVITIES  GOYERNMENTAL GOVERMMENTAL
FUND FUND FUND FUND FUNDS FUNDS
Furd Balance, as Previcusly Reponed,

Al June 30, 213 § (1581400 § -5 AmE0L § 0 BOTED § 1333600 $ 851974
Adusiment o Cash . #1300 . 44300
Adjusiment 0 Due b Other Funds 297.358 (274.8689) {22.500) -

Beginning fund Balante, 23 Restated,
Al July 1, 2083 $ (A0 & - 3 408,02 § 1383791 § 134,10 § 6,561,034
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21. NEW ACCOUNTING STANDARDS

The provisions of the following Governmental Accounting Standards Board (GASB) Statement have been
impiemented for the year ended June 30, 2014:

GASR Statement No. 67, Financial Reporting for Pension Plans — an amendment of GASB Statement No. 25.
The objective of this Statement is to improve financiai reporting by state and local governmental pension
plans. This Statement results from a comprehensive review of the effectiveness of existing standards of
accounting and financial reporting for pensions with regard to providing decision-useful information,
supporting assessments of accountability and interperiod equity, and creating additional transparency. This
Statement replaces the requirements of Statements No. 25, Financial Reporting for Defined Benefit Pension
Plans and Note Disclosures for Defined Contribution Pians, and No. 50, Pension Disciosures, as they relate
to pension plans that are administered through trusts or equivalent arrangements (hereafter jointly refemed to
as trusts) that meet certain criteria, The requirements of Statements No. 25 and No. 50 remain applicable to
pension pians that are not administered through trusts covered by the scope of this Statement, and to defined
contribution plans that provide postemployment banefits other than pensions.

The major fundamenta! change, among others related to the appiication and determination of certain
measurement assumptions in valuing pension plans, is switching from the existing “funding-based” accounting
model, where currently the Annual Required Contribution (ARC) is compared fo the actual payments made
and that difference determines the Net Pension Obtigation; to an “accrual basis® model similar to current FASB
standards, where the Total Pension Obligation (Actuarially determined} is compared to the Net Plan Position
(or assets) and the difference represents the Net Pension Liability. This particular Statement will be applicable
to the three Retirement Systems of the Commenwealth of Puerta Rico, not to the rest of the Commonwealth's
agencies or any of the Commonwealth’s compaonent units. The impact of this Statement will be establishing
its new net pension liability for the Commonwealth to an amount resembling the existing actuarial deficiency
in the aforementioned Retirement Systems which at June 30, 2013 amounted to approximately $34 billion.

GASB Statement No. 70 (“GASB 707, Accounting and Financial Reporting for Nonexchange Financial
Guarantees, requires a state or local govemment guarantor that offers a nonexchange financial guarantee to
another organization or govemment to recognize a fability on its financiat statements when it is more likely
than net that the guarantor will be required to make a payment to the obligation holders under the agreement.

A nonexchange financial guarantee is a credit enhancement or assurance offered by a guarantor without
receiving equal or approximately equal value in exchange. The guarantor agrees to pay an obligation holder
in the event that the issuer of the obligation is not able fo make its required payments to the obligation holder.
Nanexchange financial guarantees can include guarantees by a state for bonds issued by local governments
within that state or guarantees of mortgage loans fo individuals, if equal or approximately equal value is not
received in exchange.

GASB 70 does not have any impact on the Municipatity's financial statements.

conbnue
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COMMONWEALTH OF PUERTO RiCO NOTES TO THE BASIC FINANCIAL STATEMENTS
AuToNOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

22. SUBSEQUENT EVENT

In October 15, 2014 the Municipality obtained the approval for the issuance of general obligation bonds in the
amount of $1,360,000 for the acquisition of equipment. The principal and interest are payable annually for a 7
years term.

In October 15, 2014 the Municipality obtained the approvat for the issuance of general obligation bond in the
amount of $5,685,000 for construction and improvements. The principal and interest are payable annually for 20
years term.

In September 15, 2014 the Municipality entered into an agreement with the Commonwealth of Puerlo Rico
Treasury Department for installment payment of the amount due for employment taxes and withholdings. The
agreement requires for 60 monthly instailments of $10,396 until the liquidation of the debt of $659,771.

In February 28, 2015 the Municipaiity desisted to continue with the administration of the Head Start Program.

I preparing these financial statements, the Municipality has evaluated significant transactions for potential

recoghition or disclosure through March 25, 2014, the date the financial statements were issued. Based on such
analysis, no additional transaction need to be recorded or disclosed.

END OF NOTES
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REQUIRED SUPPLEMENTARY INFORMATION

COMMONWEALTH OF PUERTO RICO BUDGETARY COMPARISON SCHEDULE — GENERAL FUND
AUTONOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014
Actual Amounts
{Budgetary Basis)
Budget Amounts {See Accompanylng  Variance with
Origina Final Notes) Final Budget
BUDGETARY FUND BALANCE, JULY 1, 23 §  (16,929051) § (16921051} § (16,921,051 §
Resources ( Infows):
Property Taxes 10,633,964 10,633,964 10,897,366 263402
Volume of Business Taxes 8,803,193 8,803,193 1,736,842 {1,066.351)
Sales and Usage Taxes 4,216,032 4,866,532 3,195,839 {1,666,693)
inergovernmental Revenues 8,528,473 7,396,926 11,579,116 4,182,390
Construcion Excse Taxes 1,120,000 1,120,000 1,079,347 {40.653)
Chames or Services 512.000 539,000 306,648 {232,352)
Rent 197,600 197 600 202,697 5.097
inereston Deposis and InvesiTent 50,000 50,000 819,307 769,307
Mscataneous 3.882,000 4630,582 1,233,283 {3.397.199}
Transkr fom Oher unds gy 207 - 2,265724 W57
Proceed of Bond - 3,935,000 3,935,000
Total Resources [Inflows) 38,140,535 38,237,797 43,255.469 5,017,672
Anmounks Avaiable for Appropriaton 21,219 488 21,316,746 26,33 418 5017672
Charges b Appropriations {Outlows).
Mayor and Municipal Legistatire 2,819,105 3.244 881 3,250175 {5,294}
General Government 15,404,401 19,145 281 22,264,538 {3.119,157)
Fubl Salely 3.432,936 3,444 685 3,248,152 196,533
Publc Works 4,140,430 3,915,141 3,372,458 542 682
Culure and Reaeaion 1,480,828 1,583,569 1559716 23853
Heazth and Sanialion 736,403 1,037,983 851,92% 86,054
Sobd Waste Disposal 2,302 285 2,302,285 2232 604 69,681
Human Services and Welare 152,854 89,155 79,462 19,693
Publc Insrucion 1,354,070 1,354 072 1,339,417 14 £55
Urban Development 483 527 652,622 895,000 {42 458)
Capiai Outiays 211,000 238,316 208,195 N
Transiers o Other Funds 1,573,700 1,219,707 1,219,707 -
Tota!l Charges b Appropriafons 38,140,539 38,237,797 40.421.444 {2,183.647)
BUDGETARY FUND BALANCE, JUNE 0, 2014 $  (16,921,051) § (16921051} § {14,087,026) § 2,804,025

The accompanying Nolfes fo Required Supplementary information are an integral pan of this schedule
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COMMONWEALTH OF PUERTO RICO
AuToNOoMOUS MUNICIPALITY OF ARECIBO

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE ~ GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

1.

Budgetary Reporting

The Budgetary Comparison Schedule - General Fund is presented as Required Suppiementary information in
accordance with GASB Accounting Standard Codification Section 1700, The Budget and Budgetary Accounting.
Formal and legal budgetary control is based upon major classes of expenditures known as functions.

Explanztion of Differences Between Budgetary Inflows and Outfiows and GAAP Revenues and Expenditures

Sources/inflows of Resources:

Actual Amounts (Budgelary Basis) *Availabte for Appropriabon® from the
Budgelary Companison Schedule {See Page 76)

Difference — Budget io GAAP;

Proceed of Bond
Transfers from other funds are inflows of budgetary resources but are not
revenues for financial reporting purposes

The Fund Balance {Deficit) at the Beginning of Year is a budgetary resource butis not &
Current-Year Rewenue for financial reporiing purposes

Total Revenues as Reporled on the Staterment of Governmenlal Funds Rewenues,
Expenditures and Changes in Fund Balange {See Page 24)
UsesiOutflows of Resources:

Actual Amounts (Budgetary Basis) T otal Charges to Appropriation® from the
Budgetary Companson Schedule {See Page 76}

Difference — Budget to GAAP:

Encumbrances for supplies and equipment orderad bul not recelved are reported
in the year the order is placed for budgelary reporting purposes

Payments of encumbrances of pricr year that are expenditures for financial reporting
purposes but are not outflows for budgetary purposes

Transfers o other funds are outfows of budgetary resources but are nat
expenditures for financial reporting purposes

Tolal Expendilures as Reported on the Statement of Govemmental Funds Rewenues,
Expenditures and Changes in Fund Balance {See Page 24}

END OF THIS SECTION

General Fund

§ 26334418
(3.836,000)
(2.265.724)
16,921,051

$ 37054745

S 40421444

(1.518.104)
6680

{1218.707)

s 3760313
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COMMONWEALTH OF PUERTO RICO

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM —
FiNaANCIAL DATA SCHEDULE (RQ020)

AUTONOMOUS MUNICIPALITY OF ARECIBO

ENTITY WIDE BALANCE SHEET SUMMARY

JUNE 30, 2014

Submission Type:
Audited / A-133

Assets
11
113

100

124
128
128.1

120
150

164
166

160
190

Liabilities and
Eguity

333
347

310
300

Eguity
508.1
509.2
5111
5121
512.2

513
600

Current Assets - Cash:
Cash - Unresticted
Cash - Other Resfricled

Total Cash

Receivables:

Accounts Receivable - Other Govemment

Fraud Recovery

Allowance for Doubful Accounts - Fraud Recovery

Total Receivable, Net of Allowance for Doubtful Accounts
Total Current Assets

Fixed Assets:
Fumiture, Equipment & Machinery - Administration
Accumulated Depreciation

Total Capital Assets, Net of Accumulated Depreciation
Total Assets

Liabilities:

Current Liabilities:

Account Payable - Other Govemment
Inter Program - Due to

Total Current Liabilities
Totat Liabilities

Equity

Net Investment In Capital Assets

Fund Balance Reserved

Resiricted Net Position

Unresfricted Net Position

Unreserved, Undesignated Fund Balance

Totai Equity / Net Position
Total Liabilities and Equity / Net Position

The accompanying Noles to Finanaat Data Schedule are an integral parl of this Supplementary Informabon
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Fiscal Year End:
June 30, 2014

) 488,915

488,915

156,174
(156,174)

488,915

17.041

(106,773)

10,268
$ 499,183

10,268

488,915

499,183
$ 499,183






SecTioN 8 HousING CHOICE VOUCHERS PROGRAM -

COMMONWEALTH OF PUERTO RICO NoTES 10 FiNANCIAL DATA SCHEDULES (RQ020)
AUTONOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014
1. BASIS OF PRESENTATION

The accompanying Financial Data Schedule (FDS} inciudes the Section 8 Housing Choice Vouchers Program
activities of the Autonomous Municipality of Arecibe {Municipality}. The information in the FDS is presented in
accordance with the requirements of HUD's Uniform Financial Reporting Standards for HUD Housing Programs.
Because the FDS presents only a selected portion of the operations of Municipality, it is not intended to and does
not present the financial position, or change in net assets of the Municipality.

