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Independent Auditors’ Report on Basic Financial Statements and Supplementary Schedule of
Expenditures of Federal Awards

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

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Municipality of Barranquitas of the Commonwealth
of Puerto Rico (the “Municipality”), as of and for the fiscal vear ended June 30. 2014, and the related
notes to the financial statements. which collectively comprise the Municipalitv’s basie financial
statements as listed in the accompanying table of contents.

Management’s Responsibility for the Financial Statemenis

Management is responsiblc for the preparation and fair presentation of these financia! statements in
accordance with accounting principles generaily accepted in the United States of America: this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financiai audits contained in Government Auditing Standards. issued by the
Comptrotler General of the United States. Those standards require that we ptan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement.

An audit involves performing procedurcs to obtain audit evidence about the amounts and disclosures in
the financial statcments, The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial 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
internal control.  Accordingly. we express no such opinion. An audit alse includes evaluating the
appropriateness of accounling policies used and the reasonableness of significant accounting cstimates
made by management, as well as evaluating the overall presentation of the financial statements.

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

RO, Box 191503, San Juan, Puerto Ri&o BO%15-1503 TEL. 787-603-1600



Opinions

In our opinion. the financial statements referred to above present fairly, in all material respects, the
respective financial position of the govemmmental activities, each major fund, and the aggregate remaining
fund information of the Municipality of Barranquitas of the Commonwealth of Puerto Rico. as of June 30,
2014. and the respective changes in financial position, thereof for the fiscal vear then ended in contormity
with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles gencrally accepted in the United States of America require that the management’s
discussion and analysis and Budgetary Comparison information on pages <4 through 23 and 79,
respectively, be presented to suppiement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to
the required sepplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses o our
inquiries, the basic financial statements, and other 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.

Other information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipality’s basic financial statements. The accompanying schedule of experditures of
federal awards is presented tor purposes of additional anaivsis as required by U.S. Otfice of Management
and Budget Circular A-133, Audits of States and Local Govermments, and Non-Profit Organizations, and
is not a required part of the basic financial statements.

The Schedule of Expenditures and Federal Awards is the responsibility of management and was derived
from and relates directlv to the underlying accounting and other records used to prepare the basic
financial statcients. The information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the basic
financial statements or 1o the basic financial statermenis themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the Schedule of Expenditures of Federal Awards is fairly stated, in all material respects, in relation to the
basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

[n aecordance with Government Auditing Standards, we have alse issued our repon dated February 20,
2013, on our consideration of the Municipality of Barranquitas of the Commonwealth of Puerto Rico
internal control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations. contracts, grant agreements an other matters. The purpose of that report is to describe the
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Management’s Discussion and Analysis
Fiscal Year Ended June 30, 2014

As management of the Municipality of Barranquitas (the Municipality), we offer readers the following
discussion and analysis of the Municipality’s financial activities reported in the accompanying basic
financial statements for the fiscal year ended June 30, 2014. We encourage readers to consider the
information presented here in conjunction with additional information that is fumished in the
Municipality’s financial statements, which follow this narrative.

FINANCIAL HIGHLIGHTS

Government-Wide Highlights:

The Muntcipality’s assets cxceeded its liabilities (net position) by $36,653,976 at June 30, 2014. The
Municipality’s net position increased by 31,836,050 during the fiscal year ended June 30, 2014.

The Municipality’s assets increased from $60,423,966 at fune 30, 2013 to $62,949,328 at June 30,
2014, for an increase of 32,525,362 {4% increase), due to an increase in cash in banks.

The liabilities of the Municipality increased from 322,561,402 at June 30, 2013 to $22,769,361 at
June 30, 2014, for an increase of $207,959 (1% increase), due to an increase in the municipal waste
tandfiil closure and post-closure care costs debt.

The revenues of the Municipality decreased from $19,907,236 for the fiscal year ended June 30, 2013
to $14,660,962 for the fiscal year ended June 30, 2014, for a decrease of $5,246,274 (26% decrease),
as the pattern in intergovernmental grants and contributions revenues changed during the fiscal year
2013-2014, mainly due to the economic conditions environment.

The Municipality’s expenses decreased from $13,426,051 for the fiscal year ended June 30, 2013 to
$12,824,912 for the fiscal vear ended June 30, 2014, for a decrease of $601,139 (4% decrease).

Governmental Funds’ Highlights:

*

The total fund balances of governmental funds amounted to $14,319,984 at June 30, 2014, which
increased by $2,768,753 during fiscal year ended June 30, 2014.

The total assets of governmental funds increased trom $19,060,364 at June 30, 2013 to $21,330,749
at June 30, 2014, for an increase of $2,270,385 (12% increase), due to an increase in cash in banks.

The governmental fund’s total labilities decreased from $3,774,644 at June 30, 2013 to $3,420,122
at June 30, 2014, for a decrease of $354,522 (9.4% decreasc).

The total revenues of governmental funds decreased from $19,403,336 for the fiscal year ended June
30, 2013 to $15.484,161 for the fiscal ycar ended June 30, 2014, for a decrease of $3,919,175 (20%
decrease), as the pattern in intergovernmental grants and contributions revenues changed during the
fiscal year 2013-2014, mainly due to the economic conditions environment.

The governmental fund’s total expenditures decreased from $19,610,847 for the fiscal year ended
June 30, 2013 to $12,913,408 for the fiscal year ended June 30, 2014, for a decrease of $6,697,439
{34.2% decrease), due to the decrease in capital assets investment.
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MUNICIPALITY OF BARRANQUITAS
Management’s Discussion and Analysis
Fiscal Year Ended June 30, 2014

both unreserved fund balance and total fund balance to total fund expenditures. Unassigned fund balance
represents 100 percent of the total GF’s expenditures, while total fund balance represents 100 percent of

that same amount.

The total assets of the general fund increased $4.0 million in comparison with the prior fiscal year. Such
increase is mostly related to the increase in cash in commercial bank of $3.8 million {58%) that resulted
from current year positive net change in fund balance of $4.2 miilion. The total liabilities of the general
fund decreased only $118,428 in comparison with the prior fiscal vear, which is considered reasonable.

Capital improvements bond fund (CIBF) - The CIBF is a major capital projects fund used to account
for the financial resources arising from bond issuance proceeds used it the acquisition or construction of
major capital facilities, other asscts and permanent improvements. The CIBF’s total assets amounted to
$924,162 at June 30, 2014, which consists mainly of restricted cash in fiscal agent (unspent bond
proceeds of $920,906). The CIBF’s total liabilities amounted to $219,305 at June 30, 2014, which are
mainly composed of: {1) accounts payable and accrued liabilities ($43,728), and (2) amounts due to other
funds ($175,577). At the end of the current fiscal year, CIBF’s total and restricted fund balance reached

$704,857.

The total assets of the capital improvements bond fund decreased $371,134 (29%) in comparison with the
prior fiscal year. Such decrease is mostly related to the decrease in cash in fiscal agent of $370,198
(29%) that resulted from currcnt vear net decrease in fund balance of $527,703 and the capital cutlays
amounting to $722,995 related to the acquisition, construction and improvements of major capital assets
in 2014, The total liabilities of the capital improvements bond fund increased $156,569 (250%) due to
the increase of $156,569 in the amounts due to the general fund that arose from short-termn loans granted
by the general fund to temporarily finance the construction of various infrastructare assets.

The decrease of $527,703 in total fund balance of the capital improvements bond fund is mainly to related
to the pet effect of the current year’s capital outlays of infrastructure assets amounting to $722,995 and
the proceeds from the issuance of bonds amounting to $198,000. Those proceeds bave been used to
finance the construction and improvement of various general infrastructure assets.

Legislative joint resolutions fund (LJRF) - The LIRF is a major capital project fund used to account for
the financial resources arising from program-specific capital grants and contributions awarded by the
Legislature of the Commonwealth of Puerto Rico, which are principally used in the acquisition or
construction of major capital facilities, other assets and permanent improvements. The LIRF’s total
assets amounted to $1,503,704 at June 30, 2014, which consists of restricted cash in commercial banks
{(unspent grant awards and contributions) from the Legislature of the Commonwealth of Puerto Rico
amounting to $1,503,704. The LIRF’s total liabilities amounted to $154,220 at June 30, 2014, which are
composed principally of due to other funds $100.000 and accounts payable and accrued liahilities of
$54,220.

The total assets of the legisiative joints resolutions fund decreased $163,695 (9.8%) in comparison with
the prior fiscal year. Such decrease is mostly related to the decrease in cash in commercial banks of
$163,695 (9.8%). The total liabilities of the legislative joinis resolutions fund decreased also §186,233
(55%) due to the decrease of $186,233 in accounts payable that resulted from accelerated payments to
contractors on several projects completed in comparison with the prior fiscal year.

Debt service fund (DSFE) - The DSF is a major fund used to account for the accumulation of rescurces
for, and the payment of, principal and interest for bonds payable. The DSF’s total assets amounted to
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$2,141,884 at June 30, 2014, which censists mainly of restricted cash in fiscal agent ($1,968,733) and
intergovernmental grants and contributions receivable (3168,121). The DSF’s total liabifities amounted
to $634,015 at June 30, 2014, which are mainly composed of: (1} matured bonds due and payable
($488,100) and {2) accounts payable and accrued liabilities ($1435,849). At the end of the current fiscal
year, DSF’s total and restricted fund balance reached $1,507,871.

The total assets of the debt service fund dcerease $941,639 (31%) in comparison with the prior fiscal
vear. Such decrcase is mostly related to the decrease in cash in fiscal agent of $§1,018,778. On June 30,
2014 the management of the Municipality opted to withdraw all excess cash in the debt service fund as
perruitted by Act No. 18, know as Mwmicipal Administration Fund Aci, and  Act No. 19, Know as
Municipal Finance Corporation Act. The excess restricted deposits amounted to $1.3 million as
determined by GDB at June 30, 2014. A transfer of $1.3 million for such purposes was recorded from the
debt services fund to the general fund at June 30, 2014,

Communitv development block grant fund (CDBGF) - The CDBGF’s is a major capital project fund
used to account for the financial resources arising from program-specific capital grants and contributions
awarded by the U.S. Department of Housing and Urban Development through the Puerto Rico Office of
the Commissioner of Municipal Affairs (sub-grantor), which are principally used in the acquisition or
construction of major capital facilities, other asseis and permanent imiprovements. The CDBGF’s total
assets amounted to $363,077 at June 30, 2014, which consists principally of restricted cash in commercial
banks amounting to $31,809 and grant awards receivable from the U.S. Department of Housmng and
Urban Development amounting to $331.268. The CDBGF’s total liabilities amounted to $363,077 at June
30, 2014, which are composed of: {1} accounts payable and accrued liabilities ($302,928) and (2) amounts
due to other funds ($60.149).

The total assets of the community development block grant fund decreased $326,841 (47%) in
comparison with the prior fiscal vear. Such decrease is mostly related to the decrcase in
intergovernmental grants recetvable from 1.S. Department of Housing and Urban Development of
$287.018. The total labilities of the community development block grant fund decrease also $326,841
due to the decrease of $305,580 in accounts payable that resulted form accelerated payments to
contractors on several projects completed in comparison with the prior fiscal year.

Qther governmental funds (OGF) - The OGF’s is a combination of non-major major capital project and
special revenue funds principally used to account for the financial resources arising from program-
specific capital and operating grants and contributions awarded by state and federal agencies. The OGF’s
total assets amounted to $2,421,186 at June 30, 2014, which consist mainly of restricted cash in
commercial banks and fiscal agent ($2,333,786). The OGF’s total liabilities amounted to $394.895 at
June 30, 2014, which are mainly composed of short-term and long-term amounts due to other funds

($326,630).
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Revenunes:

.Combined total revenues

Expenditures:

Other financing sources (uses), net:
Proceeds from issuance of bonds

Fund balances af beginning of fiscal year

2014 2013
Total revenues - major governmental funds 13,763,900 16,682,910
Total revenues - other governmental funds 1,718,261 2,720,426
15,484,161 15,403,336
Total expenditures ~ major governmental funds 11,333,052 16,555,610
Total expenditures - other governmental funds 1,360,336 3,055,237
Combined total expenditurcs 12,913,408 19,610,847
Excess (deficiency) of revenues over (under) expenditures: 2,570,733 (207,511}
198,000 -
Other financing sources, net - major governmental funds 1.445,619 178,500
Other financing uses, net - other govemmental funds {1,443,619) (178,500)
Combined cther financing sources, net 198,000 -
Excess {deficiency) of revenues aud other financing sources
over (under) expenditures and other financing uses 2,768,753 (207,511)
11,551,231 11,758,742
14,319,984 11,551,231

Fund balances at end of fiscal vear

This Space Has Been Intentionally Left Blank
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The following is a detailed analysis of the results of operations of governmental funds for the fiscal year
ended June 30, 2014;

General fund — The total fund balance of the GF increased $4,196.100 during current fiscal vear. {otal
revenues, cxpenditures and other financing sources (net) amounted to $12,008.149, $9.242 1835 and
$1,430.436, respectively, tor the fiscal year ended June 30, 2014,

Approximately 79 percent ($9.543.032) of the GF’s total revenues for the current fiscal year came from
taxes (property taxes, municipal license taxes, construction excise taxes and sales and use taxes), while 13
percent ($1,305,326) resulted from intergovernmental grants and contributions.

During the current fiscal vear, there was an exccss of revenues and other financing sources over
expenditures and other financing uscs of $4.196.100, whilc in the prior Nscal there was an excess of

revenues and other financing sources over expenditures and other financing uses of $839.114.

The GF’s most significant fluctuations among the current fiscal year revenues and those of the prior fiscal
year were as tollows:

e Total revenues increased $439.823 (49%).

e Total tax revenues increased $237.160 (2.8%).

* Intergovernmental grants and contributions decreased 5130.120 (.6%).
» Interest on deposits decreased $100,235 (.5%).

¢ (Construction excise taxes decreased $24,339 (20%).

= Sales and use tax decreased $70,251 (11%).

e Miscellaneous income inereased $361,732 (371%).

The most signiticant fluctuation between the current fiscal vear expenditures and those of the prior fiscal
vear occurred in the general government expenditures, which decreased by $1,768,927 (37%).

