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INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and
Member of the Municipal Legisiature
Autonomous Municipality of Caguas
of the Commonwealth of Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund. and the
aggregate remaining fund information of Autonomous Municipality of Caguas of the Commonwealth of Puerto
Rice (Municipality), as of and for the fiscal year ended June 30. 2014. and the related notes to the financial statements.
which coltectively comprise Municipality's basic financial statements as listed in the Table of Contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statlements in accordance with
accounting principles generally accepted in the United States of America: this includes the design. implementation,
and maintenance of intemal control relevant to the preparation and fair presentation of financial statements that are
free from matenat misstatement. whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generatly accepted in the United States of America and the standards applicable
to financial audits contained In Govemment Auditing Standards . issued by the Comptroller General of the United States
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of matenal misstaterment.

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

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

In our opinion. the financial statements referred to above present fairly. in all material respects, the respective financial
pesition of the governmental activities. each major fund, and the aggregate remaining fund information of the
Autonomous Municipality of Caguas of the Commonwealth of Puerto Rico, as of June 30, 2014, and the
respective changes in financial positicn and, where applicable, cash flows therecf for the fiscal year then ended in
accordance with accounting principles generally accepted in the United States of America.

Emphasis-of-Matter
Newly Adopted Standards

As discussed in Note 21 to the financial statements, the Municipality adopted new accounting guidance,
Governmental Accounting Standards Board (GASB) Statement No. 67, Financial Reporting for Pension Plans — an
amendment of GASB Statement No. 25, and GASB Statement No. 70, Accounting and Financial Reporting for
Nonexchange Financial Guarantees. effective July 1, 2013. Our opinions is not modified with respect to this matter.

Restatement of Prior Year Financial Statemenis

As discussed in Note 20 to the financial statements, the 2013 financial statements have been restated to comrect
misstatements. Qur opinions is nat modified with respect to this matter.

Other Matters
Required Supplementary information

Accounting principles generally accepted in the United States of America require that the Management's Discussion
and Analysis on pages 5 through 16, and budgetary comparison information or pages 81 and 82 be presented to
supplement the basic financial statements. Such information, afthough not a part of the basic financial statements, is
required by Governmental Accounting Standards Board who considers it to be an essential part of financial reporling
for placing the basic financial statements in an appropriate operational, economic, or histerical context. We have
applied certain limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management's responses to our inguiries.
the basic financial statements, and cther knowledge we obtained during our audit of the basic financial statements. We
do not express an opinion or provide any assurance on the information because the limited procedures do not provide
us with sufficient evidence io express an opinion or provide any assurance,
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Supplementary information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
M1 ipality's basic financial statements. The accompanying Financial Data Scheduies — Section 8 Housing Choice
Vouchers Program as required by U.S. Depardment of Housing and Urban Development. on pages 84 through 87. and
the Schedule of Expenditures of Federal Awards. as required by U.S Office of Management and Budget Circular A-
133. Audits of States. Local Governments, and Non-Profit Organization. on pages 89 through 84, are presented for
purposes of additional analysis and are not required parts of the basic financial statements.

The accompanying Financial Data Schedules ~ Section 8 Housing Choice Vouchers Program and the Schedule of
Expenditures of Federal Awards are the responsibility of management and was denved from and relates directly to the
underlying accounting and other records used to prepare the financial statements Such information has been
subjected to the auditing proceduses applied in the audit of the basic financial statements and cerlain additional
procedures. inctuding comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the Financial Data Schedules — Section 8 Housing Choice Vouchers Program and the Schedule of Expenditures of
Federal Awards are faifly stated. in all material respects. in relation 1o the financial statements as a whole.

Other Reporting Required by Governmental Auditing Standards

in accordance with Govermnment Auditing Standards. we have also issued our report dated December 19, 2014 on our
consideration of the Municipality's internal control over financial reporting on our & of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The purpase of that report is to
describe the scope of our testing of intemnat control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the intemal control over financial reporting or on compliance. That report is
an integral parl of an audit performed in accordance with Government Auditing Standards in considered Municipality's
internal control over financial reporling and compliance.

— /m(ﬂﬁ(kf

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

Caguas, Puerto Rico
December 19, 2014

Stamp No. E135432 was affixed to
the original report.
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COMMONWEALTH OF PUERTO RiCO MANAGEMENT DISCUSSION AND ANALYSIS
AUTONOMOUS MUNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 20114

As management of the Autonomous Municipality of Caguas (hereafter the Municipality). we offer readers of the
Municipality's financiat staiements this narrative overview and analysis of the financial activities of the Municipality for
the fiscal year ended June 30, 2014. We encourage readers to read the information presented here in conjunction with
the basic financial statements.

Financial Highlights

The net position of the Municipality. governmental exceeded its liabilities at the close of the fiscal year by
$240.971 124,

The government's total assets. in the Government-Wide Statement of Net Position decreased by $24.832,866 and
govemment's liabilifies decreased by $14,133.548. These changes resulted in a decrease in total net position of
$10,699,318 (net decrease in net position of $10,012.824 plus prior penod adjustment of $686.454). Refer to
Capital Assets and Debt Administration Section for general information related with the use of funds provided by
debt issuance.

As of the close of the current fiscal year. the Municipality's governmentai funds reported combined ending fund
balances of $58,439.973, as restated, after a total and combined net decrease of $5.631.733.

The Municipality's total general and special long-term debts net decreased by $8,185,326 dunng the current fiscal
year. The uses of funds were used for infrastructure development, recreational facilities and acquisition of
equipment. Refer to Capital Asseis and Debt Administration Section for general information related with the use
of funds provided by debt issuance.

This discussion and analysis is intended to serve as an introduction to The Municipality's basic financial statements.
The Municipality's basic financial statements consist of three components: 1) government-wide financial statements.
2) fund financial statements, and 3} notes to the financial statements (see Figure 1). The basic financial statements
present two different views of the Municipality through the use of govemment-wide statements and fund financial
statements. In addition to the basic financial statements, this report contains other suppiemental information that wili
enhance the reader's understanding of the financial condition of the Municipality.
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COMMONWEALTH OF PUERTO RiCO MANAGEMENT DISCUSSION AND ANALYSIS
Autonomous MUNICIPALITY OF G ;UAS For THE FISCAL YEAR ENDED JUNE 30, 2014

The Staternent of Activities presents information showing how the Municipality's net position changed during the most
recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the change
aceurs, regardless of the timing of related cash flows. Thus. revenues and expenses are reported in this statement for
some items that will result in cash flows in future fiscal periods (e.g., uncollected taxes and eamed but unused vacation
leave), The Statement of Activifies is focused on both the gross and net cost of vanous activities (including
governmental, business-type, and component unit, if any). This is intended to summarize and simplify the reader’s
analysis of the revenues and costs of the Municipality s activities and the degree to which activities are subsidized by
general revenues.

The govemmental activities include most of the Municipality's basic services such as public safety. cufture and
recreation and general administration. Property taxes and state and federal grant funds finance most of these activities.

The govemment-wide financial statements are included from pages 17 through 12 of this report.
Governmental Fund Financial Statements {GFFS)

The GFFS provide a more detailed look at the Municipality's most significant activities. A fund is a grouping of related
accounts that is used to maintain contro! over resources that have been segregated for specific activities or objectives
The Municipality, like all other govemmentai entities in the Commonweaith of Puerto Rico, uses fund accounting to
ensure and reflect compliance (or non-compliance} with finance-related legal requirements. such as the General
Statutes or the Municipality's budget ordinance.

Govemmental funds are used 1o account for those functions reported as governmental activities in the GWFS. Most of
the Municipality's basic services are accounted for in governmental funds. These funds focus on how assets can readily
be converted into cash inflows and outflows. and what monies are left at year-end that will be available for spending in
the next fiscal year.

Govemmental funds are reported using an accounting method called modified accrual basis of accounting. This method
I1s also known as a current financial resources focus. As a result. the GFFS give the readers a detailed short-term view
that helps them determine if there are more or less financial rescurces available to finance the Municipality's programs.
The relationship between government activities (reported in the Statement of Net Pasition and the Statement of
Activities) and govemmentat funds are descnbed in reconciliations that are part of the GFFS,

The Municipality adopts an annual budget for its General Fund, as required by the General Statutes. The Municipality's
annual budget is a legally adopted document that incorporates input from the citizens of the Municipality, the
management of the Municipality, and the decisions of the Municipal Legislature about which services to provide and
how to pay for them. It also authorizes the Municipality to obtain funds from identified sources {o finance these current
period activities. The budgetary schedule provided for the General Fund demonstrates how well the Municipality
complied with the budget ordinance and whether or not the Municipality succeeded in providing the services as planned
when the budget was adopted. The budgetary comparison schedule uses the budgetary basis of accounting and is
presented using the same format, language. and classifications as the legal budget document. The statement shows
four columns: 1) the oniginal budget as adopted by the Municipal Legislature; 2) the final budget as amended by the
Municipal Legislature: 3} the actual resources. charges to appropriations. and the final relationship between revenues
and appropriations; and 4} the difference or variance between the final budget and the actual rescurces and charges.

The govemmental funds financial statements are inciuded from pages 20 through 24 of this report.

Notes to Financial Statements — The notes provide additional information that 1s essential to a full understanding of
the data provided in the govemment-wide and fund financial statements.

continue



MANAGEMENT DISCUSSION AND ANALYSIS
FOR THE FiscaL YEAR ENDED JUKE 30, 2014

COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CAGUAS

Government-Wide Financial Analysis

As noted earlier, net position may serve over time as one useful indicator of a government’s financial condition. The
total assets of the Municipality exceeded its liabilities and deferred inflows by $240,971,124 as of June 30, 2014. The
Municipality's net position decreased by $10,699.318 (net decrease in net position of $10,012,824 plus prior period
adjustment of $686.494) for the fiscal year ended June 30, 2014.

One of the largest porticns of the net position, $277,361.570, reflects the Municipality's investment in capitai assets
{e.g. land, buildings. infrastructure. and equipment); less any related debt still cutstanding that was issued 10 acguire
or contract those assets. The Municipality uses these capital assets o provide services to citizens; consequently, these
assets are not available for future spending. Although the Municipality's investment in its capital assets is reported net
of the outstanding related debt. the resources neaded to repay that debt must be provided by other sources, since the
capital assets canngt be used to liquidate these liabilities. An additional porlion of the Municipalily's net position
($36,645,371) represents resources that are subiect to external restrictions on how they may be used. The remaining
balance is unrestricted (deficit).

The Municipality’s Net Position

Figure 2
Governmental
Activities
2014 2013
Current and Other Assets $ 1084B4527 § 127947853
Capital Assets 449,233,047 453,849,156
Loan Receivable, Net 730383 1483814
Total Assets 558,447 957 583,280,823
Current Liabiliies 49501603 53,146,606
Other Liabilities 267,975,230 278463775
Total Liahilities 317476833 331,610,381
Net Position:
Net Invested of Capitai Assets 277361570 270,985,585
Restricted 36,645,371 48,053 931
Unrestricted (Deficit) (73,035,817} (67,369,074)
Total Net Position 240971124 § 251670442

continue



COMMONWEALTH OF PUERTO RICO MANAGEMENT DISCUSSION AND ANALYSIS

AUTONOMOUS MUNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014
The Municipality’s Changes in Net Position
Figure 3
Governmental
Activities
204 2013
Revenues
Program Revenes:
Charges for Services s 132863 3 1 250,501
Opergting Grams and Contributions 27 371 911 20639 476
Captal Grants and Comnbutions 2022 386 3037 004
Genera Reverues
Property Taxes 51678 096 53 565.168
Volume of Business Taxes 24 735.251 258054
Sdes and Usage Taxes 20580433 20 604.386
Imesgov enrmental 13866470 16.649.898
Consiucton Excise Tanes 2991732 K0V
\merest and Inv estment Income 981420 816 94l
Other 2147 933 2 068.660
Total Revenues 147 704 267 156 535,44
Expenses
General Goverment 40 288 996 44 008 882
Pubiic Safety 9804 511 11094 742
Public Works 22965 24 28.739 562
Cuftural and Recraabon 10,120 801 11 963 260
Health and Wetfae 11.954 222 12 954 565
Economic Development 8199012 9482 715
Housing 11.030.562 11799459
Sanitation and Envimnmental 16 347 716 18.019.816
Ecucaton 17 028422 18,542 112
I merest 0 636 509 11 681 762
Total Expenses 157 018 085 176 326.875
Excess (deficiency) bedore specid dems (9.311 318) (15 791 441}
Specid lems
C ontnbutions Ib Nonprofit Entity (767 917
Donated Capdal Assels 66.911
Net Change in Net Poson 110 012.824) {19.791.441)
Net Posion, Begnneng of Year, as Restaied 250 583.948 270 775.389
Net Postion, Ending 5 240871120 §  250943.948
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COMMONWEALTH OF PUERTO RICO MANAGEMENT DISCUSSION AND ANALYSIS
AUTONOMOUS MUNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014

Governmental Activities -~ Governmental activities decreased the Municipality's net position by $10,699,318 (net
decrease in net position of $10,012.824 plus prior period adjustment $886.494) thereby accounting for almost the total
reduction in the net position of the Municipality. Key elements of this decrease are as follows:

Revenues:

Total overall revenues had a net decreased by 5.60 % over prior year. The following L __ xgories had the mayor
changes from prior year:

» QOperating grants and contributions decreased 7.65% - mainly by the aggregated grants reductions of
federal grants.

» Capital grants and contributions, 33.41% — mainly by the reduction of $1.258,111 in the grant for the
urban mass train development.

= Property taxes 3.52% — mostly as a resuit of real estate taxes revenue decreased of $1,887 072.

» Intergovernmental 16.72% — decreased by $2,783.428, mainly on the cantribution in lieu of tax from the
Puerlo Rico's Power Authority,

Expenses:

Total overall expenses had a net decrease by 10.52 % over prior year.

Public works decreased by 21.48 % or $6,174,338. mainly on depreciation {a decrease of approximately $1.7
millions}, and that prior year, works on maintenance of sireets were made.

Culture and recreation decreased by 15.40 % cr $1,842.459, mainly on depreciation expense.

Economic Development decreased by 13.54% or $1.283.703. mainly on payroll. depreciation, and buiiding
maintenance.

General Government decreased by 8.45% or $3,719,886. mainly due fo the implementation of prior year's
incentivized retirement program.

This space is intentionally left in blank,

continue






COMMONWEALTH OF PUERTO RICO MANAGEMENT DISCUSSION AND ANALYSIS
AuTonoMoUS MuNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014

Debt Service Fund - Revenue from debt service fund increased by $4.58 million, as a result of prior year collections
from the property tax amnesty act of 2011, while the fund's expenditures decreased $1.53 and funds transferred
to capital project fund for $4.7 million for net change $347 thousand.

Heaith and Human Services fund - Started this year as a major fund for financial statement presentation. the
revenues decreased by §1.36 million and the expenditures decreased by $1.33 million for a net change in fund
balance of $47.5 thousand.

Other Governmental Funds — Revenues decreased by $11.98 miifion, mainly, for the presentation of Health and
Human Services fund as major fund as per above. And also the expenditures decreased by $13.67 million for the
above presentation on Health and Human Services Fund. The other non-major funds, revenues increased by $768
thousand on other federal funds and expenditures decreased by $171 thousand, resulted on a net change of $462
thousand.

General Fund Budgetary Highlights: During the fiscal year 2014, the Municipality's budget was changed, according
to the latest results and ordinances and resolutions approved by the Mayor and the Municipal Legistature. Generally,
budget amendments fall into one of three categones: 1) amendments made to adjust the estimates that are used to
prepare the onginal budget ordinance once exact information is available; 2) amendments made to recognize new
funding ameunts from external sources. such as Federal and State grants and from appropriation from prior year fund
balance; and 3} increases in appropriations as a result of cash surplus from pnor period to supplement capital projects
funding and general government activities.

This space is intentionally left in blank.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CAGUAS

MANAGEMENT DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

Resources:

Properly Taxes

Volume of Business Taxes
Sales and Usage Taxes
Construction Excise Taxes
Intergovemmental

interest and Investment Income
Rent and Other Resources
Fines and Penalties

Amounts Available for Appropnation

Expenditures Charged to Appropnations:
General Government

Public Safety

Public Works

Culture and Recreation

Heaith and Weifare

Economic and Social Devetopment
Housing

Sanitation and Environmental

Education

Tofal Charges to Appropnations

Excess of Resources Over Appropriations

Original Transfers Final
$ 33908840 % -5 33,908,849
25,200,000 - 25,200,000
16,740,000 - 16,740,000
9,838,600 - 9,838,600
14,486,266 - 14,486,266
1,100,600 1,100,000
4,126,875 3,120,083 7,246,958
320,000 320,000
105,720,590 3,120,083 108,840,673
39,775,545 3,153,208 928,753
10,747,469 (723,542) 10,023,927
14,871,583 2,176,731 17,048,319
5,575,809 (163,472) 5,422,337
12,053,461 (237,379) 11,816,082
6,266,018 (331,764) 5,934,254
1,030,894 (49,997) 980,897
12,727,688 (353,663) 12,374,025
2,672,118 (360,039) 2,312,079
105,720,590 3,120,083 108,840,673
® & - 3 -

The foliowing were most significant budgetary transactions:

» The original General Fund appropriation for fiscal year 2014 was §105.720.590 which is less than the prior
year appropriations by $3.059.563 and which was later increased by $3,120.083.

» Actual budgetary transactions generated an excess of resources over appropriations of §1,263.794 due to

the following:

s Actual revenues were less than budgeted amounts by ($4.901,819). This result was, mainiy, as a
combination of a decrease in construction excise taxes ($6871.024), volume of business taxes
{$477.643) and intergovernmental and interest revenues for (8520009} and an increase in property
taxes. sales and usage taxes. fines. rent and other revenues for $2 366.857.

»  Actual appropriations resulted in an economy of $3.638.025 which is mostly related with a decrease in

all pregrammatic functions.

continue



MANAGEMENT DISCUSSION AND ANALYS!S
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CAGUAS

Capital Asset and Debt Administration

Capital assets — The Municipality's capital assets for its govemmental activities as of June 30, 2013, total
$449 233,047 (net of accumulated depreciation). The depreciation expense for the fiscal year was $18 3 million and
additions to infrastructure and other capital assets were $14.9 million. Retirements of capital assets, mainly computer
software, during year were $281,367. These assets include buildings, roads and bridges, land, machinery and
equipment, park and recreations facilities, and vehicles.

The Municipality's Capital Assets

(Net of Depreciation)
Figure 5
Total
2014 2013

Capital Assets Not Being Depreciated
Land and Improvements $ 95176316 § 89,261,640
Construction in Progress 3,566,329 9,857,656
Works of Art 2,217 567 2,217 567

Total Not Being Depreciated 100,960,212 97,336,863
Capital Assets Net of Depreciation
Faciliies and Improvements 61,382,578 69,424,972
Buildings and Improvements 73,906,344 67,419,327
infrastructure 204,506,356 212,223,395
Equipment and Vehicles 8,477,557 7,444 599

Total Net of Depreciation 348,272,835 356,512,293
Total Capital Assets Net of Depreciation D 440,233,047 § 453,849,156

Additional information on the Municipality's capital assets can be found on Note 12 of the Basic Financial Statements.

Major additions 10 constructions in progress (disbursements of more than $100.000) as of June 30, 2014 are as follows:

Project Amount

Construction of "Recreo Deportivo del Sureste” $ 1,384,264

Construction of "Hacienda Ramonita y Los Cubanos” 104,660
$ 1488924

continue



COMMONWEALTH OF PUERTO RICO MANAGEMENT DiSCUSSION AND ANALYSIS
Autonomous MUNICIPALITY OF CAGUAS For THE FISCAL YEAR ENDED JUNE 30, 2014

Long-Term Debts - As of June 30, 2014, The Municipatity had total bonded debt outstanding of $272.333.937 all of
which is debt backed by the full faith and credit of the Municipality

The Municipality’s Outstanding Debts

Long-Term Debts
Figure 6
Governmentat
Activities
2014 2013
General Obligation Bonds $190,044 936  $ 183,991,263
Special Obligation Bonds 78,889,000 92,728,000
Federat Loan 3,400,000 3,800,000
Total $272.333,936 $280,519,263

The Municipality's total debt net decreased by $8,185,326 (2.9%) during the fiscal year 2014, primarily due to $7.4
million issued in special foans and bonds for operational purposes, payments of $15.6 million and a current refunding
of $27 .6 million.

Additional information on the Municipality's long-term debts can be found on Note 14 of the Basic Financial Statements.

The Commonwealth of Puerto Rico limits the amount of general obligation debt that a municipal govemnment can issue
to 10 percent of the total assessed value of taxable property located within the municipality's jurisdiction. On March
2009, the Government of Puerto Rico enacted the Special Act, Declaring a State of Fiscal Emergency and Establishing
an integrated Fiscal Stabilizing Plan to Save the Credit of Puerto Rico {Public Law 7}. Among other things, this Act
introduced a new way to view the Real Property valuation (see Note 13 of the accompanying financial statements).

Also, the Municipality has a sales tax redemption fund, compased of 2% of the 5% of the municipal sales tax rate
portion of 1.5%, to support the debt service fund capacity. This fund, in addition to other variabies, is used to calculate
the Municipality's borrowing capacity, along with the property tax redemption fund, within a specific timeframe.

Summary of Local Economy

The Municipality of Caguas was founded in 1775. Caguas has the fifth largest population of Puerto Rico with boundaries
that encompass an area of approximately 59.07 square miles. and according to the 2010 Puerto Rico Community
Survey the population of Caguas was 142.893. It was estimated by the US Census that the population of Puero Rico
had an overall decrease of gver 19,000 citizens during the last 15 months ended on July 2012, Notwithstanding. it was
also estimated that from the iarges municipalities. Caguas had the lowest decrease of 1.7%. The Municipality's
jurisdiction is bounded on the North by the Municipalities of San Juan and Truijillo Alto, on the South by the Municipalities
of Cayey and San Lerenzo, on the East, by the Municipalities of Gurabo and San Lorenzo, and on the ¥est by the
Municipalities of Aguas Buenas and Cidra.