Therefore, some amounts presented in this Schedule may differ from amounts presented in, or used in the
preparation of, the basic financial statements. The Municipality reporling entity is defined in Note (1) {A) to the
basic financial statements.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Assets, Liabilities, Net Position, Revenues and Expenses reported an the FDS, are reporied on the full accrual
basis of accounting. They are recognized following the HUD's Uniform Financial Reporting Standards for HUD
Housing Programs.

RELATIONSHIP TO BASIC FINANCIAL STATEMENTS

Assets, Liabilities and Net Positicn are presented in the Municipality's Statement of Net Position. Revenues and
Expenses are reported in the Statement of Activities.

END OF NOTES
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COMMONWEALTH OF PUERTO RICO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

AuTOoNOMOUS MuNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014
FEDERAL PASS-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
(GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES

Pass-Through Puerlo Rico Administration of Families
and Children Affairs:

Promoting Safe and Stable Families .............c............. 93.556 N/AV
Domestic Violence Shelter and Supportive Services...... 93.671 N/AV

Subtotal Pass-Through Puerto Rico Administration of
Families and Children AKaIrS .......cooovevoevieeeeccee e,

Pass-Through Administration for the Childhood Care
and Integral Development:

Child Care and Development Block Grant.................... 93,575 GO1PRCCDF
Head Start Program...........cocoeevi e oo, 93.600 02-CH-5%44

Subtotal Pass-Through Administration for the
Childhood Care and iIntegral Development...............

Total U. S. Depariment of Health and Human
SEIVICES ... ee et e

U.S. Department of Hometand Security:
Pass-Through Puertc Rice Office for Public Security:

Disaster Grants — Public Assistance (Presidentially
Declared Disasters) ... ..., 87.036 FEMA 1919

Total U. S. Department of Homeland Security.............

TOTAL EXPENDITURES OF FEDERAL AWARDS ........

The accompanying Notes Io Schedule of Expenditures of Federal Awards are an mtegral pan of this schedule.
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18,734
77,730

96 464

632,108
10,254,166

10,926,274

11434576
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COMMONWEALTH OF PUERTO RICO NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
AuToHOMOUS MUNICIPALITY OF ARECIBO FOR THE FiSCAL YEAR ENDED JUNE 30, 2014

1.

BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federat Awards (the Schedule) includes the federal grant
activities of the Autonomous Municipality of Arecibo (Municipality}. The informaticn in this Schedule is presanted
in accordance with the requirements of Office of Management and Budget (OMB) Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations. Because the Schedule presents only a selected portion of the
operations of Municipality, it is not intended to and does not present the financial position, or change in net assets
of the Municipality.

Therefore, some amounts presented in this Schedule may differ from amounts presented in, or used in the
preparation of, the basic financial statements. The Municipality reporting entity is defined in Note (1) {A} to the

basic financial statements. All federal financial awards received directly from federal agency as well as federal
financial awards passed-through other government agencies are included on the Schedute.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Expenditures reporied on the Schedule are reported on the modified accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in OMB Circular A-87, Cos! Principles for
State and Local Government, wherein certain types of expenditures are not allowable or are limited as fo
reimbursement.

B. Negative amounts, if any, shown on the Schedule represent adjustments or credits made in the normal course
of business to amounts reporled as expenditures in prior years.

C. Pass-through entity identifying numbers are presented where available.
FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the program name, review of grant contract
information and the Office of Management and Budget's Catalogue of Federal Bomestic Assistance.

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS

Expenditures of federal awards are reporled in the Municipality's Statement of Revenues, Expenditures and
Changes in Fund Balances - Governmental Fund as follows: Head Start Fund - $11,223,426, and Other
Governmental Funds - $9,067,035.

END OF NOTES
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c‘ A DM'MR”NZ mc ENHANTING THE QGUALITY OF ACCOUNTIHG, AUDITING AND ATTESTATION BFRWICES

CEHTIAIED PUBLIC ACCOUNTANTS AND CONSULTANTS 201 Gauvier Bepitez Ave.

Coursalidnied Mo C-31

PO Bax 4369

Cagusi, PR 00726-136%

Phones: {787) 7960540 ) 1185 / 1370
Fax: {787 Te6-0A15

cond inzaartinezcam

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE REQUIREMENTS FOR EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB C/IRCULAR A-133

To the Honorable Mayor and

Members of the Municipal Legislature
Autonomous Municipality of Arecibo
Arecibo, Puertc Rico

Report on Compliance for Each Major Federal Program

We have audited Autonomous Municipality of Arecibo of the Commonweaith of Puerto Rico (Municipality)'s
compliance with the types of compliance requirements described in the OMB Circular A-133 Compliance Supplement
that could have a direct and material effect on each of Municipality's major federat programs for the fiscal year ended
June 30, 2014. Municipality's major federal prygrams are identified in the Summary of Auditor's Result Section of the
accompanying Schedule of Findings and Questioned Costs.

Management's Responsibility

Management is responsible for compliance with the requirements of laws, reguiations, contracts, and grants applicable
to its federal programs.

Auditor's Responsibility

Our respensibility is to express an opinion on compliance for each of Municipality's major federal programs based on
our audit of the types of compliance 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 of the United States;
and OMB Circular A-133, Audits of States. Locel Governments, and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we pfan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about Municipality's
compliance with 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 federat program.
However, our audit does not provide a legal determination of Municipality's compliance.

Basis for Qualified Opinion (See the following Table)

As described in the accompanying Schedute of Findings and Questioned Costs, Municipality did not comply with
requirement regarding the foillowing:

g1
. C PA Gowvernmental Member of: Amenican Institute of Certifim] Public Aecountamts (AITPA)
. Puerie Rica Sociery af Centified Public Accountanis
- Audit Quality Center Earolied in the AKCPA Prer Review Program Simce 1958






INDEPENDENT AUBITOR’S REPORT ON COMPLIANCE REQUIREMENTS FOR EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
To the Honorable Mayor and
Members of the Municipal Legislature
Autonomous Municipality of Arecibo
Page 3

Compliance with such requirements is necessary, in our opinion, for the Municipality to comply with the requirements
applicable to those programs.

Qualified Opinion (See the above Table)

In our opinion, except for the noncompliance described in the “Basis for Qualified Opinion” paragraph, Municipatity
complied, in all material respects, with the types of compliance requirements referred to above that could have a direct
and material effect on the major federal programs described in the above table for the fiscal year ended June 30, 2014.

Other Matters

Municipality's response to the noncompiiance finding identified in our audit are 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 compliance and, accordingly, we express no opinion on the response.

Report on Internal Control Over Compliance

Management of Municipality is responsible for establishing and maintaining effective intemal control over compiiance
with the types of compliance requirements referred to above. In planning and performing our audit of compliance, we
considered Municipality's intemal control over compliance with the types of requirements that could have a direct and
matenal effect on each major federal program to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for each major federal program and to test and
report on internal control over compliance in accordance with OMB Circular A-133, but not for the purpose of expressing
an opinion ¢n the effectiveness of internal control over compiiance. Accordingly, we do net express an ¢pinion on the
effectiveness of Municipality's internal control over compliance.

Qur consideration of intemal control over compliance was for the limited purpose described in the preceding paragraph
and was not designed to identity all deficiencies in internat control over compliance that might be material weaknesses
or significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not
identified. However, as discussed below, we identified certain deficiencies in intemal controt over compliance that we
consider to be material weaknesses.

A deficiency in intemal control over compliance exists when the design or operation of a control over compiiance does
not aliow management or empioyees, in the normal course of performing their assigned functions, to prevent, or detect
and correct, noncompiiance with a type of compliance requirement of a federal program on a timely basis. A matenal
weakness in interal control over compliance is a deficiency, or combination of deficiencies, in intermal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and cerrected, on a timely basis. We censider the
deficiencies (n intemal control over compliance described in the accompanying Schedule of Findings and Questioned
Costs as items 2014-010 through 2014-033 to be matenial weaknesses.

Municipality's response to the internal control over compliance finding identified in our audit are 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 compliance and, accordingly, we express no opinion on the response.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE REQUIREMENTS FOR EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
To the Honorable Mayor and
Members of the Municipal Legislature
Autonomous Municipality of Arecibo
Page 4

The purpose of this report on intemal control over compliance is solely to describe the scope of our testing of intemal
control over compliance and the resulls of that testing based on the requirements of OMB Circular A-133. Accordingly,
this report is not suitable for any other purpose.

CPA Diaz-Martinez, PSC
Certified Public Accountants & Consultants
License Number 12, expires on December 1, 2016

Caguas, Puerto Rico
March 25, 2015

Stamp No. E135460 was affixed to
the original report.
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COMMONWEALTH OF PUERTO RICO SCHEDULE OF FINDINGS AND QUESTIONED CO5TS
AUTONOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUKE 30, 2014

SECTION [ - SUMMARY OF AUDITOR'S RESULTS

Financial Statements

Type of auditor's report issued:

& Unmaodified Opinion
Modified: & Qualified Opinion
[0 Adverse Opinion
Disclaimer Opinion

Intematl controf over financial reporting:

s  Matenial weakness (es) identified? & Yes O No

»  Significant deficiency {ies) identified? Q Yes ] None Reported
Noncompliance material to financial statements noted? X Yes O No

Federal Awards

intemal control over major programs:

« Matenal weakness (es) identified? M Yes O Ne

+  Significant defciency (ies) identified? O Yes  None Reported

Type of auditor's report issued on compliance for

Maijor Programs:

& Unmogified Opinion
¢ Child Care and Develcpment Block Grant
B4 Qualified Opinion
» Child and Adult Care Food Program
s Community Development Block Granlt/
Entitlernents Grants
+ Home Inveslment Parnerships Program
(HOME)
» Section 8 Housing Choice Vouchers
Program
¢ Head Start Program
(1 Adverse Opinion (I Disclaimer Opinion

Any audit findings disclosed that are required to be reported
in accordance with Section 510 (a) of OMB Circular A-1337 = Yes [0 No

Identification of Major Programs:

CFCA Number Name of Federal Program or Clusier
10.558 Child and Adult Care Food Program
14.218 Community Development Block Grant/ Entilements Grants
14.239 Home Investment Partnerships Program (HOME)
14.871 Section & Housing Choice Vouchers Program
93.575 Child Care and Cevelopment Block Grant
93.600 Head Start Program
Dollar threshold used to distinguish between
Type A and Type B Programs: 5608,713
Auditee qualified as low-risk auditee? O Yes = No

cominue



COMMONWEALTH OF PUERTO RicO SCHEDULE OF FINDINGS AND QUESTIONED COSTS
AutoNoMous MUNICIPALITY OF ARECIBO FOR THE FIsCAL YEAR ENDED JUNE 30, 2014

SECTION Il ~ FINANCLAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER  2014-001
TYPE OF FINDING MATERIAL WEAKNESS [N PREPARED FINANCIAL STATEMENTS

CRITERIA Codification of Govemmental Accounting and Financial Reporting Standards, Section
1400.101 states that the reporling entities should report general capital assets in
govemmental activites, proprietary and fiduciary funds. Capital assets includes land,
improvements to land, easements, buildings, building improvemnents, vehicles, machinery,
equipment, works of art and historical treasures, infrastructure, and all other tangible or
intangible assets that are used in operaticns and that have initfal useful lives extending
beyond a single reporting penod (AU § 1400.103). The Municipality should have
established infemat control policies and procedures in order to properly account for capital
assets and o maintain adequate and updated inventory records that provide sufficient and
competent evidence to supporl the existence, rights and obligations, completeness, and
valuation and allocation, applicable to the capital assets in governmental aclivities of the
Govemmental-Wide Financial Statements,

CONDITION Curing our audit the Municipality did not provide a subsidiary of capital assets that agreed
with the amounts reported in governmental activities of the Govemmental-Wide Financial
Statements. Capital assets are the most significant assets of the Municipality and
therefore, have a significant impact on the Govemmental-Wide Financial Statements. This
is a prior year deficiency.