The increase of $4.2 miilion in total fund balance of the general fund is due to the net effect of the
following facts:

¢ Pursuant to the provisions of Act No. 18, Know as Municipal Administrarion Fund Act, and Act No.
19, Know as Municipal Finance Corporation Act, on June 30, 2014 the management of the
Municipality opted to withdraw all excess cash in the debt service fund amounting to $1.3 million and
transferred it to the general fund as permiited by Act No. 19,

* During the current fiscal year, the Municipality implemented a significant cost reduction plan in all
operating areas which resulted in an aggregate decrease of $1.6 million {13%) in total general fund’s
expenditures.
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» During the current fiscal year. the Municipality implemented an aggressive collection campaign from
taxpayers and service users. Such campaign resulted in an aggregate increase of $257,160 (3%) in
total tax revenues and $361,732 (372%) in miscellan=ous revenues.

Although the total revenues of the gencral tund remaining fairlv online with the prior fiscal vear
($439.823 or 4% increasc), the total expenditures decreased $1,641.959 (15%). During the current fiscal
year, the Municipality implemented an aggressive cost reduction program to minimize operating cost.
Such program resufted in favorable expenditures variances in all expenditure functions. The most
significant favorable fluctuations were related 10 general government and urban. economic development
and pubtic safety expenditures.

Capital improvements bond fund (CIBF) - The most significant transactions of this fund for the

current fiscal vear are refated to capital outlays, interest on deposits, and proceeds on issuance of bonds.
The total fund balance of the CIBI decreased 5527,703 during current fiscal vear. lotal revenues,
expenditures and other financing sources (net), amounted to $40,822. $725,703 and §$157.178,
respectively, for the fiscat year endcd June 30. 2014,

Approximately 99.6 percent ($722,993) of CIBF’s total expenditures for the current fiscal vear came trom
capital outlays. Although the total revenues of the capital improvements bond fund remained fairly online
with the prior fiscal year, the total expenditures decreased $304,594 (30%) because during the prior fiscal
year several capital projects were completed and the number of projects carried out through the current
fiscal vear decreased.

Legislative joint resolutions fund (LJRF) — The most significant transactions of this fund for the current
fiscal year are related to capital outlays (333,712) and intergovemmental grants and contributions
revenues from the Legislature of the Commonwealth of Puerto Rico ($30,272). Total revenues,
expenditures and other financing sources (net) amounted to $30,272, $35,233 and $4,961, respectively,
for the tiscal vear ended June 30. 2014,

Approximafely 100% percent ($30,272) of LIRF’s toral revenues for the current fiscal year came from
intergovernmental grants and contributions revenues from the Legislature of the Commonwealth of
Puerto Rico. Approximately 96% of expenditures were related to capital outlays amounting to $33,712
during the current fiscal vear.

The total revenues of the legislative joint resolutions fund decreased $2,263.930 (99%) due to the
reduction of $2,237,935 in the grants and contributions received from the Puerto Rico state legislature.
which are subject to discretionary budgetary appropriations that were mostly reduced during the current
fiscal year due to the current critical economic condition of the state government.

The total cxpenditures of the legislative joint resolutions fund decreased $2,161,412 (98%) in comparison
with the prior fiscal yvear is due to the decrease in the capital outlayvs of $2.160.934 related to buildings,
structures and general infrastructure assets. The decrease in the state legistative grants referred to above
decreased the amount of capital projects carried out during the current fiscal year and, consequently, the
related capital outlays were reduced.

Debt service fund (DSF) - The total fund balance of the DS decreased $950,298 during current fiscal
year. Tolal revenues, expenditurcs and other financing uses (net) amounted to $1.132,145. $795,119 and
$1.287.3249, respectively, for the fiscal vear ended June 30, 20(4. Approximately 33 percent {($573,786)
of DSF’s total revenues for the current [iscal year came from restricted property taxes, while 67 percent
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{$756.037) came [rom intergovernmental grants and contributions. There was a decrease of $1,255,358 in
the DSF’s net change in revenues over expenditures when operations for the current fiscal year arc
compared to those of the prior fiscal vear. This occurred becausc of the ctfects of the transfers to the
general fund of $1.287.324 pursuant to Acts No. 18 and No. 19.

All expenditures of the debt service fund were related to principal and interest expenditures on bonds
payable amounting to $795,119 during the current fiscal year,

As more fully described in Note 8. on June 30. 2014 the Municipalinn opted 1o withdraw all excess cash in
debt service tund as permitted by Act No. 19. The excess restricted deposits amounted 1w $1,287,324 as
determined by GDB. The transter for such purposed was recorded from the debt service fund to the
general fund at June 30, 2014.

Community development block grant fund (CDBGF) The CDBGE™s most significant transactions
for the current fiscal vear are related to program-specific capital grant revenues provided by the U.S.
Department of Housing and Urban Development and capital outlays related to the acquisition or
construction of major capital facilities, other assets and permanent improvements, incurred to develop
viable comintunities and a suitable living environment and expanding economic opportunities, principally
for persons of low and moderate income.

All CDBGF s revenuces for the current fiscal year amounting to $554,512 came from intergovermmental
grants and contributions revenues from the U.S. Department of Housing and Urban Development.
Approximately 75 percent (5416,869) of CDBGF's total expenditures for the current fiscal year came
from capital outlay s.

The 1otal revenues of the community block grant fund decreased $1,096,385 (66%) in comparison with
the prior fiscal year due to the reduction in the capital grants and contributions received from the U.S.
Department of Housing and Urban Development, which are subject to discretionary budgetarny
appropriations that werc mostly reduccd during the current fiscal vear.

The total expenditures of the community block grant fund decreased $1.096,417 (66%) in comparison
with the prior fiscal vear is due to the decrease in the capital outlays of 3924633 related to buildings.
structures and general infrastructure assets, The decrease in the grants referred to above decreased the
amount of capital projects carricd out during the current fiscal vear; consequently, the related capital
outlays were reduced.

Other governmental funds (QGF) — The total fund balance of the OGF increased by $30,634 during
current fiscal year. Total revenues. expenditures and other financing uses (net) amounted to $S1.718.261.
$1.560.356 and $107.251, respectively, for the fiscal vear cnded June 30, 2014.

Ninety-nine percent ($1,718,005) of OGF’'s total revenucs for the current fiscal year came from

intergovernmental grants and contributions. Approximately 335 percent ($548.509) of OGF’s total

expenditures for the current fiscal vear came from capital outlay, 39 percent ($920.484) came from public

housing and welfare, while 5 percent ($71.206) came from urban and economic development.
BUDGETARY HIGHLIGHTS OF GENERAL FUND

The original and final budget of the general fund for the fiscal vear ended June 30. 2014 amnounted 10

$10,409.272 and $11.524,599 respectively.
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The capital additions to infrastructure were principally related to major improvements of strects and
roads and the construction of recreational areas.

We encourage readers to consider the information presented here in conjunction with more detailed
capital assets information furnished in Note 9 to the accompanying noles to the financial statements.

Debt and Long-Term Obligations Administration

The Municipaliny finances a significant portion of its construction activities through bond and note
issuances, and through state and federal granmts. The proceeds from bond issuances designated tor
construction activities arc commitied in its entirety for such purposes and cannot be used for any other
purposes.

At June 30, 2014, the Municipalin’s total bonded debt amounted to 37,618,000, consisting of bonds
pavable. Such debt is backed by the fuli faith and credit of the Municipality. The Municipality’s iegal
debt margin amounted to $6,803,321 at the current fiscal year-end. The following is a summary of the
principal debt and long-term obligations activity for the fiscal vear ended June 30, 2014;

e Bonds payable decreased by $259,100 due to the debt service pavments ($457,100) and a bond
issuance amounting to $198,000, made during the current fiscal vear.

* The estimated liability for municipal solid waste landfill closure and post-closure care costs
increased by $1,367,144 due to the current year provision of such amount eharged to health and
sanitation cxpenses.

We encourage readers to consider the information presented here in conjunction with more detailed long-
term debt information furnished in Note 11 to the accompanying notes to the financial statemeants.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The territory of Barranquitas covers an area of approximately 34 square miles. Barranquitas is a
municipality with a population of 30,317 and a population density of 884 habitants per square mile,
Barranquitas is characterized by being one of the ecoromic integration centers of the central region of
Puerto Rico since it is considered one of the principal source of jobs and services of public administration,
education, health, agricuiture, manufacturing, food. retailing, construction and commercial industries in
the central region of Puerto Rico.

According to the Puerto Rico Department of Labor and Human Resources, the fabor foree decreased from
1.18 million in 2013 to 1.14 million in 2014 for Puerto Rico as a whole. However, the average
unemployment rate decreased from [3.7% in 2013 10 13.1% in 2014. [n the case of Barranquitas, those
statistics indicate that during the fiscal year ended June 30, 2014. there were 438 employers that provided
6,100 jobs in Barranquitas. for an aggregate payroll cost (excluding marginal benefits) of approximately
$23.1 million during the fiscal year then ended.

The principal commercial industry in Barranquitas was the agriculture. which provided 251 jobs from 123
employers during the current fiscal vear. However. the public sector provided the majority of jobs during
the current fiscal year (41 percent of total jobs). amounting to 1.423 jobs provided by 19 public employers
from the Municipality and the government of the Commonwealth of Puerto Rico. Within the pubiic
sector, the emnployees of the Puerto Rico Department of Education and certain private educational entities
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(including a private university), provided 1,211 jobs in the education industry during the current fiscal
year.

Other commercial industries that provided significant amounts of jobs in Barranquitas were the
manufacturing and the retailing industries, which provided 232 and 428 jobs, respectively. The average
salary per employec amounted to $18.938 for the fiscal year ended June 30, 2014,

Of the total population of the Municipality, 68 percent or approximately 20,616 persons are considered to
live under the poverty level. This rate is higher than the overall rate for Puerto Rico (48 percent).
Approximately 40 percent of the population of the Municipality rcceives public financial assistance as
their principal source of income.

The cconomy of the Municipality is closelv linked to the economy of the Commonwealth of Puerto Rico,
which ultimatcly is greatly affected by the condition of the United States of America. Direct investment,
exports, transfer payments, interest rates. inflation, and tourist expenditures are exogenous variables that
are affceted by the economy of the United States of America.

The preliminary repons issued by the Pucrto Rico Planning Board (a2 governmental agency of the
Commonwealth of Puerto Rico} about the perforinance of the economy of the Muricipality indicate that
the economy decreased 0.3% in terms of total real gross product during the fiscal year ended June 30,
2014,

Infrastructure expansion and modemization have been. to a large extent, financed by bonds 1ssued by the
Municipality and certain grants from the U.S. Department of Housing and Urban Development and the
Federal Emergency Management Agency. Economic progress has been atded by significant increases in
the levels of education and occupational skills ot the population of the Municipality.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the Municipality’s finances for all of
the Municipality’s citizens, taxpayers, customers, investors and creditors. Questions concerning any of
the information provided in this report or requests for additional information should be addressed to:
Municipality of Barranquitas, Department of Finance and Budget. P.O. Box 250. Barranquitas, Puerto
Rico, 00794.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS

Statement of Net Position

June 30, 2014

Assets

Current assets:
Cash in commercial banks
Accounts receivable, net of allowance for doubtful
accounts:
Property taxcs
Intergovernmental grants and contributions
Other receivables
Total accounts receivable
Inventories and other current assets
Resiricted assets:
Cash in commercial banks
Cash in fiscal agent
Property taxes receivable, nct of allowance for
doubttul accounts
Accrued interests on deposits
Intergovernmental grants and contributions receivable
Total restricted assets
Total current assets

Non-current assets:
Capital assets, at cost:
Depreciable capital assets
Non-depreciable capital assets
Total capital assets, at cost
Less: accumulated depreciation and amortization
Total capital assets. net
Other assets
Total non-current assets
Total assets

o

1,311,515
1,305,928
15,854

Governmental
activities

g 2,675,556
4,372,225

4910
3,376
586,789

$ 61.454,162
3,537,910

10,392,136

2,633,337
60,256

7,642,856

20,728,585

64.992.072
(22,810,947)

The accompanying notes to the basic financial statements are an integral part of this statement.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Statement of Net Position {concluded)

June 30, 2014

Liabilities and net position

Current liabilities (due within one year):
Accounts payable and accrued liabillities
Intergovernmental payables

Total accounts payable and accrued liabilities
Liabilities relaied to restricted assets -
accounts payable and accrued liabillities
Current portion of fong term obligations:
Bonds payable
Compensated absenses
Total current labilities

Non-current liabilities, excluding current portion
(due in more than one year) ;
Non-current portion of liabilities refated to
restricted assets - bonds payable
Compensated absenses
Estimated liability for municipal solid waste landfill
closure and post-closure care costs
Total non-current Habilities
Total liabilities

Deferred inflows of resources

Net position:

Net investment in capital assets
Restricted for:

Debt service

Fedcral and state funded programs

Total restricted net position
Unrestricted
Total net position

Governmental
activities

$ 411,832
1,242,780

& 1,654,612

614,990

488,100
752,968

3,510,670

7,129,900
638,947

11,489 844

19,258,691

22,769,361

3,525,991

36,011,749

$ 1,507,871
378,427

1,886,208

(1,244,071)
$ 36,653,976

The accompanying notes lo the basic financial statements are an integral part of this statement,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Statement of Activitics
Fiscal Year Ended June 30, 2014

COMMONWEALTH OF PLERTO RICO
MUNICIPALITY OF BARRANQUITAS
Statement of Activities
Fiscal Year Ended June 30, 201t

Program FEvenues

Expenses, Program- Program- Net
including specific specific revenues
depreciation Charges operating capital (expenses}
expense of for grants and grants and and changes
Function / programs 51,835,153 services contributions contributions in net asscts
Crovernmental activities:
General govermiment S 3265735 - - -5 (3.263,733)
Lrban and economic development 2.890.241 £9,680 228.835 1.133,293 (1.438413
Health and sanitation 2,733,584 316,530 - - (2.437,034)
Public safety 911.283 - 20,157 - (891,126)
Pubtlic housing and welfare 1,884,014 - 920,484 - {963.530)
Culture, recreation and education 813,038 - - - (813,038)
Interests on bonds payable 307,019 - 756,037 - 449,018
‘Total goverminental activities S 12.824912 106,230 1.925,533 1.133.293 (9.339,856)
(3eneral revenues:
Taxes:
Propertv taxes 3 8,353,196
Municipal license taxes 825,982
Construction excise taxes 96,356
Sales and use taxes 372,788
Total tax revenues 9,832,522
Intergovernmental grants and contributions,
not restricted to specific programs 746,623
Interests on deposits 157.898
Afiscellaneous rescnues 459,063
Total general revenues [1,193906
Net increase in net position 1,836,030
Net position at beginning of fiscal year 34,817,926
Net position at end of fiscal year $ 36,653,976

The accompanving notes to the basic finuncial statements are an integral pavt of this starement.