The largest employers in Caguas are the State and the Municipal govemments, Aven Enterprises, Wal-Mart. Sam's
Club and Amigo Supermarket retail chains. Kmart Corp.. Costco. AT&T Walgreens. Home Depot. and Mylan
Pharmaceuticals.

continue



COMMONWEALTH OF PUERTO RicO MANAGEMENT DISCUSSION AND ANALYSIS
AUTONOMOUS MUNICIPALITY OF CAGUAS FOR THE FiSCAL YEAR ENDED JUNE 30, 2014

The Municipality's economy has an ndustry composition somewhat similar to the rest of the island's largest
Municipalities. In the 1960's textile manufacturing and agrficuiture made up the fargest amount of the {ocal economy,
but by the mid-seventies the manufacturing share of employment had declined to a lower percentage.

Major Industries and Services {including government)

Government Services: The governmental service is the largest source of employment in the Municipality, accounting
for the fargest quantity of empioyment. The Municipal govermment sector remains stable in relation to the past year.
Government sector includes a diversity of employment areas such as education, electric power service, water supply,
police. public works. culture and recreation, health, legal service, and others.

Health Services: As a major regional medical center. the medical services industry is one of the largest employers in
the area. It includes the privately owned hospitals, HIMA-San Pablo and Hespital Menonita, formerly San Juan Bautista.
These facilities provide primary. secondary and tertiary health services to the residents of Caguas and adjacent small
towns. and are responsible for establishing and developing strategies and programs designed to promote health,
prevent diseases and early detection and diagnosis of health problems. They promote adequate health treatment and
rehabilitation services as well

Caguas is included in the Commonwealth’s Health Reform program. The Commonweath's Health Reform program
consists of comprehensive health insurance coverage for qualifying low-income residents of Puero Rico through a
managed care system. Under the Heailth Reform program, the Government of Puerto Rico selects, through a bidding
system, one private health insurance company in each of several designated regions of Puerto Rico and pays such
insurance company the insurance premiums for each eligible beneficiary within such region. The Municipality pays
£7.8 million to the Puerto Rico's Health Administration, as required by law, to cover part of the insurance premium paid
by the Govemment of Puerto Rico for its citizens. Caguas participates in this program not only as a heatth provider,
through its facilities, but alse as an Independent Provider Association (iPA) sharing with insurers the health insurance
risk.

Education: The Interamerican University of Puerto Rico (IU) established a new facifity in Caguas that started its
operations in January 2013. Other technical-university colleges eagerly compete to attract more students to their
classrooms. The tendency of students coming to Caguas represents a new governmental challenges and socio-
economic opporunities.

Trade {retail and wholesale}. The trade sector is the strongest growing sector in the area. Many major national chains
such as Wal-Mart. Costco. Walgreen's. Home Depot. and Office Depot have expanded into the area. helping maintain
relatively stable levels of consumer spending.

Economic and Budget Highlights for the Fiscal Year Ending June 30, 2015

Governmental Activities: The consolidated budget for fiscal year 2014-2015 will be $158 million, representing a
decrease of $3 million when compared with fiscal year ended June 30, 2014. Property taxes (benefiting from residential
and industnal developments). city tax, and revenues from permits and fees are expected to remain the same as prior
year projections {without considering any inter-fund transfer).

Requests for information

This reporl is designed o provide an overview of the Municipality s finances for those with an interest in this area.
Questions conceming any of the information found in this report or requests for additional information should be
directed to Autonomous Municipality of Caguas, Office of the Mayor, P.O. Box 907, Caguas, Puerto Rico, 00726-0907,
o



COMMONWEALTH OF PUERTO RICO
AuToNoMous MUNICIPALITY OF CAGUAS

STATEMENT OF NET POSITION
JUNE 30, 2014

ASSETS:

Current Assels.

Cash and Invesiments

Cash with Fiscal Agent

Amount o be Received

Receivables (Net):
Sales and Usage Taxes
Volume of Business Taxes
Due from Governmentzl Units
Federai Grants
Crher

Tolal Current Asses

Neon-Current Assets:
Loans Receivables. Net
Land, Improvermentand Consructon in Progress
Other Capital Assets {Net of Accumulaied Depreciaton]

Tokl Non-Current Assets
TOTAL ASSETS

LIABILITIES:

Current Liabtlikes:
Accounis Payable
Accrued Expense
Accrued Inkerest
Bonds Payable
Advance Deposits
Unearned Revenues - Volume of Business Taxes
Unearned Revenues - Oher
Accrued Compensalked Absences
Legal Claims
Due b Governmental Entfes

Total Current Liabilifes

Non-Current Liabilies
Bonds Payable
Accrued Compensaked Absences
Legal Claims
Due o Governmental Enffes

Total Non-Cuerent Liabililes
TOTAL LIABILITIES

GOVERNMENTAL
ACTIVITIES

§ 39,390,008
48,261.675
5,930.000

1,480,705
370,820
1.622.650
11.425 486
3,183

108,484,527

730283
100.960,212
348,272 835

449.963,430
958,447,957

7.344,803
1.061.348
3.671.663
15,287.414
988,479

17 118,870
35,749
3.940528
7.000
45,749

49.501,603

257,046,522
8,727,142
272,000
1.929 566

267.975230
317,476,833

continue



COMMONWEALTH OF PUERTO RICO STATEMENT OF NET POSITION

AUTONOMOUS MUNICIPALITY OF CAGUAS JUNE 30, 2014
GOVERNMENTAL
ACTIVITIES
NET POSITION:
NetInvestmentin Capital Assets 3 277361570
Resricied br:
Capital Projects 6,378,87%
Cebt Service 17,138,510
Oher Purposes 13,127 982
Unresticed (Defic {73,035.817)
TOTAL . __TPOSITION $ 240,971,124

The accompanying Notes o Financal Stalements are an integral part of this statement.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CAGUAS

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

Program Revenuea Net (Expense)
Cperating Capital Revenues and
Charges For Grants and Grants and Changes in
Functiona/Programs Expenses Services Contributions _Contributions Net Position
Governmental Activities:
General Government § 402889% 5 -8 18400 S $ 140270 595,
Public Safely 8804511 851.906 349323 250.787 {8.312.495:
Public Works 22 565,224 - 251110 1731589 {20,582 5151
Cuture and Recreabon 90120 801 18.000 - {10 102.801)
Heafh and Welfare 1158594232 - 1148193 {10 846 039,
Economic and Socmal Development 8 189,042 368 948 2483712 {5 346 354
Housing 11030 562 250 9037 516 {1992,798)
Sanfalion and Environmental 15 347716 107 51 11520 115 228 665)
Educaicn 17028 422 14054 137 (2974,285)
Unahoced Imerest 10,636,608 - 110 636,608)
Total Governmantal Activities $ 157016085 § 1328635 § 2731911 0§ 2,022,386 {126,293,153)
General Revenues:
Taxes
FroperyTaxes. levied for General Purposes 35 492 551
ProperyTaxes ievied for Debt Servce 16 189,545
volume of Business Taxes 24.735.251
Sales and Usage Taxes 20580433
Consructon Excise Taxaes 2991732
Iniergovernmentl 13 866.470
IrHerest Q81 420
Oher (eneral Revenues 2,147 833
Total General Revenues 116,981 335
Special ltems:
Conrbutons o Nonprok Ently 767917
Donaed Caprai Assels 66,911
Total General Revenues and Special Items 118,280,329
CHANGES IN NET POSITION (10,012,824)
NET POSITION — BEGINING OF YEAR,
AS PREVIOUSLY REPORTED 251,670,442
Resbiement 1686.454)
Net Posmon — Beginning of Year As Restled 250,983,948

NET POSITION — ENDING OF YEAR

The accompanyng Notes to Financial Statements are an ntegral part of tis statement
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COMMONWEALTH OF PUERTO RICO BALANCE SHEET — GOVERNMENTAL FUNDS
AUTONOMOUS MUNICIPALITY OF CAGUAS JUNE 30, 2014
HEALTH AND
CAPITAL DEBT HUMAN OTHER TOTAL
GENERAL PROJECTS SERVICE SERYICES NON MAJOR GOVERNMENT AL
FUND FUND FUND FURD FUNDS FUNRDS
ASSETS:
Cash ang Cash Equn aens § 22pa7TRST % vHNIM § -8 XA 8 12§ 3539 0
Cash with Fisca Agent X 7B 15 7h2 258 31 408 s 575 30 48 261 £T5
Amount i be Recerved 3 930.00u 5937 (00
Recen ames
Saes and Jsage Taves 1480 7 1880 TS
wourme of dusiness Tawes I AN . e
(ue T Govemmeanta Uns 12815734 - aey [iRE 162 BEC
Federal Granks R N ] c TR 3 4B 004 =X 1]
Due o Cther Funids G T09 400 - GG A
Oter 3183 382
Total Assety § Ry § 0 BEWAN 0§ LMW S 706660 § BT 0§ 118934390
LIABILITIES:
Acgourt Pay abke 1 55T5RX  § . SO T § AT I7.A . B § TE
fond Fay ahe AR CFIT 11404 074
Imeresi on Bonds Pay abk Ir71663 - - 3571 A
oue o Qe © s - 140 835 A% 3% 289348 FRCETR
Adv anpe Deposils G988 470 GBH 47T
Ineamed Reyenues
v olume of Busiess Taxes 1" MBET 17118 B0
Jher X5 48 35 746
Total Liabilities 20,503,188 7422007 15,085,677 74,152 137,75 50,2297
DEFERRED INFLOWS OF RESOURCES:
Jnav alabe Revemes
Common ealh of Puern Ficu 124% 573 - a0 27T - 1291 850
Ferjeral Grank 1 294 (80 A W70t 1428 3% B 1% 500
Total Dederrod Inflows of R ] $.241,573 1,294 193 #2171 6,197 101 1,408 315 10,201,359
FUND BALANCES:
Resinciea 2054 (20 TG A7 T3 06 *5 IXETE & 32 G5
L amnmted & 436 480 . 536 560 £ U6 168
Assgned 25 4% 2TA1 3% - 349554
Unassgned [Deded § 463 281 1428 425, 141G 506, 5,624 My
Total Fend Balences 17,679,286 2018 35 17,088,271 85,150 3,04 B8 8 433,671
Total Lisbilities, Defarred Inflows of Resources
v Furl Balances § LEMMET § 0 BIWASME 5§ NIMIET S 7086600 § BNy 5 118, 84,310

The accompanying Modes (o Finanoal Staterments are an integral part of this statement
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RECONCILIATION OF THE GOVERNMENTAL FUNDS

COMMONWEALTH OF PUERTO RICO BalaNCE SHEET To THE STATEMENT oF NET PosmioN
AuToNoMOUS MUNICIPALITY OF CAGUAS JUNE 30, 2014
Total Fund Balances — Governmant Funds (Page 22} § 58,439,973

Amount reported for Govemmental Activities in the Statement of Net Position (Page 20)
are diflerent because:

Capital Assets used in gowernmental actiwties are not financial resources and therefore
are not reparted in the funds. In the curent period, these amounts are:

Non Depreciable Capital Assets $ 100.860.212
Depreciable Capital Assets 691.684 612
Accumulated Depreciation (343411.777)
Tatal Capital Assets 449,233,047

Some of the Municipality's revenues will be collected after year-end but are not available soon
encugh ko payfor the current period's expenditures and therefore are unavailable in the funds:

Federal Grants 8,919,509
MRCC - Property T axes Liquidation 788,888
Christmas Bonus 452.862
Total Unawailable Revenues 10,201,359

Some liabilities are not due and payabie in the current period and therefore are not reported
in the funds T hose liabitities consist of

General and Special Obligation Bonds (260.919.922)
Compensated Absences {12.667 670}
MRCC - Property T axes Liquidation (464 407)
Claims and Judgments (279.000)
Christmas Bonus (1.061,348)
Law No. 42 {1,510,908)

Total Non-Cument Liabiliies (276,903,255)

Total Net Position of Governmental Activities (Page 20) $ 240,971,124

The accompanying Notes fo Finanoiat Staterments are an miegral part of this statement
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STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

COMMONWEALTH OF PUERTO RICO iN FUND BALANCES — GOVERNMENTAL FUNDS
AUTONOMOUS MUNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014
HEALTH AND
CAPITAL DEBT HUMAN OTHER TQOTAL
GEMERAL PROECTS SERVICE SERVICES HON MAJOR GOVERNMENT AL
FUND FUND FUND FUND FUNDS FUNDS
REVENUES:
Propery Taves § MW 3 -8 AMWINE 8 § H 55 504 iR
Wolume of Business Tanes B - - . . 24735 21
Saes and Jsage Taxes 17985 B . 2994 813 . 20580 433
Consyucan Exosse Taxes 29 TE . - - 2% T
Federa Grams ke kil EEE5 . 1A E 12443730 X453 45
Fires ad Fananes 851 af . 851 AE
gy ST 15 405 7B ‘IEM - - ks Avi 18 0 312
| nigres) 9B 437 BHE YTX m 16 454 1 THE
Rent and Sher Sanvices 56,223 - . - ST 412 wi?
Salg Wask Dispsal 107 531 - . - - 107 53
Ofner Gereral Revenues 1504 ™12 - - - 271 BR2 1 B48 I
Totat Revenum 100,103,211 6,767,940 23,765, 258 11,214, 862 13,115,407 154, 966, k58
EXPENDNTURES:
Cumen,
{3erexal Gow cmmet X 1 (4R - - 9 643 37 585 525
Puthc Sakety 8483 83 - EYpars 4955 Xl
Pubhc Works ARy 1 = ) - 108 M1 13414 572
Cutre ang Recresion 5535 141 - . . - q534 41
Heath and Wellare RIZxyic 151 4H - 240 o5 3TN 11857137
Educaon IHE M XY ) - 902 404 1755 540 6087 S
Saviaon ang Emronmenta 15471 *44 e 13 - 32 549 5 T
toonom and Scoal Dev ecpmen 2 2% 415 340 BAC - - 53605 A 550 BAC
Hasing 416 A& Tim - - & o 251 17884 3
£ apid Outay 2307 a3 2185 ; Voo 07 14 852512
Dett Savice
Prcya 4270 470.000 14 686 (%4 . . 15,131 &M
merest and Other Chages 95 43 45 120 10 446 1R - - 16 A% 608
Total Expenditures 02,50 594 15,675,541 5118, 1% 11,262,396 11,920 689 168,536, 442
EXCESS OF REVEMUES OVER {LNDER)
EXPENDIT URES (2.4%9.450) (8,907 623) {1.369.860) | .534) {B05.262) (13.560,734)
continue
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STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

COMMONWEALTH OF PUERTO RICO iN FUND BALANCES — GOVERNMENTAL FUNDS
AUTONOMOUS MUNICIPALTY OF CAGUAS For THE FISCAL YEAR ENDED JUNE 30, 2014
HEALTH AND
CAPITAL DEAT HUMAN OTHER TOTAL
GENERAL PROJECTS SERVICE SERVICES NON WAJDR GOVERWMENTAL
FUND FUND FUND FUND FUNDS FUNDS
OTHER FINANCING SOURCES (JSES):
Debd {ssuances § 7AI5000 % & - § . § -8 7415000
Refurding Bond Issuances 27 665 088 - - 27 665,098
Payment I Retunded Rond - - {27 470.000; - - {27 470000}
Payment It Rebinded Bond Escrow Agert - - 1150 CAf - - 195 (58,
Trangkers —In 14 855 4 706 887 5450 086 - 536 440 10936 I8
Transkers — Out {6.176. 325! 130434 1443 897 - X {10 935 08|
Total Dther Financing Sources (Uses) 1,490,363 489,45 1,023,199 - M2am 7,415,000
Net Change in Fund Balances 589, 114) (4,309 170} (346,66} 7 534 (462,17 {8, 154, T84)
Fung Ealances — Begming
As Prevausly Repored 18,338 151 24 45t 5% 17 444 836 142 684 38 43 .07 e
Restaemen e B - - 192 832 Lty
Fund Balances — Begming a5 F amommonn 24 45t 536 17 444 836 142 R84 3887 21 64,504 757
FUND BALANCES — ENDING $ DAL 0§ 177§ 95 150 ¢ 4% 5 5843997

The accompanyng Notes to Friancial Statements are an integral part of Hus statement
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RECONCILIATION OF THE STATEMENT OF REVENUES,

EXPENDITURES AND CHANGES IN FUND BALANCES

COMMONWEALTH OF PUERTO RICO GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
AuToNOMOUS MUNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014

Net Change in Fund Balances — Government Funds {Page 23}

Amount reported for Governmental Acthvities in the Statement of Activities (Page 19)
are different because:

Govemmental funds repartcapital outiays as expendilures. However, in the Stalement of
Activhes the costof those assels is allocated over their estimaled useful lives and reported
as depreciation expense. in the current period, these amounts are:

Capital Quiiays
Depreciation Expense
Excess of Capital Qufiays over Depreciation Expense
Rewenues in the Statement of Activities that do not provide current financial resources are
reported as revenues in the funds and vice versa;
Federal Grants
CRIM - Property T axes Liquidation
Christmas Bonus
Total of Revenues

Gowernmental Funds only report the proceeds recened in the disposal of assets. In the
Statement of Activities, a gain or loss is reported is reparted for each disposal. Thus. the change
in net position differs fram the change in fund balance by the cost of the disposed asset.

Some special items reported in the SiBlement of Activlies do not provide or require the use of
current financial resouces and therefore are not reported in the govermmental funds. T hese
activties consist of

Contribution 1o Nonprofit Entity
Donated Capital frem the Commonwealth of Puerto Rico

Bonds proceeds provide current financial resaurces to governmental funds. but issuing debt
increase Noncurrent Liabitites in the Statement of Net Position. In the current pencd,
proceeds received was

Repayment of long-term pnncipal is expenditure 1 the governmental funds. but1ssuing debt
reduced Noncurrent Liabilities in the Stalement of Net Position. In the cument period
repayments were

Some expenses reported in the Statlement of Activibes do notrequire the use of current
financial resauces and therefore are not reported as expenditures in governmental funds.
These achities consist of:

Decrease in MRCC Debt
Decrease in Legal Claimns
Decrease in Christmas Bonus
Increase in MRCC Property T axes Liquidation
Decrease in Compensated Absence
T otat Addiional Expenses

Change in Net Position of Governmental Activities (Page 19)

The accompartying Notes to Financial Staterents are an ntegral part of this slalement
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$ [6,154,784)

14852612

{18.311,084)

(3458.472)

{3.106.735)
{4.088.619)

i57.038)

{7.262,392)

{15.003)

{767 917}

66,971 (701,006)

{7.614.088)

15,089,014

42,790

217.000

38,630
{484 407}

269,894

103,907
$ {10,012,824)
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1.

COMMONWEALTH OF PUERTO RICO NOTES TO FINANCIAL STATEMENTS
AuToNOMOUS MUNICIPALITY OF CAGUAS Fof THE FISCAL YEAR ENDED JUNE 30, 2014

FINANCIAL REPORTING ENTITY

The accompanying financial statements present information on the financiai activities of the Autonomous Municipality
of Caguas of the Commonwealth of Puerto Rico (Municipality) over which the Mayor and the Municipal Legistature.
have direct or indirect govemning and fiscal control. The accompanying financial statements have been prepared in
conformity with accounting principles generally accepted in the United States of Amenca (GAAP).

A. Organization

The Municipality was founded in 1775, and operates as a governmental unit of the Commonwealth of Puerto Rico
under the Law No. 81 of August 30, 1991, known as the "Autonomous Municipalities Laws of the Commonweaith
of Puerto Rico™. The govermmental system of the Municipality is composed of the executive and legislative bodies
It is governed by a Mayor and a 16 member Municipal Legislature elected for a four-year term.

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

B. Reporting Entity

A reporting entity is comprised of (1) the primary government, {2) component unit organizations for which the
primary government is financial accountable, and (3) other organizations for which the nature and significance of
their relationship with the primary government is such that exclusion would cause the reporting entity's financial
statements to be misleading or incomplete. and they are financially accountable to the primary government. The
primary government consists of all funds. departments. boards and agencies that are not legally separate from the
Municipality and for which the Municipality 1s financial accountable.

The accompanying basic financial statements include all departments and organizations units whose funds are
under the custody and control of the Municipality. in evaluating the Municipality as a reporting entity. management
has addressed all the potential component units. GASB Accounting Standards Codification Section 2600, Reporting
Entity and Component Unit Presentation and Disclosure, require the inclusion of organizations that raise and hold
funds for the direct benefit of the primary government.

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

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

continue
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COMMONWEALTH OF PUERTO RICO NOTES TO FINANGLAL STATEMENTS
AutoNomous MuRICIPALITY OF CAGUAS FoR THE FISCAL YEAR ENDED JUNE 30, 2014

1. FINANCIAL REPORTING ENTITY - continuation

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

There are two methods of presentation of the component unit in the financial statements: blending - the financial
data of the component unit's balances and transactions in a manner similar to the presentation of the Municipality's
balances and transactions: and discrete — presentation of the component unit's financial data in column separate
from the Municipality's balances and transactions. The relative importance of each criterion must be evaluated in
light of specific circumnstances in order to determine which components units are {0 be included as part of the
reporting entity, Based on these criteria, there are no ¢ther organizations which should be inciuded in these basic
financial statements.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

These financial statements present the respective financial position of the govemmental activities, each major fund. and
the aggregate remaining fund information of the Municipality, as of June 30, 2014, and the respective changes in
financial position, and the cash flows, where applicable, therecf for the fiscal year then ended.

A. Financial Statement Presentation

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

The financial information of the Municipality is presented in this report as follows:
Required Supplementary Information — Management's Discussion and Anglysis

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

Govemment-wide Financial Statements (GWFS)

W g¢ - fund ! they The GWFS
(the Statement of Net Pasition and the Statement of Activities) report information of all the activities of the
Municipalitv. For the most part. the effect of interfund activity has been removed from these financial statements.
3, _ _In
T
o C
ncerr  Governmental activities, which normally are supported by taxes and
intergovenmental revenues, are reported separately from business-type activities, which rety, to a significant
extent, on fees and charges to external customers for support.

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

2. SUMMARY OF SIGNIFIL. .NT ACCOUNTING POLICIES - continuation

The focus of the Statement of Net Pasition is designed to be similar to bottom line results for the Municipality s
govemmental activities. This statement combines and consolidates governmental fund's current financial resources
(shorl-term spendabie resources) with capital assets and long-term obligations, The Statement of Nef Pasition
presents the reporting entities’ assets. deferred outflows of resources, liabilities, and deferred inflows of resources.
with the difference reported as net position. Net positions are classified as net investment in capital assets.
restricted when constraints are placed on them that are imposed by extemnal parties or by laws or regulations. and
unrestricted. Designations solely imposed by the Municipality's management are not presented as restricted net
position

The Statement of Aclivities presents a companson between direct expenses and program revenues for each
function of the Municipality's Govemmental Activities. Direct expenses are those that are clearly identfiable with a
specific function or segment. In addition, to the extent that indirect costs are altocated to the various functions, the
program expenses will include both direct and indirect costs. Program Revenues include charges to customers or
applicants who purchase, use, or directly benefit from goods, services, or privieges provided by a given function
or segment, and grants and contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items properly excluded from program revenues are reporled
instead as general revenues.