CAUSE The Municipality's intenai contrel system, failed to keep track of the additions of capital
assets and to assure that the subsidiaries agree with the amounts presented in lhe
Govemmental-Wide Financial Slatements.

EFFECT OR POSSIBLE EFFECT The financial statements prepared by the Municipality presented the capital assets and
depreciation expense in the Governmental-Wide Financial Statements that do not agree
with the subsidiaries provided. In addition, the Governmental-Yyide Financial Statements
are misstated for an unknown amount related to construction in progress and
infraslructure.

RECOMMENDATION ¥e recommend that the Municipality review Lhe subsidiaries of capita! assets in order to
assure lhat they recondile with the amounts presented in Govemmental-Wide Financial
Statements. In addition, review all those construction projects that comply with the
capitalization policy of the Municipality, and are in progress, and adjust the subsidiaries
and Govemmental-Wide Financial Statements accordingly.

RESPONSIBLE OFFICIAL'S

RESPONSE AND CORRECTIVE

ACTION PLANNED Municipaiity will prepare the financial statements for the year ended on June 30, 2014,
reviewing the subsidiaries of capital assets in order to assure that they reconcile with the
amounts presented in Govemmental-Wide Financial Statements. In addition, finance
Department will review of all those construction projects to assure compliance with the
capitalization policy of the Municipality, and are in progress, and adjust the subsidiaries
and Govemmental-Wide Financial Statements accordingly. Compietion of this comective
action would take more time than expected due to Municipalily's lack of documentation at
present time. A special teamwork would be assigned to find the supporting evidence
regarding title and ownership of capital assets

IMPLEMENTATION DATE December 31, 2015

RESPONSIBLE PERSON Mr. Juan A. Galan Ramirez - Director of Finance

conbnue
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COMMONWEALTH OF PUERTO RICO
AuToNOMOUS MUNICIPALITY OF ARECIBO

SCHEDULE oF FINDINGS AND QUESTIONED COSTS
For THE FiscaL YEAR ENDED JUNE 30, 2014

SECTION [i - FINANCLAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER
TYPE OF FINDING

CRITERIA

CONDITION

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S

RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2014-002
MATERIAL WEAKNESS IN PREPARED BANK RECONCILIATIONS

Chapter VIII, Article 8.010 of Act Number 81 of August 30, 1991, states that the Municipality
should maintain an effective and updated accounting system. Seclion 12 of the
Reguiations for Municipal Administration states that bank reconciliations for each bank
account maintained by the municipality must be performed monthly in the Uniform
Municipal Accounting System {UMAS). If for some extraordinary reason, they were
prevented from using the UMAS, the bank reconciliations are performed in a model in
electronic format provided by the Office of the Commissioner of Municipal Affairs. In
addition, municipalities have to prepare a monthly report in which the transactions of
receipts and disbursements are reflected the month and the balance of funds duly
reconciled with the bank reconciliation.

During Fiscal Year 2013-2014, the Municipality failed to prepare bank conciliations for its
local, state and federal accounts on a timely manner. Bank conciliations were prepared by
an external accounting firm more than a year overdue. This i9 a prior year deficiency.

The Municipality did not maintain eflective internal control over the transactions recorded
on its accounting records and the preparation of its bank conciliations.

The Municipality's cash accounting record did not provide updated and complete finangial
information that presents the comect cash balance in their accounts at the time of
authonzation of payments.

We recommend that the Municipality should establish intemal contrel and procedures in
order to maintain an accounting system that contains information pertaining to bank
reconciliation. The Finance Director wili delegate the responsibility to perform the monthly
bank reconciliations and reports to an employee or Municipality official under its
supervision. These reconciliations should be signed by the employee or officer and must
be checked and signed by the Finance Director.

Municipality had established intemal control and procedures fo maintain the new
accounting system with the information pertaining to bank reconciliation. The Director of
Finance will delegate the responsibility to perform the monthly bank recenciliations and
reports to an employee or Municipality official under its supervision, according to the
requlations and legislation, to an extemal consulting firm or both, according to time
schedule and scope of work.

July 31, 2015

Mr. Juan A. Galan Ramirez — Director of Finance

continue



COMMONWEALTH OF PUERTO RICO SCHEDULE OF FINDINGS AND QUESTIONED COSTS
AUTONOMOUS MUMICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION I - FIMARCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER ~ 2014-003 {See FINDING REFERENCE NUMBER 2014-010)

FEDERAL PROGRAM CHILD AND ADULT CARE FOOD PROGRAM (CFDA NO. 10.558}
PASS.THROUGH PUERTO RICO DEPARTMENT OF EDUDATION
U.5. DEPARTMENT OF AGRICULTURE

AWARD NUMBERS 3236191243792 1 244138

COMPLIANCE REQUIREMENT ALLOWABLE COSTSICOST PRINCIPLES

TYPE OF FINDING MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

CRITERIA Circular A-87, Subpart C (1){}) states that to be allowable under Federal awards, costs
must be adequately documented.

COMNDITION During our audit procedures over Allowable Cost/Cost Principles, we selected a sample of

seven (7) checks issued for intemal confrol testing, and four (4) payments were not
available for examination. In addition, we selected other seven (7) checks issued for
compliance testing and two (2) were not available for evaluation.

conbnue
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

AuToNoMoUSs MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION ll - FIANCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBERS

COMPLIANCE REQUIREMENT

TYPE OF FINDING

CRITERIA

CONDITION

2014-004 {See FINDING REFERENCE NUMBER 2014-011)

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871)
U.5. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RQ020

ALLOWABLE COSTS!COST PRINCIPLES f SPECIAL TEST AND PROVISIONS -
HOUSING ASSISTANT PAYMENT

MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

24 CFR 982.505 {a) states that a payment standard is used to calcufate the monthiy
housing assistance payment for a family. The "payment standard” is the maximum monthly
subsidy payment. In addition, Circular A-87, Attachment A, Section C (1){i) establishes that
costs, to be allowable under Federal awards, must be adequately documented.

During our audit procedures we noted difference between the contract rent to owner
payment and the menthly payment made. From the ninety {30) payments made on May
2014, related to the HAP payments, we noted unreconciled differences in nine (9} files.
The differences noted were from $25.00 to $4,825.00.

contirue
100
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AUTONOMOUS MUNICIPALITY OF ARECIBO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION 1l - FINANCEAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER  2014-005 (See FINDING REFERENCE NUMBER 2014-0142)

FEDERAL PROGRAM HEAD START PROGRAM (93.600)
U.S, DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH PUERTO RICC DEPARTMENT OF FAMILY — ADMINISTRATION
FOR THE CHILDHOOD CARE AND INTEGRAL DEVELOPMENT

AWARD NUMBER 241-2012-000192 f 241-2014-000129
COMPLIANCE REQUIREMENT ALLOWABLE COSTSICOST PRINCIPLES
TYPE OF FINDING MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

CRITERIA Circular A-87, Subpart C (1)(j) states that to be allowable under Federat awards, costs
must be adequately documented. In addition, Common Rule codified at the Department of
Heatth and Human Services Part 92, Section 92.20 (a}{6) requires that accounting records
must be supported by such source documentation as cancelled checks, paid bills, payrolls,
time and attendance records, contract and subgrant award documents, etc..

CONDITION Curing our audit procedures over Allowable Cost/Cost Principles, we selectad a sample of
sixty (60) checks issued for intemal control testing, and five (5) payments were not
available for examination. In addition, we selected forty (40) checks issued for compliance
testing and eight (8) were not avaitable for evaluation.

In addition, during our payroll testing. we selected forty (40} employees to ascertain intemal
conrols and compliance over the documentation regarding payroll, and time and
attendance reconds. The Municipality didn't provide evidence of the hours worked for ane
{1) employee.

continue
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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SECTION || = FINANCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER
FEDERAL PROGRAM

AWARD RUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

2014-006 (See FINDING REFERENCE NUMBER 2014-022)

COMMUNITY DEVELOCPMENT BLOCK GRANT/ENTITLEMENT GRANTS {CFDA NO.
14.218)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

B-11-MC-72-009; B-12-MC-72-009; B-13-MC-72.008
EQUIPMENT AND REAL PROPERTY MANAGEMENT
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR §85.32 - Property records must be maintained that include a description of the
property, a other identification number, the source of property, who holds title, the
acquisition date, and cost of the property, percentage of Federal participation in the cost
of the property, the location, use and condition of the property, and any ultimate disposition
data inciuding the date of disposal and sale price of the property.

A physical inventory of the property must be taken and the results reconcited with the
property records a least once every two years. A control system must be developed to
ensure adequate safeguards {o prevent loss, damage, or thefl of the property. Any loss,
damage. or thefl shali be investigated. Adequate maintenance procedures must be
developed to keep the property in good condition. if the grantee or subgrantee is authorized
of required to seli the property, proper sales procedures must be established to ensure the
highest possible return.

The Municipality did not provide a property records of ail the property and equipment
acquired with CDBG,

coime
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SECTION Il - FINANCAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER ~ 2014-007 (See FINDING REFERENCE NUMBER 2014-023)

FEDERAL PROGRAM HEAD START PROGRAM (93.600)
U.5. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH PUERTO RICO DEPARTMENT OF FAMILY - ADMINISTRATION
FOR THE CHILDHOOD CARE AND INTEGRAL DEVELOPMENT

AWARD NUMBER 241-2012-000192 / 241-2014-000129
COMPLIANCE REQUIREMENT EQUIPMENT AND REAL PROPERTY MANAGEMENT
TYPE OF FINDING MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

CRITERIA 45 CFR, Subpart C Section 74.34 (f) states the recipient’s property management standards
for equipment acquired with Federal funds and federally-owned equipment shall include
all of the following: equipment records shall be maintained accurately and shall indude the
foflowing information: a description of the equipment; Manufacturer's serial number, model
number, federal stock number, national stock number, or other identification number:
source of the equipment, including the award number: Whether title vests in the recipient
or the federal govemment; acquisition date {or date received, if the equipment was
fumished by the federal govemment) and cost; information from which one can calculate
the percentage of HHS's share in the cost of the equipment (not applicable to equipment
fumished by the federal government); location and condition of the equipment and the date
the information was reported; unit acquisition cost; and ultimate disposition data, including
date of disposal and sales price or the method used to determine current fair market value
where a recipient compensates the HHS awarding agency for its share. Equipment owned
by the Federal Govemment shall be identified to indicate Federal ownership. The recipient
shali take a physical inventory of equipment and the results reconciled with the equipment
records at least once every two years. Any differences between quantities determined by
the physical inspection and those shown in the accaunting records shall be investigated to
getermine the causes of the difference.