Assers

2ash in commercial banks
Avcoums recetvable, net of allowance
for doubilul accounls
Propermy taxes
Intervoveminental yrants and ¢oninbuions
Dwe and adh ances from other funds
Cither recervables
Resinered assers:
Cash in commercial banks
Cush in fiscal agent
Property taxes recetvable. net of allowance
for Joubrtsl sccounts
Aovrued inerests on deposits
Intergon ernimermal arants and
contrnibulions recen zble
Torad assets

Liabilities

Acceounts payable and nccrued linbilities
Intergovernmental pavables
Faubtioees refated 1o rostricted assets:

Accounts payvable and accrued hab:hnies

Due and advancas to other furds

Matured honds duz ard pavahlz

Toal :abilities

Deferred inflows of resources

Fumdd hadances

Mon-spendabie
Spendabie

Jssigned

Rastnoted

LUnassigned

Total tund balanees
Total habilities, deferred inflows of
resources and fund balances

COMMONWEALTH OF PGERTO RicO

MUNICIPALITY OF BARRANQUITAS

Bafance Sheet — Governmental Funds
June 30, 2014

Major sover I funds
L egislative Communily

Capital joint Deb developozent (Hher Tatal
Genezal impruvements resolutions senice block grant governmental  povernmenial

fuad bond fund fund fund fund funds funds
§ 13382136 - - -5 13,1
1301583 - - - - - 1311585
1305978 - - - - - 1,305 928
062 470 - - - - 063 420
13,834 - - - 13,894
- - 1,503,704 - KR 10 1,140.043 2675550
28R A1 930 %06 1,968,733 - 1,193,745 4,372,225
- - 4atg - 1510
3l2% 126 - 3376
- - . 268,121 313t 268 §7.4C0 385 789
§ 13978736 934,182 1.503,. 704 2141884 363,077 2421186 § 21330149
& 411,232 - - - 3 411,832
1,242,780 - . - - £.242.780
<3728 3330 j 45848 2928 83 263 &i4,990
- 175277 JLL RN & L1 326,630 &52 427}
- - 488 100 - - 488,100
1654612 219.30F 154220 631013 IHINTT 354,895 3420123
393.285 - 1.549.484 - 1,447 844 3,590,643
88,673 - . - - 88,673
YRS - - - - . §71.725
- T BET - 1,507 871 - 378427 1,591 133
10,667 420 - - - - — 15,667 429
11.728.829 704,837 - 1507871 378427 14,319,984
$ 13976736 924,162 1.303.704 2,041,884 363,077 2.421,186 § 21330743

The aqccompannying notes tw the bastc nascial statemenis ure ah Begral part of this stat 2mens



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS

Reconciliation of the Balance Sheet — Governmental Funds to the Statement of Net Position

June 3¢. 2014

The amounts of governmental activities reported in the statement of net position and the balance sheet-governmental

tunds are ditferent for the tollowing reasens:
Total fund balances rcported in the balance sheet-governmental funds

Add (Deduct):

Capital assets used in govenumental activitics are not considered available tinancial
resources at fiscal year-end, therefore, are not reported in the governmental tunds. This is
the carrying amount of capital assets, net of accumulated depreciation and amortization of
$22,810,947 at June 30, 2014, which is reported in statement of net position,

Inventories and other assets recorded in the statement of net position are not considered
available financial resources at fiscal year-end, therctore. are not reported as asscts in the
governmental funds.

The following liabilities are not due (mature) in the current fiscal year, therefore, are not
reported in the governmental funds at June 30, 201 3:
Bonds pavable
Compensated absences
Estimated liability for municipal solid waste landfill closure and post-closure care costs
Accrucd Christmas bonuses

Net position-governmental activities. as reported in the statement of net position

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

Y

14,319,984

42,181,125

99.874

(7,129,900}

(1,391,915)

(11.489,841)
61,652

3

36,653,976







COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRA NQLITAS
Reconciliation of the Statement of Revenues, Expenditures and
Changes in Fund Balances - Governmental Funds to the Statement of Activities

The amounts of governmental activities reporied in the accompanying statement of activities and the stalernent of revenues,
expenditures and changes in fund balances - governmental funds, are different for the following reasons:

Total net increase in fund balances reported in the accompanying statement of revenues, expenditures
and changes in fund balances governmental funds S 2,768.733

Add (Deduct):

Net change in deferred inflows of unavailable revenue streams:
Municipal license taxes (64.496)
Intergovernmental grants and contributions: {758,703)

Governmental funds report capital outlavs as ¢xpenditures. However in the statement of
activities the cost of those assets is capitalized and allocated over their estimated useful lives
as depreciation and amortization expense. This is the amount by which capital outlay
expenditures {$2.541,316) exceeded depreciation and amortization expensc (51.835.133) for
the fiscal year ended June 30, 2014, 706.163

Proceeds from issuance of bonds are reported as othr financial sources in the governmental
funds. however. are reported as increases in bonds payable in the statement of net position.

(198,000)
Repayment of principal of long-term liabilitics is reported as an expenditure in the
governmental funds, however. the repayment reduces bonds pavable in the statement of net
position. 488.100
The following changes in assets and liabilities reporied in the statement of activities do not
require the use of current tinancial resources. therefore. are not reporied as expenditures in
the governmental funds:
Other assets 3,369
Estimated liability for municipal solid waste landfill closure and post-
closurc care costs (1,367.144)
Accrued compensated absences and other accrued liabilities 258.008
Net increase in net position, as reported in the accompanying statement of activities S 1,836,050

L]
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COADMONWEALTH OF PCERTO RICO
MUNICIPALITY OF BARRANQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2014

Background Information and Summary of Significant Accounting Policies

The Municipality of Barranquitas (the Municipality) is a local municipal government constituted in
1970 in the Commonwealth of Puerto Rico (the Commonweaith). The Municipality has full
legisative, fiscal and all other governmental powers and responsibilitics expressly assigned by Public
Act No. 81 of August 30, 1991, as amended, known as dwtoromous Municipalities Act of the
Commonwealth of Puerto Rico (Act No. 81). The Municipality is one of seventy-cight municipalities
legally separated from the Commonwealth’s government.

The Commonwealth’s Constitution provides for the separation of powers of the executive, legislative
and judicial branches of the Commonwealth and the municipalities. However, the Municipality’s
governmental system consists of executive and legislative branches only. A Mayor, elected every
four years by the citizens, exercises the executive power of the Municipality. The legislative power of
the Municipality is cxercised by the Municipal Legislature. whose members are also elected every
four vears. The judiciary power is exercised by the General Justice Court System of the
Commonwealth. which has jurisdiction over the Municipaliry.

The Municipality assumes either partial or full respensihility for providing services to its citizens
related to public housing, weifare, public safety, health, sanitation, education, culture, recreation,
education, urban development, economic development, and many other fiscal, general and
administrative services.

a) Financial Reporting Model

The accompanying basic financial statements present the financial position and the results of
operations of the Municipality as a whole, and its various governmental funds as of and for the
fiscal year ended June 30, 2014, in conformity with accounting principles generally accepted in
the United States of America (GAAPF), as prescribed by the Governimmental Accounting Standards
Board (GASB).

According to the [inancial reporting model established by GASB Statement No. 34, Basic
Financial Statements — and Management's Discussion and Analvsis — for State and Local
Governments (GASB No. 34), the required basic financial statement presentation applicable to
the Municipality is composed of the following elements: (1) government-wide financial
statements {GWTS). (2} governmental fund financial siatements {GIFS), (3) notes to basic
financial statements. and (4) required supplementary informarion (RSI).

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

MD&4 is a narrative report that introduces the accompanying basic financial statements and
provides an analytical ovetview ot the Municipality’s tinancial activities for the fiscal year ended
June 30, 2014, based on the Municipality’s knowledge of the transactions, events and conditions
reflected in the basic tinancial statements. The MD&A also highlights cerain key fiscai policies
that contro! the Municipalin”s operations.

On March 2009. the Municipality adopted the provisions of GASB Statement No. 55, The
Hierarchy of Generally Accepted Accowming Principles for State and Local Governments (GASB



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Notes to Basic Fipancial Statements

Fiscal Year Ended June 30, 2014

55), and GASB Statement No. 36, Codification of Accounting and Financial Reporting Guidance
Contained in the AICPA Statements on Auditing Standards (GASB 56).

GASB 335 incorporated the hierarchy of generally accepted accounting principles (GAAP) for
state and local governments into the Governmental Accounting Standards Board’s (GASB)
authoritative literature. The requirements in this Statement codify ail GAAP for state and local
governments so that they derive from a single source.

GASB 56 incorporated info the Governmental Accounting Standards Board’s (GASB)
authoritative literature certain accounting and financia! reporting guidance presented in the
American Institute of Certified Public Accountants’ Statements on Auditing Standards. This
Statement addressed three issues not included in the authoritative literature that establishes
accounting principles — related party transactions, going concern considerations, and subsequent
events.

On July 1, 2012, the Municipality adopted the following two new statements of financial
accounting standards issued by the Governmental Accounting Standards Board: (1) Statement
No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources,
and Net Position (GASB 63), and (2) Statement No. 65, ltems Previously Reported as Assets and
Liabilities (GASB 65).

GASB 63 provides financial reporling guidance for deferred outflows of resources, which are
consumptions of net position by the government that is applicable to a future reporting period and
deferred inflows of resources which are acquisitions of net position by the government that is
applicable to a future reporting pericd. GASB 63 amends the net asset reporting requirements by
incorporating deferred outflows of resources and deferred inflows of resources into the definitions
of the required components of the residual measure and by renaming that measurc as net position,
rather than net assets. The adoption of GASB 63 resuited in a change in the presentation of the
Statement of Net Assets to what is now referred to as the Statement of Net Position and the term
“net assets” 1s changed to “net position” throughout the financial staternents.

GASB 63 also amends the reporting of the “net investment in capital assets” component of net
position. This component consists of capital assets, net of accumulated depreciation, reduced by
the oulstanding balances of bonds, mortgages, notes, or other borrowings that are atiributable to
the acquisition, construction, or improvement of those assets. Deferred outflows of resources and
deferred inflows of resources that are attributable to the acquisition, construction, or improvement
of those assets or related debt are now required to be included in this component of net position,

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

)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2014

previously reported as assets and liabilities to be consistent with the decfinitions in Concepts
Statement No. 4. This Statemnent alse provides other financial reporting guidance related to the
impact of the financial staternent elements deferred outflow s of resources and deferred inflows of
resources, such as changes in the determination of the major fund calculations and limiting the
use of the term deferred in financial statement prescntations.

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

Financial Reporting Entity

The accompanying basic financial statements include all departments, agencies and municipal
operational units that are under the iegal and administrative control of the Mayor, and whose
financial resources are under the legal custody and control of the Municipality’s Director of
Finance and Budget. as prescribed by Act No. 81.

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

GASB Statemnent No. 14, The Financial Reporting Entity (GASB No. 14), as amended, has set
forth criteria to be considered in determining financial accountability for financial reporting
purposes. These criteria inctude appointing a voting majority of an organization's governing body
and: (1) the ability of the Municipality to impose its will on that organization or (2) the potential
for the organization to provide specific linancial benefits to. or impose specific financial burdens
on, the Municipality.

On July 1, 2003, the Municipality adopied the provisions of GASB Statement No. 39,
Determining Whether Certain Ovganizations are Component Units — an Amendment of GASB
Statemenr No. 14 (GASB No. 39). GASB No. 39 statcs that certain organizations for which a
primary govermment is not financially accounrable nevertheless warrant inclusion as part of the
financial reporting entity because of the nature and significance of their relationship with the
primary government, including their ongoing financial support of the primary government and its
other component units.

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

¢ The economic resources recetved or held by the separate organization are entirely or almost
entirely for the dircct benefit of the primary government, its component units, or its
constituents.

* ['he primary government. or its component units, is entitled to, or has the ability to otherwise
access, a majority of the economic resources received or held by the separate organization.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2014

» The economic resources received or held by an individual organization that the specific
primary government, or its component uaits, is entitled to, or has the ability to otherwise
access, are significant to that primary government.

in addition. GASB No. 39 states that other organizations should be evaluated as potential
component units if they arc closely related 10, or financially intcgrated with, the primary
govemnment. Such types of entities may be presented as either blended or discretely presented
component units, depending upon how they meet the criteria for each specified in GASB No. 14.

On July 1, 2011, the Municipality adopted the provisions of GASB Statement No. 61, The
Financial Reporting Entity. Omnibus-an amended of GASB Statement No. 14 and No. 34 (GASB
No. 61). GASB No. 61 modified certain requircments for inclusion of component units in the
financial reporting entity.

The Municipality’s management has concluded that, based on the aforementioned criteria, there
are no legally separate entities or organizations that should be reported as component units of the
Municipality for the fiscal vear ended June 30. 2014.

Government-wide Financial Statements

The accompanying GWFS are composed of: (1) the statement of net position and (2} the
statement of activities. These financial statements report information of all governmental
activities of the Municipality as a whole, These statements are aimed at presenting a broad
overview of the Municipality’s finances by reporting its financial position and results of
operations using methods that are similar to those used by most private businesses.

The focus of GWES is on the operational accountability of the Municipality as a single economic
unit and not on compliance with budgets. regulatory requirements or on the use of available or
currently expendable financial resources (referred to as fiscal accountability). Operational
accountability is the Municipality’s responsibility to report to the extent to which it has met its
operating objectives efficiently and effectively, using all resources available for that purpose. It
tocuses on the Municipality’s principal operating objective, which is to provide services to its
citizens.

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

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

» Net investment in capital assets — This net position category consists of capital assets, net of
accumulated depreciation and amortization, reduced by the outstanding balances of bonds
payable and other debts that are attributed to the acquisition, construction or improvement of
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those asscts {capital-related debt). For the purposes of determining the outstanding debt
attributed to capital assets, the total long-term debt related to the acquisition, construction or
improvement of capital assets has been reduced by any reiated unspent debt procceds and any
related unamortized debt issuance costs.