Governmental Funds Financial Statements (GFFS)

The GFFS [the Balance Sheet, and the Statement of Revenues, Expenditures (Expenses) and Changes in Fund
Baftance] provide information about the Municipality's funds. Separate statements for each fund category-
govemmental are presented. The emphasis on fund financial statements is on major governmental. each displayed
in a separate column. All remaining governmental are aggregated and reported as nenmajor funds.

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

The Municipality repors the following major governmentai funds:

General Fund - This fund is the general operating fund of the Municipality. The general fund is used to account
for and report all financial rescurces not accounted for and reported in another fund.

Capital Projects Fund — Capital projects fund is used 1o account for financial resources to be used for the
acquisition or construction of major capital facilities, other than those financed by propnetary funds. it also
includes the Community Development Block Grants {CDBG) which is awarded to develop viabie urban
communities by providing decent housing and suitabte living environment for persons of low and moderate
income

Debt Service Fund - The debt service fund 1S used to account for the accumulation of resources for, and the
payment of, general long-term debt principal, interest and related costs.

Health and Human Services Fund - This fund started as a major fund during this year. It is used to account
for the revenue and expenditures of the Head Start Program and the Elderly Center of the Municipality as wel
as other related weffare services,

continue
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The Municipaliity pericdically underiakes a comprehensive evaluation of its fund structure to ensure that it compties
with all aspects that are of importance to users of general purpose extemal financial reports. Conseguently, all
superfluous funds and some operational funds currently used by the Municipality in the day-to-day accounting
procedures have not been reported as individual governmental funds in the accompanying fund financial
statements. Accordingly, the accompanying fund financial statements include anly the minimum number of funds
consistent with legal and operating requirements and, consequently, certain types of similar operational funds have
been combined into single funds in the accompanying fund financial statements.

The financial staterments of the governmental funds are the following:

Bafance Sheet— Reports information at June 30, 2014 about the current financial resources {assets, liabilities,
deferred inflows of resources and fund balances) of each major govemmental fund.

Staternent of Revenues, Expendiures and Changes in Fund Balances — Reports information about the inflows.
outflows and balances of current financial resources of each major governmental fund for the fiscal year ended
June 30, 2014.

Since the GFFS are presented in different measurement focus and basis of accounting than the GWFS,
reconciliation is presented and separate explanation for each differences.

»p
ba
3. |

th

1

1
1

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

Notes to Financial Statements

The notes to financial statements provide information that is ess. 3l to a user's full understanding of the data
provided in the basis financial statements.

Regquired Supplementary information

The basic financial statements are followed by a section of required supplementary information. This section
includes a Schedule of Revenues and Expenditures Budget and Actual - General Fund — Non GAAP Budgetary
Basis. which inciudes reconciliation between the statutory fund balance for budgetary purposes and the fund
balance for the General Fund as presented in the GFFS,

continue
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B. Measurement Fecus and Basis of Accounting

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

Government-wide Financial Statements

The government-wide financial statements are reported using the economic resources measurement focus ard the
accrual basss of accounting. Revenue (including interest on deposits and investments) is generally recorded when
eamed and expenses are recorded when a fiability is incurred. regardiess of the timing of related cash flows.
Nonexchange transactions, in which the Municipality gives (or receives} value without directly receiving {or giving)
equal value in exchange, include property taxes, grants, entittements and donations. On an accrual basis, revenue
from property taxes is recognized in the fiscal year for which the taxes are levied. Revenue from grants, entitiements
and donations is recognized in the fiscal year in which all eligibifity requirements have been met. other than time
requirements. These resources refate to a fulure period (when the advance is first permitted to be used in
accordance with the government-mandated nonexchange transaciion or a voluntary nonexchange transaction) and,
therefore, should be classified as a deferred inflow of resources untit such time as the resources are first permitted
to be used. Receipts on any type of revenue sources collected in advance for use in the following fiscal year are
recorded as unéamed revenues.

Govermmental Funds Financial Statements

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

Property taxes. volume of business taxes. sales and usage taxes, construction excise {axes. and interest associated
with the current fiscal penod are ali considered to be susceptible to accrual and so have been recognized as
revenues of the current fiscal pericd. Entitliements are recorded as revenues when all eligibility requirements are
met, including any time requirements and the amount is received during the peried or within the availability
requirements have been met. and the amount is received during the period or within the availabitity period for this
revenue source (60 days of year-end). However, those resources not available for spending in the current period
and, therefore should be classified as a defemed inflow of resources. Expendiures-dnven grants are recognized
as revenue when the qualitying expenditures have been incurmed and all other efigibility requirements have been
met, and the amount is received during the period or within the availabi |, penod for this revenue source {within 60
days of year-end). Accordingly, such resources should be reported as uneamed revenue in the liability section of
the general fund's Bafance Sheet. All other revenue items are considered to be measurable and available only
when cash is received by the Municipafity.

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

The accompanying Balance Sheet - Governmental Funds generally reflects only assets that will not be converled
into cash to satisfy current liabiiities. Long-term assets and those assets that will not be converted into cash to
satisfy current liabilities are generally not accounted for in the accompanying Balance Sheat— Govemmental Funds.

The measurement focus of the GFFS 15 on decreases of net financial resources {expenditures) rather than
expenses. Most expenditures are measurable and are recorded when the related governmental fund liability s
incurred. Aliocation of costs, such as depreciation and amortization. are recorded in the accompanying Statement
of Activities. but are not recorded in the accompanying GFFS.

C. Stewardship, Compliance, and Accountability
Budgetary Information

The Municipality's annually adopts the Budget Resolution for alf operating funds of the Municipality except for
certain restricted accounts {Unassigned Fund Balance up to the maximum of cash available). Budgetary control is
legally maintained at the fund level. The budget is prepared using the modified accrual basis of accounting with
encumbrance included as budgelary basis expenditures. Unexpended appropniations at the end of the fiscal year
generally lapse. However. they may be re-appropriated for expenditures in the following fiscal year.

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

For budaetary purposes, encumbrance acceunting is utiki

trol oun.__ity 1 i t ¢
orders, contracts) are considered expenditures when incurred. For GAAP reporting purposes. encumbrances
outstanding at year-end are reported as assigned fund balances and do not constitute expenditures or liabilities
because the commitments will be honored during the subsequent year. In addition, under the budgetary basis of
accounting. revenues are recorded when cash (s received.

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

The Municipality follows these procedures, In accordance with law, in order to establish the budgetary data reflected
in the Schedule of Revenues and Expendifures Budget and Actual - General Fund.
continue
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Original Budget

1.

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

The budget document is availabie for public inspection prior fo its approval by the Municipal Legislature.
The Office of the Commissioner of Municipal Affairs examines the budget to verfy if it complied with the
law's standards and sends it to the Mayor for any comments or recommendation before the limited date

establishes by the Law.

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

Since the budgetary basis differs from accounting principles generally accepted in the United States of America
(GAAP). actual amounts for the General Fund in the accompanying Schedule of Revenues and Expenditures
Budget and Actual - General Fund, is presented on the budgetary basis to enhance comparability.

Final Budget

The final budgetary data presented in the Schedule of Revenues and Expendilures Budget and Actual — General
Fund reflects the following changes to the onginal budget

1.

Certain annual appropriations are budgeted on a project basis. If such projects are not completed at the
end of the fiscal year. unexpended appropnations. including encumbered funds, and unexpended grant
appropriations, are carried forward ‘o the following year. In certain circumstances. other regular annual
appropriations may be camied forward after appropriate approval. Annualiy appropriated funds, not
authorized fo be carried forward, lapse at the end of the fiscal year. Appropriations carried forward from
the prior year are included in the final budgetary data

Appropriations may be adjusted during the year with the approval of the Mayor and the Municipal
Legislature, e.g. supplemental appropriations. Additionally. the Mayor is authorized 1o make cerain
transfer of surplus within the departments. Such adjustments are refiected in the final budgetary data.

The Annuat Appropriation Ordinance agopts the budget at the character level of expenditure within
departments. As described above, the Mayor is authonzed to make certain transfers of appropriations
within departments. Accordingly. the legal leve! of budgetary controt by the Municipal Legisiature is the
department Level.

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

1.

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

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

Certain revenues susceptible to accrual, i.e.. both measurable and available, are not included in the

budgetary data.
continue
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The Special Revenue Fund has not been included in the budgetary comparison because balances are not
budgeted. Also the budget prepared for the Federal Financiai Awards Programs inciuded in the Capital Projects
and Special Revenue Funds is based on a program period which is not necessarity the same fiscal year.
Accordingly, it's nol practical 1o present an annual comparison of budget for such programs.

D. Assats, Liabilities, and Net Position

1} Cash, Cash Equivalents, Cash with Fiscal Agent, and Investment

2)

The Municipality's cash are composed of demand deposits in commercial banks, demand deposits in the
Governmental Development Bank of Puerto Rico {GDB). and cash equivalents in commercial banks. The
Municipality has adopted the Statement of Uniform Investment Guidefines for the Municipalities of the
Commonwealth of Puerto Rico. issued by the GDB as promuigated by Act No. 113 of August 3, 1895. The
Finance Director of the Municipality. follow the guidelines. is responsible for investing the availabie resources
in cerlificates of deposit and other shorl-term investments, investments are made from the available combined
funds of the Municipality and, accordingly, it is not practical to disclose certificates of deposit and other short-
term investments individualiy by fund in the combined financial statements. Interest earned on cerlificates of
deposit and other shart-term invesiments are recognized as revenue in the General Fund in accordance with
amountinvested. Cash in the Special Revenue and Capital Project Funds are restricted; accordingly, resources
available were not used for poo! investments. Cash Equivalents are investments with an onginat maturity of 90
days or less.

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

Receivables and Payables

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

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

Receivables consist of ail revenues earned but not collected at June 30, 2014. These account receivables are
shown net of estimated allowances for uncollectible accounts, which are determined upon past collection
experience. histoncal trends, and current economic conditions. Receivables represent mostly contributions
from sales and usage taxes corresponding to June revenues collected during July and August 2014
Intergovernmental receivables in the other governmental funds represent amounts owed to the Municipality for
reimbursement of expenditures incurmed pursuant to federally funded grant and contributions and state
appropriations, and the amount in the debt service fund represents the distribution of property tax coliected
which is restricted for the debt service

conbnue
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3

4

Accounts payable represent amounts, including salanies and wages. owed for goods and services received
pnor fo year-end.

inventories

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

Capital Assets

Capitai assets acquired or constructed, whether owned by govermmental activilies are recorded and
depreciated in the govemment-wide financial statements. No long-term capital assets or depreciation are
shown in the govemmenta! funds financial statements.

Capital assets. include public domain infrastructure {e.g., roads. bridges. sidewalks and other assets that are
immovable and of vaiue only to the Municipality). Capital assets with an individual cost of $40,000 or more are
recorded at cost or estimated historical cost if purchased or constructed. Capital assets under this amount are
capitalized if the estimated life of assets is extended by more than 25%. the cost results in an increase in the
capacity of the asset, the efficiency of the assets is increased by more than 10%, significantly changes the
character of the assets or in the case of streets and roads-if the work done impacts the “base” structure.
Donated capital assets are recorded at the estimated fair value at the date of donation. Equipment and other
with a cost of 5100 or more are recorded at cost or es_. _ated histoncal cost.

The cost of normal maintenance and repairs that do not add to the value of the capital asset or extend capital
assets lives are not capitalized. Major improvements are capitalized and cepreciated over the remaining useful
lives of the related capital assets. Finally, major outlays for capital assets and improvements are capitalized as
the projects are constructed.

When capital assets that are to be used in governmental activities are purchased or constructed, the resources
expended for those assets are reported as expenditures in the govemmental funds within the capital outlays
and included as additions in the roll-forward activity of the capital assets in the GWFS. However, in the
Statement of Activities, the cost of those assets is aflocated over the estimated useful lives and reported as a
depreciation expense. As a result, fund balance decrease by the capital outiays balance - the amount of
financial resources expended, whereas net position decreases by the amount of depreciation expense charged
for the year.

Capital assets are depreciated using the straight-line

method over the foliowing estimated useful lives: CAPITAL ASSETS YEARS
Depreciation and amortization expense of capital assets Fa?“f'm and Improv ements 1040
is recorded as a direct expense of the function/program  Buildings and improvements 10-50
specifically identified with the asset. Depreciation and Infrastuciure 10-50
amortization of infrastructure is not allocated 10 vanous g quipment and Vehicles 520
function/programs but reported as direct expense of the Work of Art (Inex haustible) N/A

public works function.

continue
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5)

6)

The accounting policy for Works of Art is that they are capitalized at their historical cost or fair value at date of
donation whether they are held as individual items or in a coliection. Capitalized coflections or individual items
that is exhaustible. such as exhibits whase useful lives are diminished by display or educational or research
applications, are depreciated over their estimated useful lives. Depreciation is not required for collections or
individual items that are inexhaustible. At June 30, 2014, ail Work of An are considered inexhaustible.

Impaired capital assets that wili nc longer be used by the Municipality, if any, are reported at the lower of
carmying value or fair value. Impairment losses on capital assets with physical damages that will continue to be
used by the Municipality are measured using the restoration cost approach. Impairments of capital assets that
are subject to a change in the manner or duration of use, or assets affected by enactment or approval of laws
or reguiations or other changes in environmental factors or assets that are subject to technological changes or
obsolescence, if any, are measured using the service units approach.

The Municipality is prevented Jegally from entering into obligations extending beyond one fiscal year, and most
iease agreements entered by the Municipality contain fiscal funding clauses or cancellation clauses that make
the continuation of the agreements subject to future appropriations. The Municipality's lease agreements do
fot include contingent rental payments no escalation clauses. Accordingly, lease payments are recorded in
the GWFS as expense when incurred.

Deferred Outflows/Infiows of Resources

In addition to assets, the Statement of Net Position will sometimes report a separate section for deferred
outflows of resources. This separate financial statemeni element. deferred outflows of resources, represents
a consumption of net position that applies to a future period(s) and so will not be recognized as an outflow of
resources (expenses/expenditures) until then. There are no amounts classified as deferred oufflows of
resources at June 30, 2014,

in addition 1o liabilities, the Statement of Net Position will sometimes reporl a separate section for deferred
inflows of resources. This separate financial statement element. deferred inflows of resources, represents an
acquisition of net position thal appiies to a future period(s} and so will not be recognized as an inflow of
resources (revenue) until that time. The Municipality has no items that qualify for reporting in this category.

Uneamed Revenues

in the GWFS. unearned revenues anse only when the Municipality receives resources before it has a legal
claim to them. In the GFFS, anises when the following situations occur: potential revenue does not meet both
the measurable and availabie criteria for revenue recognition in the current period.

continug
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7)

8

9

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

The liabilities reported in the GWFS include the general and special obligation bonds. long-term notes, other
noncurrent Labilities (e.g. vacation. sick leave. claims and judgments, noncument liabilities to other
governmental entities and third parties. and landfill post closure ¢are costs). Bond premiums and discounts, if
any, are deferred and amortized over the life of the bonds using the effective interest method. Bonds payable
are reported net of the applicable bond premium or discourt, if any. As per GASB Statement No. 85. Bond
Issuance Cosis incurmed are reported as expense in the fiscal year incurred.

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

Compensated Absences

The Municipality accrues accumulated unpaid vacation and sick leave and asscciated employee-refated costs
when eamed {or estimated to be eamed) by the employee. The Municipality's employees are granted 30 days
of vacations and 18 days of sick leave annually. Vacations may be accumulated up to a maximum of sixty {60)
days and sick ieave up to a maximum of ninety (S0) days. in the event of employee resignation. the empioyee
is paid for accumulated vacation days up to the maximum aliowed at the curment rate. Separation from
employment prior to use of all or part of the sick leave terminates ail nghts for compensation, except for
employees with ten years of service who are entitled fo sick leave pay up to the maximum allowed. The
Municipality accrued a liability for compensated absences, which meet the following critena: (1) the
Municipality's obligation relating to employee's rights to receive compensation for future absences is
altribuiable to employee's services already rendered; (2) the obligation relates to nghts that vest or accumulate;
{3) payment of the compensation is probable, and {4} the amount can be reasonably estimated.

In accordance with the above criteria and requirements in conformance with GASB Accounting Standards
Codification Section €60, Compensated Absences. the Municipality has accrued a liability for compensated
abs :es, which has been earned but not taken by Municipality's employees, including its share of social
secunty and Medicare payments made on behalf of the employees in the accrual for vacation and sick Jeave
pay using salary rates effective at June 30, 2014, All vacation pay is accrued when incurred in the GWFS, For
the GWFS, the current portion is the amount estimated to be used in the following year. For the GFFS, all of
the compensated absences are considered long-term and therefore, are not a fund liability and represents a
reconciling item between the fund leve! and government-wide presentations. Also, GFFS record expenditures
when employees are paid for leave or the balance due in accrued upon the employee's separation from
empioyment.

Claims and Judgments

The estimated amount of the liability for claims and judgments, if any. which is due on demand. such as from
adjudicated or seltled claims, is recorded in the General Fund when the Kability is incurred The Noncurrent
Liabilties includes an amount estimated as a contingent liability or abilities with a fixed or expected due date,
which will require future available financial resources for its payment.

conbnue
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10) Accounting for Pension Costs

The Municipaiity accounts for pension costs from the standpoint of a participant in a multiple-employer cost-
sharing pian. Accordingly, pension ¢osts recognized in the accompanying basic financial statements are equal
to the statutorily required contributions, with a liability recorded for any unpaid required contributions.

For the purpose of applying the requirements of GASBS No. 27, as amended, the state govemment of the
Commonwealth is considered to be the sponsor of the Employees’ Retirement System of the Govemment of
the Commonweaith of Puerto Rico (ERS), a multiemplayer cost-sharing defined benefit pension plan and
Defined Contribution Hybrid Program, in which the employees of the Municipality participate. The Municipality
is considered a participant, and not a sponsar, of these retirement systems since the majonity of the participants
in the aforementioned pension trust funds are employees of the Commonwealth and the basic financial
statements of such retirement systems are part of the financial reporting entity of the Commonweaith. Act No.
3 was enacted on April 4, 2013, amended the Act No, 447 for the purpose of establishing a major reform of
the ERS effective on July 1, 2013 (see Note 16).

Also, the Municipality participates in a contributory defined contribution plan named “Programa Head Start
Municipio Autonomo de Caguas Money Purchase Plan”,

11} Net Position/Fund Balance
A) Net Position

Net position represent the difference between assets, plus deferred outflows of resources less liabilities,
and deferred inflows of resources is “Net Position” on the GWFS.

= Net investment in Capitai Assets — These consists of capital assets. net of accumulated depreciation
and amortization, reduced by the outstanding balances of bands payable, notes payable and other
debts that are atiributed to the acquisition, construction or improvements of those assets. For the
purposes of determining the outstanding debt attributed to capital assets, the total long-term debt
related to the acquisition, construction or improvements of capital assets has been reduced by any
related unspent debt proceeds and any related unamortized debt issuance costs. in addition. the
outstanding debt attributed to capital assets does not include accrued interest payable, non-capital
accrued liabilities, inter-fund loans and other financial assets.

Net Investment in Capital Assets is compnised of the following:

Governmental

Activities
Capital Assets. Net of Accumutated Depreciation.......................... $449.233.047
Qutstanding Balance on Related Debt..........ccooooeoev e, (187,908,006}
Unspent Capital Debt Proceeds..........oovee e e, 16,036,529
Net Investment in Capital ASSEIS ... oo $277.361.570

s Restricted Net Posftion — These result when constraints placed on net position use are either
externally imposed by creditors, grantors. contnbutors, and the like, or imposed by law through
constiutional provisions or enabling legislation.

continue
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B)

o Unresiricted Net Position — These consists of net position which does not meet the definition of the
two preceding categones. Unrestncted net position often is designated, to indicate that management
does not consider them to be available for general operations. Unrestricted net position often has
constrainis on resources that are imposed by management. but can be removed or modified.

Nef Position Flow Assumption

Sometimes the Municipality will funa outlays for a particular purpose from both {e.g resincted
bond or gqr. proceeds) and unrestricted resources In order to calculate 1 s 1o on
rectric' - net position and unrestricted — net position in the govermnment-wide cial statements
W assum i must be made abo 3t inwhich the resources are to be af b i
.. e Municipality s policy to consider ted - net posihon to have been depleted before unrestnicied

—r  position is appiied
Fund Balance
Fund Balance Classification

Fund balances for the govermmental funds are reported in classifications that compnse a hierarchy based
on the extent to which the Municipality honors constraints on the specific purposes for which amounts in
those funds can be spent.

The nonspendable classification contains amounts not in spendabie form or legally or contractually
required to be maintained intact. Restricted amounts contain restraints on their use extemaily imposed by
creditors. grantors, contributors, or laws or reguiation of other governments; or imposed by law through
constitutional provisions or enabling legistation. Committed amounts ¢an only be used for specific
purpeses imposed by formal action of the Municipality's highest level of decision-making authority The
highest ieve! of decision-making authonty is the Municipal Legislature and it takes a resolution to establish
a fund balance commitment. Amounts intended to be used for specific purposes are assigned.
Assignments should not cause deficits in the Unassigned Fund Balance. Unassigned Fund Balance is the
residual classification for the General Fund.

Fund Balance Flow Assumption

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

continue
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Fund Balance Policy

The Municipality believes that sound financial management principles require that sufficient funds be
retained by the Municipality to provide a stable financial base at all times. To retain this stable financial
base. the Municipality needs to maintain a Genera! Fund balance sufficient to fund all cash flows of the
Municipality. to provide financial reserves for unanticipated expenditures andfor revenue shortfalis of an
emergency nature, to provide funds for the disparity in timing between the collection of property taxes and
other main income. The purpose of this policy is to specify the size and compaosition of the Municipality's
financial reserves and fo identify certain requirements for replenishing any fund batance reserves utilized.