The recipient shail, in connection with the inventory, verify the existence, current utilization,
and continued need for the equipment. The recipient shall maintain a control system to
insure adequate safeguards to prevent loss, damage, or theft of the equipment. Any ioss,
damage, or theft of equipment shali be investigated and fully documented: if the equipment
was owned by the Federal Government, the recipient shall promptly notify the HHS
awarding agency. The recipien! shall implement adequate maintenance procadures !o
keep the equipment in good condition.

CONDITION Ouring our audit procedures over real property and equipment, the Municipality didn't
pravide evidence of an inventory of equipment owned with Head Start funds.
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SECTION Il - FINANCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

2014-008 (See FINDING REFERENCE NUMBER 2014-024)

COMMUNITY DEVELOPMENT BLOCK GRANT/ENTITLEMENT GRANTS (CFDA NO.
14.218)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

B-11-MC-72-003; B-12-MC-72-009, B-13-MC-72-008
PROGRAM INCOME
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR §570.500 {a){1){iii} & {iv) — Program income means gross income received by the
recipient or a subrecipient directly generated from the use of CDBG funds, except as
provided in paragraph (2)(4} of this Section. Program income includes, but is not limited
to, the following: {ili) Gross income from the use or rental of real or personal property
acquired by the recipient or by a subrecipient with CDBG funds, less costs ingidental to
generation of the income; (i) Gross income from the use or rental of real property, owned
by the recipient or by a subrecipient, that was constructed or improved with CDBG funds,
less costs incidental to generation of the income.

As part of our audit procedures we noted that the Municipality used CDBG funds for the
acquisition or construction of property that generate income. The Municipality didn't
provide 2 detail of property that was consbructed with COBG funds, although, a report from
[DIS provides evidence of construction of facifties with COBG funds.
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SECTION Il - FINANCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER 2014-009 {See FINDING REFERENCE NUMBER 2014-025)

FEDERAL PROGRAM SECTION 8 HOUSING CHOICE VOUCHER PROGRAM {CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

AWARD NUMBERS RQ020

COMPLIANCE REQUIREMENT REPORTING

TYPE OF FINDING MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

CRITERIA 24 CFR Section 5.801 (c) (1) states that the financial information to be submitted to HUD
in accordance wilh paragraph (b) of Lhis Section, must be submitted to HUD annually, no
fater than 60 days after the end of the fiscat year of the reporting period, and as otherwise
provided by law. {n addition, on Section (d) (1) states that audited financial statements will
then be required no later than & monlhs after the PHA's fiscal year end, in accordance with
lhe Single Audit Act and OMB Circular A-133. Furlber, it states that PHAs are required to
submit imely GAAP-based unaudited and audited financial information electronically to
HUD.

CONDITION The Municipality did not submit the required Unaudited Financial Repors to the US

Housing and Urban Devefopment of fiscal year ending June 30, 2014 during the required
period. The Unaudited Financial Reports was submitted on February 5, 2015.
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SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBERS
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

iNFORMATICON TO PROVIDE
PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2014-010 (See FINDING REFERENCE NUMBER 2014-003)

CHILD AND ADULT CARE FOOD PROGRAM {CFDA NO. 10.558)
PASS-THROUGH PUERTO RICO DEPARTMENT OF EDUDATION
U.S. DEPARTMENT OF AGRICULTURE

3236191243792 1 244138
ALLOWABLE COSTS/COST PRINCIPLES
MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

Circular A-87, Subpart C (1}{j) states that to be allowable under Federal awards, costs
must be adequately documented.

During our audit procedures over Allowable Cost/Cost Principles, we selected a sample of
seven (7) checks issued for intemal control testing, and four (4) payments were not
available for examination. In addition, we selected ofher seven ({7) checks issued for
compliance testing and two (2) were not available for evaluation.

Total checks issued not available for audit, amounting to $159,895.43.

From a population of sixty-four (64) checks issued to suppliers, we selected seven (7)
payments for intemal control testing and seven (7) payments for compliance requirement
testing, for which four {4) checks and related supporting documentation related to intemal
contyols were not available, this represents 57% of the sample selected, or $140,124.83 in
tofal expenditures. For the compliance testing, a total of two (2) checks and related
supporting documentation were not available, this represents 29% of the sample selected,
or $19,770.60 in total expenditures. This is a prior year deficiency.

The Municipality did not maintain an adequate filing system for program disbursements
for the fiscal year covered by our audit.

Lack of supporting documents could result in unallowable cost that must be reimbursed to
the federal agency from slate funds.

We recommend management to develop and implement adeguate filing system for
program disbursement. In addition, should continue the efforts to locate the missing
disbursement documentation.

The Municipality has been implemented intemal conlrol over federal program documents
to develop and implement adequate filing system for each program disbursement. In
addition, we will continue and expand the efforts to locate the missing disbursement
documentation.

June 30, 2015

Director of Federal Programs
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SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED CO5TS

FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBERS
COMPLIANCE REQUIREMENT

TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

INFORMATION TO PROVIDE
FROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2014-011 {See FINDING REFERENCE NUMBER 2014-004)

SECTICN 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RQ0O20

ALLOWABLE COSTS/COST PRINCIPLES / SPECIAL TEST AND PROVISIONS -
HOUSING ASSISTANT PAYMENT

MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

24 CFR 982.505 (a) states that a payment standard is used to calculate the monthly
housing assistance payment for a family. The “payment standard” is the maximum monthly
subsidy payment. In addition, Circular A-87, Attachment A, Section C (1){i} establishes that
costs, to be allowable under Federal awards, must be adequately documented.

Cunng our audit procedures we noted difference between the contract rent te owner
payment and the monthly payment made. From the ninety {30) payments made on May
2014, related to the HAP payments, we noted unreconciled differences in nine {9) files.
The differences noted were from $25.00 to $4 825.00.

Known $4,527 { Likely $52,915.60

This is a systemic deficiency. Follow is the projection to the population:

. Know Likely
Population Sample Questioned Cost Questionad Cost
1,052 90 $ 4,527 $52,915.60

The Municipality doesn't have a detail of all HAP payments made in order to reconcile
this information with the approved amount as established in the family report.

The Municipality can't provide evidence that the differences noted in the monthly
payments were for allowable costs.

We recommend management to manitor the housing payments in order to assure that the
payments are made in accordance with the payment schedule.

The Municipality has been implemented intemal control over payments according to
Circular A-87, fo assure that payments under Federal awards must be adequately
documented. In addition, management has been developed and implemented adequate
internal controls in order to monitor the housing payments in order to assure that the
payments are made in accordance with the payment schedule.

April 30, 2015

Director of Federal Programs / Section 8 Coordinator

continue
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SECTION |1l - FEDERAL AWARD FINDiNGS AND QUESTIONED COSTS

FINCING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

INFORMATION TO PROVIDE
PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIELE PERSON

2014-012 (See FINOING REFERENCE NUMBER 2014-005)

HEAD START PROGRAM (93.600)

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH PUERTO RICO DEPARTMENT OF FAMILY - ADMINISTRATION
FOR THE CHILDHOOD CARE AND INTEGRAL DEVELOPMENT

241-2012-000192 / 241-2014-000129
ALLOWABLE COSTS/COST PRINCIPLES
MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

Circular A-87, Subpart C {1)(j) states that to be allowable under Federal awards, costs
must be adequately documented, In addition, Common Rule codified at the Depariment of
Health and Human Services Part 92, Section 92.20 {a}{6) requires that accounting records
must be supported by such source documentation as cancelled checks, paid bills, payrolls,
time and aftendance records, contract and subgrant award documents, etc.

During our audit procedures over Allowable Cost/Cost Principles, we selected a sample of
sixty (60) checks issued for intemal control testing, and five {5) payments were not
available for examination. In addition, we selected forty {40) checks issued for compliance
testing and eight {8) were not available for evaiuation.

Total checks issued not available amounting to 394,216.28,

From a population of 1,164 checks issued, we selecled sixty (60) payments for intemnal
control testing and forty {40) payments for compliance requirement testing, for which five
{5) checks and related supporting documentation related ‘o internal controls were not
available, this represents 6% of the sample selfected, or $28,678.99 in total expenditures.
For the compliance testing, a total of eight (8) checks and related supporting
documentation were not available, this represents 20% of the sample selected, or
$65,537.29 in total expenditures. This is a prior year deficiency.

The Municipality did not maintain an adequate filing system for program disbursements
for the fiscal year covered by our audit.

Lack of supporting documents could result in unallowable cost that must be reimbursed to
the federal agency from state funds.

We recommend management to develop and implement adequate fling system for
program disbursement. In addition, should continue the efforts to locate the missing
disbursement documentation.

Management has been developed and implemented adequate internal controls to provide
adequate trainings in order to the personnel in charge of the determination of eligibility and
to establish and monitor appropriate intermal controls in order (o properly document and
maintain evidence of inclusion of participants in the waiting hst, preferences and
subsequent selection in the program,

April 30, 2015

Director of Federal Programs
conbnue
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SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFEREMCE NUMEER

FEDERAL PROGRAM

AWARD NUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION
QUESTIONED COSTS

INFORMATION TO PROVIDE
PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2014013

HEAD START PROGRAM (93.600)

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH PUERTO RICO DEPARTMENT OF FAMILY - ADMINISTRATION
FOR THE CHILDHOOD CARE AND INTEGRAL DEVELOPMENT

241-2012-000192 f 241-2014-000129
DAV1S BACON ACT
MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

45 CFR Section 1309.54 states that Construction and renovation projects and
subcontracts financed with funds awarded under the Head Start program are subject to
the Davis-Bacon Act (40 U.5.C. 276a et 5eq.} and the Regulations of the Department of
Labor, 29 CFR Parl 5. The grantee must provide an assurance that all laborers and
mechanics employed by contractors or subcontraciors m the construction or renovation of
affected Head Start facilities shall be paid wages at not fess than those prevailing on similar
censtruction in the locality, as determined by the Secretary of Labar,

The Municipality didn't provide evidence of compliance with the Davis-Bacon Act.

Not Determined.

The Municipality didn't provide a detail of construction and/or renovation projects financed
with Head Start Program funds in order to ascertain compliance with the requirements of

the Davis-Bacon Act. This is a repeat finding.

The Municipality did not have a detait of construction andfor renovation projects financed
with the Head Start Program.

The Municipality can't provide evidence of compliance with payment of prevailing wages
rates of construction and/or renovation projects.

We recommend management to develop and imptement internal conirols in order to be

able to provide delails and evidence of compliance of all projects in which Davis-Bacon
Act provisions apply.

Management has been developed and implemented adequale intemal controls to develop
and implement internal conlrols in order to be able to provide details and evidence of
compliance of all projects in which Davis-Bacon Act provisions apply.

April 30, 2015

Director of Federal Programs
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SECTION | - FEDERAL AWARD FINDINGS AHD QUESTIONED COSTS

FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBERS
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

INFORMATION TO PROVIDE
PROPER PERSPECTIVE

CAUSE
EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2014-014

HOME INVESTMENT PARTNERSHIP PROGRAM (CFDA HO, 14.239)
U.5. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

M-10-MC-720201
EARMARKING
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR, Section 92.216 (4)(1) establishes that not less than 90 percent of the families
receiving such rental assistance are families whose incomes do not exceed 60 percent of
the median family income for the area, as determined and made available by HUD with
adjustments for smaller and farger families.