Pursuant to the provisions of GASB 63, deferred outflows of resources and deterred inflows
of resourccs that are attributable to the acquisition, construction or improvement ot those
assets is included in this component of net position.

In addition, for the purposes of determining the outstanding debt attributed to capital assets,
the following items are excluded from the calculation: (1) bond issuwance costs, (2) interest
payablc, (3) accrued interest on deep discount debt and non-capital accrued liabilities (e.g.
compensated abscnces, claims and judgments, etc.). and {(3) debt used to finance capital
acquisitions by parties outside the Municipality. Furthermore, the computation of net
position invested in capital asscts, net of related debt, excludes inter-fund loans and other
financial assets.

Restricted net position — This net position category consists of net resources restricted by
external parties (such as debt covenants, creditors, grantors, contributors, laws or regulations
of other governments, etc.), or net position for which constraints are imposed by
constitutional provisions or enabling legislation. Enabling legislation consists of legislation
that authorizes the Municipality to assess, levy, charge or othenwise mandate pavment of
resources (from external resource providers). Enabling legislation establishes restrictions if it
includes a legally enforceable requircment that those resources be used only for the specific
purposes stipulated in the legislation.

On July 1. 2003, the Municipality adopted the provisions of Statement No. 46. Ner Assets
Restricted by Enabling Legislation (GASB No. 46). This Statement requires that limitations
on the use of net position imposed by enabling legislation be reported as restricted net
position. This Statement clarified that a legally enforceable enabling legislation restriction is
onc that a party external to the Municipality (such as citizens, public interest groups, or the
judiciary) can compel the Municipality to honor. This Statement states that the legal
enforceability of an e¢nabling legislation should be reevaluated if any of the resources raised
by the enabling legislation are used for a purpose not specified by the enabling legislation or
if the Municipality has other cause for consideration. Although the determination that a
particular restriction is not legally cnforceable may cause the Municipality to review the
enforceahility of other restrictions. it should not necessarily lead the Municipality te the same
conclusion for all enabling legislation restrictions.

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

Internally imposed designations of resources. including earmarking, are not reported as
restricted net position. These designations consist of management’s plans for the use of
resources, which are subject to change at the discretion of the Municipal Legislature.
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The Municipality has reported the following types of restricted nct position in the
accompanying statemnent of net position as of June 30, 2014:

{1) Debt service — Represent net resources available to cover future debt service pavments of
bands payable.

(2} Capital projects - Represent net resources available fo cover the cost of the acquisition.
construction and improvement of major capital assets.

(3) Federal and state funded programs - Represent net resources available from certain
federal and state grants, which have becn set aside to carry cuf several programs.

o  Unrestricted — This category consists of the excess of liabilities over related assets that are
neither externally nor legally restricted, neither invesied in capital assets. At June 30, 2014,
this category has a negative balance of $1.244,071 because liabilities exceeded the related
assets. Generally. the assets recorded within this category are designated to indicate that
management docs not consider them to be available for gencral operations. Assets reported
within this category often have constraints that are imposed by management but can be
removed or modifed.

When both restricted and unrestricted resources are available for use, it is the Municipality’s
policy to generally use restricted resources first. and then unresiricted resources as they are
needed.

The accompanying statement of activities presents the Municipahity’s results of operations by
showing, how the Municipalitys net position changed during the fiscal ycar ended June 30, 2014,
using a net (expense) revenue format. This statement presents the cost of each function/program
as well as the extent to which each of the Municipality’s functions, programs or other services
either contributes to ar draws from the Municipality’s general revenues (such as property taxes,
municipal license taxes, construction excise taxcs, efc.).

A function/program describes a group of activities that are aimed at accamplishing a major
service or regulatory responsibility. The functions/programs reported in the accompanying basic
financial statements are: (1) general government. (2) urban and econemie development, (3) public
safety, (4) health and sanitation, {5) culture, recreation and education and (6) public housing and
welfare. The govemmental operations of the Municipality’s departments and operational units
are classified within the following functions/programs in the accompanying basic financial
statements:

General govermment:
Municipal legistature
Mayor's office
Department of finance and budget
Department of human resources

Department of municipal secretary
Depariment of internal audit
Department of purchasing and supplies
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Urban and economic development;
Department of public works
Department of transportation and maintenance
Department of engineering

Public safety:
Department of emergency management
Departrment of municipal police

Health and sanitation:
Department of recycling and environmental control

Culture, recreation and education:
Departinent of recreation and sports
Department of culture and tourism

Public housing and welfare:
Department of elderlv services
Department of service to citizens

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

Program revenues are generated directly from a program itself or may come from parties outside
the Municipality’s taxpayers or eitizens. In the statement of activities, program revenues reduce
the costs (expenses) of the function/program to arrive at: (1) the net cost of the function/program
that must be financed from the Municipality’s general revenues or (2) the net program revenue
that contributes to the Municipality’s general revenues.

The accompanying statement of activities reports the following categories of program revenues
for the fiscal year ended June 30, 2014:

 Charges for services — These revenues generally consist of exchange or exchange-hke
transactions involving charges to customers or applicants who purchase, use or directly
benefit from the goods, services or privileges provided, or are otherwise directly affected by
the services. These revenues include fees charged for specific services, charges for licenses
and permits, and fines and forfeinires, among others.

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

General revenues are the default category for revenues. It includes all revenues and gains that do
not meet the definition of program rcvenues. Property taxes, municipal license taxes. sales and
use taxes and construction excise taxes are reported as general revenues. All other non-tax
revenues (including unrestricted interest on deposits. grants and contributions not restricted for
specific programs and misccllaneous revenues) that do not meet the definition of program
revenues are classified as general revenues. Resources that are dedicated internally by the
Municipality are reported as general revenucs rather than as program revenues, Alil general
revenucs are reported net of estimated uncollectible amounts, which are recorded as reduction of
revenues rather than as expenses.

The general government function/program reported in the accompanying statement of activities
includes expenses that are, in essence, indirect or ¢osts of other functions/programs of the
Municipality. Even though some of these costs have been charged to certain funds in the GFFS
as indirect cost allocations permitted under some federal programs, the Municipality has reported
these indirect costs as direct expenses of the general government function. Accordingly, the
Municipality generally does not allocate general government (indirect) costs to other functions.
The effects of all inter-fund governmental activities (revenues, expenditures and other [inancing
sources’uses among governmental funds) have been removed [rom the accompanying statements
of net position and activities. Inter-fund services provided and used have not been eliminated in
the process of consolidation.

The Municipality classifies all of its activities as governmental activities in the accompanying
GWFS. These are activities generallv financed through faxes, intergovemmentai revenues and
other non-exchange revenues that can be used to support the Municipality’s programs or services.
These governmental activities are aiso gencrally reported in the GFFS.

The Municipality has no fiduciary activities, which arc those in which the Municipality would be
holding or managing net position for specific individuals or other external parties in accordance
with trust agrcements or other custodial arrangements. In addition, the Municipality has no
operations or activities that are financed and operated in a manner similar to private business
enterprises, where the costs of providing goods or services to the general public {expenses,
including depreciation) is financed primarily through user charges; or where the governing body
has decided that periodic determination of revenues carned, expenses incurred, and/or net income
is appropriatc for capital maintenance, public policy. management control, accountability, or
other purposes.

Governmental Fund Financial Statenients

A fund is a fiscal and accounting entity consisting of a self-balancing set of accounts used to
record assets, liabilities and residual equities, deficits or balances, and changes therein, which are
segregated for the purpose of carrving on specific activitics or attaining certain objectives in
accordance with GAAP and/or special regulations. restrictions or limitations.

The accompanying GFFS are composcd of: (1) the balance sheet — govemmental funds, (2) the

statemnent of revenues, expenditures and changes in fund balances - govemmental funds.
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These financial statements report the financial position and results operations of the
Municipality*s povemmental funds by presenting sources. uses and balances of current financial
resources. Some of these financial statements have a budgetary orientation and focus primarily
on: (1) thc Municipality’s major governmental funds, as dcfined below, (2) the fiscal
accountability and (3) the individual parts of the Municipality’s govemment.  Fiscal
accountability represents the Municipality’s responsibility to justify that its actions in the current
fiscal year have complied with public decisions concerning the raising and spending ot public
moncys in the short term (generally one fiscal year).

The accompanying GFFS segregate governmental funds according to their intended purpose and
are used in demonstrating compliance with legal. financial and contractual provisions. The
minimum number of governmenta funds is maintained consistent with legal and self-imposed
managerial requirements established by the Municipalitv. On July 1, 2010, the Municipality
adopied the provisions of GASB Statement No. 54, Fund Balance Reporting und Governmental
Fund Type Definitions (GASB 54), which modified the interpretations of certain terms within the
definition of the special reventue funds and the types of activities the Municipality may choose to
report in those funds. GASB 54 also clarified the capital projects fund type definition for better
alignment with the needs of preparers and uvsers. Definitions of other governmental fund types
alsc were also modified for clarity and consistency.

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

e General funrd — The general fund is the Munijcipality’s main operating fund and a major
governmental fund. as defined below, used to account for all financial resources and
govermmental activities, except for financial resources required to be accounted for in another
fund, It is presumed that the Municipality’s governmental activities have been reported in the
general fund except for transactions for which one of the following compelling reasons has
required the use of another fund: (1) legal requirements, (2) GAAP requirements or (3) the
demands of sound financial administration requiring the use of a governmental fund other

than the general fund.

s Debr service fund — The debt service fund is a major governmental fund, as defined below,
used by the Municipality to account for the accumulation of resources for, and the payment
of, principal and interest for: (1) bonds payable for which debt service payments are legally
mandated to be accounted for in a debt service fund and/or (2) bonds pavable or any general
long-term debt for which the Municipality is being accumuiating financial rescurces in
advance to pay principal and interest payments maturing in future years. Consistently with
the prior fiscal years’ financial statement presentation. during the fiscal year ended June 30,
2014, the financial activity accounted for in the debt service fund was specifically related to

bonds payable.

The outstanding balance of general long-term debts for which debt service payments do not
involve the advance accumulation of resources (such as obligations under capital leases) are
only accounted for in the accompany ing statement of net positicn. The debt service payvments
of such debts are generaily accounted for as debt service — principal and debt service —
interest expenditures in the general fund.
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o Special revenue funds — The special revenue tunds are non-major governmental funds, as
defined below. uscd by thc Municipality to account for revenues derived from grants,
contributions or other revenue sources that are either self-restricted by the Muricipality or
tegally restricted by outside parties for use in specific purposes {except for revenues that are
earmarked for expenditures in major capital projects which are accounted for in the capitai
projects fund). The uses and limitations of each special revenue fund are specified by
municipal ordinances or federal and state statutes. Hoswever, resources restricted to
expenditures for purposes normally financed from the gencral fund are rcported in the
Municipality’s general fund provided that all applicable legal requirements are appropriately
satisfied. In this case, a special revenue [und to account for such kind of transactions wiil be

used only if legaily mandated.

»  Capital projects funds — Capita] projects funds are major and non-major governmental funds,
as defined below. used to account for the financial resources used for the acquisition,
construction or improvement of major capital facilities and other assets. Significant capital
outlays financed from proceeds of general obligation. public improvement or special
obligation bonds accounted for also in the capital projects funds. The use of the capital
projects funds in the accompanyving financial statements has been reserved only for major
capital acquisitions, construction or improvement activities that would distort financial
resources trend data if not reported separately from the other Municipality’s operating
activities. The routine purchases of minor capital assets (such as furniture, otfice equipment.
vehicles and other minor capital assets or improvements) have been reported in the
governmental fund from which tinancial resources were used for the payment,

The focus of the GFFS is on major governmental funds, which generally represent the
Municipality’s most important funds. Accordingly, the Municipality is required to segregate
governmental [unds between major and non-major catcgories within the GFFS. Major individual
governmental funds are reported individually as separate columns in the GFFS, while data from
all non-major governmental funds are aggregated into a single column, regardless of fund type.

By definition, the Municipality’s general fund is considered a inajor governmental tund for
financial reporting purposes. In addition, any other governmental fund would be classified as a
major governmental fund in the GFFS if its total assets, liabilities, revenues or expenditures of
that individual governmental fund are at least ten percent (10%) of the corresponding element
total (assets. liabilities, revenues or expenditures) for all governmental funds. For the purposes of
applying the aforementioned major fund criteria, no eliminations of inter-fund balances have been
made. Total revenues for these purposes means all revenues, including operating and non-
operating revenues (net of allowances for uncollectible accounts), cxcept for other financing
sources. Total expenditures for these purposes mean all expenditures. including operating and
non-operating expenditures, except for other financing uses.

Furthermore, any other non-major governmental fund would be reported as a major governmental
fund in the GFFS if such fund is considered of significant interest to regulations or investors of
the Municipality, as it is the case of the capital improvements bond fund and the community
development block grant fund described befow,

Based on the aforementioned criteria, the Municipality’s major governmental funds reported in
the accompanying GFFS are: (1) the general fund, (2) the debt service fund. (3) the capital
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e) Measurement Focus and Basis of dccounting

Government-wide financial statements — The accompanyving GWFS are prepared using the
economic resources mcasurement focus and the acerual basis of accounting.  Subject to the
additional rules and limitations detailed below, revenues (including interest on deposits and
investments) are generally recorded when eamed and expenses arc generally recorded when a
liability is incurred, regardless of the timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchange-
like transactions are generalh recorded when the exchange takes place. In exchange transactions,
cach party to the transaction receives and gives up essentiallv equal values. An exchange-like
transaction 18 one m which there is an identifiable cxchange and the values exchanged, though
related, may not be quite equal. Nevertheless, the exchange characteristics of the exchange-like
lransaction are strong encugh to justify treating it as an exchange for accounting purposes
(examples include fees for licenses and permits, charges for services, and miscellaneous
revenues, which are recorded as revenues when collected because they are generally not
measurable until actually received).

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are
recorded using the criteria set forth by GASB Statement No. 33, Accouwnting and Financial
Reporting jor Non-exchange Transactions (GASB No. 33). GASB No. 33 established accounting
and reporting standards for non-exchange transactions invelving cash and [mancial or capital
resources (for example, most taxes. grants and private donations). In a non-exchange transaction,
the Municipalitv gives (or receives) value without directly receiving (or giving) equal value in
return. This is different trom an exchange transaction, in which each party receives and gives up
essentially equal values. According to GASB No. 33. the Municipality groups its non-exchange
transactions inio the following four classes in the accompanying basic financial statements: (a}
derived tax revenues. (b) imposed non-exchange revenues, (c) povernment mandated non-
exchange transactions. and (d)} voluntary non-exchange transactions.