Restrictions of Fund Balance

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

Policy on Committing Funds

It is the policy of the Municipality that fund batance amounts will be repored as *Committed Fund Balance’
only after formal action and approval by Municipal Legislature. The Municipal Legislature has the authority
to separate funds for specific purposes. Any separate fund as Committed Fund Balance requires the
adoption of a resclution by a simple majority of votes. The adoption of the resc _ . an should be carmied out
before June 30 of the fiscal year to implement. If the actual amount of the commitment is not available
through Jiine 30, the resolution should establish the process or formula required to caiculate the exact
amount as soon as information is available in the following fiscal year.

For example, the Municipal Legislaiure may approve a resolution pnior to year-end financial statements, if
available, up to a specified dollar ameount as Committed Fund Balance for capital projects. The exact dollar
amount to be reported as Committed Fund Balance for capital projects may not be known at the time of
approval due 1o the annual financial audit not yet being completed. This amount can be determined at a
later date when known and appropriately reported within the year-end financiai statements due to the
Municipal Legistature approving this resolution before year-end.

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

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

continlig
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Policy on Assigning Funds

Funds that are intended to be used for a specific purpose but have not received the formal approval action
at the Municipal Legislature fevel may be recorded as Assigned Fund Balance. Likewise, redeploying
assigned resources {0 an alternative use does not require formal action by the Municipal Legislature.
Having reviewed the requirements for assigning fund balance, therefore. is the policy of the Municipality
that Mayor shall have the authority to assign fund balance of the Municipality based an the intentions of
the use of funds by the Municipal Legislature. In addition, the Mayor can delegate to the Finance Director
or other employee of the Municipality, the authority to assign the funds.

Policy on Unassigned General Fund Balance

It is the geal of the Municipality to achieve and maintain an Unassigned General Fund Balance equal to
15% of budgeted expenditures. The Municipality considers a balance of less than 10% to be a cause for
concem, barring unusual or deliberate circumstances, and a balance of more than 20% as excessive. An
amount in excess of 20% is {o be considered for reservation 10 accumulate funding for the purchase of
machinery and equipment, for capital prgjects. andior reduces tax levy requirements, and shail be
determined in conjunction with the annual budget process. In the event that the Unassigned General Fund
Balance is less than the policy anticipates, the Municipality shall plan to adjust budget resources in the
subsequent fiscal years to restore the balance. Appropriation from Unassigned General Fund Balance
shall require the approval of the Municipal Legislature and shall be only for specific disbursements, such
as one-time expenditures and capital asset purchases, and not for ongoing expenditures unless a viable
plan designated to sustain the expenditures Is simultaneously adopted. The Municipality hasn't met its
(3ASB 54 fund balance targets at June 30, 2014,

Prioritization of Fund Balance Use
In circumstances where the payment 1s for a purpose that quantities are available in multiple classifications
of funds balance, the order in which resources will be used shall be as follows: Restricted Fund Balance,

followed by Committed Fund Balance. Assigned Fund Balance, and last but not least, Unassigned Fund
Batance.

This space is Intentionally left in blank.
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C) Components of Fund Balance

HEALYH AND
CAPITAL OEBT HUMAN QOTHER TOTAL
GENERAL PROJELTS SERVICE SERVICES NONMAJOR  GOVERNMENT AL
FUND FUND FUND FUND FUNDS FUNDS
Manspendable H -5 -3 -3 -8 - §
Restricted For:
Head Skt ad Eidery Pograms . 95.150 - 25,150
Upgrade 0 Inbrmakor Sy skem 912 562 - - - . 012,587
Incenty 2ed ) olunary Resigrakons
P rogram I ME - - - - 35015
Heallh Servies 106 418 - - - 106.018
Housing Asssied Programs - - - - 116,913 1,916 93
Improvements of Facires ang Buidngs 820 770 - - - - 826,770
Recychrg Projeck VU635 - 0,635
Redores bon Irvkatv es - - - - 173,354 175,354
Disaser Recovery - . - - 1.563 1,563
Trares:t Impeow ement Programs - - - - ST 4.756
D Arev enton Programs . - . - 4,678 8678
Educaonal Assised P ograms - - - - 00 11 10301
Incubaiy P rogam - - - - IR 30T
Salkely ad Secunty Programs - - - - 15210 162110
Recresbonal AChy Bes - - - - 60.25d 60,25
Commensal and Residersa Leas - - - - 124,384 1024 34
Erergy Savng Loans - - - 241,008 21 008
Suresie Sporl Faoiny Constucon - 4 526,456 - - - 8526 45
IS ELS LR Py SRS B 8263291 - - - B.263 X5t
Crett Reepary menss - - 17 098,293 - - 17.088 I3
Total Restricted 2,064,020 17.788.787 17,008,233 95,150 135715 20,342 928
Committed Ta:
Recrestonal Actvhes 237 Zr4 - - - - 7 F4
Econgmic Dey sdopment Purmoses kY] - - - a7 810 410 63
Disasier Recovery 1HX - - - - 1,025 754
Improy ement I0 Elecncar Imrastuchse 343 0T - . . . 540,078
Markel Place Ack mes 224 M98 - - - - 24 008
Improvement of Techaclogy Programs 5 05T - . - . BS 051
Transcnoie Transpartaton Fogram 3,198 147 - - - 452 058 3.650,.225
Total Committed 6,435,469 - - - 535,699 8.97%, 1@
Assigrad
Improv ement of Sulding and Facaibes . 24 X35 B - - 2481035
mprovernent © e Gy Hak Bindig - 300,000 - - - 300.000
Improv emers o4 Techrology Programs 314 347 . - - - o M7
InfasLCiLre Improv ements 103,460 - - - - 10 460
Secunty Senvices 367 5657 - - . . 37 667
Ecomomie Dey eicpument Purcses 157 470 - - . . 157 470
‘rehic e Marerance 171406 . . - . 171 406
General Gov emmend 1 596 146 - - . . 1.506 148
Total Assigned 1,715,496 278108 - - - 5,498,511
Unassigned {Oeficit) 6,463,291 {428, 426) . . {410,508) 5624 M40
Tota Fund Balances [Deficit) $ 17679265 § 2305 5 170%A3 § %158 § I8 5§ 4,439,973
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E. Inter-Fund Transactions

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

Interfund Transfers — Legally required transfers that are reported when incurred as transfers-in by the
recipient fund and as transfers-out by the disbursing fund. with receivables and payables presented as
amounts due to and due from other funds. Advances between funds are aiso presented as amounts due
to and due from other funds. However, these advances. transfers. and related amounts receivable and
payable are considered internal batances and aclivities that have been eliminated in the government-wide
financial statements.

Intra-Entity Transactions — There are two types of intra-entity transactions: First, the flow of resources
between the primary government and its compenent units, and among the component units. This flow of
resources and the related outstanding balances are reported as if they were exiemal transactions
He _ver, flow of resources between the prmary government and blended component units are classified
as interfund activity, as described above Second, the intra-entity balances between the primary
government and discretely presented component units that are tantamount to long-term debt financing.
The primary government's liabflity is reported in the Statement of Net Position, the proceeds in the primary
government's funds, and the asset in the discretely presented component units’ Staternent of Net Position.
Far the fiscal year there are not intra-entity transactions.

F. Risk Financing

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

The Municipality carries commercial insurance to cover property and casualty, thefl. tort claims and other losses
with private insurance company. Also, principal officials of the Municipality are covered under various surety bonds.
Cost of insurance to the Municipality for the year ended June 30, 2014 amounted to $2,268.180, paid in full at the
beginning of the fiscal year. The current insurance policies have not been cancelled or terminated.

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

The Municipality obtains workers compensation insurance though the State Insurance Fund Corporation (SIFC), a
component unit of the Commonweafth of Puerte Rico. This insurance covers workers against injunes, disability or
death because of work or employment-related accidents, or because of illness suffered as a consequence of their
employment. Cost of insurance allocated to the Municipality and deducted from the gross property tax collections
by the MRCC for the year ended June 3C, 2014 amounted to $1.157.240.

continue
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The Municipality obtains unemployment compensation. non-occupational disability. and drivers’ insurance
caverage for its employees through vanous insurance programs administered by the Depariment of Labor and
Human Resources of the Commonwealth of Puerto Rico (DOLHR). These insurance programs cover workers
against unemployment and provide supplementary insurance coverage for temparary disability, or death because
work or employment-related accidents or non-occupational disability and drivers’ insurance premiums are paid to
DOLHR on a cost reimbursement basis.

G. Use of Estimates

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

H. Reclassifications

Vanous reclassifications have been made in the accompanying basic financial statements which affect the
comparability with the basic financial statements 1ssued for previous fiscal years.

. Subsequent Events

In preparing the financial statements. the Municipality's management consider events and transactions subseguent
to June 30, 2014, that are determined to be significant and material that shoutd be considered for financiat statement
purposes. Within this process. management consults with its legal counsel and performs monitoring procedures
over significant receipts and disbursements and over the Municipai Legisiature ordinances and resolutions. among
other procedures.

J.  Accounting Standards Issued But Not Yet Adopted

The Governmental Accounting Standards Board issued the following pronouncements that have effective dates
after June 30. 2014:

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

The primary govemment of the Commonwealth, as well as its compenent units and the municipalities, are
considered “cost-sharing” empioyers of the Retirement Systems; therefore, they would report its allocated
share of the Commonwealth's resutting Net Pension Liability from Statement 67 as follows:

« Based on the their respective individual propartion to the collective net pension liability of all the
governments panicipating

continue
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3. ANNUAL REVENUES

A, Property Taxes

The Municipaf Revenue Collection Center (MRCC) is responsible for the billing of real property taxes and collections
of both, personal and real property taxes on behalf of all the municipalities of Puerto Rico. The property tax is levied
each year on the assessed value of the property at the beginning of the calendar year. Assessed values of real
property are determined based on the market value existing as of 1957 and of personal property at the current
value at the date of assessment. Prior fo the beginning of each fiscal year. the MRCC informs the Municipality of
the estimated amount of properly taxes expected to be collected for the ensuing fiscal year. Throughout the year,
the MRCC advances funds ‘o the Municipality based on the initial estimated collections.

The MRCC 1s required by law to prepare a settlement statement on a fiscal year basis, whereby a comparison is
made between the amounts advanced to the Municipality and amounts actually collected from taxpayers. This
seftlemnent has to be completed on a preliminary basis not iater than three months after fiscal year-end, and a final
seftiement made not later than six months after year-end. If the MRCC remits to the Municipality property taxes
advances. which are less than the tax actually collected. a receivable from the MRCC is recorded at June 30
However, if advances exceed the amount actually collected, a borrowing from MRCC is recorded at June 30. For
fiscal year 2013-2014. this difference was recorded as a receivable and deferred inflow of resources of $40.277 in
the Debt Service Fund.

Complete real property tax exoneration is granted by the Commonweatth of Puerto Rico on the first $15,000 of the
assessed valuation of owner occupied residential units. However, the Municipality receives the full amount of the
exonerated tax base as of January 1. 1952, except for residential units assessed at less than $3,500 on which a
complete exemption is granted. The personal property tax is self-assessed by the taxpayer on a return, which is to
be filed and paid in full by May 15 of each year with the MRCC and based on current values as of December 31 of
previous year. Complete exemption from personal property taxes up to an assessment of $50,000 is granted to
retailers with an annual volume of net sales under $150.000. The Department of the Treasury, instead of the
property taxpayer, becomes the source of payment in these cases.

The effective tax rale for the fiscal year ended June 30. 2014 is 10.03% for real property and 8.03% for personal
property of which 1.03% of each class of property belongs to the Commonwealth of Puerto Rico. The remaining
percentage is distributed as follows:

1) 6.00% and 4.00% for real and personal property, represent the Municipality's basic propery tax rate which
is appropriated for general purposes and accounted for in the general fund. The basic property tax rate is
segregated by MRCC and accounted far an equalization fund together with a percentage of the net
revenues of the Puerto Rico electronic lottery and a subsidy from the Commaonwealth of Puerto Rico. The
equalization fund assures that every municipality receive at least an amount equal to the tax collected to
its base year or prior year.

The Commonwealth makes a contribution equivalent to .20% portion of the tax rates fo compensate the
municipality for a discount granted to the taxpayers. Accordingly. the tax rates imposed to the taxpayer
for real and personal property are 9 83% and 7.83%. respectively.

2) 3% of each represents the ad valorem tax restricted for debt service and accounted for in the debt service
fund.

Since the cotiection of property taxes, for all of the Municipalities in Puerto Rico, is a responsibility of the MRCC. it
shall report to the Municipality the estimated and actual property taxes collections. as well as the operational
expense aliocation to each local government. During the fiscal year ended June 30, 2014 the allocated expenses
to the Municipality amounted to $1.363.154.

continug
44



COMMONWEALTH OF PUERTO RICO NOTES TO FINANCIAL STATEMENTS
AUTONOMOUS MUNICIPALITY OF CAGUAS For THE FisCAL YEAR ENDED JUNE 30, 2014

3. ANNUAL REVENUES - continuation

Section 5803(b) of Law No. 80 of the MRCC, allows the municipalities to develop and carry on activities and
programs to expedite the assessments of new constructions and existing properties not yet assessed. Accordingly
along with a covenant with the MRCC, the Municipality engaged into an initiative. in order to increase the tax base
of assessed properties over which the tax rate is applied and {o expedite the collection of the taxes receivable in
arrears at the MRCC (there is no receivable recorded within the Municipality's general ledger). The Municipality
contracted an external consuiting firm to assist and expedite these services. Among the different types of services
offered, the consulting firn has engaged info the process of assisting the MRCC to assess the new construction
and other existing properties. These assessments will become then part of the MRCC tax roll register. This is the
subsidiary of all properties assessed for tax purposes

The new assessed properties are submitted for review and validation by the MRCC which proceeds {o assign the
assessed valuation and the tax to be imposed. Then, the MRCC determine those new properties that would to be
added in the tax roll, either because they are from new ¢onstruction or because are previous existing properties,
with befterments identified but not reported previously. This process is performed either through physical
inspections, knowledge of existent activities within the Municipality, and comparing the sales volume taxes retums
{in case of commercial properties) with the property taxes retuns, among other sirategies. The updated information
is delivered to the MRCC in order to be included within the tax roli for subsequent taxes levies.

Also the consufting firm provides support to the Municipality by attending the taxpayers request for services and
by providing follow up on the MRCC taxes receivables in arrears. The purpose of these combined efforis is to
improve the efficiency of the tax service and collections.

Ordinance Number 12A-48 was approved for the purpose of reviewing the tax incentives fo the jurisdiction of the
Municipality and the special development zone and other traditional urban center, and authorizes the creation of a
new code of socio-economic development incentives.

Personal Property
Incentive Municipal on Personal Property Taxes -~ New Business

s A T75% exemption on municipal taxes on real praperty for a period of five years.

» The down town and development designated areas, would enjoy 100% exemption on municipal taxes on
personal property for a period of two years, followed by a 90% exemption on municipal taxes on personal
property for a peried eight years.

Incentive Municipal on Personal Property Taxes - Established Business

= The exemption only appies tc the persenai property tax in excess of the average payment for such costs

during the three years prior to the date of the application, which is referred to as personal property tax

base period.

« The down town and development designated areas. the personal property tax base period will be adjusted.
reducing that amount by twenty percent (20%) annuaity until it is reduced to zero for the fiflh taxable year.

continue
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Real Property

Incentive Municipal on Real Property Taxes - New Business

» A 75% exemption on municipal taxes on real property for a peried of five years and 40% exemption on
municipal taxes on real property for a peniod of 10 years.

o The down town and development designated areas, would enjoy a 90% axemption on real properly for a
period of 10 years.

Incentive Municipal on Real Property Taxes — Established Business

¢ The exemption only applies to the real property tax in the excess of the average payment for such costs
during the three years prior to the date of the application, which is referred to as real property tax base
period.

= The down town and development designated areas. the real property tax base period will be adjusted,
reducing that amount by twenty percent (20%) anrually until it is reduced to zero for the fifth taxable year.

B. Volume of Business Taxes

The Mupicipality imposes a volume of business tax pursuant fo Act No. 113 of July 10. 1974, on all business entities,
which operate within the Municipality, which are not exempt from the tax pursuai the Industriat Incentives Act.
The tax is based on gross revenues, as defined by law, computed at the rate of 1.50% for financial institutions and
savings and loans associations. and .50% for all other business entities.

The minimum gross revenue to file the Volume of Business Tax Declaration is $5.000 and the minimum tax payable
is $25. The date to file the Volume of Business Tax Declaration is April 15 each year. Entities with sales volume of
$3.0 million or more must include audited financial statements together with the tax return. The Municipality grants
a five percent discount, if the taxes are paid on or before April 15. Ctherwise, 50% of taxes payable must be paid
within the first 15 days of each semester beginning with the first semester ending December 31.

The following incentives related to Volume of Business Taxes were impiemented with Ordinance 12A-48:

Volume of Business Tax Incentive — New Business

= A 75% exemption for a pericd of five years or a 40% exemption for a period of 10 years.
Volume of Business Tax Incentive — Business Established

« The exemption only appiies to the business volume in excess of the average volume duning the three
years prior to the date of the application, which is referred to as base volume business. The volume of
business tax attibutable to the base volume business will be subject to requtar tax rates.

+ in the down town and development designated areas, the volume of business tax basis will be adjusted.
reducing such amount by {20%) annually until it is reduced to zerg for the fifth taxable year.

Collections of volume of business tax revenues received mainly in Apnl 15, are accounted as uneamed revenues.
since such collections have a time requirement and showid be used starting July *st of next fiscal year. In the next
fiscal year, the unearned revenue is recognized as revenue. net of any credit or refunds payable to taxpayers.

continue
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C. Sales and Usage Taxes

On July 4, 2006, Law No. 117 known as “Tax Justice Law of 2006" {hereinafter the Act) incorporated a set of
amendments to Law No. 120 of October 31. 1994 - “infemal Revenue Code of Puerto Rico of 1994". One of the
objectives of this Act was to impose a general sale and use tax of 5.5% at the Commonwealth level. Of this 5.5%.
the Act authorized the Municipalities to impose sales and use tax of 1.5% at the Municipal level following the same
regulations imposed in the Act. It was a mandate that the 1.5% was approved and established by Ordinance duly
approved by the Municipal Legislature.

On July 12, 2008, the Municipality approved Ordinance No. BA-8, Series 2006-2007 imposing the 1.5% saies and
use tax as authorized in the Act, effective September 1, 2006. Censequently, Crdinance No. 05A-46, as amended,
was rescinded effective August 31, 2006. The Internai Revenue Code of Puerto Rico of 1594 was again amended
with Law No. B0 of July 29, 2007, specifically addressing Law No. 117 Law No 80 made # a requirement for
Municipalities to impose a 1.5% municipai tax uniformly across the Commonwealth. Municipalities would collect 1%
as previously established in Sections 2410 and 6185 of the Act and the remaining .5% would be collected by the
Department of Treasury of the Commonwealth of Puerto Rico.

in order to comply with the new State Tax Code. on August 3, 2007 the Municipality approved Ordinance 07B-4
(effective August 1. 2007). which abolished Ordinance No. 6A-6, Senies 2006-2007 and took the Municipality out
the role of imposing regulations over the sales and use tax. From this point forward all amendments, new faws.
rules, and regulations are responsibilities of the Commonwealth of Puerto Rico as stated by the iaw.

As the last amendment. the cument Law No. 80 dictates that the .5% collected by the Department of Treasury will
be deposited and administered by the Puerto Rico Government Development Bank and will be used for the following
PUrpPOSES:

1} Municipal Redemption Fund — composed of 2% of the .5% {equivalent to 40%). To be used to grant loans
far the exclusive benefit of the municipalities This fund. in addition to other variables, is used to calculate
the Municipality's borrowing power within a specific timeframe. The Municipality's did not have borrowing
margin for the audited year, a cortribution to the fund (in the audited year) was of $3.669,946.

2} Municipal Development Fund — compased of .2% of the 5% (equivalent to 40%). To be used to establish
a Municipal Development Fund !o be distributed among all municipalities according to the formula
established as part of the Law.

3} Municipal Improvements Fund — 1% of the 5% (equivalent to 20%). To be distributed according to
Legislation passed by the Legislative Assembly for capital imprevement projects in the municipalities.

Sales and Usage Taxes receivable represents filed sales tax returns that were collected subsequent to June 30.
2014, but pertaining to the current year penod.

As per Act Number 18 of 2014 was created the "Law of Municipal Administration Fund (MAF)" to establish a special
fund called the Municipal Administration, authorize municipalities to pledge the funds deposited in the Local
Government Fund to which they are to secure the repayment of any loan, bond, note or other evidence of
indebtedness, which are the source of repayment funds deposited in the Special Fund and to meet any expenditure
budget of the Municipality and the Municipality any aclivity or project, authonze the Govemment Development Bank
for Puerto Rico to make disbursements for purposes set out in this Act.

continue
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This measure is intended. first, to strengthen the financial capacity of the Corporation Tax Fund of Puerto Rico
{COFINA, by Spanish acronyms), established under Law No. 31-2008, as amended, known as the "Law Fund of
Sales and Usage Taxes", adjusting the sales and usage taxes {SUT} by increasing the state portion 10 6.0% while
the municipal SUT is reduced to 1.0%. effective February 1. 2014,

Through this legislation a mechanism under which the SUT collections entitied to receive the Commonweaith of
Puerto Rico each fiscal year, after complying with the deposits in the Tax Fund requires by Act No. 51-2006, shall
be deposited in a special fund created for the benefit of. and assigned to the municipaiities. This speciai fund is
called the "Local Government Fund® ("LGF"). which will be guarded by the Government Development Bank of
Puerto Rico.

Also, on February 1. 2014 was enacted the Act No. 19 that creates the Municipal Financing Corporation (COFIM.
by Spanish acronyms). The COFIM, attached 1o the Government Development Bank (GDB), with the power to issue
bonds or tse other mechanisms to pay or refinance debt incurmed by municipalities, the payment of prncipal and
interest is backed by the municipal SUT.

in addition, create the Redemption Fund of COFIM, to which the resources of the existing Municipal Fund
Redemption will be transferred effective February 1, 2014, and facilitated the distribution of funds from the Municipal
Redemption Fund, the Municipal Development Fund and the Municipal Improvement Fund. Provides that the first
proceeds of the municipal SUT of 1% shall be collected by the Puerto Rico Treasury Department and deposited
directly into the Redemption Fund of COFIM. Provides that bonds and notes issued by the COFIM be payabie and
secured by the pledge of a fixed amount. or municipat SUT cormesponding to a fixed rate of 0.3% has been collected
duning the previous fiscal year, whichever is greater.