As part of our audit procedures over the HOME Program, we solicited evidence of
compliance with the earmarking requirement over the tenant-based rent related to income
targeting. No evidence was provided in order to ascertain compliance with this
requirement.

Not Determined.

From a population of seventy-two (72} tenants for the fiscal year 2013-2014, we selected
nine participants, From our audit procedures, we noted that two participants were over the
sixty percent (60%) of the median family income. No evidence of a detail of participant’s
median family income was provided, therefore, we are unable to determine compliance
with this requirement.

The HOME Program Coordinator was unaware of this requirement.
The Municipality can't assure that ninety percent {90%) of the families who benefits from
the tenant-based rent were below the sixty percent (60%) of median family income for the

area.

We recommend management to provide adequate trainings o all persons that will be
responsible of monitoring compliance with the earmarking requirements.

Management has been developed and implemented adequate internal controls to provide
adequate trainings to all persons that will be responsible of monitoring compliance with the
earmarking requirements of HOME Program,

June 30, 2015

Mr. Esdras Velez - Secretary of the Municipatity
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SecTion lIl - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBERS
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

INFORMATION TO PROVIDE
PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

2014-015

HOME INVESTMENT PARTNERSHIP PROGRAM (CFDA NQ. 14,239)
U.S. DEPARTMENT OF HQUSING AND URBAN DEVELOPMENT

M-10-MC-720201
EARMARKING
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR, Section 92.300 (a)(1) establishes that within 24 months after HUD nofifies the
paricipating jurisdiction of HUD's execution of the HOME Tnvestment Partnerships
Agreement, the participating jurisdicion must resarve not less than 15 percent of the
HOME allocation for investment only in housing to be developed, sponsored, or owned by
community housing development organizations. The funds are reserved when a
paricipating jurisdiction enters intc a written agreement with the community housing
development organization. In addition, Section (b) indicates that each participating
jurisdiction must make reasonable efforts to identify community housing development
organizations that are capable, or can reasonably be expected to become capable, of
camrying out elements of the jurisdiction’s approved consclidated plan and to encourage
such cammunity housing development organizations to do so. If during the first 24 months
of its participation in the HOME Program a participating jurisdiction cannct identify a
sufiicient number of capable community housing development organizations, up to 20
percent of the minimum community housing development organization set-aside of 15
percent specified in paragraph {a) of this section, above, {but not more than $150,000
during the 24 month penod) may be commitied to develop the capacity of community
housing development organizations in the jurisdiction,

As par of our audit procedures over the HOME Program, we solicited evidence of
compliance with the eammarking requirement set ~ aside for community housing
development organizations (CHDQ). No payments were made to CHDO. In addition. no
evidence was provided that demonstrated reasonable efforts to identity any CHDO.

Mot Determined.

The Municipality indicated in their CAPER PY 2011J. that a total of §53,219 were set aside
for CHDO. No payments were made during the year. No evidence was provided that
document reasonable efforls to identify CHDO.

Management from the HOME Program indicated that they were unable to identify
community housing development organizations in the jurisdiction; and annually they
reserve and unreserved the funds for this activity.

The Municipality was unable to identify any CHDO in order to prowide funds assigned to
this activity. Therefore, this jurisdiction didn't benefit from this activity.

We recommend management to document any efforts to identify CHDO, and if none are
identified, develop a program to capacitate CHDQ in the jurisdiction.

conbinue
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SECTION Il ~ FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER 2014-015 - continuation

RESPONSIBLE OFFICIAL'S

RESPONSE AND CORRECTIVE

ACTION PLANNED Management has been developed and implemented adequate intemnal conirols to
document any efiorts to identify CHDO, and if none are identified, develop a program to
capacitate CHDO entities in the jurisdiction of Arecibo.

IMPLEMENTATION DATE September 30, 2015

RESPONSIBLE PERSON Mr. Esdras Velez - Secretary of the Municipality
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2014-016

HEAD START PROGRAM (93.600)

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH PUERTO RICO DEPARTMENT OF FAMILY - ADMINISTRATION
FOR THE CHILDHOOD CARE AND INTEGRAL DEVELOPMENT

241-2012-000192 / 241-2014-000129
EARMARKING
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

45 CFR, Subpart C, Section 74.53 (b) states that financial records, supporting documents,
statistical records, and all other records perlinent o an award shall be retained for a period
of three years from ihe date of submission of the final expenditure report or, for awards
that are renewed quarterly or annually, from the date of the submission of the quarterly or
annual financial report.

During our audit procedures over the earmarking requirement, the Municipality didn't
provide evidence of the administrative expenditure reported; and ne detail was provided in
order to ascartain the percentage of children with disabilities and high income.

Not Determined.

The Municipality didn't document an adequate process of transfer of documentation and
activities performed when the transition process between them and the new delegated
agency ook place.

The Municipality, effective March 2014, was no fonger the deiegated agency to administer
ihe Head Start Program funds, and transferred the documentation to the new delegated
agency, and didn't keep proper evidence of the administrative expenditure reported in the
ciose out at February 28, 2014. In addition, the personnel that was in charge of the
program, didnt provide evidence of the children who participated of the program that had
disabilities or were high income.

Lack of supporting documents could result in unaliowable cost that must be reimbursed to
the federal agency from state funds.

We recommend management to continue the efforts to locate the missing documentation,
and properly document the closeout.

Management has been developed and impiemented adequate intenal controls to continue
and expand the efforts to locate the missing documentation, and properly document the
closeout of Head Start Program.

June 30, 2015

Director of Federal Programs and/or
Mr. Juan A. Galan Ramirez - Director of Finance

continue
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IMPLEMENTATION DATE
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2014-047

CHILD AND ADULT CARE FOOD PROGRAM {CFDA NO. 10.558)
PASS-TROUGH PUERTC RICO DEPARTMENT OF EDUDACION
U.5. DEPARTMENT OF AGRICULTURE

3236191243792 1 244138
ELIGIBILITY
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

7 CFR, Subpart O Section 226.10 (d) states that all records 1o support the claim shall be
retained for a period of three years after the date of submission of the final diaim for the
fiscal year to which they pertain, except that if audit findings have nol been resolved, the
records shall be retained beyond the end of the three year period as long as may be
required for the resolution of the issues raised by the audit. All accounts and records
pertaining to the Program shall be made available, upon request, to representatives of the
State agency, of the Department, and of the U.5. Govemment Accountability Office for
audit or review, at a reasonable ime and place.

During our audit procedures over eligibility of individuals, we selecled a sample of sixty
{60) participants for intemal control testing, and one (1} participant's file was not available
for examination. In addition, we selecled forty (40} participant's files for compliance testing
and one (1) was not avaitable for evaluation.

Not Determined.

The Municipality didn't document an adequate process of fransfer of documentation and
activities performed when the transition process between them and the new delegated
agency took place.

The Municipality, effective March 2014, was ne longer the delegated agency to administer
the Child and Adult Care Food Program funds, and transferred the documentation to the
new delegated agency, and didn't keep proper evidence of parlicipants who benefit from
the funds.

Lack of supporting documents could result in unallowable cost that must be reimbursed to
the federal agency from state funds.

We recommend management to continue the efforts to locate the missing parlicipant's
files.

Management is implementing an adequate procedure to handle and preserve participant's
files. Assigned personnel will continue and expand the efforts o locate the missing
parlicipant's files as soon as possible.

June 30, 2015

Director of Federal Programs and/or
Mr. Esdras Velez - Secretary of the Municipality

ooniinua
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2014018

HOME INVESTMENT PARTNERSHIP PROGRAM {(CFDA NO. 14.239)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

M-10-MC-720201
ELIGIBILITY
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR, Subpar 8, Section 5.210 requires applicants for and parlicipants in covered HUD
programs to disclose, and submit documentation to verify, their Social Security Numbers
(SSNs). In 24 CFR Subpari B, Section 5.230 (a} requires that each member of the family
of an assistance applicant or participant who is at least 18 years of age, and each family
head and spouse regardiess of age, shall sign cne or more consent forms. In addition.
according to the Administrative Plan from October 27, 2008, a family to be admitied in the
"Waiting List”, should complete the Form HOME-TBRA 01.

As part of our audit procedures over the HOME Program, we selected a sample of nine (9)
participants for the tenant — based rent assistance (TBRA), which had a population of
sevenly-two (72} participants during fiscal year 2013-2014. We noted that in eight (8)
participants, the required release forms were not signed. In addition, we noted that a
participant received the benefils from the TBRA since June 10, 2013 (date in which the
contract was signed), but the evidence of solicitation (TBRA) was signed on September
17, 2014. Accordingly, no evidence of eligibilify determination as of June 2013, was
provided for our evaluation.

Not Cetermined.

In the evaluation of the tenant's files, we observed that the documentation included is not
consistent in afl files and no review of the determinations of eligibility are made.

The coordinator of the program doesn't have the required trainings in order to properly
document the selection and determination of eligible tenants. No monitoring of the activities
of the coominator are performed by other personnel in the Municipality.

The Municipality doesn't have written consent from tenants in order to assure that
required income is included and provided to the Municipality to determine eligibility. In
addition, the documentation in one tenant's file doesn't provide adeguate evidence of how
the procedures to select the participants are made.

We recommend management to provide adequate trainings to the personnel in charge of
the determination of eligibitity and to establish and monitor appropriate internal controls in
order to assure consistency in the application of eligibility criteria on every tenant selectad.

Management had been implemented the comective measures and intemnal controls to
provide adequate {rainings to the personnel in charge of the determination of eligibility and
to establish and monitor appropriate intemal conbrols in order to assure consistency in the
applicaticn of eligibility criteria on every tenant selected.

continue
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SECTICON Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER  2014-018 ~ continuation

IMPLEMENTATION DATE April 30, 2015

RESPONSIBLE PERSCN Director of Federal Programs andfor
Mr. Esdras Velez — Secretary of the Municipality

contnue
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2014-019

HOME INVESTMENT PARTNERSHIP PROGRAM (CFDA NO. 14.238)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

M-10-MC-720201
ELIGIBILITY
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR, Subpart E, Section 92.209 {c) requires that participating jurisdiction must select
families in accordance with written tenant selection policies and criteria that are consistent
with the following:(1) Low-income families. Tenant-based rental assistance may only be
provided to very low- and low-income families. The participating jurisdiction must
determine that the family is very low- or low-income before the assistance i$ provided.
During the perod of assistance, the participating jurisdiction must annually determine that
the family continues to be low-income. (2) Preferences for individuals with Special
Needs.(i} The participating jurisdiction may establish a preference for individuals with
special needs. The participating jurisdiction may offer, in conjunction with a tenant-based
rental assistance program, particular types of non-mandatory services that may be most
appropriate for persons with a special need or a particular disability. Generally, tenant-
based rental assistance and the related services should be made available to all persons
with special needs or disabilities who can benefit from such services; (i) the participating
jurisdiction may also provide a preference for a spetific category of individuals with
disabilities {e.g., persons with HIV/AIDS or chronic mental ilness) if the specific category
is identified in the participating jurisdiction's consolidated plan as having unmet need and
the preference is needed to narrow the gap in benefits and services received by such
persons; {iti) Preferences cannot be administered in a manner that limits the opportunities
of persons on any basis prohibited by the laws fisted under 24 CFR 5.105(a). For example,
a participating junsdiction may not determine that persons given a preference under the
program are therefore prohibited from applying for or participating in other programs or
forms of assistance.