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

In the case of imposed non-exchange revenue transactions (such as property taxes and municipal
license taxes). which result from assessments made by the Municipality on non-governmental
entities, includimg individuals, other than asscssments on exchange transactions, receivables are
generally recorded in the period when an enforceable legal claim has arisen. Property taxes and
municipal license are gencrally recorded as revenues (net of amounts considered not coliectible)
in the fiscal year when resources are required to be used or the first fiscal year that the use of the

resources is permitted.

Government-mandated non-exchange transactions (such as grants and contributions) result when
a govemment at one level (such as the federal or state government) provides resources to the
Municipality and the provider government requires the Municipality to use those resources for a
specific purpose or purposes established in the provider’s cnabling legislation. In these type of
transactions, receivables and revenues are generally recorded when all eligibility requirements
imposed by the provider have been met. For the majority of grants, the Municipality must expend
resources on the specific purpose or project before the provider reimhurses any amounts.
Revenue is, therefore, generally recognized as qualifying reimbursable expenditures are incurred.
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Voluntary non-exchange transactions (such as donations and certain grants and entitlements)
result from legislative or contractual agreements, other than exchanges, willingly entered into by
two or more parties. In these tvpes of transactions, receivables and revenues are generally
accounted for in the same manner as government-mandated non-exchange transactions discussed
above. Events that are neither exchange nor non-exchange transactions are recorded when it is
probable that a loss has been incurred and the amount of loss is reasonably estimable.

Receipts of any type of revenue sources collected in advance for use in the following fiscal vear
are recorded as deferred inflows of resources pursuant to the provisions of GASB No. 63.

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

Governmental fund financial statements — The accompanying GFFS are reported using the
current financtal resources measurement focus (flow of current financial resources) and the
modified accrual basis of accounting. Accordingly, the accompanying statement of revenues,
expenditures and changes in fund balances — governmental funds, reports changes in the amount
of financial resources available in the near future as a result of transactions and events of the
fiscal year reported. Therefore, revenues are generaliv recognized as scon as they are both
measurable and available. Revenues are considered to be available when they are collectible
within the current fiscal year or soon enough thereafter to pay labilities of the current fiscal vear.
For this purpose, the Municipality generally considers most revenues (municipal licenses taxes,
constructjon excise taxes, sales and use taxes, interests on deposit, intergovernmental grants and
contributions and certain charges for services) to be available if collected within 90 days after
June 30, 2014, except for property taxes for which the availability period is 60 days. Revenue
sources not meeting this availability criterion or collected in advance are recorded as deferred
inflows of resources at June 30, 2014.

The principal revenue sources considered susceptible to accrual include property taxes, municipal
ficense taxes, intergovernmental grants and contributions, interest on deposits, and charges for
services. These principal revenue sources meet both measurability and availability criteria in the
accompanying GFFS, except for amounts recorded as deferred inflows of resources.

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

Accordingly, fees for licenses and permits, charges for services and miscellaneous revenues are
recorded as revenues when collected because they are generally not measurable until actually

received.

All revenues, expenses, gains, losses and assets resulting from non-cxchange transactions are
recorded in a similar manner to the GWFS. using the previously discussed criteria set forth by
GASB No. 33 for non-exchange transactions, but subject to and limited by the availability eriteria
discussed above. Accordingly. property tax and municipal license tax receivables are also
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Excess of revenues and other {inancing sources over expenditures

and other financing uses — Budgetary Comparison Schedule — general fund $ 2,283,848

Timing difference - net effect of current year encumbrances recorded as expenditures tor
budgetary purposes versus prior ycar encumbrances recorded as current year

expenditures for GAAP purposes 1,522,364
Basis of accounting ditferences (net changes in the following asseis and liabilities):

Property taxes receivable (22,064)

Intergovernmental grants and contributions rcceivable (534.051)

Other receivables (975)

Due and advances from other funds 236.555

Deferred inflows of resources 91.995

Accounts pavable, accrued liabilities and intergovermmental payables 118,428
Excess of revenues and other financing sources over expenditures and other financing uses,

gencral fund — GAAP basis $ 4,196,100

g) Unrestricted and Restricied Deposits

The Municipaliy’s deposits at June 30. 2014 are composed of: (1) demand deposits in
commercial banks and (2) demand deposits in the Government Development Bank for Puerto
Rico (GDB). fiscal agent.

Cash in commercial banks of $10,392,136 in the general fund is available to meet current
operating requirements of the Municipalitv and any excess, is any is generally invested in
certificates of deposit in eommercial banks with original maturities of three months or less.

Under the laws and regulations 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 depository insurance generally provided by the Federal Deposits Insurance
Corporation (FDIC). All securities pledged as collateral arc held by agents designated by the
Commonwealth's Secretary of the Treasury, but not in the Municipality’s name.

Cash in fiscal agent in the debt service fund consists principally of propeny tax collections
amounting to $1,968.733 that are restricted for the pavment of the Municipality’s debt service, as

required by law.

Cash in fiscal agent of $288,843 in the general fund consists of program-specific contributions
awarded by thc Puerio Rico Electric Power Authority thai are restricted for the acquisition,
construction and improvement of certain minor electrical infrastructure assets.

Cash in fiscal agent recorded in the capital improvements bond fund consists mainly of unspent
proceeds of bonds amounting to $920,906 that are restricted for the acquisition, construction or
improvements of major capital assets.

.
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Mayor). The Municipal Legislature delegates the Mayor the authority io
establish fund balance assignments. In governmental funds other than the
general fiund, assigned fund balance represents the remaining amount that is not
restricted or commirted.

At June 30, 2014 assigned fund balances in the general fund consist of fund
balances reserved for encumbrances amounting to $972,725.

e. Unassigned — Represent the residual classification for the Municipality’s
general fund and includes all spendable amounts not contained in the other
classifications. In other funds, the unassigned classification is used only to
report a deficit balance resulting from overspending for specific purposes for
which amounts had been restricted, committed, or assigned.

Negative fund balance amounts are assigned amounts reduced to the amount
that will raisc the fund balance to zero. Consequently, negative residual
amounts in restricted, committed and assigned fund balance classifications have
been reported as unassigned fund batances, when appticable.

The Municipality had no fund balances classified as committed at June 30, 2014. Those types of
fund balances are generally related to financial resources used for specific purposes, imposed by
formal action of the Municipal’s highest Jeve! of decision making authority (Municipal
Legislature through resolutions and ordinances), which would only be changed by a similar law,
ordinance or resolution.

The Municipality reports resources constrained to stabilization as a specified purpose (restricted
or commifted fund balance in the general fund) only if: (1) such resources meet the other criteria
for those classifications, as described above and {2) the circumstances or conditions that signal
the need for stabilization are identified in sufficient detail and are not expected fo occur routinely.
However, the Municipality has not entered into any stabilization-like arrangements, nor has sct
aside material financial resources for emergencies and has not established formal minimum fund
balance amounts as of and for the fiscal year ended June 30, 2014,

In situations when expenditure is made for a purpose for which amounts are available in multiple
fund balance classifications, the Municipality uses restricted resources first, and then unrestricted
resources. Within unrestricted resources, the Municipality generally spends committed resources
first, followed by assigned resources, and ther unassigned resources when expenditures.

The classitication of the Municipality’s individual governmental funds among general, debt
service, special revenue and capital project fund types used in prior fiscal years for financial
reporting purposes was not affected by the implementation of GASB 54. In addition, the
financial positions and the results of operations reported in the accompanying GFFS as of and for
the fiscal vear ended June 30, 2014 have not been affected for this change in accounting principle.
Accordingly, the accompanying GFFS have not reported any retroactive restalements or
reclassifications of fund equities as of Julv 1, 2013.
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Inter-fund Activities

The Municipality has the following types of reciprocal and non-reciprocal inter-fund activities
recorded among governmental funds in the accompanying GFFS:

o Inter-fund loans — Represent amounts provided with a requirement for repayment, which are
recorded as “due from” in the lender governmental fund and “due t0” in the borrower
governmental fund. Inter-fund receivables, which are not considered to be currently available
financial resousces, are reported as advances, For amounts not expected to be collected
within a rcasonable period of time, inter-fund receivables/payables are reduced to the
estimated realizable value and the amount that is not expected to be repaid is reported as an
operating transfer from the governmental fund that made the loan.

» Inter-fund transfers — Represent flows of asscts (permanent reallocation of financial
resources amoeng governmental funds) without equivalent tlows of assets in return and
without a requirement for repayment. Operating transfers are reported as other financing
sources in the governmental fund making rransfers and as other financing sources in the
governmental fund receiving transfers.

» Inter-fund reimbursements — Represent repayments from the governmental fund responsible
for particular expenditures or expenses to the governmental fund that initially paid for them.

In the GFFS, inter-fund acuivity has not been eliminated, as permitted by GAAP.

Use of Estimates

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

Aecounting Standards Issued But Not Yet Adopted

The Governmental Accounting Standards Boards has issued the following standards that have not
been adopted by the Municipality, and are currently under evaluation for their impact in future
financial statements:

a. OASB Statement Ne. 68 (GASB 68), Accounting and Financial Reporting for Pensions
an amendment of GASB Statement No. 27 was issued in Junc 2012, The provisions of
GASB 68 are effective for tinancial statements for fiscal years beginning after June 15,
2014,

b. GASB Statement No. 69 (GASB 69), Government Combinations and Disposals of
Government Operations, was issued in January 2013, Governmemt Combinations and
Disposals of Government Operations. was issued in January 2013. The requirements of
GASB 69 are effective for government combinations and disposals of government
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operations occurring in financial reporting periods beginning after December 15, 2013,
and shotild be applicd on a prospective basis.

¢, GASB Statement No. 71, Pension Transition for Contributions Made Subsequem to the
Measwrement Dare, an Amendment of GASB Statement No. 68. The provisions of GASB
68 are effective for financial statements for fiscal vears beginning after June 15, 2014,

The Municipality is currently evalvating the effect of the adoption of the aforementioned
accounting standards n the Municipaliy”s financial statemcnts 10 be issued in future fiscal vears.

v)  Reclassifications
Certain reclassifications have been made in the 2013 figures reported in the accompanying
management’s discussion and analysis to conform with their respective 2014 presentations.
Depuosits

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and the
Government Development Bank for Puerto Rico (GDB), fiscal agent. Proceeds from all bonds and
the funds related to certain federal grant awards are required by law to be held with GDDB.

On July 1, 2004, the Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40),
Deposit and Investment Risk Disclosure. an Amendment to GASB Statement No. 3. This statement
requires that state and local governments disclose essential risk information about deposits and
investments. The disclosure requirements cover four main areas: (1) credit risk, (2) imterest rate risk,
(3) custodial credit risk. and (4) foreign exchange exposure.

Credit risk - This is the risk that an issuer or other countcrparty to an investment will not
fulfilt its obligations. In compliance with the laws and regulations of the Commonwealth of
Puerto Rico. the Municipality has adopted, as its custodial credit risk policy, the Stutement of
Uniform Investment (ruidelines for the Municipalities of the Commonwealth of Puerto Rico,
issued by the Government Development Bank for Puerto Rico as promuigated by Law No.
113 of August 3. 1995, Accordingly. the Municipality is only allowed to invest in obligations
of the Commonwealth of Puerto Rico. obligations of the United States of America,
certificates of deposit, commercial paper, bankers’ acceplances or in pools of obligations of
the Municipalities of Puerto Rico, which are managed by GDB. According to the
aforementioncd investment guidelines. thc Muaicipality is not allowed to invest in
marketable securities or any other type of investments (debt securities) for which credit risk
exposure may be significant. Consequently, at June 30, 2014 and for the fiscal vear then
ended, the Municipality invested only in certificates of deposit in commercial banks, which
are insured by the Federal Deposit Insurance Corporation (FDIC). generally up to a
maximum of $250,000 per depositor. No investments in debt of cquity securities were made
during the fiscal year ended June 30, 2014, Therefore, the Municipality’s management has
concluded that the credit risk related to any possible loss related to defanlts by cominercial
banks on the Municipality’s deposits is considered low at June 30, 2014.

Interest rate risk — This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment. The Municipality has no formal policy
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rclating to interests rate risks. howcver, the Municipality manages its exposurc to declines m
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 1o periods of threc months or less and (3) keeping maost of its banks deposits and
certificates of deposit in interest bearing accounts generating interest at prevailing market
rates. At June 30, 2014, the interest rate risk asscciated with the Municipality’s cash is
considered low since the investment portfolio of the Munieipality do not include debt
sccurities or any type of investments that could be affected by changes in interest rates.

Custodial credit risk — In the case of deposits, this is the risk that in the cvent ot a bank
failure, the Municipalin’s deposits may not be recovered. Pursuant to the Sratement of
Investment Guidelines for the Government of the Commonwealth of Puerto Rico, the balances
deposited in commercial banks by the Municipality are insured by the Federal Deposit
Insurance Corporation {FDIC). generally up to a maximum of $250,000 per depositor. In
addition, public funds deposited in commercial banks by the Municipality are fully
collateralized for the amounts deposited in excess of the federal depository insurance. All
securities pledged as collateral are held in the Municipality’s name by the agents of the
Commonwealth’s Secretary of Treasury. Deposits in GDB, amounting to $4.372,225 at June
30, 2014, arc uninsured and uncollateralized, However, no losses related to defaults by GDB
on deposit transactions have been incurred by the Municipality through June 30, 2014. ft 1s
management’s policy to only maintain deposits in bankys 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 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 invesiment
guidelines, adopted by the Muaicipality. the Municipality is prevented from investing in
foreign securities or any other types of investments for which foreign exchange risk exposure
may be significant. Accordingly. management has concluded that the foreign exchange risk
refated to the Municipality’s deposits is considered low at June 30, 2014,

Cash and cash equivalents at June 30, 2014, are classified in the accompanying balance sheet —
governmental funds a follows:

Major coversmental funds

Legistative Commuaity
Capital joint Delyt development Other
General improvements  resolutions service block grant gavernmental
fund bond fund fund fund fund fands Total
Unrestricied:
Cash in commercial banks $ 10,392,136 - - - . - % 10392136
Restricted:
Cash in commercial banks - - [.503.704 - 31,809 1,140,043 1675556
Cash in fiscal agent 288,843 920,906 - 1,968,733 - 1.193,743 4,372.223
Total cam ing ameunt of depos’ts § 10680979 920,906 1,503,704 1.968.733 31,809 2333786 3 17439517
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Municipal License Taxes

The Municipality is authorized by Act No. 81 to impose and collect municipal license taxes to any
natural or legal person having trade or business activities within the tciritory of Barranquitas. This is
a self-assessed tax gencrally based on the business velume of taxpayers, measured by gross revenues.
The Municipality establishes the applicable tax rates. At June 30, 2014. the municipal license tax
rates imposed by the Municipatity were 1.50 percent for financial institutions and 0.50 percent for
other types of taxpayers. Any taxpayers that have been granted with a partial tax exemption under
any of the tax incentive acts of the Commonwealth ultimately pay municipal license taxes at reduced
tax rates. genecrally between 60 percent and 90 percent under standard rates.