D. Construction Excise Taxes

Ordinance 11-A-54 provides for a procedure for the administration and collection of construction excise tax, within
the Municipality junsdiction.

The construction excise tax generally is a self-assessed tax imposed over the cost of the project. The tax is paid
by the taxpayer before the beginning of the construction project, if a permit is reguired to begin the construction.
the taxpayer should file the tax return 30 days after the submission of the permit; otherwise, the file should be made
at least 15 days before the construction activity. The activities covers by this tax and the exemption granfed are as
foilows:

1) All construction will pay 6% of construction excise taxes.
2) Construction projects of detached properties (not part of a housing development), with a cast of $30,000
or less will pay 3% of construction excise taxes. If the cost exceeds the $90,000, the applicable rate will

be 6% over the $80.000 cost.

3 All construction projects carried out whose owner is a bona-fide farmer, cerlified by the Depariment of
Agricuiture, have full exemption to the construction excise taxes.

4) Major repairs and improvements of detached properlies occupied by their owner, for which ~~<t don't

exceed $15.000, have fuil exemption to the construction excise taxes. If related costs exceet «.5.000,
the excess over this amount will be subject 1o a 3% of construction excise tax.
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3. ANNUAL REVENUES - continuation

5) Allimprovements made to commercial or private property in the down town, as well of major improvements
to buildings, parks. prayer centers or studies of philosophic or human nature have full exemption 1o the
construction excise taxes

6) All construction projects camed out by not-for-profit organization or educational institutions have full
exemption o the construction excise taxes.

4, CASH, CASH EQUIVALENTS
Cash in Banks

Puerto Rico laws authorize govemmental entities to invest in direct obligations or obligations guaranteed by the federai
government or the Commonweaith of Puerto Rico {Statement of Uniform investment Guidelines for the Municipalities
of the Commonwealth of Puerlo Rico, issued by the GDB as promulgated by Act No. 113 of August 3. 1995). The
Municipality is also allowed to invest in bank acceptances, other bank abligations and cenificates of deposit in financial
institutions authorized to do business under the federal and Commonwealth iaws. During the year, the Municipality
invested its funds in interest bearing bank accounts, and certificates of depasit.

Under the laws and regulations of the Govemment. public funds deposited by the Municipality in commercial banks
must be fully coliateralized for the amounts deposited in excess of the Federal Deposit Insurance Corporation {FDIC)
coverage. All securities pledged as collateral are held by agents designated by the Government's Secretary of the
Treasury, but not in the Municipality's name.

Municipality follows the practice of pooling cash. At June 30, 2014, the peol cash account in commercial banks had a
balance of $39.4 million of which $23.8 miflion in the General Fund, $204.875 in Health and Human Services Fund,
$1 imillion in the Capital Projects Fund, and $3.7 million in Other Governmental Funds. Any deficiency in the pooled
cash account is assumed by the general fund and covered through future budgetary appropriation.

Cash with Fiscal Agent in the debt service fund consists principally of property tax collections amounting to $31.9 millior
that are restricted for the payment of the Municipality's debt service, as required by law. Cash with Fiscal Agent of
$20,78% in the General Fund are restricted for future expenditures, $15.8 million in the Capital Projects Fund restricted
to improvement of recreational facilifies, and $579.323 in Other Govemmental Funds consist principally of unspent
proceeds of bonds that are restricted for the acquisition, construction or improvement of major capital assets. The
amounts deposit in GOB is maintained in interest bearing accounts and is not collateralized.

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

Credit Risk

This is the nsk that an issuer or other counterparty to an investment will not fulfill its obligations. At June 30, 2014, the
Municipality has invested only in cash equivalents of $39.4 miliion consisting of interest beanng account in commercial
banks, which are insured by the FDIC. generally up to @ maximum of $250,000. As previcusly mentioned, pubfic funds
deposited by the Municipality in commercial banks must be fully collateralized for the amounts deposited in excess of
the FDIC coverage. No investments in debt of equity securities were made during the Fiscal Year ended June 30, 2014,
Therefore, the Municipality's management has conciuded that the credit risk related to any possible loss refated to
defaults by commercial banks on the Municipality s deposits 15 considered low at June 30. 2014.

continue
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4, CASH, CASH EQUIVALENTS - continuation
Custodial Credit Risk Related to Deposits

Custodial credit nsk is the risk that, in the event of the bank failure, the Municipality's deposits may not be recovered.
The Municipality is authorized to deposit only in institilions approved by the Department of the Treasury of the
Commonwealth of Puerto Rico. Such deposits should be kept in separate accounts in the name of the Municipality.
Under Puerto Rico statutes, public funds deposited in commercial banks must be fully collateralized for the amount
deposited in excess of federal depository insurance. During the year ended June 30, 2014, the Municipality deposited
its funds in bank accounts bearing interest. In addition, as of June 30. 2014, the Municipality's custodial credit risk was
approximately $48.3 million, which, is the cash balance of cash deposited at the Government Development Bank of
Puerto Rico. These deposits are exempt from the coilateral requirement established by the Commonwealth, these are
uninsured and uncollateralized. Therefore, the Municipality's management has concluded that at June 30, 2014, the
custodial credit risk associated with the Municipality's cash and cash equivalents is considered low.

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 manages its exposure to declines in fair values by: {1) not including debt or equity investments in its
investments portfolio at June 30, 2014, {2} limiting the weighted average maturity of its investments in certificates of
deposit to penods of four months or less, and (3) keeping most of its banks deposits and centificates of deposit in interest
bearing accounts generating interest at prevailing market rates. Therefore, at June 30, 2014, the interest risk associated
with the Municipality's cash and cash equivalent is considered low.

Foreign Exchange Risk

This is the risk that changes in exchange rates will adversely affect the value of an investment or a deposit. According
to the aforementicned investment guidelines, adopted by the Municipality, the Municipality is prevented from invesfing
in foreign securities or any other types of investments for which foreign exchange risk exposure may be significant.
Accordingly, management has concluded that the foreign exchange risk related to the Municipality's deposiis is
considered low at June 30, 2014.

Amount to be Received from Loans

The amount of $5.9 million, approximately, represents funds 1o be received in the next fiscal year for loans apptied an
approved before June 30, 2014 by the Municipality's Legislature and the Government Development Bank.

5. UNEARNED REVENUES

Government-wide Statement of Net Position does not report ¢ ed inflows of resources, but report uneamed
revenues for resources receive before it has a legal claim 1o them. Govemmental funds balance sheet report unearned
revenues in connection with cash collected for revenues that are not considered to be available to liquidate liabilities of
the current period as follows:

Govemmental Funds:
Yolume of Business T axes S 17.118.870
Other 35749
Total Uneamed Rewenues $ 17.154 619

continue
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DEFERRED INFLOWS OF RESOURCES

Governmental funds balance sheet report deferred inflows of resources in connection with receivabies for revenues that
are not considered to be available {o liquidate liabilities of the current period (unavailable} Govemmental funds alse
defer revenue recognition in connection with rescurces that have been received, but not yet eamed. At the end of the
current fiscal year, the various components of deferred nflows of resources reporied in the basic financial statements
were as follows:

Unavailable Funds:

Commonwealth of Puerto Rico $ 1281850
Federal Grants;
Capital Project Fund 1,294,093
Health and Human Sendces Fund £.197.101
Other Govemmental Funds 1428315

Total Deferred Inflows of Resources $ 10.201.359

LOANS AND OTHER RECEIVABLES

Loans receivable recorded in non-major govemmental funds consists various loans issued to qualified paricipants for
home buying and commercial foans provided with federal funds. This amount is presented net of estimated allowances
for uncollectible _...ounts of $306.274, which were determined based upon past ¢collection expenence.

INTERGOVERNMENTAL REVENUES

Intergovernmental revenues consist primanly of funds received from the Commonwealth, “in lieu of tax” payments from
the Quasi-public Corporation, Puerto Rico Electric Power Authority (PREPA). and federal financial assistance received
from federal and state govemments. The amount of contribution in fieu of tax for the year 2013-2014 was $10.625.656.

Grants and subsidies received from the Commonwealth and federal agencies include, among others, a general subsidy
for urban development and capital improvements. Intergovernmental revenues are accounted for through the General
Fund except for those directly related to urban development and capital improvements, which are accounted for through
the Special Revenues and the Capital Project Funds Federal Financial Awards are recorded in the General Fund.
Special Revenue Fund, Capital Projects Funds. and Health and Human Services Fund.

INTER-FUND TRANSACTIONS
A. Due from/to Other Funds

Inter-fund receivables and payables generally reflect temporary loans, billings for services provided and recovery
of expenditures. Following is a summary of inter-fund assets and liabilities as of June 30, 2014:

Receivable Fund Payabie Fund Amount
General Fund Capital Projects 3 6140635
Health and Human Sendces Fund 637,329
Other Govemmental Funds 2931436
$ 9709400

contnue
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INTER-FUND TRANSACTIONS - continuation
The purpose of each inter-fund balances are the following:
Payables to the general fund:
Capital Projects Fund - includes expenditures mainly of the Capital Loans Funds, Community Development
Block grants and other related projects sponsored by the Municipality. which are initially disbursed through the

general fund.

Health and Human Services Funds — includes expenditures mainly for payroll which were initiaily disbursed
through the general fund.

Qther Govemnmental Funds - in¢ludes expenditures mainly fo finance certain public safety. housing and health
and welfare projects that involve both the use of federal and municipal funds and which were initialy disbursed
through the general fund.

B. Transfers in/Cut

infer-fund transfers injout reflect the transfers of resources from one fund to another without the attempt of
recovering such revenues. Following is a summary of inter-fund transfers for the year endec June 30, 2014:

Transferred Cut _ Amount Purposes

General Fund $ 5460086 Paymentofnlerest and Principat of Debt
Debt Senice Fund 4436887 Transferof Equity

Capital Project Fund 138434 Transfer of Equity

General Fund 596440 Capital Projects

Non Major Funds 250,000 Program Income

General Fund 50.000 Program Income

Non Major Funds 3461  Transfer of Equity

$10.935.308

10. DUE FROM GOVERNMENTAL UNITS

1".

The due from govemmental units for the fiscal year ended June 30, 2014, for the General Fund, corresponds {0
$432 962 from Puerto Rico Treasury Department for the Christmas Bonus, $748.611 from MRCC for amnesty {see Note
3). For the Debt Service fund ($314,922) comesponds from final fiquidation of property taxes. For the Cther
Governmental Funds. the $66.155 corresponds to a receivable from another governmental unit.

FEDERAL GRANTS RECEIVABLE

The due from federal grants of the Capital Projects Fund for the fiscaf year ended June 30, 2014 comespands the
Community Development Block Grant! Entitlements Grant {CDBG). from US Department of Housing and Urban
Cevelopment {HUD). The amount reported within the Health and Human Services Fund corresponds mainly to the Head
Start Program from the US Department of Health and Human Services for the amount of $6.861.728. The amount
reparted on Other Govemmental Funds correspand mainly 1o the Home Investment Partnership Program for the amount
of $1.775.507 and to the Emergency Shelter Grant Program for the amount of $464,103 both from the US Depariment
of Housing and Urban Development, and $439.884 in other Federal programs. Aiso. from the US Department of
Transportation, the Municipafity has a receivable for the amount of $369.440 comresponding to the Job Access-Reverse
Commute Program.

continue
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12. CAPITAL ASSETS

A summary of the activity of capital assets for governmental activities group foliows:

BALANCE BALANCE
JULY 1, RECLASSI- JUNE 30,
DESCRIPTION 2013 ADJUSTMENWT FICATION INCREASE DECREASE 2014
Non-Depreciable Capral Asses
Land and Improvemenk $ 89261640 § 3314723 § $ 2599853 8§ $ 95176316
Consfrucson in Progress 5 857 636 517 162)  18.903.618) 7 129453 3566 329
Works of Art 2,217 567 - - - - 2.217 567
Toil Non-Deprecable Capitl Assek 97,336,863 2.797 561 {8.903618) _ 9729408 - 100960212
Depreciable Capial Assess,
Facites and Improvemenk 140461338  {19.700.15%) 2825588 852 385 - 124439152
Buidngs and Improvements 101,796 069 18,741,968 905.048 1286651 - 122729736
Inrasyucure 414 175,053 13482 57 2671048 1403425 - 414758948
Equipment and Vehicles 26 505 254 {614,700] 2498.833 1,647 656 (281.367) 20756776
Total Depreciable Capral Assek 582,837 714 {5,065.470) 8,901,618 5,190,117 (281,367) 691,684.612
Less Accumutated Deprecaion
Facitibes and Improvemens (71036.366) 11702123 (3.722 331 - {63056.574)
Buidmgs and Improvements {34 376.742) (11559 868) {2846 782 - {48,823392)
Infaestucture 1201851 658) 956.109 {9,257 043) - (210,252,592
Equipment and Vehwies (19,060 655) - (2,484 928) 266364 (21279219
Tokal Accumulated Deprecaiion (326425 421 1.058 364 (18 311 084, 266 364 (MIANTTT
Tokai Depreciable Caprial Assets {Nefj 356 512,293 14 007 106) 88903618 113 120.967) 115,003) 148272835
CAPITAL ASSETS, NET $453,8345156 § (1,209,545 § §(3,301,569) § (15003) $449,233.047

The Municipality's policy is to transfer construction in progress properly conciuded to other classification of capital assets
if such capital project is being used. See Nate 20 for infarmation related to adjustments to capital assets. Also the detail
of these amounts is presented in the previous table including the activity of the capital assets.

Depreciation expense for capital assets of governmental activities was charged to the following functions as follows:

AMOUNT
Governmental Activities:

General Gevernment $ 1.027,268
Pubtic Sakety 213,256
Public Works {Mainly Sreets) 9.390.9867
Culture and Recreaton 4,693,218
Healh and Wetfare 137,095
Sanitalion and Environmental 35312
Educaton 1,466.338
Housing 200,309
Economc Development 1,147 321

Tokl Depreciaton Expenses $18.311,084
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13. DEBT MARGIN

The legal debt margin of the Municipality is equai .

_ 10% of the total property assessment located within the

municipality’s jurisdiction. Following are the assessed values of the real and personal property as of June 30. 2014:

Real Personal
Property Property Total
Taxable $7756389441 § 542977551 § 8,299,366992
Exempt (651.709,600) (212942 877) (864,652477)
Exonerated (3,310,892,440) (3.134,580)  (3,314,027,020)
Netvalue $3793787401 § 326900094 §$ 4,120,687 495

Accordingly, as of June 30. 2014, the Municipatity debt |

mits (10% of valuation of property subject to taxation) decrease

to $412.068.750. plus the balance ¢f the special ad valorem taxes in the Debt Service Fund. In addition, before any new
bonds are issued, the revenues of the Debt Service Fund should be sufficient o cover the projected debt service

requirement. The total amount of debt applicable to the
Service Fund. After considered the payments of July
Additional legal debt margin was determine for the iss

debt limit was $251.835.704. net of certain assets in the Debt
1. 2014, the resulting legal debt margin was $160,233.046.
uance of the special obligations bonds that are paid through

retention made by the MRCC from monthly advance of annuai property tax and subsidy send to the Municipality.

This space is intentionally left in blank.
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14. LONG-TERM DEBTS

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

issue Original Maturity Interest Balance
Type of Obligation and Purpose Date Borrowing Date Rate Amount
General Obligation Bonds:
Property Tazes Income:
General Construcbon 1992 $ 5B0.000 2015 5 00% s 41,000
General Construction 1996 15.855.060 2015 4 70% o 8.00% 2,900,000
General Constructon 1958 2,200,000 2018 562% §52.000
General Construction 2000 176,000 2018 4 0% 262,027
General Construchon 2000 13.300 000 2016 4 87% 1o 6 3% 3.655.000
General Construchon 2000 10.350.000 2026 270% b 7 81% 6.855.000
General Construcion 2000 3,150.000 2024 270% o 7 81% 2,105,000
General Constructon 2002 9.845.000 2028 2 70% 10 5.60% 7.170.000
General Construchon 2002 125.000 2026 2 70% 10 5.60% 65 000
Generat Construchon 2002 1.360,000 2026 2.70% 1 5 60% 960.000
General Construchon 2004 8,900,000 2028 181 p 5% 7 295 000
General Construchon 2004 1.575.000 2028 236% b5 3% 1,195,000
General Construchon 2003 460 000 2029 253% b5 31% 355.000
General Construchon 2005 370.000 2029 2.53% 0 5.31% 290.000
General Construction 2005 1.610.000 2024 4 17% b 5.28% 1075000
General Constructon 2006 9,910,000 2021 1.53% ko 6 62% 6.000 000
General Constructon 2005 1.640.000 2030 4 50% 1,243,000
General Construction 2005 500 000 2030 4 75% 382.000
General Constructon 2006 11,020.000 2025 0 32% o 5 00% 7 940 D00
General Constructon 2006 11.015 000 2025 052% © 5.00% 7.955.000
General Construction 2007 8.060.000 2031 045% b6 2% £.690.000
General Constructon 2006 2.695 650 2031 4 75% 2 143.650
General Constructon 2007 7 575.000 20286 0.36% b 5 54% £.760.000
General Constructon 2008 624 000 2030 4 50% 505 000
Operational Purpose 2010 $.740 000 2044 4 75% o 7 50% § (095000
Operational Purpose 2010 §75.000 2018 5.00% o 7.50% 450,000
General Construcion 2010 255000 2076 500% o 7.50% 125 000
General Constructon 2011 2 285 000 2035 385% Ip7 50% 2 180 000
General Consinxcton 2011 730.000 2035 3.08% b 7.50% 700,000
General Construchon 20M 330,000 2035 365% b7 50% 315.000
General Constructon 2011 2 480 000 2035 365% In 7.50% 2.365.000
General Construcion 2011 3525 000 2030 365% I 7.50% 3360 000
Operational Purpose 2011 20 540 000 2035 365% b 7.50% 19 575,000
General Consfucton 2012 18 285000 2036 347% w 7.50% 16 822 200
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14. LONG-TERM DEBTS - continuation

Type of Obligation and Purpose
General Obligation Bonds:

lsgue
Date

Property Taxes Income: - continvation

General Constuction
General Consfruchan
General Constuction
(General Construction
General Constuction
General Construction
General Construction
General Constructian
General Construction
Refinancing
Refinancing
Refinancing
Refinancing
Refinancing
Refinancing
Refinancing
Refinancing
Refinancing
Refinancing
General Constuchon
Operaticnal Purpose
Qperational Purpose
General Constructon

Subtotal

2012
2012
2012
2012
2012
2012
2013
2013
2013
2014
2014
2014
2014
2014
2014
2014
2014
2014
2014
2014
2014
2014
2014
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Original

Borrowing
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815 000
245,000
2015000
615,000
9,780.000
279.900
1.505.000
3,120,000
135,000
506,847
802,435
249,680
691,456
982,565
1484375
721,569
485,660
992,583
7,766 712
12,875,204
9,450,000
1,485,000
5.830.000

Maturity
Date

2021
2036
2018
2018
2018
2037
2037
2030
2019
2016
2017
017
2034
2034
2035
2035
2035
2035
2035
2036
2038
2020
2040

Interest
Rate

3.36% to 7.50%
0.37% to 7.50%
3.38% o 7.50%
3.38% to 7.50%
3.35% w0 7.50%
4.50%
6.00% 1o 7.50%
4.25%
6.00% to 7.50%
3.70% o 7.50%
3.80% 0 7.50%
3.80% 10 7.50%
3.85% 1o 7.50%
3.95% to 7 50%
3.95% o 7 50%
3.95% to 7.50%
3.85% 0 7.50%
3.95% 10 7.50%
405% to 7 50%
3.95% 10 7 50%
8.00% to 7.50%
6.00% to 7.50%
6.00% o 7.50%

Balance
Amount

652,000
225,400
1,438.286
435.286
9,460.000
270,000
1,485,000
2,889,000
120,000
506,847
802,435
249,680
691,456
982,565
1,454,375
721,569
485.660
892,584
7,766,712
12,975.204
9,450,000
1,485,000

5,830,000
190,044,936
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14. LONG-TERM DEBTS - continuation

Issue Original Maturity Interest
Type of Obligation and Purpose Date Borrowing Date Rate Amount
Special Obligations Bonds:

General Revenues:
General Construchon 2002 $ 2065000 2027 I66%L641% $ 1.460000
General Construction 2002 5 185.000 2027 I66% D 641% 3.655 000
General Construchon 2002 15 385.000 2027 366% D 6.41% 10,845 000
General Consiruchon 2006 10.015.000 2025 5.00% b 5.58% 6.680.000
General Conslructon 2007 8.575,000 2024 153% 10 6.73% 5,785.000
General Constructon 2007 10.075.000 2026 584% p 6.07% 7.445 000
General Construction 2007 500,000 2022 1.53% Ip 7.50% 335.000
General Constructon 2008 3 185.000 2032 389% b 5.82% 2.675 000
General Conslructon 2008 7 750.000 2024 416% 0 5.72% 5.370,000
General Construchon 2009 € 802.000 2033 153% b 7.50% 6.074,000
Qperational Purpose 2014 3.805.000 2038 6.00% o 7.50% 3753000
Subtotal 54,059,000

Sales & Usage Taxes:
Operational Purpose 2008 7.135.000 2015 153% 107 50% 2 420.000
General Consfructon 2008 8770 000 2033 1 48% o 7 50% 7 950.000
General Consfruction 2008 542,000 2033 148% m 7.50% 495000
Ganeral Construcacn 2010 4 710.000 2034 4 75% 10 7 50% 4 405,000
General Consfructon 2012 385.000 2018 6.00% m 7. 50% 300.000
General Consin.cion 2012 2.040.000 2019 6.00% 0 7.50% 5 815.000
Operational Purpose 2014 7 445 000 2038 5 00% o 7 50% 7 445000
Subtotal 24,830,000

Total Special Obligations Bonds 78,889,000

Section 108 Loan - CDBG:
General Construchon 2002 12 985 000 2022 7 50% 3,400,000

Total General and Special Obligations Bonds $272,333,936
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14. LONG-TERM DEBTS - continuation

Principal and interest on the bonds are generally paid from amounts withheld by MRCC from the monthly property tax
remittances and deposited in GDB until the payment to the bond holder.