As part of our audit procedures over the HOME Program, we verified the methodology to
select participants of the tenant - based rent assistance (TBRA). The program coordinator,
provided a waiting list that began on July 2013. No evidence was provided for the selection
of tenants which determination of eligibility was made before July 2013, Furthermore, the
waiting list didn't include information of preferences, as established in the Municipality's
Administrative Pian.

Not Determined.

The waiting list observed doesn't provide assurance of the procedures performed to
include a participant in the list and if a preference appiies for a tenant.

The coordinator of the program doesn't have the required trainings in order to properly
document the selection and determination of eligible tenants. No monitaring of the activities

of the coordinator are performed by other persennel in the Municipality.

The Municipality is unable to provide evidence that the tenant selection is made according
to the federal requirements and the Administrative Plan.

conhime
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2014-019 - continuation

We recommend management ta provide adequate trainings to the personnel in charge of
the determination of eligibifity and to establish and monitor appropriate intemat controls in
order to properly document and maintain evidence of inclusion of participants in the waiting
list, preferences and subsequent selection in the program.

Management has been developed and implemented adequate intemal controls to provide
adequate trainings to all persons that will be responsible of monitoring compliance with the
earmarking requirements of HOME Program.

June 30, 2015

Director of Federai Programs and/or
Mr. Esdras Velez — Secretary of the Municipality

continue
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2014-020

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RQ020

ELIGIBILITY

MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR, Section 5.230 (b)(1) state that the assistance applicant shall submit the signed
consent forms to the pracessing entity when eligibility under a covered program is being
determined. A participant shali sign and submit consent forms at the next regularly
scheduled income reexamination. Assistance applicants and participants shall be
responsible for the signing and submitting of consent forms by each applicable family
member.

As part of our audit procedures over eligibifity requirement for the Section 8 Program we
didn't find a signed Release Forms in five {5} participants’ files.

Not Cetermined.

This is a systemic deficiency.

The Municipality program staff failed to perform the required procedures regarding
necessary information and documentation to verify income eligibility.

The Municipality did not have evidence of the written consent to aliow them obtain
information from third parties, about empltoyment information and privacy notice to verify
income etigibility.

We recommend management to establish adequate intemal conlrols over the
documentation that should be inclugded as part of the eligibility determination.

Management has been developed and implemented adequate intemal controls over the
documentation that should be included as part of the eligibility determination.

April 30, 2015

Director of Federal Programs / Section 8 Coordinator

contirue
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2014-021

HEAD START PROGRAM (93.600)

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH PUERTO RICO DEPARTMENT OF FAMILY - ADMINISTRATION
FOR THE CHILDHOOD CARE AND INTEGRAL DEVELOPMENT

241-2012-000192 1 241-2014-000129
ELIGIBILITY
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

45 GFR, Subparl C Section 74.53 (b} states that financial records, supporting documents,
statistical records, and all other records pertinent to an award shall be retained for a period
of three years from the date of submission of the final expenditure report or, for awards
that are renewed quarterty or annually, from the date of the submission of the quarterly or
annual financial report.

During our audit procedures over eligibility of individuals, we selected a sample of sixty
{B60) participants for internal control testing, and one (1) participant's file was not available
for examination. In addition, we selected forty {40) participant’s files for compliance testing
and one {1} was nol available for evaluation,

Not Determined.

The Municipality didn't document an adequate process of transfer of documentation and
activities perfomed when the fransition process between them and the new delegated
agency took place.

The Municipality, effective March 2014, was no longer the delegated agency to administer
the Head Start Program funds, and transferred the documentation 1o the new delegated
agency, and didn't keep proper evidence of participants who benefit from the funds.

Lack of supporting documents could result in unallowable cost that must be reimbursed to
the federal agency from state funds.

We recommend management to continue the efforts to locate the missing participant's
files.

Management is implementing an adequate procedure fo handle and preserve participant's
files. Assigned personnel will continue and expand the efforts to locate the missing
participant's files as soon as possible.

June 30, 2015

Director of Faderal Programs

continue
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2014-022 (See FINDING REFERENCE NUMBER 2014-006)

COMMUNITY DEVELOPMENT BLOCK GRANT/ENTITLEMENT GRANTS (CFDA NO.
14.218)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

B-11-MC-72-009; B-12-MC-72-009; B-13-MC-72-009
EQUIPMENT AND REAL PROPERTY MANAGEMENT
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR §85.32 - Property records must be maintained that include a description of the
property, a other identification number, the source of property, who holds fitle, the
acquisition date, and cost of the property, percentage of Federal participation in the cost
of the property, the location, use and condition of the property, and any ultimate dispasition
data including the date of disposal and sale price of the property.

A physical inventory of the property must be taken and the results reconclled with the
property records a least once every two years. A control system must be developed to
ensure adequate safeguards to prevent loss, damage, or theft of the property. Any loss,
damage, or theft shall be investigated. Adequate maintenance procedures must be
developed to keep the property in gocd condition. If the grantee or subgrantee is authorized
or required to sell the property, proper saies procedures must be established to ensure the
highest possible return.

The Municipality did not provide a property records of all the property and equipment
acquired with CDBG.

None

Municipality was unable to provide evidence of the property and equipment management.
This is a systemic deficiency.

Municipality doesn't have acturate records to properly trace the property and equipment
activities that should be reported to HUD,

Municipality is unable to assure that property acquired or constructed with COBG funds
are property accounted and the usage is according to Federal requirements.

We recommend Municipality to identify all properties acquired with CDBG funds and
maintain adequate accounting records in accordance with Federal regulation.

Management had been implemented the comective measures and intenal controls to
identify all properties acquired with CDBG funds and maintain adequate accounting
records in accordance with Federal regulation and report any program income according
to regulation,

June 30, 2015

Director of Federal Programs and/or
Mr. Juan A. Galan Ramirez - Director of Finance

continue
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2014-023 (See FINDING REFERENCE NUMBER 2014-007)

Lack of appropriate property records could result in unallowable cost that must be
reimbursed to the federal agency from state funds.

We recommend Municipality to make an inventory of all the property from Head Start
funds transferred to the new delegated agency, and propery document the closeout.

Management had been implemented the corrective measures and internal controls to
make an inventory of all the property from Head Start funds transferrad to the new
delegated agency, and propery dotument the closeout of the Program.

June 30, 2015

Director of Federal Programs and/or
Mr. Juan A. Galan Ramirez - Director of Finance

contine
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2014-024 (See FINDING REFERENCE NUMBER 2014-008)

COMMUNITY DEVELOPMENT BLOCK GRANT/ENTITLEMENT GRANTS (CFDA NO.
14.218)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

B-11-MC-72-00%; B-12-MC-72:009; B-13-MC-72-009
PROGRAM INCOME
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR §570.500 (2)(1)ii) & (iv) — Program income means gross income received by the
recipient or a subrecipient direclly generated from the use of CDBG funds, except as
provided in paragraph (a){4) of this Section. Program income includes, but is not limited
to, the following: (i) Gross income from the use or rental of real or personal property
acquired by the recipient or by a subrecipient with COBG funds, less costs incidental to
generation of the income; (iv) Gross income from the use or rental of real property, owned
by the recipient or by a subrecipient, that was constructed or improved with CDBG funds,
less costs incidental to generation of the income.

As pant of our audit procedures we noted that the Municipality used CDBG funds for the
acquisition or construction of property that generate income. The Municipality didn't
provide a detail of property thal was constructed with CDBG funds, although, a report from
IDIS provides evidence of construction of facilities with COBG funds.

Not Determined.

Municipality was unable to provide evidence of the source for the program income. This
Is a systemic deficiency.

Municipality doesn't have accurate records to properly trace the program income activities
that should be reported to HUD.

Municipality could have additional resources to provide additional assistance or perform
additional activities, and because no accurate records exists related to program income
these resources cannot be quantified.

We recommend Municipality to identify all properties acquired with CDBG funds in order
to establish all program income and propedy reported to HUD.

Management has been developed and implemented adequate internal controls fo identify
all properties acquired with CDBG funds in order to establish all program income and
properly reported to HUD; in addition, to maintain accurate records to properly trace the
program income activities that should be reported to HUD.

September 30, 2015

Director of Federal Programs and/or
Mr. Juan A, Galan Ramirez - Director of Finance

continue
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20114-025 (See FINDING REFERENCE NUMBER 2014-009)

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RQ020
REPORTING
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR Seclion 5.801 (¢} {1} states that the financial information to be submitled to HUD
in accordance with paragraph (b) of this seclion, must be submitted to HUD annually, no
tater than 60 days after the end of the fiscal year of the reporting period, and as atherwise
provided by law. In addition, on Section {d) (1} states that audited financial statements will
then be required no later than 8 months after the PHA's fiscal year end, in aceordance with
the Single Audit Act and OMB Circutar A-133. Further, it states that PHAs are required to
submit timely GAAP-based unaudited and audited financial information electronically to
HUD.

The Municipality did not submit the required Unaudited Financial Reports to the US
Housing and Urban Development of fiscal year ending June 30, 2014 duning the required
period. The Unaudited Financial Reports was submitted on February 5, 2015.

None Noted.

The Municipality submitted the audited submission cf the fiscal year ended June 30, 2013
in January 21, 2015. Due to the delay in submitting this report, they submitted the
unaudited report on February 5, 2015.

The Municipality accounting records were not aveilable timely in arder to comply with the
required submission dates.

The Municipality did not comply with the submission date required for the Financial
Reparts to the US Housing and Urban Development. This situation may cause a reduction
of a 10% of the Administrative partion of the award.

We recommend management to implement adequate internal control procedures in order
to assure that accounting records and supporting documentation is available on a timely
manner.

Management has been developed and implemented adequate internal controls ta assure
that accounting recerds and supporting documentation is available on a timely manner. In
addition, the Municipality submitted the audited financial statements for the year ended on
Jdune 36, 2014 on March 31, 2015, no later than § months after the PHA's fiscal year end,
in accordance with the Single Audit Act and OMB Circular A-133.

April 30, 2015

Cirector of Federal Pmgrams andfor
Mr. Juan A. Galan Ramirez — Director of Finance

continue
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2014-026

HEAD START PROGRAM (93.600)

U.S. DEPARTMENT OF HEALTR AND HUMAN SERVICES
PASS-THROUGH PUERTO RICO DEPARTMENT OF FAMILY - ADMINISTRATION
FOR THE CHILDHOOD CARE AND INTEGRAL DEVELOPMENT

241-2012-000192 f 241-2014-000129
REPCRTING
MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

45 CFR, Subpart C Section 74.53 (b) states that financial records, supporting documents,
statisticai records, and all other reconds pertinent to an award shall be retained for a period
of three years from the date of submission of the final expenditure report of, for awards
that are renewed quarterly or annually, from the date of the submission of the quarterly or
annual financial report.

During our audit procedures over reporting, we obtain a copy of the close out report
submitted timely to the pass-through agency, although, no accounting records were
provided that reconciled with the close out report.

Not Determined.

The Municipality didn't document an adequate process of transfer of documentation and
activities performed when the transition process between them and the new delegated
agency took place.

The Municipality, effective March 2014, was no longer the delegated agency to administer
the Head Start Program funds, and transferred the documentation to the new delegated
agency, and didn't keep proper evidence of the expenditures reported in the close out at
February 28, 2014.