Each taxpayer must assess thc comresponding municipal license tax by declaring the volume of
business through a tax return to be filed every April 13, based on the actual volume of business
(revenues) generated in the preceding calendar year. Taxpayers with a sales volume of $3 million or
more must include audited tinancial statements with their tax return filings. The tax can be paid by
the 1axpayer in two equal installments due on July 15 and January 13, subsequent to the filing of the
declaration on April 15. The first installment of the tax covers the six-month period ended December
31, subsequent to the filing date of the declaration, while the second instaliment of the tax covers the
stx-month period ended June 30 of the subsequent calendar year. If a taxpayer elects to pay the tax in
full on the filing date of the declaration (generally 5 business days afier April 15), a § percent
discount is granted automatically on the total tax amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year) are
recorded as deferred inflows of resources in the GWFS and the GFFS. Deferred inflows of resources
related to municipal license tax revenues recorded in the accompanying GWFS and GFFS amounted

to $528,643 at Junc 30. 2014.

Municipal license tax revenues amounted to $894.478 for the fiscal year ended June 30, 2014, which
has been recorded in the general fund since is available for general operating purposcs.

Property Taxes

The Municipality is authorized by Act No. 81 to impose and coltect property taxes from any natural
or legal person that. at January 1 of each calendar vear: (1) is cngaged in trade or business and s the
owner of personal or real property used in trade or business or (2) owns residential real property with
a value in excess of $15,000 {at 1957 market prices).

Personal property taxes are self-assessed by taxpayers every vear using the book value of personal
property assets owned by the taxpayer at January 1 (licn; levy date) and reporting such taxable value
through a personal property tax return filed on May [5 (due date and coliection date) subsequent to
the assessment date. The total personal property tax rate in force at June 30, 2012 was 6.28 percent
(of which taxpayers pay 6.08 percent and the remaining 0.20 percent is paid by the Department of
Treasury, as a subsidy).

Real property taxes are assessed every January 1, (lien; levy date} and is based on estimated current
values of the property. deflated to 1957 market prices. Real property taxes a duc and collectible on
January 1 und Juiyv of every fiscal year. The total real property tax rate in foree at fune 30, 2014 was
8.28 percent (of which 8.08 percent is paid by taxpayers and the remaining 0.20 percent is also paid
by the Department of Treasury, as a subsidy).
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The composition of property taxes receivable is as follows at June 30, 2014:

Major governmental funds

Debt
Gencral service
fund fund Total
Propert: taxes receivable % 1,511,513 4910 3 1,316,423

Property tax revenues recorded in the general fund and the debt service fund amounted to 37,979,410
and $373,786, respectively, for the fiscal year ended June 30. 2014.

Sales and Use Taxes

The Municipalin imposes a municipal sales and use tax within the territorial limits of the
Municipality. This is a self-assessed tax applied to the sale price of a taxable item or on the purchase
price of all usage, storage or consumption of a taxable item. It is collected on a monthly basis trough
a tax return that is due ten calendar days after the end of each month, The municipal sales and usage
tax rate was one point five percent (1.3%) until June 30, 2014.

A portion of the sales tax amounting to zero point two percent (0.2%) is collected bv the Puerto Rico
Treasury Department on behalf of the Municipality and is restricted for the pavment of long-term debt
and is recorded in the debt service fund as intergovernmental grants and conmibutions. The
remaining portion of one point three percent (1.3%) is recorded in the general fund since it was
available for general operating purposes (see Note 16). Sales and use tax revenues recorded in the
general fund amounted to $572,788 for the fiscal year ended June 30, 2014.

Construction Excise Taxes

The Municipality imposes and collects municipal construction excise taxes to most natural and legal
persons and anv governmental instrumentality that carrv out activities related to construction,
expansion, major repairs, relocations, alterations and other vpes of permanent improvements to
residential, commercial and industrial buildings and structures within the territorial area of the
Municipahity. The tax is also applicable to mfrastructure projects, the installation of macbinery,
equipment and fixtures, and other types of construction-related activities.

The construction excise tax generallyv is a self-assessed tax imposed over the cost of the project, net of
certain exemptions such as the costs associated with the acquisition of land, project design and other
engineering fees, licenses and permits, legal and accounting fees, and most marketing and advertising
costs. The tax is paid by the taxpaver at the beginning of the project.

All single-family residential construction projects not related to housing development projects,
condominiums. or any similar projects. are partiallv exempt from construction excise taxes. In
addition, a portion of al! single-family residential improvement projects are exempt from construction
excise taxes. All projects carried out on buildings and structures classifted as historical treasures by
the Puerto Rice Planning Board have an in the tax rate applicable to construction excise taxes.
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Construction excise tax revenues amounted to $96.336 for the fiscal year ended Jung 30, 2014, which
has been recorded in the general fund since is available for general operating purposes,

7. TIntergevernmental Receivables and Payables

Intergovernmental reccivables and pavables recorded in the accompanving GWFS and GGFFS are as

follows at June 30. 2014

Intergovernmental receivabies:

Major governmental funds

Charpes for services:
Solid wasie disposal service charges o various mumicipalitics
and state goveImment agendies
Interpovermmental granrs and contributions:
Puerto Rico Treasury Depariment -
Employvees’ Christmas bonus cost reimbursement
Commaonwealth of Puera Rico - contribution from the
state-collected sales and use taxes
Puerto Rico Flecnie Fower Authorithy -
Contributions in licu of municipal taxes
Pugrio Rico Depanment of Education - Schools maintenanes
and capital improvements program
LS. Depanument of Housing and Urban Development,
SBGP Block Grant
Total intergovernmental receivables

intergos emmental pay ables.

Utitities and charges for services:
Pueno Rico Electric Power Authoniny - Electric power
CONSUMPLON CosStS
Fuero Rico Water and Sewer Authonin - Water and Sewer
consumption costs
Total intergovernmental payables

Community
Debt development Other
General service block grant  governmenial

fund fund {und funds Total
LT R W i - - - 3 14.175
62196 - - - 62,196
- 168,121 - - 168,121
1,229,357 - - 1.228 337
- 37,400 §7.400
- - 331.268 - 331,268
3 1.395.9238 168.121 331,268 $7.400 % 1,892.717
$ 1.229.557 - - - § 1,229,357
13,223 - - - 13,223
§ 1,242,780 - - - 5 1,242,780

This Space Has Been Intentionally Left Blank
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8. Inter-fund Transacticns

The composition of all inter-tund balances at June 38, 2014 and for the fiscal year then ended is as

follows:

Due/advances
from other
governmental funds-

General fund

Major governmmental funds:

Capital improvements bond fund S 173,577
Legislative joint resolutions fund 100,000
Debt service fund 64
Community development block grant fund 60,149
Other governmental funds. including long-term
advance of S88.673 from the Pubiic
Assistance Grant Fund 326,630
Total 3 662,420
Transfers to:
Capital Pebt Other Taotal
General improvements service goveromental governmental
Transfers from: Tund bond fund fund funds funds
Major govermmental fusids:

General fund s - 30.822 1,287,320 107401 5 1433547
Legislative joinl resolutions fund - - - 4,061 4,961
Other governmental funds ERED - - - 5.111

Toral S 3111 10,822 1.287.324 112,362 S 1445619

Inter-fund receivables and payables represent the pending settlements of the aforementioned transfers,
which are considered by management to be fully realizable at June 30. 2014,

The principal purposes of interfund receivables and payablcs among governmental (unds are:

Recognize in the general fund the outstanding balance of $326,630 of short-term and long-
term loans granted to other governmental funds to finance the operation of several state and
federally-funded programs. The long-term portion of those loans amounted to $88,675,
which have been recorded as advances at June 30, 20i4. These advances are not expected to
be repaid within one fiscal vear after year-end. Accordingly, at June 30, 2014 the general
fund reported assigned (non-spendable) fund balance amounting to $88,675 to properly
disclose that these interfund receivables are not considered current available financial
resources of the general fund at June 30, 2014,

Recognize the outstanding balance of short-term loans amounting to $175,377 granted by the
general fund 1o the capital improvements bond fund to temporarily finance the cosis of the
acquisition, construction and improvement of several major capital assets.
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Debt Limitation

The Municipal Legislature is legally authorized to approve the contracting of debts of the
Municipality. Ncvertheless. the laws and regulations of the Commonwealth of Puerto Rico also

provide that:

» Direct obligations of the Municipality (evidenced principally by bonds and bond anticipation
notes) arc backed by the full faith, credit and taxing power of the Municipality; and

e Direct obligations are not t be issued by the Municipality if the amount of the principal of,
and the interest on, such bonds and bond anticipation notes (and on all bonds and notes issued
thereafter) which are pavabie in any fiscal ycar, together with any amount paid by the
Municipality in the preceding fiscal year on account of bonds or bond anticipation notes
guaranteed by the Munictpaliny. exceed 10 percent of the total assessed value of the property
located within the Municipality plus the balance of the ad valorem taxes in the debt service
fund, for bonds payable and bond anticipation notes to be repaid with the proceeds of
property faxes restricted for debt service.

In addition, before any new bonds are issued, the rcvenues of the debt service lund should be
sufficient to cover the projected debt service requirement. The Municipality’s available legal debt
margin amounted to $6.8 million at June 30. 2014, as published by the Government Development

Bank for Puerio Rico.,

Bonds Payuble

The Municipality issues general obligation, special obligation and public improvement bonds to
finance the acquisition. construction and improvement of capital assets, as well as, to finance
certain operating nceds, including the payment to suppliers in certain circumstances.

The laws and regulations of the Commonwealth of Puerto Rico provide that the Municipality’s
public debt will constitute a first claim on the available revenue of the Municipality. Public debt
includes bonds and hond anticipation notes. The good faith. credit and taxing power of the
Municipality are irrevocably pledged for the prompt payment of the principal and interest of

bonds.

As described in Note 4, the Municipality levies an annual additional special tax of 1,80 percent of
the assessed value of personal and real property. The proceeds of this additional special tax are
deposited in a sinking fund established at GDB whereby sufficient funds are set aside to redeem
the bonds payable of the Municipality in mintmum annual or semiannual principal and interest
payments. The collections of this special tax are recorded in the Municipatity’s debt service fund.

For financial reporting purposes. the outstanding balances of bonds represent the total principal 1o
be repaid. Bonds pavable is composed as follows at June 30, 2014
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[995 serial bonds tor the acquisition of major capital assets, criginal amount of
$5315.000. due in annual principal installments ranging from $3,000 1o 543,000; plus
interests due in semiannually installments at variable rates (7.71% at June 30, 2014)
through July 1, 2019.

2004 scrial bonds for the acquisition, construction and improvement of major capital
assets. original amount of $725,000. due in annual principal installments ranging from
$15.000 to $75.000: plus interests due mm semiannually installments at variable rates
{4.36% at June 30, 2014) through July, 1, 2024.

2002 serial bonds for the acquisition, construction and improvement of major capital
assets, original amount of $910,000, due in annual principal installments ranging from
33,000 to $80.000; plus interests due in semiannually installments at variable rates
(4.61% at Junc 30, 2014} through July [, 2026,

1999 serial bonds for the acquisition, construction and improvement of major capital
assets, original amount of $1,525,000 due in annual principal installments ranging from
$30,000 to $140,000 plus interests due in semiannually installments at variable rates
(4.61% at June 30. 2014} through Julyv 1, 2019.

2004 serial bonds for the acquisition, construction and improvement of major capital
assets, original amount of $235,000, due in annual principal installments ranging from
$5.000 to $20.000; plus interests due in semiannually installments at variable rates
{4.36% at Junc 30, 2014) through July 1. 2029.

2008 serial bonds for the acquisition of major capital assets, original amount of
$2,905,000, duc in annual principal installments ranging from $20.000 1o $225,000; plus
interests due in semiannually installments at variable rates (1.53% at June 30, 2014)
through July 1, 2032.

2008 serial bonds for the acquisition of major capital assets, original amount of
$200,000, due in annual principal installments ranging from 35,000 to $135,000; plus
interests due in semiannually installments at variable rates (1.53% at June 30, 2014)
through July 1, 2014,

496,000

685,000

700,000

190.000

2.640,000

35,000
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2010 serial bonds for the acquisition of major capital assets, original amount of
$170,000, due in annual principal installments ranging from $20,000 to $35,000; plus
interests due in semiannually installments at variable rates (6.00% at June 30, 2014)
through July 1, 2017.

2010 serial bonds for the acquisition of major capital assets, original amount of
$255,000, due in annual principal installments ranging from $5.000 to $20,000; plus
interests due in semiannually installments at variable rates (6.002% at June 30. 201{4)
through July 1, 2033.

2010 scrial bonds for the acquisition of major capital asscts, original amount of
$188,000, duc in annual principal instaliments ranging trom $20,000 to $33.000; plus
interests due in semiannually instaliments at variable rates (6.00% at June 30, 2014)
through July 1, 2017.

2010 serial bonds for the acquisition of major capital assets, original amount of
$1,110.000, due in annual principal installments ranging from $15,000 to $95,000; plus
interesis duc in semiannually installments at variable rates (6.00% at June 30, 2014)
through July 1, 2035.

2011 serial bonds for the acquisition of major capttal assets, original amount of
325.000. due in annual principal installments ranging from 3$5.000 to $30.000; plus
interests due in semiannually installments at variable rates (6.00% at June 30, 2014)
through July 1, 2036.