“ederal Loan

‘ederal loan at June 30, 2014 consist of a note payable in annual instaliments fluctuating from $200,000 to $600,000
Jearing interest at 7.5% secured by real estate property owned by the Municipality.

The following is a summary of changes in long-term debt of the Municipality for the year ended June 30. 2014:

BALAMCE RETIREMENTS BALANCE AMOUNTS AMOUNTS

JULY 1, NEW AND JUNE 30, DUE WITHIN DUE AFTER

DESCRIPTION 213 ISSUES ADJUSTMENTS 4 ONE YEAR ONME YEAR

Govemnmental Funds:

General Obligations Bonds § 1NV ABI 5 35084087 § (38480414 § 10044936 $ 10085414 § 179.958.522
Special Obfigatons Bonds 83.278.000 - (4,389,000} 76,869,000 4,802,000 74.087.000
Federal Loans 3,800.000 - 1400000} 3.400 000 400.000 3000000
Other Dbiigations 17954 694 7,085,284 {9.036.645) 15,983,133 505,625 10.928, 708
TOTAL $ 2T 5 L1493 § RIGW § MITE § NI $ XIHI

As of June 30, 2014. debt service requirements for the above iong-term debt are as follows:

General Obligation Bonds ~ Special Obligation Bonds Federal Loans Other Obligations

Year Ending  Principal interest Principal [nterest Principal Interest  Principal  Interest Total
June 30, Payment Payment Payment Paymeat  Payment Payment Payment  Payment  Principal Interest

015§ 10385414 5 8500176 5 4802000 § 4542792 5 400000 S gA4D § ar54355 5 92795 5 20.M1VEE 5 13225503
2016 T334 10338125 5157000 498823 600000 7549 48.336 Bi4x 16538750  16.38B.8%
017 277326 10807441 4305000 45870 £00.000 63D 51373 66500  147295M 15553171
2018 8549529 10382118 4527000 43046802 B000N 47280 54 602 83672 3TN 4857640
2018 T4 443 954274 47BH000 4057400 600000 29180 56032 80242 2481475 13709545
020:2024 43476500 J5B31546 4921000 15438737 RDO.0X0 9.500 MBEST  MITI GRMTAST 62421804
025228 4052000 Z63034E 1553000 7863805 - 45 MTIE2 56599208 HIMDS

2030-204 30 831 650 14035167 10600000 12173 . - 429 224 ST 418804874 17732083
2035-2034 18503725 2645326 4245008 TT4003 - . - 22748 3418329
2040-2044 465000 18563 - . - 495000 18.563
Unmakred - - 4463 MY - 4463 549

TOTAL  $190.044.935 $140.081.371 § 78.080.000 §50235718 $3.400,000 $246550 $1593333 51047151 $288317269 §391.740.790
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14, LONG-TERM DEBTS - continuation

Arbitrage Rebate Requirement

According to Sectiens 103 and 148 through 150 of the US Interal Revenue Code and Sections 1.148 through 1.150 of
the US Treasury Regulation, the Municipatlity's tax-exempt bonds are subject to the arbitrage rebate requirements At
June 30, 2014, the Municipality had no federal arbitrage liability on bonds since interest income eamned from the
investment of unspent bond proceeds were made in bank deposits that generate yields lower than the rates applicable
te the debt service payments.

Refunding of Bonds and Notes

On July 30, 2013, the Municipality entered into a Credit Agreement with the banking corporation of Criental Bank to
refinance $27.4 miflion, for the purpase of refinancing certain general obligation bonds and notes and cover the costs
associated with the transaction. The intent of this transaction was to reduce the interest costs on these obligations,
through reduced interest rates.

Variable interest rates on bonds are reviewed periodically by GDB and are based on the fluctuation of GDB's weighted
average rate for its commercial paper program Under this program. GOB issues commercial paper: (1) in the taxable
and tax-exempt markets of the USA. and (2) to corporations having tax exemptions under the Puerto Rico Industriai
Incentives Acts and, which qualify for benefits provided by the former Section 936 of the US Internal Revenue Code.

OTHER NON-CURRENT LIABILITIES

The following is a summary of changes in other non-current iiabitities of the Municipality for the year ended June 30.
2014

BALANCE RETIREMENTS BALANCE AMOUNTS  AMOUNTS

JULY 1, NEW AND JUNE3), ODUEWITHIN DUEAFTER

DESCRIPTION 2013 ISSUES  ADJUSTMENTS 24 ONEYEAR ONE YEAR
Governmental Fundy:

Law No. 142MRCC $ 1553698 $ - 8 (42790; § 1510908 § 45749 § 148518

Clams and Judgmenss 4% 000 . {217 000} 278,000 7.000 212,000

MRC C-Property Taxes Liguidabon - 464 407 - 464,407 - 464 407

Chiistmas Bonus 1,085,978 1.061.348 (1.099.978) 1061348 1061348 -

Compensaied Absences 14.805.018 5.533 529 (7676.877)  12.867.670 3,940,528 8727 142

TOTAL § 17054694 § 7065284 § (9036649 § 15983313 § 5054625 § 10,528,708

Due to Municipal Revenue Collection Center

The Act No. 42 dated January 2000, allows the Municipal Revenue Collection Center (MRCC, as per its Spanish
acronyms) fo issue debt based on the disbursements made in excess to the municipalities on their final liquidation prior
to fiscal year 2000. The municipalilies agreed o repay MRCC such leans in semi-annual instaliments plus accrued
interest. In connection with Law 42 the Municipality issued a note payable to MRCC in the amount of $1,876,000 payable
in 30 years plus interest at a semi-annual rate of 3.0938%

Also, Properly Taxes Liquidation for fiscal year 2013-2014 result in a payable to the MRCC in the amount of $464,407

continue
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Accrued Legal Claims

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

Christmas Bonus

This amount represents the estimated accrued Christmas bonus accumulated as of June 30, 2014 and payroll related
benefits. representing the benefit to employees to be paid dunng the last week of November 2014.

Compensated Absences

The GWFS. Statement of Net Position. includes approximately $12.7 million in the governmental activities for the
estimated accrued vacation benefits, accrued sick leave benefits and payroll related benefils, representing the
Municipality's commitment to fund such costs from future operations. The General Fund have been used fo liquidate
the liability for this concept.

DEBT RETIREMENT

Revenues of the Debt Service Fund consist of the ad-valorem property taxes which are recognized as revenue when
collected from taxpayers and reporied by the MRCC to the Municipality (See Note 3).

These property taxes are accumulated by the MRCC in costs of the general obligations bonds issued by the
Municipality {See Note 14). Payments are made to the GDB from such accumulated funds by the MRCC.

As per Act Number 18 of 2014 was created the "Law of Municipa! Administration Fund (MAF)" to establish a special
fund called the Municipal Administration, authorize municipalities to pledge the funds deposited in the Local Government
Fund to which they are to secure the repayment of any loan, bond, note or other evidence of indebtedness, which are
the source of repayment funds deposited in the Special Fund and to meet any expenditure budget of the municipality
and the municipality any activity or project. authorize the Government Development Bank for Puerto Rico to make
disbursements for purposes set out in this Act.

This measure is intended, first. to strengthen the financial capacity of the Corporation Tax Fund of Puerto Rico (COFINA.
by Spanish acronyms), established under Law No. 91-2006, as amended, known as the "Law Fund of Sales and Usage
Taxes", adjusting the sales and usage {axes (SUT) by increasing the state porlion to 6.0% while the municipal SUT is
reduced to 1.0%, effective February 1, 2014.

Through this legislation a mechanism under which the SUT collections entitled o receive the Commonweatth of Puerto
Rico each fiscai year, after complying'  the deposits in the Tax Fund requires by Act No. §1-2006, shali be deposited
in a special fund created for the benefit of, and assigned to the municipalities. This special fund is called the "Locai
Govemment Fund” ("LGF"). which will be guardeg by the Government Development Bank of Puerto Rico.

Also. on February 1. 2014 was enacted the Act No. 19 that creates the Municipal Financing Corporation (COFIM, by
Spanish acronyms). The COFIM. attached to the Government Development Bank {GDB), with the power to issue bonds
or use other mechanisms to pay or refinance debt incurred by municipalities. the payment of principal and interest is
backed by the municipat SUT.

continue
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In addition, create the Redemption Fund of COFIM, to which the resources of the existing Municipat Fund Redemption
will be transferred effective February 1, 2014, and facilitated the distribution of funds from the Municipal Redemption
Fund, the Municipal Development Fund and the Municipal improvement Fund. Provides that the first proceeds of the
municipal SUT of 1% shall be collected by the Treasury Depariment and deposited directly into the Redemption Fund
of COFIM. Provides that bonds and notes issued by the COF IM be payable and secured by the pledge of a fixed amount.
or municipal SUT corresponding 1o a fixed rate of 0.3% has been collected during the previous fiscal year, whichever is
greater,

16. RETIREMENT PLANS
A. Employee’s Retirement System of the Government of the Commonwealth of Puerto Rico
Defined Benefit Plan

Employees of the Municipality parlicipate in the Employee's Retirement System of the Government of the
Commonwealth of Puerto Rico (ERS) administered by the Puerlo Rico Government Employees and Judiciary
Retirement Systems Administration. The ERS is cost-sharing multiple-employer defined benefit pension plan
sponsored by the Commonwealth under the Act No 447, approved on May 15, 1951, as amended. The ERS is a
pension trust of the Commonwealth. ERS covers all regular employees of the Commonwealth and its
instrumentalities and of certain municipalities and components units not covered by their own retirement systems.
The ERS, as a governmental retirement plan, is excluded from the provisions of the Employee Retirement Income
Security Act of 1974 (ERISA).

As of June 30, 2013, the ERS has an unfunded actuarial accrued liability {UAAL) of approximately $22.981 million.
representing a 3.1% funding ratio. in the opinion of management and based on information prepared by consulting
actuaries, it is estimated that starting in fiscal year 2015, the ERS’s assets will be less than ifs obligations {including
bonds payable but exciuding its UAAL) resuiting in a deficit net position. In addition, annual cash flow estimates for
the foreseeable future are presently estimated o continue to reduce the net position unfess other measures are
taken.

The estimate of when the ERS's net position will become a deficit and when its assets would be exhausted is based
on significant assumptions. inciuding the rate of retum on investments. the amount and timing of collections from
the Commonwealth for the member, employer contributions and the emplkayer additional contribution (Act No. 32},
which as discussed below. was estimated in $120.0 million annually, as well as the estimated participant benefits
and the ERS's administrative expenses to be paid each year

To improve the liquidity and solvency of the ERS, the Commonweaith enacted Act No. 32 of June 25, 2013, which
provides for incremental annual contributions from the Commonwealth General Fund beginning in fiscal year 2014
and up ‘o the fiscal year 2033. This additional contribution will be determined annually based on actuanal studies
to be performed by the ERS's actuaries. An appropriation for such additional contribution of approximately $120
million was included in the Commonweaith's budget for the fiscal year 2014. However, as a result of budgetary
constraints at the present fime management believes that approximately $30 million of this amount will not be
collected as expected during fiscal year 2014, Furlher, this additional contribution was reduced to $28.2 mitlion for
the Commonwealth's proposed budget for the fiscal year 2015,

if the Commonweatth's financial condition does not improve as a result of fiscal and budgetary measures it is taking,
its ability to repay its obligatiens. including its regular employer contribufions to the ERS and its additional
contribution as provided by Act No. 32, for the upcoming years, may continue to be adversely affected. and could
also affect the payment of benefits and the repayment of the ERS's bond payable.

confinye
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Act No. 70 established a program that provides benefits for early retirement or economic incentives for voluntary
employment termination to eligible employees, as defined. Act No. 70 also establishes that early retirement benefits
will be provided to eligible employees that have completed between 15 to 29 years of creditable services and will
consist of monthly benefits ranging from 37.5% to 50% of each employees’ monthly salary. Benefits under this
program will be paid by the General Fund of the Commonwealth and by the public corporations, covering their
respective employees until the plan member reaches the later of age 55 for members under Act No. 447 or age 65
for members under Act 1, or the date the plan member would have completed 30 years of service had the member
continued its employment. The ERS will be responsible for benefit payments afterwards. In addition, the General
Fund and the public corporations will also be required to make the required contributions to the ERS. As of June
30, 2013, the ERS has recorded a liability of approximately $16 million for its responsibitity as an employer under
Act No, 70.

Furthermore, Act No. 3 was enacted on April 4, 2013. amended the Act No. 447 for the purpose of establishing a
major reform of the ERS effective on July 1, 2013. Employees participating in the current system (ERS) should be
retired as of June 30 2013 in order to obtain the current benefits. Also, Act No. 3 amended the Act No. 305 of
September 24, 1999 that's created a Defined Contnbution Hybnd Program knawn as System 2000, incorporating
the provisions of the system to Chapter 5 of the ERS. The System 2000 applied to employees joining the ERS on
or after January 1, 2000.

Follow are the principal amendment of Act No. 447 by Act No. 3:
Chapter 3 of the Act No. 447, established the following date of retirement:

(a) General Rule - The first day of the monih that coincides with or is subsequent to the dale that the
participant of the program reaches the age of sixty (60}, except as provided in clause (b} of this subsection.

{b) Public Officers in High-Risk Positions- In the case of Public Officers in High-Risk Positions, it shall mean
the first day of the month that coincides with or is subsequent to the date that the Participant reaches the
age of fifty-five (55) years. (Public Officers in High-Risk Positions shali mean the Commonwealth of Puerto
Rico Police. the Municipal Police, the Commonwealth Firefighter Corps, the Municipal Firefighter Corps,
and the Custody Officers Corps.)

{c) Effectiveness of these provisions: the normal date of retirement established in subsections (a} and (b} of
this definition shail be in force until june 30, 2013,

Retirement age for participants who joined public service after June 30. 2013 shall be 67 years, except in the
case of Public Officers in High-Risk Pasitions, for whom it shall be fifty eight (58) years.

Participant of the Program

Shall mean, until June 30. 2013, every person for whom the Administrator maintaing an account under the
Retirement Savings Account Program pursuant to the pravisions of Chapter 3 of Act No. 447, Beginning on July 1,
2013. it shall mean every person for whom the Administrator maintains an account under the Defined Contribution
Hybrid Program pursuant to the provisions of Chapter 5 ¢f this Act.

The membership of the System shall be constituted by every person who holds a reguiar position as a career. trust,
temporary employee or with probationary personnel status in any executive depariment, agency, administration,
board, commission, office, or instrumentaiity of the Executive Branch, by the Justices of the Peace, the regular
employees and officials of the Judiciary Branch, and by all regular officials and employees of the municipalities,

including the mayors. Temporary municipal employees shall not participate in the Retirement System.
continue
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Membership in the Retirement System shall be optional for the Governor of Puerto Rice, for all the Secretaries of
Govemnment, heads of public agencies and instrumentalities, the Governor's aides, the members of commissions
and boards appointed by the Governor. the members of the Legislative Assembly of Puerto Rice, for the employees
and officias of the Legislative Assembly of Puerto Rico. the Office of Legisiative Services and the office of the
Superintendent of the Capitol, and the Comptroller of Puerto Rico. These officials may. at any time, request to be
discharged from, or readmitted into the System. The period of services rendered to the Govemment while separated
from the System, shall be credited as creditable service. provided sad officials pay the individual and employer
contributions, plus interest, that correspond to the period of separation. to the system

As of July 1, 2013, every employee who is a participant of the System, including mayors, regardless of the date
when he/she was first appointed fo the Government of the Commonwealth of Puerto Rico, its instrumentalities.
municipalities or participating employers of the System. shall become part of the Defined Contribution Hybrid
Program.

Notwithstanding the fact that a superannuation retirement annuity is payable for life. if annuitants retum to the
service, the payment of their annuity shall be suspended. Afler an annuitant separates from service, payment of
the suspended annuity shall resume and hefshe shall also have the option to withdraw the contributions made since
the date he/she returned to service up unfil he/she separates from service if, afler retuming to service, he/she
worked less than five {5) years or accrued contributions for less than ten thousand doliars ($10.0003. In the event
the annuitant worked five {5) years or more and contributed ten thousand doftars ($10,000) or more, afler returning
to service, hefshe shall be entitied, after histher separation from service and afier reaching the age established in
Section 5-110 of Act No. 447. to receive an additional annuity computed pursuant to Section 5-110 of this Act. on
the basis of the contributions made since the date said annuitant returned to service until histher separation from
it.

Annuity for Years of Service

As per Act No. 3, retirement shall be optional for new participants joining the System for the first time after Aprit 1.
1990. as of the date in which they reach the age of sixty-five {65), have completed a minimum of ten {10} years of
accredited services and have not requested or received the reimbursement from the accrued contributions. The
amount of the annuity shall be one point five percent (1.5%) of the average compensation multiplied by the years
of accredited services. However, @ minimum pension of five hundred dollars ($500) per month, effective July 1,
2013, is hereby fixed for thase participants who retired in accordance with the provisions of this Chapter 2. Every
pensioner who receives a pension of less than five hundred dollars (3500) per month shall receive, effective July
1, 2013, the increase required for hismer pension to be five hundred dollars {$500).

Public Officers in High-Risk Positions may voluntarily opt to retire after reaching the age of fifty-five (55) and thirty
(30} years of service. Retirement shall be mandatory on the date the participant reaches both thirty (30) years of
service and the age of fifty-eight (58). Provided. that the Superintendent of the Puerto Rico Pelice, the Chief of the
Firefighter Corps or the corresponding appointing authority may grant dispensations authorizing members of this
group to work for an additional maximum period of two (2) years performing the functions assigned to them;
provided that their health and safety are not compromised. Such a request for dispensation shal! be made by the
member, not 1ater than ninety {90) days before his/her retirement date. 1t is hereby provided that the Superintendent
of the Puerto Rico Potice, the Chief of the Firefighter Corps or the corresponding appointing authorty shall make
the necessary reguiatory provisions to comply with this Act.
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Retirement shall be optional for the members of the System in active service, on and after the date they have
attained the age of fifty-five (55} years and have completed at least twenty-five (25) years of creditable service. and
for members of the System who having reached the age of fifty-eight {(58) years, and have completed at least ten
(10) years of creditable service. The members of the Police Corps or the Firefighting Corps shall aiso have the
opticn to avail themselves of a retirement annuity on and after the date on which they have attained the age of fifty
(50) years and have completed at least twenty-five {25) years of creditable service.

Any participant whose separation from the service occurs prior to having attained the age of fifty-eight (58) years.
who shall have completed at least ten {10} years of creditable service, and who shafl have not applied for, nor
received reimbursement of accumulated contributions shall be entitled to receive a deferred retirement annuity.
Said participants shail receive a deferred retirement annuity which shall commence upon attaining the age of fifty
eight {58) years or after attaining the age of fifty (50} years in the case of policemen or firemen, and fifty-five (55)
years in the case of the other participants, if they have completed at ieast_ty-five (25) years of service in one
case or the other.

The amount of the annuity shail be one and ore-half percent {1.50%) of the average compensation multiplied by
the number of years of creditable service up to twenty (20} years. plus two percent (2%) of the average
compensation multiplied by the number of years of creditable service In excess of twenty (20) years. Said annuity
shall be payable in full to the members who retire at the age of fifty-eight {58) years or more, and to the members
of the Police Corps {or] the Firefighting Corps who retire at the age of fifty (50) years or more and who have
completed at least twenty-five (25) years of creditable service.

Merit Annufty — Plan members are eligibie for ment annuity with a minimum of 30 years o1 re of credited service.
The annuity for which the plan member is eligible is limited to a minimum of 65% and a maximum of 75% of the
average compensation As a result of the enactment of Act No. 3 of April 4, 2013, effective July 1. 2013, merit
annuities witl no longer be available to parlicipants who joined the ERS after April 1. 1990.

Deferred Refirement Annuity — A participating employee who ceases to be an employee of the Commonwealth
after having accumulated a minimum of 10 years of credited service qualifies for retirement benefits provided histher
contributions 1o the ERS are left within the ERS until attainment of 58 years of age.

The amount of the superannuation retirement annuity of mayors who are participants of the System shall be
computed on the basis of the highest salary he/she may have received while discharging hisfher govemment duties
in the following manner;

(1} For services performed as mayor, five percent (5%} of said salary for each year of creditable service up
to a maximum of ten {10) years or fifty percent {50%), plus

{2) For other services performed not included in the above computation, one and one half percent {1.50%) of
said salary muitiplied by the number of years of such other creditable services up to twenty {20) years. or
two percent {2%) of said salary multiplied by the number of years of such other creditable services in
excess of twenty (20) years.

The maximum superannuation retirement annuity to be granted under this subsection shall be ninety percant (90%)

of the highest satary that the mayor may have received. The payments of the retirement annuity shall begin on and
after the date of separation from service, but never before the mayor has attained fifty (50) years of age.
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Retirement shall be optional for any parlicipant of the System in active service who shall have compieted at least
thirty (30) years of creditable service. Said participant shall be entifled to receive the Merit Annuity for thirty (30}
years or more of service in accordance with subsections (b} and (c} of this section thereof. Participants of the
System under the Coordinating Plan and receiving Social Secunty benefits. who have not attained sixty-five (65)
years of age. shalt receive a merit annuity to be computed as provided for hereinafier:

(1) For those participants who have completed thirty (30} years or more of creditabie services and have not
attained fifty-five (55) years of age or more, sixty-five percent (65%; of the average compensation.

{2) For those who have completed thirty (30) years or more of creditable services and have attained fifty-five
{55) years of age or more, seventy-five (75%) of the average compensation.

{3) Yearsin excess of thirty (30) may only serve as basis to calculate the average compensation

As per Act No. 3 the following provisions shall appiy to employees who participate in the System that (i) began to
work before January 1, 2000, (i} as of June 30, 2013, are not participants of the Retirement Savings Account
Program established in Chapter 3 of this Act and {iii) as of June 30, 2013, do not meet the requirements of years
of service and age to retire that are required in Chapter 2 of this Act:

(1) New Retirement Age for participants who joined the System for the first time before April 1, 1990. For
those participants who, as of June 30, 2013, have not reached the age of 58 and completed at least 10
years of service, or have not reached the age of 55 and completed at least 25 years of service, retirement
shall be optional when they meet the following age and service requirements:

{iy i, as of June 30, 2013, the participant is &7 years of age, the retirement will be optional when he/she
reaches 59 years of age and has completed at least 10 years of service.

(i) If, as of June 30, 2013, the participant is 56 years of age. the retirement will be optional when he/she
reaches 60 years of age and has completed at least 10 years of service.