Lack of supporting documents could resuff in unallowable cost that must be reimbursed to
the federal agency from state funds.

We recommend management to continue the eflorts to locate the missing documentation,
and properly document the closeout.

Management has been developed and implemented adequate intemal controls o continue
the efforts to locate the missing documentation, and propery document the closeout of the
Program.

June 30, 2015

Director of Federal Programs and/or
ir. Esdras Velez — Secretary of the Municipality

continug
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SECTION |l - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBERS
COMPLIANCE REQUIREMENT
TYPE OF FIKDING

CRITERIA

CONDITION

QUESTICNED COSTS

INFORMATION TO PROVIDE
PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTICN PLANNED

IMPLEMENTATION DATE
RESPONSIBLE PERSCN

2014.027

HOME INVESTMENT PARTNERSHIP PROGRAM (CFDA NO. 14.239)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

M-10-MC-720201
SUBRECIPIENT MONITORING
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR Section 92.254 (a] (3} requires that the housing must be acquired by a homebuyer
whose family quaiifies as a low-income family and the housing must be the principal
residence of the family throughout the period described in paragraph (a){4) of this Section.
Section 92254 (a)(4) establishes that the HOME-assisted housing must meet the
affordabitity requirements for not less than the applicable period specified in the following
table, beginning after project completion. The per unit amount of HOME funds and the
affordability period that they trigger are described more fully in paragraphs (a}(5)(i) {resale)
and (i} (recapture) of this section. In addition, 24 CFR, Subpart K Section 92.504 (a) states
that the pariicipating jurisdiction is responsible for managing the day to day operations of
its HOME program, ensuring that HOME funds are used in accordance with all pragram
requirements and written agreements, and taking approprate action when performance
problems arse.

As part of our audit procedures over the HOME Program, we verified the two activities
related to homeownership assistance. We didn't find in the participants files evidence of
the principal residency requirement. In addition, no evidence in writing was included in the
files, retated to the requirement of continuing affordability.

Mot Determined.

This is a systemic deficency.

The coordinator of the program doesnt have the required trainings in order to properly
gdocument this provisions.

The Municipality can't provide evidence indicating that they evaluated and required the
parlicipant of the homeownership assistance to comply with the principat residency
requirement. In addition, if the house does not continue to be the principal residency, the
Municipality doesn't have a written agreement requiring compliance with provisions from
federal regulations.

We recommend management to provide adequate trainings to the personnel in charge of
the determination and documentation of eligibility for the homeownership assistance.

Management has been developed and implemented adequate internal controls to provide
adequate trainings to the personnel in charge of the determination and documentation of
eligibility for the homeownership assistance.

June 30, 2015

Direclor of Federal Programs and/or
Mr. Esdras Velez - Secrelary of the Municipality

conhinue
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SECTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMEER

FEDERAL PROGRAM

AWARD NUMBERS
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

INFORMATION TO PROVIDE
PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL’'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

iIMPLEMENTATION DATE

RESPONSIBLE PERSON

2014-028

SECTION 8 HOUSING CHOICE YOUCHER PROGRAM (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RQO20
SPECIAL TEST AND PROVISIONS
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR Section 982.405 (a) states that the PHA must inspect the unit leased to a family
prior to the initial term of the lease, at least annually during assisted occupancy, and at
other times as needed, to determine if the unit meets the HQS.

During our HQS Inspection Test, we noted that thirteen (13) units were not inspected
annually. The lapse of time between the last two periods of inspections fluctuated from a
half month to two months over the required period for the performance of the annual
inspection.

Not Determined.

A total of ninety (90} participant files were examined; on thirteen (13) files examined {14%)
we noted that the inspections were made after the required period. This /s a repeat
finding.

The Municipality didn' have a plan to assure that the visits for the revision of the Housing
Quality Standards were made within the required period established by HUD.

The Municipality failed to visit the units within the annually time frame required by the
regulation. The Municipality did not obtain reascnable assurance that the housing units
meet Housing Quality Standards (HQS) established by HUD.

We recommend management to monitor the performance of the inspections when
required, and prepare a schedule of the dates for the visit, in order to assure compliance
with this requirement.

Management has been developed and implemented adequate intemal controls to monitor
the performance of the inspections when required, and prepare a schedule of the dates for
the wisit, in order to assure compliance with this requirement.

June 30, 2015

Director of Federal Programs / Section 8 Coordinator

continug
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FINDING REFERENCE NUMBER

FEDERAL PROGRAM

AWARD NUMBERS
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

INFORMATION TO PROVIDE

PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2014-029

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RQO20
SPECIAL TEST AND PROVISIONS
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR Section 982.405 (b} state that the PHA must conduct supenvisory quality controi
HQS inspections.

During our HQS Inspection Test, we were unable to obtain evidence that the PHA
conducted superviscry quality contro! inspection,

Not Determined.

This is a systemic deficiency.

The Municipality didn't prepare a plan in order to document compliance with this
requirement.

The Municipality failed to conducted supervisory quality controi HQS inspections required
by the regulation. The Municipality did not obtain reasonable assurance lhat the housing
units meet Housing Quality Standards (HQS) established by HUD.

We recommend management to implement adequate intemal control procedures in order
to assure that Lhe inspections are made according to the HQS.

Management has been developed and implemented adequate internal controls in order to
assure that the inspections are made according to the HQS and to assure the personnel
assigned conduct the appropriate supervisory quality control inspection.

June 30, 2015

Director of Federal Programs / Section 8 Coordinator

continue
129



COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF ARECIBQ

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014
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FINDING REFEREMGE NUMBER

FEDERAL PROGRAM
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COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS
INFORMATION TO PROVIDE
PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2014-030

SECTION 8 HOUSING CHOICE YOUCHER PROGRAM (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RQ020
SPECIAL TEST AND PROVISIONS — HOUSING ASSISTANT PAYMENT
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR Section 982.451(b)(2) states that the monthly housing assistance payment by the
PHA is credited toward the monthly rent to owner under the family's lease {3) The total of
rent paid by the tenant plus the PHA housing assistance payment to the owner may not be
more than the rent to owner. The owner must immediately retum any excess payment to
the PHA. Motice PIH 2011-67 state that Disbursements will continue to be scheduled to
arrive at the PHAs' banks on the first of the month, which is the date on which PHAs issue
their Housing Assistance Payments checks {o property owners. Schedule ensures that
PHAs do not receive advances from HUD for more than each PHA's immediate
disbursement.

During our audit we noted that Municipality didn't schedule the monthly payments checks
to fourteen {14) property owners on May 2014. The lapse of time fluctuated from eight (8)
days to three (3) months after the first five {5) days of the month.

Not Determined.

Atotal of ninety {90) participant files were examined; on fourleen {14) files examined {16%}
we noted that the housing payments were made after the required period.

In our sample we found that fourleen (14) owners didn't receive their monthly Housing
Assistant Payment in accardance with requlation.

The Municipality failed to pay the rent to owners within the monthly time frame required
by the regulation. The Municipality did not obtain reascnable assurance that the unit's
payments meet Housing Assistant Payment established by HUD.

We recommend management to monitor the performance of the housing payments when

required, and prepare a payment schedule in order to assure compliance with this
requirement.

Management has been developed and implemented adequate intemat controls to monitor
the performance of the housing payments when required, and prepare a payment schedule
in order to assure compliance with this requirement.

April 30, 2015

Director of Federal Programs { Section 8 Coordinator
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FEDERAL PROGRAM
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COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

INFORMATION TO PROVIDE

PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2014-031

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RQ020
SPECIAL TEST AND PROVISIONS - ROLLING FORWARD EQUITY BALANCES
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR 982.158 (a) states that the PHA must maintain complete and accurate accounts
and other records for the program in accordance with HUD requirements, in a manner that
permits a speedy and effective audit. The records must be form required by HUD, including
requirements goveming computerzed or electronic forms of record-keeping. The must
comply with the financial reporting requirements in 24 CFR part 5, subpart H.

As part of cur audit procedures over the monthly submitted reports, Voucher Management
System (VMS), we required evidence of how the Administrative Fee Equity and HAP Equity
were calcufated. The accountant didn't provide a monthly detail that reconciled with the
information submitted in the YMS. In addition, the amounts presented in the YMS at June
30, 2014, do not reconcile with the amounts presented in the Financial Data Schedule
(FDS).

Mot Determined.
The bank reconciliations were not prepared timely, therefore, the reconciliations and roll
forward of the HAP and Administrative Fee Equily was not reconciled manthly.

The program accountant do not reconcile the HAP and Administrative Fee Equity batances
monthly.

The Municipality did not have proper accounting records to allow them maintain complete
and accurate to detect and cormrect accounting erers in a timely manner,

We recommend management to prepare the bank conciliations timely, and reconcile on a
manthly basis the HAP and Administrative Fee equily balances and document it.

Management has been developed and implemented adequate intemal contrals, work
schedules and instruction to administrative personnel to prepare the bank reconciliations
timely, and reconcile on a monthly basis the HAP and Administrative Fee equity balances
and document it.

June 30, 2015

Section 8 Coordinator / Mr. Juan A. Galan Ramirez — Director of Finance
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FEDERAL PROGRAM
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QUESTIONED COSTS
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PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT
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RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2014-032

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM {CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

RQ020
SPECIAL TEST AND PROVISIONS
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE

24 CFR Seclion 982.404 (a)(3) states that the PHA must not make any housing assistance
payments for a dwelling unit that fails to meet the HQS, unless the owner corrects the
defect within the period specified by the PHA and the PHA verifies the correction. If a defect
is fife threatening, the owner must correct the defect within no more than 24 hours. For
other defects, the owner must correct the defect within nc more than 30 calendar days {or
any PHA-approved extensicn).

During our HQOS Enforcement Test we selected a sample of forty (40) units that didn't pass
the inspection and for which and enforcement period was assigned. We noted that the time
granted for three (3} tenants to correct a deficiency was monitored within one {1} month
and three and half (3 4/2} months after the thirty (30) calendar days period established by
the reguiation. In other inspection, the evidence of the enforcement nor the participants file
was provided for our evaluation.

Not Determined.

This is a systemic problem.

The Municipality didn't have a plan to assure that the visits for the enfarcement were
made within the required established period.

The Municipality failed to visit the units for which enforcement was required within the
thity {30) calendar days required by the reguiation, which leads to housing assistance
payments that are not allowed as established by the regulalion.

We recommend management to monitor the enforcement inspections when required, and
prepare a schedule of the dates for the visit, in order to assure compliance.

Management has been developed and implemented adequate internal controls to monitor
the enforcement inspections when required, and prepare a schedule of the dates for the
visit, in order to assure compliance with program requirements.

June 30, 2015

Mr. Esdras Velez — Secretary of the Municipality and Section 8 Coordinator

continue
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2014-033

HEAD START PROGRAM (33.600}

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH PUERTO RICO DEPARTMENT OF FAMILY - ADMINISTRATION
FOR THE CHILDHOOD CARE AND INTEGRAL DEVELOPMENT

241-2012-000192 7 241-2014-000129

SPECIAL TEST AND PROVISIONS

MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

45 CFR Subpart C, Section 74.53 (b) states that financial records, supporting documents,
statistical records, and all other records perlinent to an award shali be retained for a period
of three years from the date of submission of the finat expenditure report or, for awards
that are renewed quartery or annually, from the date of the submission of the quarterly or

annual financial report.