2012 serial bonds for the acquisition of major capital assets, original amount of
$403,000, duc in annual principal installmenis ranging from $43.900 to $70,800; plus
interests due in semiannually installments at variable rates (6.00% at June 30, 20]4)
through July 1, 2018,

2012 serial bonds for the acquisition of major capital assets, original amount of
%105,000, due in annual principal installments ranging from $43.000 to $75.000; plus
interests due in semiannually installments at variable rates (6.00% at June 30. 2014)
through Juty I, 2018.

QOutstanding
amount

110,000

240,000

120,000

1,055,000

315,000

307,800

510.000
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12. Municipal Solid Waste Landfill Closure and Post-closure Care Costs

13.

The Municipality is legally responsible for closure and post-closure care costs associated with its
municipal solid-waste landfill. State and federal laws and regulations require the Municipality to
place a [inal cover on the Municipalinn”s solid waste landfill site when it stops accepting waste, and
to perform certain maintenance and monitoring functions at the site for 30 years after closure.

The Municipality has performed a study of the activities that need to be implemented at the
Municipality’s landfill to guarantee the maximum vield ot available space and to comply wilh
applicable state and federal regulations. Based on this study. the Municipality has recognized an
estimated liability of $11,489,844 in the accompanying government-wide financial stalements using
current costs altocated based on the actual {andfill capacity at June 30, 2014. The portion of the
estimated eurrent costs to be incurred in future years 15 approximately $1.3 million, which has not
been recognized yet in the accompanying government-wide [inancial statements. The net change in
the liability for the fiscal vear ended June 30. 2014 was recorded in the accompanying government-
wide financial statements with a charge to health and sanitation expenses of $1,367,144 in the
statement of activities. The current costs of land{ili closure and post-closurc at Jupe 30, 2019 is $12.8
million.

Actual costs may be differcnt due to inflation, changes in technology, or changes in laws and
regulations. At June 30, 2014, the Municipality *s tandfill is still operating and its remaining estimate
useful lifc is approximately five (3} years. Approximately 89 percent of the Municipality’s total
capacity has been used at June 30, 2014. However, the Municipalits is currently evaluating
alternatives for the expansion of its solid waste landtill. The expansion would extend the useful life
through June 30, 2019,

Empioyees’ Retirement Systems
a) Plan Description

The Municipality’s emplovees participate in the Employees™ Retirement System of the
Government of Puerto Rico and its Instrumentalities (ERS), a cosi-sharing muiti-employer {as
related to the Municipality’s reporting entity) defined pension plan established by the
Commonweaith and administered by the Retirement Svstems Administration of the
Commonwealth of Puerto Rico. Substantially all fuli-time employees of the Commonwealth and
substantially all municipalities are covered by ERS under the terms of Public Act No. 447 of May
13. 1951, as amended {(Act No. 447). All regular and temporary employees of the Municipality
become plan members of ERS at the date of employment, while it is optional for officers
appointed.

ERS members, other han those joining it after March 31, 199{. are eligible for the benefiis
described below:

e Retirement Annuity

ERS members are eligible for a retirement annuity vpon reaching the following age:

Policemen and firemen: Other employecs:
50 with 23 vears of credited service 35 with 23 years of credited service
58 with 10 years of credited service 58 with 10 years of credited service
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ERS members are eligible for monthly benefit payments determined by the application of the
stipulated benefit ratios to the member’s average compensation. Average compensation is
computed based on the highest 36 months of compensation recognized by ERS. The annuity,

for which a member is eligible, is limited to a2 minimum of $300 pcr month and a maximum
of 73 percent of the average compensation.

Merit Annuity
ERS members are eligible for merir annuity with a minimum of 30 vears or more of credited

service. The annuity for which the plan member is eligible 15 limited to a minimum of 65
percent and a maximum of 73 percent of the average compensation.

Deferred Retirement Annuity

A participating employee who ceases to be an emplovee of the Municipality after having
accumulated a mmimum of 1en vears of credited service qualifies for retirement benefits
provided his/her contributions are left in ERS until reaching 38 years of age.

Coordinated Plan

On the coordinated plan, by the time the empiovee reaches 65 vears old and begins to receive
social security benefits, the pension benefits are reduced by the following:

(a) $165 per month, if retired with 35 vears of age and 30 years of credited service.
{b) $110 per month, if retired with less than 33 vears of age and 30 years of credited service.
(c} All other between 582 and $100 per month.

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

Non-Coordinated Plan

On the non-coordmated plan the participating employee and does not have any change on the
pension benefits upon receiving social security benefits.

Reversionary Annuity

An ERS member, upon retirement, could elect to receive a reduced retirement annuity giving
one or more benefit payments to his/her dependents. The life annuity’ payments would start
after the death of the retiree for an amount not less than $240 per year or greater than the
annuity payments being received by the retiree.
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with those of the cost-sharing multi-employer detined benefit plan.  Neither the
Commonwealth nor the Munijcipafity guarantee benefits at retirement age. The annuity is
based on a formula which assumes that each fiscal year the employee’s contribution (with a
minimum of 8.28 percent of the emplovee’s salary up to a maximum of 10 percent) is
invested as instructed by the employee in an account which either: (1) earns a fixed rate based
on the two-year Constant Maturity Treasury Notes, (2) earns a rate equal to 75 percent of the
return of the ERS® investment portfolio (net of management fees), or (3) eams a combination
of both alternatives. Participants receive pertodic account statements simitar to those of
defined contribution plans showing their accrued balances. Disability benefits are not granted
under System 2000, rather are provided to those participants that voluntarily elect to
participate in a private insurance long-term disability program. The employers’ contributions
(9.28 percent of the employee’s salary) with respect to employees under Systera 2000 will
continue and will be used to fund the cost-sharing multi-emplover defined benefit plan.
System 2000 reduced the retirement age from 63 years to 60 for thosc employees who jeined
the current plan on or after January 1, 2000,

Historically, the state government of the Commenweaith of Puerto Rico has reported ERS
and System 2000 in its basic financial statemcnts as pension trust funds. Accordingly, the
Commonwealth is currently assuming any actuarial deficiency that may exist or arise related
to the Municipality’s participating employees because ERS does not allocate to the
Municipality any actuarial deficiencies pertaining to participating municipal employees. The
Municipality is only required by law to make statutory contributions at the rates detailed
below.

Recent Amendments fo Act No. 447

The Senate and the House of Represcntatives of the Commonwealth of Puerte Rico have the
authority for establishing or amending the contribution requirements of System 2000 by
approving the necessary amendments or laws, subject to the final approval of the Governor of

the Commonwealth of Puerto Rico.

In June and July 2003. the Governar of the Commonwealth signed three Public Acts that
provided the following certain benefits to retirees:

(a) Increase in minimum monthly pension pavments to $300, effective January 1, 2005.
(b) Triennial 3 percent increasc in all penstons, effective January 1, 2005,

(¢) Increase in widow and/or beneficiaries to 50 percent ot the benefit received by the
deceased pensioner, effective January 1. 2005.

All the benefits granted will be funded through budgetary assignments in the Municipality’s
general fund with respect to its retired employees.

The Board of Trustees of ERS approved, effective November 17. 2003, an increase in the
amount granted on persenal loans to participating employees from 53,000 to $5,000.
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The authority under which obligations 10 contribute to ERS and System 2000 by the plans’
members. emplovers and other contributing entitics {i.e.. state or municipal countributions) are
established or may be amended by law by the House of Representatives, the Senate and the
Governor of the Commonwealth of Pueno Rico.

Readers can obtain copies of the audited basic (inancial statements (GAAP basis) of ERS and
System 2000 bv writing to the Administrator of Retiremnent System of the Commonwealth of
Puerto Rico (the entity that administers ERS and Swstem 2000) at PO Box 42003, Minillas
Station, Santurce, Puerto Rico 00940.

14. Commitments and Contingencies

The Municipality is defendant in various legal proceedings penaining to matters incidental to the
performance of routine governmental operations. Under Public Act No. 104 of June 25, 1955, as
amended, persons are authorized 1o sue the Municipality ounly for causes of actions set forth in said
Act to a maximum amount of $73.000 or $130,000 if it mvolves actions for damages to more than
one person or where a single injured party is entitled to scveral causes of action. Under certain
circumstances, as provided in Public Act No. 9 of November 26, 1973, as amended. the Municipality
may providc its officers and employees with legal representation as well as assume the payment of
any judgment that may be entered against them. There is no limitation on the payment of such
judgments.

With respect to pending and threatened litigation. the Municipality has not reported [iabilities for
awardcd or anticipated unfavorable judgments as of June 30. 2014. Management believes that any
unfavorable outcome in relation to pending or threatened litigation would be covered by the
Municipahty’s insurance coverage and anyv exposure would not be material to the basic financial
statements taken as a whole, if any.

The Municipality has reporied outstanding encumbrances amounting to $972,725 in the general fund
at June 30, 2014. The Municipality intends to honor these encumbrances, which will continue to be
fiquidated under the current year's budget during a lapse period that extends into the subsequent fiscal
Year.

As of June 30, 2014. the Municipality has several outstanding or planned non-cancelable
construction projects of which $1.0 million have been already incurred and paid as of June 30. 2014.
These projects are evidenced by contractual commitments with contractors and are accounted for in
the capital improvemcnts bond fund and other nonmajor capital project funds.

The Municipality receives financial assistance from the federal Governmeats of the United States of
America and the Commonwcalth in the form of grants and entitlements. Receipt of grants is
generally conditioned upon compliance with terms and conditions of the grant agreements and
applicable federal laws and regulations. including the expenditure of resources for eligible purposes.
Accordingly. expenditures financed by these programs are subject to financial and compliance audits
by the appropriate grantor. Disallowance as a result of these audits may become labilities of the
Mumicipality. The “Reports on Compliance und Internal Control in Accordance with Government
Auditing Standards and the Requirements of OMRB Circular A-133" for the fiscal year ended June 30,
2014, disclosed various instances of noncompliance with applicable laws and regujations and with
internal accounting and administrative controls. Il expenditures are disallowed due to noncompliance
with grant programs regulations. the Muaicipality may be required to rcimbursc the grantor the
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disallowed amounts. Management believes that the Municipality will be able to comply with the
terms of corrective action plans that may be requested by the federal grantors, if any.

Fund Balances and Net position

As of June 30 2014. fund balance is comprised of the following:

Non-spendable;

Long-lerm inter-fund {oans

receivable from the Public Assistance Program tund
Restricted for:

Capital outlays related to the acquisition, construction
and improvement of buildings, structures and
infraastructure assers

Debt senvice of bonds payable

Opcration of state and federally funded programs:

Public housing and weltare
Urban and econemic development
Public safety
Cultre, recreation and education
Assigned for:
Budgetary encurnbrinces - gengral government
Unassipned
T'otal fund balances

Subsequent Events

Capital Debt Other
General improvements service governmental
fund bond fund fund funds Total

$ 88675 - - -5 R8.675
- 704.857 - 209634 914,494
- . 1,307.871 - 1,307.871
- - - 131,962 131,962
- - - 36,075 36,073
- - - 283 283
- - - 468 168
972,725 - - - 972,725
10,667,429 - - - 10,667,429
$ 11.728.829 704.857 1.507.871 378427 S 14,319,984

The Municipality evaluated subsequent events through February 20, 2015, date through which the
financial statements were available to be issued. Following are the material subsequent events that

the Munticipality believes require disclosure.

On January 24, 2014, Act No.18, known as Municipal Administration Fund Act (Act No. 18), and Act
No. 19, known as AMunicipal Finance Corporation Act {Act No. 19) were enacted to, among other
things, amend Scctions 4020.01, 4020.02 and 6080.14 of Act No. 1 of January 31, 2011, known as

Internal Revenue Code for a New Puerto Rico.

Effective July 1. 2014, Act No. 18 reduced the statutory municipal sales and usage tax rate from one
point five percent (1.5%} to one point zero percent (1.0%) for all municipalities of Puerto Rico.

Simultaneously. Act No.19 created the Municipal Finunce Corporation (MFC), a subsidians of GDB.
which is authonized to issue bonds and use other finaneing mechanisms to directly or indirectly pay or
refinance all or part of the municipal long-term debt incurred that are payable from or backed by the
municipal sales and usage taxes effective July 1,2014.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQLITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30. 2014

In order to mitigate the effects of the reductions in the municipal sales and usage tax rate referred to
above, Act No. 18 established the mechanisms to protect the financial stability of the municipal
governmenis of Puerto Rico by allowing the municipalities to continue recciving the economic
benefits lost as a consequence of the reduction in the statutory municipal sales and usage tax rate
referred to above. For these purposes, effcetive July 1. 2014, Act No. 18 requires that an amount
equal to zero point five percent (0.3%) of thc state sales and usage taxes collected by the
Commonwealth of Puerto Rico be deposited in a special tund to be known as Municipal
Administration Fund (MAL) in the name and for the benefit of cach municipality of Puerto Rico.

Accordingly, commencing on July 1, 2014, the Commonwealth of Puerto Rico shall make advances
from the collections arising from the zero point five percent (0.3%) of the state sales and usage taxes
to the MAF of each municipality. The advances shall be made and distributed to the municipalities
on a monthiy basis as follows in accordance with Section 4050 of Act No. 1, as amended:

i Forly percent (40%]} of the amounts transterred shall be available to cover general
operating expenses of the General Fund of each municipaliry:

ii. Forty percent (40%) of the of the amounts transferred shall be available and
restricted in the MFC’s redemption fund to guarantee the repayment of any
municipal loan, bond, note, or other evidence of debt whose repavment source is the
monies deposited therein under the custody of GDB.

iii. Twenty percent (20%) of the amounts transferred shall be available and restricted in
the capital improvements bond fund to finance the acquisition, construction and
improvement of major capital assets.