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

(2) Retirement Age for participants who joined the System for the first tme between April 1. 1980. and
December 31, 1999 - For participants who. as of June 30. 2013, have not reached the age of 65 and
completed at least 10 years of service, retirement shall be opticnal when the participant reaches 65 years
of age and has completed 10 years of service.

(3) For Public Officers in High-Risk Positions who began to work before April 1, 1990 and who. as of June 30.
2013, have not reached the age of 50 and completed at least 25 years of service, or who have not
completed 30 years of service, regardiess of their age. retirement shall be optional when they reach 55
years of age and have completed 30 years of service.

(4) For Public Officers in High-Risk Positions who began to work between Apnl 1. 1990, and December 31,
1999, and who, as of June 30, 2013, are not 55 years old and have completed 25 years of service. or who
have not completed 30 years of service, regardless of their age. retirement shall be optional when they
reach 55 years of age and have compteted 30 years of service.
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(5) Public Officers in High-Risk Positions who separate from active service before meeting the requirements
of age and service provided in subsection (a)(3} or (a)(4) of this Section may only receive their accrued
pension when they meet the following age and service requirements;

{t) If the participant joined the System for the first time before April 1, 1990, after he/she meets the age
and service requirements established in subsection {a) 1 of this Section

{if) If the participant joined the System for the first ime between April 1, 1990, and December 31, 1999,
after he/she meets the age and service requiremnents established in subsection (a) 2 of this Secticn.

Pension Computation

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

{iy The average salary of employees who began to work before April 1990, shali be the one established in
definition number 15 of Section 1-104 of Act No 447

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

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

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

(v) Parlicipants of the System who, as of June 30, 2013, have availed themseives to the Coordinating Plan
and are receiving Social Security benefits will have their annuities adjusted in accordance with the
provisions of subsection (e} of Section 2-101 of this Act. Provided that until the participant is entitled to
receive the Social Security benefits. hefshe may receive an annuity in accordance with Section 5-103 of
this Act.

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

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

Those parlicipants who began to work on or afler January 1. 2000, or those who as of June 30. 2013, were
participants in the Retirement Savings Program and who as of June 30, 2013, could retire from service because
they are sixty (60} years old, may retire on any later date and they shall be entitled to receive the annuity that could
be acquired with the balance of the centributions under the Retirement Savings Account Program and those

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

{i} If, as of June 30, 2013, the participant is 59 years ok, the retirement will be optional when he/she has
reached 61 years of age

{ii) If, as of June 30, 2013, the participant is 58 years old. the retirement wilf be optional when he/she has
reached 62 years of age.

{iii) K as of June 30, 2013, the participant is 57 years old, the retirement will be optional when he/she has
reached B3 years of age.

{iv) If, as of June 30, 2013, the participan! is 56 years old, the retirement will be optional when he/she has
reached 64 years of age.

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

For Public Officers in High-Risk Positions who began to work after December 31, 1999, and who, as of June 30,
2013. are not 55 years old, retirement shail be aptional when they reach 55 years of age.

Funding Policy
The authority under which the funding policy and the obligations to contribute to the ERS and System 2000 by the
ptans’ members, employers and other contributing entities (state of municipal contributions). are established or may

be amended by law.

Contributions of Participants of Defined Benefit Program

Contribution requirements are established by faw and are as foliows:

Coordinated Plan — Prior to July 1, 2013 on the coordinated plan, the participating employee contributes 5.775%
for the first $6.600 of salary ptus 8.275% for the excess over $6.600. For fiscal 2013-2014 the contnbution was
7.00% for the first $6,600 of salary plus 10.00% for the excess over $6.600. For fiscal 2014-2015 the contribution
was 8.50% for the first $6.600 of satary plus 10.00% for the excess over $6.600. After July 1, 2015 the contribution
was 10.00% of salary. By the time the employee reaches 65 years old and begins to receive social security benefits,
the pension benefits are reduced by the following:

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

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

All other between $82 and $100 per manth.

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

Non-Coordinated Plan (Supplementation Plan) — Prior to July 1, 2013 on the non-coordinated plan, the participating
employee contributes 8 275% of the monthly salary and does not have any change on the pension benefits upon
receiving social security benefits. After July 1, 2015 the contribution was 10.00% of salary

continue
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Contributions of Participants of Hybrid Program

Contribution requirements are established by law and are as follows:

{(a) Every participant of the Hybrid Program shall compuisorily have to contribute ten percent {10%) of his/her

salary while he/she is an employee.

{b) Contributions under the Pian of Coordination with Social Security benefits — The participants of the System

who, as of June 30, 2013. have availed themseives to the Plan of Coordination with Social Security
benefits shall contribute to the Hybrid Program:

{1} Effective July 1, 2013, shall contribute 7.00% of their salaries up to $6,600 plus 10.00% of the excess
over $6.800.

{2) Effective July 1, 2014, shall contribute 8.50% of their salanes up to $6,600 plus 10.00% of the excess
over $6.600.

(3) Effective July 1, 2015, shall contribute 10.00% of their full salaries.

The participants of the Hybrid Program under subsections {(a) and (b} of this Section may voluntarily
coniribute to their account an amount in addition to the one established here. These contributions shall be
credited to the contribution account of each participant of the Hybnd Program. The Adminisirator shall
establish the way in which the participants may make additional contributions.

Mandatory Contribution for the Purchase of Disability Insurance — Every participant of the Hybrid Program
shall mandatority contribute to the disability insurance established in Section 5-112 of Chapter 5 of Act
No. 447, for which he/she shall have to contribute such sums, fixed in dollars or a percent of the salary.
that the Administrator. with the approval of the Board, determines that are needed to provide the disability
benefit. provided the coniribution required by the Administrator is equal to or less than point twenty five
percent {0.25%) of the participant's safary. The contributions made pursuant to this subsection may be
credited against and will reduce the contributions that the participant of the Program is bound o pay to the
Commonwealth of Puerto Rico Employeas Association as provided in Section 8 of Act No. 133 of June
28, 1966, as amended. The contributions made under this subsection shall not be credited to the
participant’s account.

Employer Contributions to the System (ERS and Hybrid Program)

OnJuly 8, 2011. the Commonwealth enacted Act No. 116, increasing the employers' contributions rate from 9.275%
to 10.275% of employee compensation for fiscal year 2011-2012, an additional 1% annually for each of the next
four years, and 1.25% annually for each of the five years thereafter. reaching an aggregate contribution rate of
20.525% effective July 1, 2020.

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

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

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

confinue
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July 1, 2015 Foureen point two hundred seventy-five percent {14.275%) of the salary of each
participant

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

Juty 1. 2017 Sixteen point seventy hundred seventy-five percent (16.775%) of the salary of each
participant

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

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

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

Death, Disability or Terminal fiiness Benefits

Death of a Participant in Active Service

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

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

until the contnbutions of the participant are completely consumed.

Separation from Service for Disability or Terminal liiness

The batance in the contribution account of every participant of the Hybnd Program who is permanently separated
from service due to total and permanent disability. due to disability pursuant fo Act No. 127 of June 27, 1958. as
amended, or due to terminal illness, as determined by the Administrator, shall be distributed to the participant by
the Administrator in a lump sum, or through the grant of an annuity, or any other optional form of payment pursuant
to Section 5-110 of Act No. 447, at the option of the participant.

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

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

Additional Benefits Program

The Additional Benefits Program is estabiished for pensioners of the ERS; said benefits are separate and shall not
form part of the pension or annuity.

Except for those persons who retire under Chapter 5 of Act No. 447 of May 15, 1851, as amended, every person
who was receiving a pension or benefit under Act No. 447, or the pension plans superseded by it, or any other [aw
administered by the Administrator of the ERS. excluding any person who is receiving a pensicn or benefit under
Act No. 12 of October 19, 1954, as amended. shall be entitfed 10 receive the folfowing benefits:

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

(b} A Christmas Bonus equai to two hundred doilars ($200), which shall be paid ng later than December 20
of each year; and

{c) A Commonweaith contribution for health benefits for employees covered by health benefit plans under Act
No. 95 of June 29. 1963, as amended, of one hundred doflars (3100) monthly for pensioners of the
Employees Retirement System of the Govemment of the Commonwealth of Puerio Rico, but it shait not
exceed the total amount of the comesponding fee to be paid to any empioyee.

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

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

The funds t¢ cover the contribution described above, with respect to pensioners of the Central Government, shall
be allocated in the Budget of Expenses of the Govemment of the Commonwealth of Puerto Rico. Public
corporations and municipalities whose employees are covered under this Act shall provide the funds to cover the
contribution described in Section 2 with respect to their pensioners.

The persons who retire under the provisions of Act 305-1999, known as “Retirement Savings Accounts Program'.
and under Chapter 5 of Act No. 447 of May 15, 1951. as amended, shall be excluded from receiving the benefits
granted under Act.
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70



COMMONWEALTH OF PUERTO RICO NOTES TO FINANGIAL STATEMENTS
AuToNomMOUS MUNIGIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014

16. RETIREMENT PLANS - continuation
Annual Contribution

During the year ended June 30, 2014, the Municipality contributions to this plan amounted to $2.190,231, and for
the years ended June 30, 2013 and 2012 contributed approximately $2.602.946 and $2,579,052, respectively
These amounts represented the 100% of the required contribution for the commesponding year. Additionaliy, changes
made in the types and amounts of benefits offered by special laws and costs of living adjustments, led to a one-
time recommended contribution to fund the retroactive adjustment related to the changes.

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

The Employee’'s Retirement System of the Government of the Cammonwealth of Puerto Rico provides additional
information of the Defined Benefit Program and Hybrid Program. They issue a pubticly available financial report
that includes financial statements and required supplementary information for ERS, as a component unit of the
Commonwealth, That report may be cbtained by writing to the Administration at PO Box 42003, Minillas Station,
San Juan, PR 00340-2003.

Termination Benefits Payable

Effective June 18, 2013, the Municipality created an early voluntary retirement program {the Program) for all
municipality's’ employees in conjunction wilh state retirement system. who, provide, at least, 25 years of service
contributions o the ERS at June 30, 2013. Also, empioyees who apply to the Program must present an imevocable
resign effective June 30, 2013 to the Municipality.

The ERS will proceed to process employees’ retirement benefits based on 50% of their average retribution for those
who qualify under benefits pursuant to Act 447, approved on May 15. 1851. as amended, which became effective
on January 1, 1952, effective June 30. 2013,

During the year ended June 30, 2014, the Municipality recorded expenditures to this program amounied to
approximately $1.1 million.

B. Pension Plan of Defined Contributions of the Head Start Program of the Autonomous Municipality of
Caguas Money Purchase Plan

Effective January 1, 2002, the Municipality created a retirement plan Head Start Program of the Autonomous
Municipality of Caguas Money Purchase Plan {the Pian) for all employees of whose salaries were funded with the
Head Start Program and which have at least one year of service and are age twenty-cne or older. The Plan is part
of the Popular Master Defined Contribution Retirement. The Plan is subject e the provisions of the Employee
Retirement Income Secunty Act of 1974 (ERISA) and Sections 1081.01 {a) of the Puerto Rico Internal Revenue
Code of 2011, as amended. Popuiar Bank of Puerto Rico serves as the Plan Trustee.

The Municipality is required to contribute three percent (3%) of the employees  annual compensation. The
Municipality complied with this required contribution percentage for the current and past two years. Participants
may contribute based on after tax contributions amounts representing up to ten percent (10%) of the aggregate
compensation paid fo the employee. excluding the Christmas Bonus.
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Parlicipants are immediately vested in their contributions pius actual eamings thereon. Vesting is based on years
of continuous service. At June 30, 2014 the Pian has 400 active participants. The participant vesting schedule on
such portion of their accounts is described below:

Completed years of service Vested percent
Less than 3 years 0%
At least 3 years 20%
At ieast 4 years 40%
At Jeast 5 years 60%
At Jeast 6 years 80%
At least 7 years 100%

The vesting provisions consider years of service before the employer established this Plan.

On termination of service due to death. disability or 1 ement. a participant or beneficiary may gle. . i receive a
lump-sum amount equal to the value of the paricipants’ vested interest in hisfher account, or maintain the funds in
the Plan. Also, ten years annuities are allowed under the plan. The normal retirement age is the latter of the date a
participant attains his 65th birthday or the fifth anniversary of the first day of the plan year in which he/she
commenced participation in the Plan. Earlv refirement distributions are not permitted. Under the provisions of the
Plan, participants are nof permitted to v draw any amount contributed by the employer from the plan, unless
separated from employment.

Total contributions to the Plan for fiscal year ended December 31, 2013 {the last available financial information)
were $194,675 {Sponsor) and benefits paid were $206,100. Investment revenues were $23,610 and net
appreciation in fair value of investments were $157.205, for a netincrease in Plan Assets of $169,390. As December
31, 2013 the Net Fund Assets of the Plan is $2,314,776.

Additional information on the Plan is provided in its financial statements for the year ended December 31, 2013, a
copy of which can be obtained from in this report or requests for additional information should be directed fo:
Aptnnnmnns Monicinality of Caguas, Office of the Mayor, P.O. Box 907, Caguas, Puerto Rico, 00726-0907, or

17. COMMITMENTS

Construction and Improvement Commitments

Fund Encumbered For Amount Reported within Fund Balance
Capitel Proecs Road Improvements in Urb. ldamaris
Cafiabon. and Vake Tolima % 416662 Reskiced o Infasrucure Improvement
Constructon of Hacenda Ramonita
ant Los Cubanos 357601 Restried lor Buiding and Fackées
Recreatonal Falicies Improvement
Urk. R Verde 176.754  Assgned b lmprovement of Buddmg and Facilifes
Urh. Maroiga 154,044  Assgned o improvement of Busdmg and Facies
Road Improvemenks mn Anon Secor
San Salvador 116877  Reskcied o Infastucure Improvement
Compleo Recreo Deportvo del Suresie 33522 Resticied r Budding and Faciies

continue
72



COMMONWEALTH OF PUERTO RICO NOTES TO FINANCIAL STATEMENTS
Autonomous MUNICIPALITY OF CAGUAS For THE FISCAL YEAR ENDED JuNE 30, 2014

17. COMMITMENTS - continuation

Operating Leases

The Municipality leases various properties and equipment under operating lease agreements. which generally have
terms of one year or less and are automatically renewed if sufficient funds are available. Lease agreements covering
penads in excess of one-year are cancelable at the Municipaiity's option upon 30 days written notice to the lesser.
Expenditures for the year ended June 30, 2014 amounted to approximately $1.349 724,

Future operafing lease commitments are scheduled as foliows:

Fiscal Year Amount
2015 $ 484,224
2016 391,176
2017 142,368
2018 141,216
2019 3,276
Total $1.162,260

Solid Waste Disposal Contract

The Municipality formalized a contract for the recollection and disposat and management of solid waste with a private
entity (the Company). The onginal contract was amended effective July 1. 2014 for the following services and is due on
December 31, 2021. Such contract requires the Municipality to pay the Company $11.50 per unit served. The contract
provides for a minimum of 45.500 units served. Also the fee paid to the Company will increase annually by five percent
(5.0%) until December 31, 2021. Vegetable material requires the Municipality to pay the Company $9.99 per cubic yard
with an annual increase of two point five percent (2 5%;)

In addition, the Municipality is agreed to pay an additional $32.00 per tons of solid waste that the Municipality transports
and deposits in the Company's reccllection center for processing. The fee is also subject to an annual increase of two
paint five percent (2.5%). The Municipality is agreed to pay an additional $25.00 per tons of soiid waste that the
Municipality transports and depasits directly in landfil! facilities by the Municipality. The fee is also subject to an annual
increase of two paint five percent (2.5%).

The Municipality received royaity of $2.21 per tons for direct private coliection in the recoilection facilities. The royalty is
also subject to an annual increase of three percent {3%). The Company also should coltect recyclable material in 28,561
units for $3.24 per unit. The fee is aiso subject to an increase to $3.33 in fiscal year 2018, $3.43 in fiscal year 2020. and
$3.54 in fiscal year 2021.

Expenditures for the year ended June 30, 2014 for this service under the terms of this contract amounts to approximately
$9.0 mitlion.
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Future commitments under the terms of this contract are estimated as follows.

Fiscal vear __ Amount
2015 § 6274890
2016 6,274,890
2017 6,274,890
2018 6,274,890
2019 6,274,890
2020 3137445
Total $34511.895

Other Commitments

At June 30, 2014. the non-major Special Revenue Funds had a deficit of $410,506 as follows: Housing Funds $11.186.
Social & Weltare Activities Fund $122.888, and Economic Development Fund $276,432. The deficits resutted from the
accrual of expenditures without accruing intergovemmental and federal revenues for reimbursement of expenditures.
As required by current standards, the Municipality recorded intergovemmental and federal revenues for reimbursement-
based (expendituredriven) grants on GFFS when all appiicable eligibility requirements have been met and the
resources are available. Any amount not covered by the corresponding award will be covered with future budgetary
appropriations of the general fund. if necessary.

The Municipality has entered into various agreements to provide professional and consulting services, health services.
repairs and maintenance of facilities, marketing and other miscellaneous services to its constituents.

Contributions to Nonprofits Corporations

Act No. 137 of August Sth 2002. amended Article 17 001 and added Aricle 17 016 to the 1991 Autonomous
Municipalities Law No. 81 of the Cammonwealth of Puerto Rico. This amendment authorizes Municipalilies o be part
of, participate. support and sponsor nonprofit organizations under the General Law of Corporations of 1995. as
amended, and as long as it is organized to promote economic and cultural development or social improvement of a
municipality or region of which the municipality is part of and the corporation counts with the participation and
engagement of, in addition of the municipalities, the different sectors composed of higher level educational institutions
and industrial and commercial enterprises, including associations grouping businesses ang industries. Municipalities'
participation on the Board ¢f Directors cannot exceed 1/3 of the total members”.

Under this Article, the Autonomous Municipality of Caguas, participates in vanous forms with (1) Corporacién de Bellas
Artes de Caguas (COBACY): (2} Corporacion de Salud Aseguradora por Nuestra Organizacion Solidaria, Inc. (SANOS):
(3) Corporacion de Conservacion Etnoecologica Criolla, Inc. (CCECI): (4) Iniciativa Tecnokigica Centro-Onental, Inc.
(INTECO}: (5) Banco de Desarrollo Centro Oriental, Inc {BADECO); (6) Centro Criollo de Ciencia y Tecnologia de!
Caribe. Inc. {C3TEC). and (7} Corporation for Caguas City Development {CODECCA), Ing.

On October 8 2004 representatives of the Municipality and COBAC signed a 15-year lease contract. transferring the
operations of the Fine Ans Center (FAC) to COBAC effective July 1. 2004 for a 31,000 annual rental fee payable to the
Municipality. In adddion, the Municipality is scheduled to make annual contributions for 5 years at par with the
commi¢ments that each representative on the Board has agreed to contribute. Subseguently, COBAC would obtain and
provide the financial resources necessary for its operations from resources other than the Municipality. Finally, the
Municipaiity's representation on the Board of Directors is 4 out of 17 members. or 24% of the voting power.
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On July 1, 2006 representatives of the Municipality and SANOS signed a 5-year lease contract for the facilities where
SANOS is currently located for a $1 annual fee payable to the Municipality. In addition, the Municipality agreed to
contribute $300,000 annually for fiscal years 2006-2007 and 2007-2008 and pay the utikties until June 30, 2009. More
recently. during the fiscal year 2013-2014 the Municipaiity contributed $354.133 to SANOS for education and drug
prevention services.

On Apnl 18. 2007 representatives of the Municipality and CCECI signed a 10-year lease contract for the land and
faciliies compnsing the Caguas Botanical and Cultural Garden for an annual fee of $1.000 effective Apnl 18, 2007. The
Municipality agreed to contribute (1) operation funds for $300,000 for each fiscal year 2007-2008 and 2008-2009,
$350.000 for fiscal years 2009-2010 and 2010-2011; $350,000 for fiscal year 2011-2012; (2) payment of utilities
corresponding to the land and facilities included in the contract: (3) payment of the applicabie insurance policies as the
owner of the land and facilities; and {4} remaining funds assigned to the development of the Garden in the various
dependencies/departments within the Municipality until June 30, 2007. During the fiscal year 2013-2014. the
Municipality made contributions to CCECI for a total of $388.958 to cover operating expenses.

Cn September 3, 2003 representatives of the Caguas and other Municipalities signed a contractual agreement with
INTECO to contribute funds; property; social, human. physical and technological capital from time to time. After the
initial contribution, each Municipality would contribute approximately $1 per habitant annually accerding to the most
recent Census available. The Municipality and INTECO have and will enter into contractual agreements for specific
projects from time to time. Finally, the Municipality's representation on the Board of Directars does not exceed the 1/3
of the total members. Duning fiscal year the Municipality contributed $1.649,354 to INTECO to cover operating expenses.

On July 1st, 2010, Banco de Desarrolio Centro Cniental. inc. {BADECO) came to its existence as the only Regional
Community Bank in Puerto Rico. BADECO is a nonprofit organization created and funded by the Autonomous
Municipality of Caguas (MAC) as a spinoff of what was known for 27 years as the Community Development Bank of
Caguas.

Qut of this affiliation, BADECC administers for the MAC the loan programs that were not able to be transferred due to
their nature of their funding. which came from Federal Government agencies, such as business foan fund granted by
the Economic Development Administration (ECA) and the Energy Efficiency Loan fund for home owners granted by the
Federal Department of Energy (DOE). BADECO reporis to the MAC the programs performance and holds all the
documentation regarding such pragrams. These programs are audited yeary by the MAC and are also open to audit
procedures for the funding agencies.

On March 26, 2012 representation of Municipaiity and Board of Directors signed a contractual agreement where the
Municipality authorized Centra Criollo de Ciencia y Tecnologia de! Caribe, Inc. {C3TEC) to manage and operate such
propenty. C3TEC is an interactive educational center intended to awaken the curiosity and stimulate interest in Science
among children from the elementary level onward. The Municipality's representation on the Board of Directors does not
exceed the 1/3 of the total members. As part of the agreement, during fiscal year the Municipality contribution to C3TEC
was $500,000 to cover operating expenses and $182,611 for permanent exhibitions.