During our audit procedures over speciat test and provisions, no evidence of the licenses
required by the pass-through agency were provided for the selected centers.

Not Determined.

The Municipality didn't document an adequate process of transfer of documentation and
activities performed when the fransition process between them and the new delegated
agency took place.

The Municipality, eflective March 2014, was ne fonger the delegated agency te administer
the Head Start Program funds, and transferred the documentation to the new delegated

agency, and didn't keep proper evidence of licenses of the centers.

We were unable to ascertain that the centers are in compliance with all the required
licenses.

We recommend management to continue the efforts to locate the missing documentation,
and properly document the closeout.

Management has been developed and implemented adequate internal controls to conbinue
and expand the efforis to kocate the missing documentation, and property document the
closeout of the Program.

June 30, 2015

Director of Federal Programs

END OF SCHEDULE
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SUMMARY SCHEDULE OF PRIOR AUDITS FINDINGS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

COMMONWEALTH OF PUERTO RICO
Autonomous MUNICIPALITY OF ARECIBO

{1) Audit Findings that have been Fully Corrected:
NONE

(2} Audit Findings not Corrected or Partially Corrected:

FISCAL YEAR 2013
Finding Number 2013-008  Allowable Costs{Cost Principles
Missing supporting payments documentation.
CFDA Number 93.600
Questioned Cost $92,996

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Pending of final determination of Pass-Through Entity Puerto Rico Depariment of
Education.

2013.009 Allowable Costa/Cost Principles
Transfer of $200.000 from Head Start Program; $200,000 from Section
8 Housing Choice Vouchers Program, and $50,000 from Chiid and
Aduit Care Foed Program for not authorized purposes.

10.558

14.871

93.600

$450,000

Pending of final determination of Pass-Through Entity Puerto Rice Department of
Education, U.S. Department of Housing and Urban Development, and Pass-Through

Enlity Depariment of Family — Administration for the Chiidhood Care and Integral
Development.

2013-010 Cash Management
Delay to disburse requested fund since the date they were received.
14.218
None
Pending of final determination of US Department of Housing and Urban Development.
2013-011 Davis-Bacon Act
The Municipality didn't provide evidence of compliance with the Davis-
Bacon Acl.
93.600
Not Determined

Pending of final determination of Pass-Through Entity Department of Family —
Administration for the Childhood Care and Integral Development.

continue
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COMMONWEALTH OF PUERTO RICO
AUTONOMQUS MUNICIPALITY OF ARECIBO

{2} Audit Findings not Corrected or Partially Corrected: — continuation

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Audites Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

2013-012 Eligibility
A new participant was admitted to the program even though that their
income exceeded the income guideline eslablished by HUD for a
family composition of 4.

14.871

$1,290

Pending of final determination of US Department of Housing and Urban Development.

2013-013 Matching, Level of Effort, and Eanmarking
Expenditures related to public services exceeded the amount
established by formula by HUD.

14.218

None

Pending of final geterminalicn of US Cepartment of Housing and Urban Development.

2013-014 Reporting
The SEFA prepared by the Municipality presented matenial
misstalemnents related to the expenditures of all Federal programs.

All

None

Pending of final determination of cognizant agency.

2013.015 Reporting
The Municipality did not submit the Dala Collection Form and
Reporting Package fo the Federal Audit Clearinghouse of fiscal year
ending June 30, 2013 during the required period.

Alf

None

Pending of final determination of cognizant agency.

2013-016 Reporting
The Municipality accounting records did not reconciled with the audited
financial statements of prior year. Furthermore, during fiscal year
2012-2013, the Municipality did not have adequate accounting records
in order to produce the financial statements with supporting

documentation timely,

14.871

conbnue
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SUMMARY SCHEDULE OF PRIOR AuDITS FINDINGS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

COMMONWEALTH OF PUERTO RICO
AuTonomouS MUNICIPALITY OF ARECIBO

{2) Audit Findings not Corrected or Partially Corrected: - continuation

Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditea Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

None
Pending of final determination of US Department of Housing and Urban Development.
2013-017 Reporting
The Municipality submitted the Close-Out Report on Aprif 12, 2013,
almost thirty-three (33) days after the close of the program year.
93.600
None
Pending of final determination of Pass-Through Entity Department of Family —
Administration for the Chitdhood Care and Integral Development.

2013-018 Reporting
The Consolidated Annual Perdormance and Evaluation Report
{CAPER) on October 1, 2013, ninety-three (93) days after the end of
fiscal year.
14.218
None
Pending of final determination of US Department of Housing and Urban Development.
2013019 Special Test and Provisions
Delay in performance of the annual inspecticn.
14.871
None
Pending of final determinaticn of US Department of Housing and Urban Development.
2013-020 Special Test and Provisions
The Municipality don't have a signed Depository Agreement form, as
required by HUD, with the financial institution.
14.871

None

Pending of final determination of LIS Depariment of Housing and Urban Development.
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(2} Audit Findings not Corrected or Partially Corrected: - continuation

FISCAL YEAR 2012

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

12-07 Allowable Costs/Cost Principles

Transfer of funds to the Head Start Program.
10.558
None

Pending of final determination of Pass-Through Entity Puerto Rico Department of
Education.

12-09 Cash Management

Delay to disburse requested fund since the date they were received.
14.218
None

Pending of final determination of US Department of Housing and Urban Development.

1210 Reporting
Federal Financial Report for the quarter ended March 31, 2012 were
not available for examination.

14.218

None

Pending of final determination of US Department of Housing and Urban Development.

12.11 Matching, Level of EFfort, and Earmarking
Municipality has not complied with the use of 70% of funds over a
period of up to three years.

14.218

Nene

Pending of final determination of US Department of Housing and Urban Development.

1212 Special Test and Provisions
Missing documentation and delay in final inspections relating to
Housing Rehabilitalion.

14.218

None

Pending of final determination of US Depariment of Housing and Urban Devejopment.

conlinue
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SUMMARY SCHEDULE OF PRIOR AUDITS FINDINGS
For THE FISCAL YEAR ENDED JUNE 30, 2014

COMMONWEALTH OF PUERTO RICO
AuTONOMOUS MUNICIPALITY OF ARECIBO

{2) Audit Findings not Corrected or Partially Corrected: — continuabon

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Coat

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

12-15 Cash Management

Delay to disburse requested fund since the date they were received.
14.257
None

Pending of final determination of US Department of Housing and Urban Development.

12-17 Special Test and Provisions
Transfer of funds to the Head Start Program to cover matching funds.
Also, transfer of funds to the operating account of the General Fund.
14.871
None
Pending of final determination of US Department of Housing and Urban Development.
1218 Reporting
Audited Financial Statement was not submitted to HUD through the
REAC in the stipulated date (March 31, 2013).
14.81

None

Pending of final determination of US Department of Housing and Urban Development.

12-20 Cash Management

Delay to disburse requested fund since the date they were received.
93.575
None

Pending of final determination of Pass-Through Enlity Administration for the
Childhood Care and Integral Development of the Puerlo Rico Family Department.

12-21 Reporting
Could nct trace the amounts presented in Financial Reporis to the
accounting reconds.

93,575

None

Pending of final determination of Pass-Through Entity Administration for the
Childhood Care and Integral Development of the Puerlo Rico Family Department.

contnue
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(2} Audit Findings not Corrected or Partially Corrected: — continuatian

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

12-22 Allowable Costs/Cost Principles
Count not verily the intended use of transfer of funds to the operating
account of the Genera! Fund.

93.600

$210,000

Pending of final determination of Pass-Through Enlity Administration for the
Childhood Care and Integral Development of the Puerlo Rico Family Department.

12.23 Cash Management

Delay to disburse requested fund since the date they were received.
93.600
None

Pending of final determination of Pass-Through Entity Administration for the
Childhood Care and Integral Development of the Puerto Rico Family Department.

12-24 Allowable Costs/Coat Principles
Transfer of funds from Lhe Section 8 Housing Voucher Program to the
Head Start Program and from Child ang Adult Care Food Program to

the Head Start Program,
10.558
14.871
93575
93.600
Not Determinable

Pending of final determination of Pass-Through Entity PR Administration for Children
and Families of the Department of Families, lhe US Department of Housing and Urban
Development, and the Pass-Through Entity Puerto Rico Department of Education.

12-25 Procurement, Suspension, and Debarment
Missing contract clauses.

93.600

None

Pending of final determination of Pass-Through Entity Administration for ihe
Childhood Care and Integral Development of the Puerto Rico Family Department,

continue
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COMMONWEALTH OF PUERTO RICO
AuToNOMOUS MUNICIPALITY OF ARECIBO

(2} Audit Findings not Corrected or Partialty Corrected: — continuavon

Finding Number

CFDA Number
Questionad Cost

Auditee Comments

FISCAL YEAR 2011

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

12.26 Reporting
The Municipality did not complete the singie audit for the Fiscal Year
2011-2012 during the period established by the Single Audit Act
Armendments of 1996

ALL

Nong

Pending of final determination of the overseeing agency.

11-0§ Cash Management

Delay to disburse requested fund since the date they were received.
14.218
None

Pending of final determination of US Department of Housing and Urban Development.

1107 Special Test and Provisions
Missing decumentation and delay in final inspections relating to
Housing Rehabilitation.

14.218

Ncne

Pending of final determination of US Department of Housing and Urban Development.

11-08 Real Property Acquisition and Relocation Assistance
Land acquisition of prolected wildemess area tha! could be preserved
in its natural state and could not be developed.

14.239

$52,000

Pending of final determination of US Department of Housing and Urban Deveiopment.

1110 Cash Management

Delay to disburse requested fund since the date they were received.
93.575
None

Pending of final determination of Pass-Through Entity Administration for the
Childnood Care and Integral Development of the Puerto Rico Family Department.

continug
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{¢) Audit Findings not Corrected or Partially Corrected: - continuation

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Commenls

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

FISCAL YEAR 2010

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

11-14 Cash Management

Delay to disburse requested fund since the date they were received.
93.600
None

Pending of final determination of Pass-Through Entity Administration for the
Childhood Care and Integral Development of the Puerte Rico Family Department.

11.13 Matching, Level of Effort, and Earmarking
The Municipality does not maintain proper documentation to ensure
compliance with the program required contribution.

93.600

None

Pending of final determination of Pass-Through Entity Administration for the
Childhood Care and Integral Development of the Puerto Rico Family Department.

11-14 Procurement, Suspension, and Debarment
Missing contract dauses.

93,600

None

Pending of final determination of Pass-Through Entity Administration for the
Childhood Care and Integral Development of the Puerto Rico Family Department.

10-15 Cash Management

Detay to disburse requested fund since the date they were received.
93.575
None

Pending of final determination of Pass-Through Entity Administration for the
Chiidhood Care and Integral Development of the Puerio Rico Family Department.

10-18 Cash Management

Delay to disburse requested fund since the date they were received.
93.600
Nong

continye
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{(2) Audit Findings not Comrected or Partially Corrected: - continuabon

Auditee Comments Pending of final determination of Pass-Through Enlity Administration for the
Childhood Care and Integral Development of the Puerto Rico Family Department.

{3} Cormrective action taken is significantly different from corrective action previously reported:
NONE
{4) Audit findings is no longer valid:

NONE

END OF SCHEDULE
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