Pursuant to the provisions of Act No. 19, during the fiscal vear ending June 30, 2013, the
Municipality will transfer to MFC all of its outstanding long-terim debt payable and backed with the
municipal sales and usage taxes. and the related accrued interests payvable. The Municipality will also
transfer to MFC the outstanding balance of the cash held with fiscal agent and other which are
restricted for the debt service of the debt transferred to MFC.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS

BUDGETARY COMPARISON SCHEDULE — GENERAL FUND
Year ended June 30. 2014

Revenues:
Taxes:
Property taxes
Municipal license taxes
Construction excise taxes
Sales and use taxes
Total tax revenues
Intergovernmental grants and contributions
Interests on deposits
Charges for services
Miscellaneous revenues
Total revenues

Expenditures:
Current;
General government
Public housing and welfare
Healith and sanitation
Urban and economic dev¢lopment
Public safety

Culture, recreation and education
Capital outlays
Total expenditures
Revenues over (under) expenditures

Other financing sources - prior year's budgetary
cash surplus readjustment

Revenues and other tinancing sources
ever expenditures and other financing uses

Actual VYariance
amounts with final
Budgeted amounts (budgetary budget-

Original Final basis-Note 1) over (under}
S 8,001,473 8,001,473 8.001,473 § -
479,600 899,513 802,731 3,218
50,000 90,736 96,357 5.621
300,000 496,088 571.855 75,767
8,830,473 9,487,810 9,572,416 84,606
1,291,299 1.345.972 1.403,831 57,839
64,000 82.954 04,498 11,544
123,000 289260 406,230 116,970
102,500 318,603 463,098 144,193
10,409,272 11,524,599 i 1,940,075 415,474
4.526,545 5.403,558 4,577,395 (826,163)
719,778 782,778 623,970 (158,808)
1,192,325 1.218,833 1.081.544 (136,891)
1,707.862 2.851.145 2.509.462 (341.683)
937.036 940,036 659,09% (280.957)
506,495 606.917 483,025 (123,892
816.231 819,231 819,231 -
10.409.272 12.622,500 10,754,126 (1,868,574)
- {1,097,901) 1,185,947 2,283,848

1,097.901 1,097,901 -

3 - - %5 2,283,848 § 2283,848

o
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Schedule of Expenditures of Federal Awards
June 30, 2014

Federal CFDA
Number

Pass-through
Grantor’s Number Expendifures

U.S. Department of Housing and Urban
Development

Section 8 — Housing Choice Voucher

Pass-through of the State-Office of the
Department of the Family — Emergency
Solutions Grant Program

Pass-through of the State-Office of the
Municipal Affairs Commissioners —
Community  Development  Block
Grant/State — Administer Small Cities

Totat U.S. Depariment of Housing
and Urban Development

U.S. Department of Homeland Security

Disaster Grant — Public  Assistance
(Presidentially Declared Disasters)

Total 1..S. Department of Homeland
Security

U.S. Department of Health and Human
Services

Pass-through of the Puerto Rico Family

Departinent — Child Care and
Development Block Grant

Total U.S. Department of Health and
Human Services

LU.S. Department of Agriculture
Pass-through of the Puerto Rico Elderly
Commission — Food Distribution-Child

and Adult Care Food Program

Total U.S. Department of Agriculture

[4.871

14.228

97.036

93.575

84

RQ-060-VO

2014-000246

2012-AB-09
2012-FC-09

FEMA 1758
FEMA 1919
FEMA 4017

Nn’ll.lA

NVA

$ 773499

554,512

1,392,553

364,159

364,159

8,488

8,488

144.985

144.985




COMMONWEALTH OF PCERTO RICO
MUNICIPALITY OF BARRANQLUITAS
Schedule of Expenditures of Federal Awards
June 30,2014
U.S. Department of Justice

Edward Bwvme  Memorial  Justice
Assistance 16,738 201 1-DJ-0COMB-01

Total U.S. Department of Justice
U.S. Department of Energy

Pass-through of the State-Administration

of Lnergetic Affairs — Energy
Efficiency and Conservation Block
Girant 81.128 * 0013A-001

Total U.S. Department of Energy

Total Federal Financial Assisiance

¢ American Recovery and Reinvestment Act Funds

80,348

80,348

S 1,990,563










Compliance and Other Matters

As parl of obtaining reasonable assurance about whether Municipality of Barmranquitas of the
Commonwealth of Puerto Rico financial statements are free of material misstatement, we performed tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial
statements amounts. However, providing an opinion on compliance with those provisions was not an
objective of aur audit, and accordingly, we do not express such an opinicn

Manicipality of Barranquitas of the Commonwealth of Puerto Rico Response to Findings

The Municipality of Barranquitas of the Commonweaith of Puerto Ricoe response to the findings
identified in our audit is described in the accompanying schedule of findings and questioned costs.
Municipality’s response was not subjected to the auditing procedures applied in the audit of the financial
statements and, accordingly, we express no opinion on it.

Purpose of this Report

This report is tntended solely to describe the scope of our testing of intemnal control and comphance and
the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control
or on compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the entity’s intemal control and compliance. Accordingly, this

communication is not suitable for any other purpose.

Toa Alta. Puerto Rico
February 20, 2013

Stamp No. 2668139 by %*’ PJC

was affixed to the %

original report.
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Basis for Qualified Opinion vn Pass-through State Office of the Municipal Affairs Commissioner —
Comnnnity Development Block Grant/State — Administered Small Cities

As described in the accompanying schedule of findings and questioned costs, the Municipality of
Barranquitas did not comply with requirements regarding CFDA 14.228 Community Development Block
Grant/State - Administered Small Cities Program as described in finding number [4-02 for the Cash
Management Requircmenl. Compliance with such requirements is necessary. in our opinion, tor the
Municipality to comply with the requirements applicable to that program.

Qualified Opinion on Pass-through State Office of the Municipal Affairs Commissioner — Communily
Development Block Grant/State — Administered Small Cities

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph, the
Municipality of Barranquitas complied , in all material respects, the types of compliance requirements
referred to above that could have a direct and material cffect on the Community Development Block
Grant/State — Administered Small Cities Program for the vear ended June 30. 2014.

Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, the Municipality of Barranquitas of the Commonwealth of Puerte Rico, complied, in all
material respects, with the types of compiiance requirements referred to above that could have a direct
and material effect on each of its other major federal programs identified in the summary of auditor’s
results section of the accompanying schedule of findings and questioned costs for the year ended June 30,

2014,
Report on Internal Control Over Compliance

Management of Municipalin of Barranquitas of the Commonwealth of Puerte Rico is responsible for
establishing and maintaining effective internal contro] over compliance with the types of compliance
requirements referred to above. In planning and performing our audit of compliance, we considered
Municipality’s internal control over compliance with the types of requirements that could have a direct
and material 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 comphiance in accordance with OMB
Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly. we do not express an opinion on the effectiveness of the Municipality's
internal control over compliance.

QOur consideration of intemmal control over compliance was for the limited purpese described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over compliance
that might be material weaknesses or significant deficiencies and therefore material weaknesses or
significant deficiencies may exist that were not identified. We did not identify any deficiencies in internal
control over compliance that we consider 10 be material weakness. However, material weaknesses may
exist that have not been identitied.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Schedule of Findings and Questioned Costs
June 30. 2014

Financial Statements

Type of auditors” report issued: Unqualified
Internal control over financial reporting:
Material weakness (es) identificd? X yes no
Significant deficiency (ies) identified
not considered to be material weakpess? ves X none reported
Noncompliance material to financial statements X yes no
noted?
Federal Awards

Internal Control over major programs:

Material weakness {es) identified? X yes _no
Significant deficicncy (ies) identified
not considered to be matcrial weaknesses? ves X _ none reported

Tvpe of auditor’s report issued on compliance
For major programs: Qualified

Any audit findings disclosed that are required
to be reported in accordance with

Circular A-133, Section .310(a)? X yes no

[dentification of majer programs:

CEDA Number{s) Name of Federal Program or Cluster

14,228 Community Development Block Grant/Small Cities

14.871 Section 8 Housing Choice Vouchers

97.036 Disaster Grants — Public Assistance (Presidentially Declared Disasters}

Dollar threshold used to distinguish
Berwcen Type A and Tyvpe B programs: $300.00

Auditee qualified as low-risk auditec? ves X no
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Schedule of Findings and Questioned Costs
Junec 30, 2014

e« No adequate year-end closing procedures arc made to account for all transactions affecting ali
funds.

¢ No adequatc scgregation is made behween items representing actual accounts payable and those
representing cutstanding encumbrances. Accordingly, material amounts of unrecorded liabilities
are generally recorded at fiscal year-end.

e The management of the federal programs administered by the Municipality maintains separate
accounting records for each federal program, which are not reconciled with the UAS (the official
accounting system of the Municipality).

» No adequate and complete accounting records are kept for inter-fund balances and transactions.
¢ The audit adjustments resulting from Single Audits are not completely posted in the UAS.

The basic financial statements of the Municipality must be prepared using the financial information
obuined from various muaicipal departments and accounting records outside of the official UAS, and
from information obtained from regulators and independent third parties. In addition, the Department of
Finance does not maintain accounting records and working papers supporting the balances and disclosurcs
reported in the basic financial statements, principally those related to government-wide financial reporting.

The Department of Finance does not maintain accounting records supporting the following procedures
performed as part of the preparation of the basic financial statcments of the Municipality:

e The conversion of accounting records from the cash basis of accounting to the modified accrual
basis of accounting used by governmental funds;

e The conversion of governmental funds from the modified accrual basis to the acerual basis of
accounting used by government-wide financial statements; and

» Working papers and analyses of significant balances reported in the basic financial statements,
such as capital assets. accounts receivable (municipal licenses, grants and contributions, etc.).
deferred revenues. accounts payable. and leng-term obligations (for which the general practice is
to relv upon the notifications received from the Government Development Bank for Puerto Rico.
the Puerto Rico Treasury Department, the Federal Government and the Municipal Revenue
Collection Center for the balance of its outstanding debt and the withholding for its debt service).

CRITERTA:

Article 8.010(b) of Law No. 81 of August 30. 1991. known as the Autonomous Municipalities Act of
Puerto Rico (Law No. §1). states that the Municipality must maintain its {und accounting in accordancc
with Accounting Principles Generally Accepted in the United States of America (GAAP). as promulgated
by the Governmental Accounting Standards Board (GASB), the National Committee on Governmental
Accounting {(NCGA) and the Governmental Accounting, Auditing and Financial Reporting book
(commonly known as Blue Book).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Schedule of Findings and Questioned Costs
June 30, 2014

In addition. Article 8.010(c) of Law No. 81 statcs that uniform accounting system used by the Municipality
must: (1) produce reliable reports and financial statements, (2) provide complcte information about the
results of operations of the Municipality, and (3) include the neccssary internal conirols to account all
funds, capital assets and other assets of the Municipality.

Due to the conditions referred to above. the preparation of the Municipality’s basic financial statements as
of and for the fiscal year ended June 30, 2014 was more difficult and less efficient than would have been in
ordinary circumstances. A significant amount of adjusting entries had to be madc to the financial data and
reports processed through the UAS in order to properly account for unrecorded transactions and to correct
transactions recorded in the wrong accounting period. Since the accounts and other accounting records of
the UAS are not designed to provide all the information necessary to prepare the Municipality’s basic
financial statements, the Municipality had to obtain and process financial data from several sources outside
the UAS. These conditions represent material weaknesses in the Municipality’s internal controls over
financial reporting.

CAUSE AND EFFECT:

These conditions occurred because the Municipality has not complete the implementation of the new
accounting system in compliance with the current accounting modcl established by GASB Statement No.
34, as amended. The failure to have an adequate accounting systemn does not allow the Municipality to
have timely and accurate financial information for its decision making process.

RECOMMENDATION:

We recommend the Municipality to complete the implementation of the new accounting system in
compliance with all applicable federal and local laws and regulations. This process should include only
accounting systems that wiil enable the Municipality to preparc its basic financial statcments in a timely
manner and in conformity with GAAP. The systems 10 be evaluated must provide the necessary financial
information that will serve as the basis for the effective control of revenues, disbursements, assets and
liabilities. and the reporting of such itcms in the Municipality’s financial statements, including:

e The implementation of a double entry accounting system. the integration of all subsidiary ledgers
and the reconciliation with the records maintained for federal funds;

e The preparation of periadic financial reports to be submitted to the Director of finance, the Mayor,
the Municipal Legislature and the {ederal grantors; and

s Adequate training to all accounting personnei to improve the understanding of the system and to
promote operational efficiency

The Department of Finance must establish and document new accounting policies and procedures
addressed to correct the non-compliance situations referred to above. Accounting policies and procedures
shall be promulgated by an appropriate level of management to emphasize their importance and authority.
The documentation of such accounting policies and procedures shall be updated periodically according to a
predetermined schedule.



COMMONWEALTH OF PUERTO RiCO
MUNICIPALITY OF BARRANQUITAS
Schedule of Findings and Questioned Costs
June 30, 2004

Section TII - Federal Award Findings and Questioned Cosis

Program

SBGP
CFDA No. 14.228

Findings/Noncompliance Recommendations

14-02 FEDERAL CASH MANAGEMENT SYSTEM
Statement of Condition:

The Municipality has not established effective cash
management procedures. During our review of the
request of funds performed during the year, we noted
the following deficiency:

a. From 67 request of funds received during the 2013-
2014 fiscal year amounting to $84{,481, 43 (67%)
disbursements amouniing to $570.453 maintained a
delay of 3 days or more between the tinds receipt date
and the disbursement date.

Criteria:

Program grant agrcement established that “the
Municipality minimize the time elapsing between the
receipt and the disbursement of funds. Such period shall
not exceed three (3) days”.

Cause and Effect:

This condition arose because the Municipality has not
implemented spccific internal controls and procedures
designed to minimize the time elapsed between the time
when drawdowns are inade and the subsequent time when
disbursement of federal funds are carried out. This
condition tncreases the risks of avoidable interest income
and instances of idle cash balances in the program’s bank
accounts.

Recommendation:

In accordance with federal regulations, the Municipahty
should cstimate drawdown’s of Federal funds as closely
as possible to the actual disbursements. The Municipality
should cstablished procedures to minimize the time
elapsing benween drawdowns and disbursements.

Total questioned costs
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Questioned Cost
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS
Summary schedule of prior vears audit findings
Fiscal Year 2011-2012
June 30, 2014

The following schedule contains the finding number and title of each of the findings
included in the Report on Compliance and on Intemal Control Based on an Audit of
General Purpose Financial Statements Performed in Accordance with Government
Auditing Standards for the Fiscal Year ended June 30, 2012. Under the heading
Corrective Action Taken there will be the tollowiny:

FR- Fully resolved {indicating the comrective action plan was fully
implemented}).

PR - Partially resolved (indicating the corrective action plan was
partially implemented and the finding repeated in fiscal year
2013-2014).

NR - Notresolved vet. I'inding repeated in fiscal year 2013-2014.

Finding Corrective
Number Title Action Taken
12-01 Deficiencies in the Uniform Accounting System and NR

other Accounting Records
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