Cn July 11, 2013 the Municipality transfers vanous types of assets for daily operations of Corporation for Caguas City
Development (CODECCA), INC., a nonprofit organization created under the Aricle 17.016 to the 1891 Autonomous
Municipalities Law No. 81 of the Commonwealth of Puerto Rico. Among those assets inciudes approximately $152
thousand, on cash, $21 thousand in office furniture. nonpayment on utilities charges on the office premises, nghts over
future monthly parking revenues of approximately $15 thousand. over various municipalities’ properties and over a
mortgage note receivable of $485 thousand. Also, municipality transfers various real properties in the city downtown to
CODECCA for the creation of residential properties and infrastructure improvement of the Caguas City downtown area.
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On September 24. 2013 representatives of the Municipality and of Integral Service Municipal Alliance (AMSI by Spanish
acronyms) signed a one year contract to contribute funds to cover the rent expense of AMS! for its headquarter offices
located in the Municipality of Caguas. This entity was organized under the laws of Puerio Rico over 18 years ago with
the intent of providing services related to the search of employment contributing to a strengthened industry and a
workforce that grows. During fiscal year 2013-2014, the Municipality contnbuted $350,000 to AMSI to cover rent
expenses.

Housing and Rental Contracts

The Section 8 Housing Choice Voucher Program (HCVP) provides rental assistance to help very low income famiiies
afford decent. safe, and sanitary rental housing. The Municipality as a focal Public Housing Agency (PHA) is authorized
under Federal and State laws to operate housing programs within an area or jurisdiction. The Municipality, as a PHA
accepts the appiication for rental assistance, selects the applicant for admission, and issues the selected family a
voucher confirming the family's eligibility for assistance. The family must then find and lease a dwelling unit suitable to
the family's needs and desires in the private rental market. The PHA pays the owner a portion of the rent (a housing
assistance payment (HAP)] on behalf of the family.

The subsidy provided by the HCVP is considered a tenant-based subsidy because when an assisted family moves out
of a unit leased under the program, the assistance contract with the owner terminates and the family may move fo
another urit with continued rentai assistance (24 CFR Section 982.1).

The US Department of Housing and Urban Development (HUD} enters into annual contributions contracts (ACCs) with
PHAs under which HUD provides funds to the PHAS to administer the programs locally. The PHAs enter into HAP
contracts with private owners who lease their units to assisted families {24 CFR Section 982.151).

Duning the fiscal years ended June 30. 2014 the Municipality received HAP's assistance payments in the amount of
approximately $7.1 miliion. No significant changes are expected during the subsequent fiscal year.

CONTINGENCIES
Litigation

The Municipaiity is a defendant in legal matters that arise in the ordinary course of the Municipalily's activities. With
respect to pending and threatened litigation, the Municipality has reported liabilities of $279,000 in the government-wide
statements for anticipated unfavorabie judgments or future disbursements.

The amount presented in the total liabilities of the governmenta! activities in the statement of net position represents the
amount estimated as probable liability, which will require future available financial resources for its payment. The
Municipality's administration and legal counsel believes that the ultimate liability in excess of amounts provided would
not be significant. In addition. the Municipality is a defendant or co-defendant in several legal proceedings, which are in
the discovery stage. Certain of these claims are covered by insurance. Legal counsel with the information currently
available cannot detemmine the final outcome of these claims. As a result, the accompanying generai-purpose financial
statements do not include adjustments, if any. that could result from the resoiution of these legal proceedings.
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CONTINGENCIES - continuation
Federal Financiai Assistance

The Municipality receives financial assistance from the federal government in the form of grants or entitements. The
Municipality recognizes federal grant revenues when the related grant agreements are approved and notified by the
federal agencies by written communication. All grants are subject to financial and compliance audits by the grantor
agencies, which could result in requests for reimbursement by the grantor agencies for expenditures, if disallowed under
the terms of the grants. These amounts, if any, of expenditures, which may be disallowed by the granting agencies.
cannot be determined at this time. The Municipality's administration believes that such disallowances, if any. will not
have a material adverse effect on the financial position of the Municipality.

HEALTH CARE COSTS

During the year ended June 30. 2000 the Governor of the Commonwealth of Puerto Rico required to the municipaitties
of Puerto Rico an annual contribution to subsidy the cost of the implementation and administration of the Healthcare
Reform. Such contributions are reguired to be disbursed from general fund operating budget. Total contributions made
by the Municipality amounted o approximately $7.8 million for the fiscal year ended June 30 2014.

NET POSITION / FUND BALANCES RESTATEMENTS

A. Net Position Restatements

For the year ended June 30, 2014, the Municipality adjusted net position for reclassification and other adjustments
to capital assets, cancelled checks.

The following schedule reconciles the June 30, 2013 Net Position. as previously reported to Beginring Net Position.
as restated, July 1, 2013:

GOVERNMENTAL
ACTIVITIES
Net Posion, as Previously Reporied,

AtJune 30, 2013 S 251670442
Adjusimenis I0 Capital Assets {1.209 545)
Adjustmenis i Cash - cancelled checks 523,051

Beginning Nat Position, as Restated,
At July 1, 2013 $ 250,983,948

B. Fund Balance Restatements
Reclassifications of Fund Balances

During the year ended June 30, 2014 the Municipality revised the presentation of its financial statements and certain
fund presented as non-major in prior year, Other adjustments to fund balances corresponded to cancelled checks.
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The following reconciles the June 30, 2013 Fund Balance, as previously reported to Beginning Fund Balance, as
restated, July 1, 2013 for the vanous funds:

HEAL TH AND OTHER
HUMAN GOVERN-
GENERAL SERVICES MENTAL
FUND FUND FUND
At June 30. 2013 5 18,338,161 § - % 3837123
Redlassiicaion of Fund Balances - 142 684 {142,684}
Adjustments ip Cash - cancelled checks 330,219 - 192,832
Beginning Fund Balance,
As Restated, At July 1, 2013 $ 16,668,380 § 142,684 § 3,887,271

21. RECENTLY ADOPTED ACCOUNTING STANDARDS

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

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

The maior fundamental change. among others related to the application and determination of certain measurement
assum| ns in valuing pension plans. is switching from the existing “funding-based” accounting mode!. where
currently the Annual Required Contribution {ARC) is compared to the actual payments made and that difference
determines the Net Pension Obligation; to an “accrual basis” model similar to current FASB standards, where the
Total Pension Obligation (Actuarially determined} is compared to the Net Plan Position (or assets) and the
difference represents the Net Pension Liability. This particular Statement will be applicable to the three Retirement
Systems of the Commonwealth of Puerto Rico, not to the rest of the Commonwealth's agencies or any  the
Commonwealth's component units. The impact of this Statement will be establishing its new net pension liability for
the Commonwealth to an amount resembling the existing actuarial deficiency in the aforementioned Retirement
Systems which at June 30, 2014 amounted o approximately $34 billion.

GASB Statement No. 70 (*GASB 70°), Accounting and Financial Reporting for Nonexchange Financial Guarantees.
requires a state or local govemment guarantor that offers a nonexchange financial guaraniee to another
organization or government to recognize a liabiiity on its financial statements when it is more likely than not that the
guarantor will be reguired to make a payment to the obligation holders under the agreement.

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

21. RECENTLY ADOPTED ACCOUNTING STANDARDS - continuation

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

GASB 70 dees not have any impact on the Municipality's financial statements.
22. SUBSEQUENT EVENTS
in preparing these financial statements. the Municipality has evaluated significant transactions for potential recognition

or disclosure through December 19, 2014, the date the financial statements were issued. Based on such analysis, no
additional transaction need to be recorded or disclosed.

END OF NOTES
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NOTES T0 SCHEDULE OF REVENUES AND EXPENDITURES

BUDGET AND ACTUAL — GENERAL FUND

COMMONWEALTH OF PUERTO RICO NoN GAAP BUDGETARY BASIS
AuTONOMOUS MUNICIPALITY OF CAGUAS FoRr THE FISCAL YEAR ENDED JUNE 30, 2014

RECONCILIATION OF BUDGET! GAAP

The schedule presents compansons of the legally adopted budget with actual data on a budget basis. Because
accounting principles applied for purposes of developing data on a budget basis differ significantly from those used o
present financial statements in conformity with GAAP, a reconciliation of perspective, timing. and basis of accounting
differences in the net change in fund balance for the year ended June 30. 2014 is presented below for the general fund.

EXPLANATION OF DIFFERENCES BETWEEN BUDGETARY INFLOWS AND OUTFLOWS AND GAAP REVENUES

AND EXPENDITURES

Sources/Inflows of Resources:
Actual Amounts (Budgetary Basis) "Availabie for Appropnaton” from the
Budgetary Comparison Schedule (See Page 81)
Diference — Budget to GAAP:

Transfers from Other Funds are inflows of budgetary resources but are not revenues
for financial reporting purposes

Basis of accounbng:
Net change in assets and defemed inflow of resources
Perspective Difference.

Non Budgetary ilems - Revenues of Other Funds
Total Revenues as Reported on the Statement of Govemmental Funds Revenues,
Expenditures and Changes in Fund Balance {See Page 22)
Uses/Outflows of Resources:
Actual Amounts (Budgetary Basis) *Total Charges to Appropnation” from the
Budgetary Comparnison Schedule (See Page 81)
Difference — Budget io GAAP

Perspective Difference:

Non Budgetary ilems - Expenditures of Other Funds
Other ltems - Non budgetary

Timing Difference:

Encumbrances for supplies and equipment ordered but not received are reported
in the year the ¢rder is placed for budgetary eporting purposes

Payments of encumbrances of prior year that are expenditures for financial reporting
purposes but are not ouflows for budgetary purposes

Transfers to Other Funds are cutflows of budgetary resources but are not expenditures

for financial reporting purposes

Total Expenditures as Reported on the Statement of Govemmental Funds Revenues,

Expenditures and Changes in Fund Balance (See Page 22}

END OF NOTES
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General Fund

§ 103,638.8%4

(6.668.693)

(646.745)

_34797%

$ 100,103.211

$ 105,202,648

8,574,123

18,736
(2,429,302}
1,513,613

10,337,124}

§ 102542654






This page intentionafly fefl blank,






FinanciaL DaTA SCHEDULES (RQOT7)

COMMONWEALTH OF PUERTO RICO ENTITY WIDE BALANCE SHEET SUMMARY
AuToNOoMOUS MUNICIPALITY OF CAGUAS JUNE 30, 2014
Liabilities
and Equity
Liabilities:
Current Liabilities:
312 Accounts Payable <=90 days s 37107
322 Accrued Compensated Absences - Current Portion 15,000
331 Accounts Payable - HUD PHA Programs 1,920
333 Accounts Payable - Other Govemment 71127
342 Uneamed Rewenues 35,748
310 Total Current Liabilities 160,902
Non-current Liabilities:
354 Accrued Compensated Absences - Non-Current 119,671
350 Total Non-Current Liabilities 119,61
300 Total Liabilities 280,573
200 Deferred Qutfiow of Resources -
Equity:
508.4 Net Investment in Capitai Assets 186,102
5114 Restricted Net Position 168,700
5124 Unrestricted Net Position 369,223
13 Total Equity / Net Position 724,025
600 Total Liabilities, Deferred Inflow of Resourses
and Equity / Net Position $1,004,598

See accompanyng noles o Financal Data Schedule
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1.

FINANCIAL DATA SCHEDULES (RQO7)

COMMONWEALTH OF PUERTO RICO NoTES TO FINANCIAL DATA SCHEDULES
AUTONOMOUS MUNICIPALITY OF CAGUAS For THE FIScAL YEAR ENDED JUNE 30, 2014
GENERAL

The accompanying Financial Cata Schedule presents the expenditures of Section 8 Housing Choice Vouchers Program
federal award, for the fiscal year ended June 30, 2014, of the Autonomous Municipality of Caguas of the Commonweaith
of Puerlo Rico.

ACCOUNTING BASIS

The schedules was prepared on accrual basis of accounting except for fraud recovernies plans that are accounted using

the Section 8 Housing Choice Youcher Program following the statutory basis of accounting required by the US
Department of Housing and Urban Development

END OF NOTES
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CAGUAS

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

FEDERAL PASS-THROUGH
FEDERAL GRANTOR f PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
U.S. Department of Homeland Security:
Pass-Through Puerto Rico Office of Disaster and
Emergencies Administration®
Homeland Security Grant Program ... ..o §7.067 2014-00038 290,787
Totai U. S Department of Homeland Security... ... ... 290,787
TOTAL EXPENDITURES OF FEDERAL AWARDS....... $29,805,866

The accomparying Moles to Schedute of Expenditures of Federal Awarus are an integral part of this schedule
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NOTES TO SCHEDULE OF
COMMONWEALTH OF PUERTO RICO EXPENDITURES OF FEDERAL AWARDS
AuToNOmMOUS MuNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014

6. SUBRECIPIENTS

Of the federai expenditures presented in the Schedule, the Municipality provided federal awards to subrecipients as
follows:

FEDERAL CFDA AMOUNT PROVIDED

PROGRAM TITLE NUMBER T0 SUBRECIPIENTS
Community Development Block Grants/Entitlements Grants...... ... 14.218 $ 44416
Emergency Shelter Grant Program.............cccoooiiiinoneicoiocccene, 14.231 285,820
Home investment Partnership Program..............coooveoice i, 14.239 670,190
TOTAL ...t asssssssssassssassassasans - $1,000,426

7. RELATIONSHIP TO STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE -
GOVERNMENTAL FUND

Expenditures of federal awards are reported in the Municipality's Statement of Revenues, Expenditures and Changes
in Fund Bafances - Governmental Fund as follows: General Fund — $416,859, Capital Projects Fund - $5,565,004.
Health and Human Services Fund - $11.286,342. and Cther Governmental Funds $12.537,661.

END OF NOTES
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
To the Honorable Mayor and

Members of the Municipal Legislature
Autonomous Municipality of Caguas of the

Commonwealth of Puerto Rico
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipaiity's financial staiements 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
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit and. accordingly. we do not express such an opinion. The results of our tests disclosed no instances of
noncompiiance or other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of intemal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the Municipality's internal control or on
compliance. This reperl is an integral parl of an audit reformed in accordance with Government Auditing Standards in
considenng the entity's internal control and compliance. Accordingly, this communication is not suitable for any other

pumose.

LA LDIAZ-MArneZ, o
Certified Public Accountants & Consultants
License Number 12. expires on December 1. 2016

Caguas. Puerto Rico
December 19, 2014

Stamp No. E135433 was affixed to
the original report.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE REQUIREMENTS FOR EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Honorable Mayor and
Members of the Municipal Legisiature
Autonomous Municipality of Caguas of the
Commonweatth of Puerte Rico

Report on Compliance for Each Major Federal Program

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

Management's Responsibility

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

Auditor's Responsibility

Our responsibility is to express an opinion on compliance for each of Municipality's major federaf programs based on
our audit of the types of compliance requirements referred to above. We conducted our audit of compliance in
accordance with auditing standards generally accepted in the United States of America; the standards appiicable (o
financial audits contained in Government Auditing Standards. issued by the Comptroller General of the United States;
and OMB Circular A-133, Audits of States, Local Governments. and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance aboul whether
noncompliance with the types of compliance requirements referred to above that could have a direct and materiai effect
on a major federal program occurred. An audit includes examining. on a test basis, evidence about Municipality's
compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federa! program.
However, our audit does not provide a legai determination of Municipality's compliance.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE REQUIREMENTS FOR EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
To the Honorable Mayor and
Members of the Municipal Legislature
Autonomous Municipality of Caguas of the
Commonwealth of Puerto Rico
Page 2

Opinion on Each Major Federal Programs

In our opinicn, Municipality complied. in all material respects, with the types of compliance requirements referred to
above that could have a direct and matenal effect on each of its major federal programs for the fiscal year ended June
30, 2014.

Other Mat.._s

The resuits of our auditing procedures disciosed an instance of noncompliance, which are required 1o be reported in
accordance with OMB Circular A-133 and which are described in the accompanying Schedule of Findings and
Questioned Costs as item 2014-001. Qur opinion on each maijor federal program is not modified with respect fo this
matter.

Municipality's response to the noncompiiance finding identified in our audit are described in the accompanying
Schedule of Findings and Questioned Costs. Municipality's response was not subjected to the auditing procedures
applied in the audit of compliance and, accordingly, we express no opinion on the response.

Report on Internal Control Over Compliance

Management of Municipality is responsible for establishing and maintaining effective intemnal control over compliance
with the types of compliance requirements referred 1o above. In pianning ang performing our audit of compliance, we
considered Municipality's intermal control over compiiance with the types of requirements that could have a direct and
matenal effect on each major federal program to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on comptiance for each major federal program and to test and
repart on intemal control over compliance in accordance with OMB Circular A-133, but not for the purpose of expressing
an opinion on the effectiveness of intemal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of Municipality's internai control over compliance.

A deficiency in internal controf over compliance exists when the design or operation of a contro! over compliance does
not allow management or employees, in the normal course of performing their assigned functions, to prevent. or detect
and comect. noncompliance with a type of compliance requirement of a federal program on a timely basis. A matenal
weakness in intemal control over compiiance is a deficiency, or combination of deficiencies, in internal control over
comphiance, such that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and comected, on a timely basis. A significant
deficiency in internaf controf over compliance is a deficiency. or a combination of deficiencies. in intemal control over
compliance with a type of compliance requirement of a federal program that is less severe than a matenal weakness
In intemai control over compliance, yet important enough to merit attention by those charged with govemnance.

Our consideration of internal controt over compliance was for the limited purpose described in the first paragraph of
this section and was not designed to identify ali deficiencies in internal control over comptiance that might be matenal
weaknesses or significant deficiencies We did not identify any deficiencies in intemai control over compliance that we
consider to be materiai weaknesses. However. we identified certain deficiency in intemal control gver compliance. as
described in the accompanying Schedule of Findings and Questioned Costs as item 2014-001 that we consider to be
significant deficiency.
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COMMONWEALTH OF PUERTO RICO SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Autonomous MuNiCIPALITY OF CAGUAS For THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION |l = FINANCLAL STATEMENT FiNDINGS

Our audit disclosed no findings that are required to be reported herein under the Government Auditing Standards.

continueg
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COMMONWEALTH OF PUERTO RICO
Autonomous MUNICIPALITY OF CAGUAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION Il - FEDERAL AwaARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER

FEDERAL PROGRAMS

AWARD NUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

INFORMATION TO PROVIDE
PROPER PERSPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

QUESTIONED COSTS

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

2014-001

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

B13-MC-72-0001
REPORTING
NONCOMPLIANCE AND SIGNIFICANT OEFICIENCY

The program involves subawards so recipients under that program must comply with
Transparency Act reporling requirements for subawards according to the OMB in 2 CFR Part
170, as discussed in the Compliance Supplement issued by the OMB Circular A-133.

During our audit tests of reporting requirements. we noted that the Municipality failed to submit
the FFATA report at the required date during the fiscal year There were four (4) contracts that
qualified for submitting this report. The reports were submitted in September 2014 and the report
requirement established that the due date is the final day of the month following the contract
date. The contracts dates were at June 2013, Oclober 2013, December 2013. and February
2014,

Four (4) contracts over 25.000 were formalized during the fiscal year, but the Municipality failed
to submit the FFATA report at the required date.

Municipality had contracts that qualified for the FFATA report. but were nof submitted timely to
the Federal agency

Municipality is not in compliance with the Federal requirements that establish the required dates
of submitting reports.

None.

We recommend Municipality to deveiop a reporting ptan that includes a eontinuing search for
updated requirements. Management must establish adequate intemal controls 50 the reports are
submitted timely.

1. Include a ctause in the contract o require DUN's number for the comesponding record in
the reporting system of federal funding {(Federal Funding Accountability and Transparency
Act "“FFATA"). Also include a clause to establish a ime frame for submitting invoices for
payments.

2. Provide training cn handling requirements of federal funds for administrative staff of the
departments that manage federa! funds.

3  Establish a written procedure to report all the register contracts financed with federal funds
to the Planning Department.

continug
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COMMONWEALTH OF PUERTO RICO SCHEDULE OF FINDINGS AND QUESTIONED COSTS
AUTONOMOUS MUNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SecCTION | - FEDERAL AWARD FIMDINGS AND QUESTIONED COSTS
FINDING REFERENCE NUMBER 20114-001 - continuation

4  The method includes:

» Table containing: Name of Contractor. contract amount, # regisiration of the contract
and # dun’s number

s Monthly monitonng procedures by the Department of Planning to reconcile the
information on registration of contracts to be reported in the system of federal funds.

IMPLEMENTATION DATE December 2014
RESPONSIBLE PERSON Director Planning { Secretary of infrastructure
END OF SCHEDULE
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COMMONWEALTH OF PUERTO RICO SumMAaRY SCHEDULE OF PRIOR AUDITS FINDINGS

AuTONOMOUS MUNICIPALITY OF CAGUAS

FOr THE FISCAL YEAR ENDED JUNE 30, 2014

{1) Audit Findings that have been Fuily Corrected:

2)

FISCAL YEAR 2013

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

2013-006 Reponting
Ermor in amount of expenditures reported in Report 1512.

14.253
None

US Department of Housing and Urban Development requested to submit the
amended report. No further action was reguired.

Audit Findings not Comrected or Partially Comrected:

FISCAL YEAR 2013

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number
Questioned Cost

Auditee Comments

2013-004  Eligibility
Municipality determined the participant as free instead of the correct
classification of reduced-price meals based on the household's total
current income,

10.558
None
Pending of final determination of Pass-Through Puerto Rico Department of

Education.

2013-005  Program Income
Municipality did not identify all properlies acquired with CDBG funds
in order to establish all program income and to report program income
from revolving loans.

14.218
None

Pending of final determination of US Department of Housing and Urban
Development.

continug
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COMMONWEALTH OF PUERTO RICO SUMMARY SCHEDULE OF PRIOR AUDITS FINDINGS
AUTONOMOUS MUNICIPALITY OF CAGUAS FOR THE FISCAL YEAREND  JUNE 30, 2014

{2) Audit Findings not Corrected or Partially Corrected: - contituation

FISCAL YEAR 2012

Finding Kumber

CFDA Number
Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

20124ll-1  Period of Availability of Funds
Grant balance exceeded the maximum allowed.

14.218
None
Pending of final determination of US Department of Housing and Urban

Cevelopment.

2012412  Monitoring
Municipality did not monitor loans made by the Central Criental
Development Bank {BADECO, Spanish acronyms.

14.218

Nane

Pending of final determination of US Department of Housing and Urban
Development.

{3) Cormrective action taken is significantly different from corrective action previously reported:

NONE

{4) Audit findings is no longer valid:

NONE

END OF SCHEDULE
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