OF
JE A

L COMISI )D
ar-—- = ViE
I °H

CIPI
1o/

: DEJL

INT

L RES
|-2014

2014

ES
ION FIt

L



CO






COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES
Basic Financial Statements
For The Fiscal Year Ended June 30, 2014

TABLE OF CONTENTS (CONTINUED)

Pages

PART III - SINGLE AUDIT SECTION
Schedule of Expenditures of Federal AWArds ......ccveeevermiiiticvnrcrccnnrnnessissnienrscessisecicssenssassisnss 73
Notes to Schedule of Expenditures of Federal AWards........cccocinicimiiirecniinmecnissnnneone 74
Independent Auditors’ Report on Internal Control over Financial Reporting and

on Compliance and Other Matters Based and on Audit of Financial

Statements Performed in Accordance with Government Auditing Standards...........cccocnviernnanen 75-76
Independent Auditors’ Report on Compliance for Each Major Program and on

Internal Control over Compliance Required by OMB Circular A-133 ... 77-78
Schedule of Findings and Questioned Costs ..ot st 79-81

Schedule of Status of Prior Year Audit Findings and Questioned Cost........ccoveiicvrinnencnvvenans 82-83






Members:

CPBy Orlando Luis Omiz Cabrera American Wnstirute of Cenified Public
' CPA Marco Antonio Rivera Ziniga Accountanis {AICPA}
OI’T.IZ R |Ve ra R Wefa & CO CPA Zoraida Cruz Cliudio i

AICPYs Private Companies Practice Scction (PCPS)

Ceruned Publlc Accountants and Business Advisors Puenn Rico Board of Cenified Public

ACCOunTants

INDEPENDENT AUDITCRS' REPCRT

To the Honorable Mayor and
Municipal Legislature

Municipality of Lares

Lares, 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 the Municipality of Lares, as of and for the year ended
June 30, 2014, and the related notes to the financial statements, which collectively comprise the
Municipality’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment
of the risks of materia] misstatements of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditors consider internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

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

Suite 152, PO Box 70230, San Tuan, PR 00936-7250 « Phonc (7871 736-R524, Fax | 1873 2740562






performed in accordance with Government Auditing Standards in considering Municipality of Lares’
internal control over financial reporting and compliance.

San Juan, Puerto Rico
November 28, 2014

3
ORTIZ, RIVERA. RIVERA & CO.

CERTIFIED PURLIC ACCOUNTAR S » VALUE ADDED SERVECES

Suite 132, PO Box 70250, San Juan, PR, (00936-7250 » Phone ¢ 7871 756-8324, Fax {7871 274-0562



COMMONWEALTH OF PUERTO RiCO
MUNICIPALITY OF LARES
Management’s Discussion and Analysis
June 30, 2014

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

FINANCIAL HIGHLIGHTS

Government-Wide Highlights:

» The Municipality’s assets amounted to $31,743,029 at June 30, 2014, of which $20,099,110
consist of capital assets (net of accumulated depreciation and amortization of $7,895,786),
$8,581,212 consist of cash and cash equivalents (of which $8,265,750 are restricted for

specific purposes), and $3,062,707 consist of accounts receivable, net of the reserve for
doubtful accounts,

¢ The Municipality’s liabilities and deferred inflows of resources amounted to $11,460,170 at
June 30, 2014, of which $5,749,213 consist of bonds and notes payable, $2,621,151 consist
of accounts payable and accrued liabilities, $1,566,095 consist of accrued compensated
absences, and $1,523,711 consist of deferred inflows of resources.

¢ The Municipality’s assets exceeded its liabilities (net position) by $20,282,959 at June 30,
2014.

» The Municipality’s revenues amounted to $16,500,847 for the fiscal year ended June 30,
2014, of which $5,002,816 arose from taxes, $10,559,175 arose from intergovernmental
grants and contributions, $808,414 arose from charges from services and $130,442 arose
from interest on deposits and miscellaneous revenue.

¢ The Municipality’s expenses amounted to $14,056,945 for the fiscal year ended June 30,
2014, of which 38,689,531 where incurred in providing direct services and benefits to
citizens in relation to urban and economic development, health and sanitation, public safety,
public housing and welfare, culture, recreation and education. In addition, the Municipality
incurred $218,930 of its total expenses, in interests related to its long-term obligations, and
$5,148,484 in general government activities to support the Municipality’s functions and

programs. The Municipality’s expenses include depreciation in the amount of $§876,538 for
the fiscal year ended June 30, 2014,

o The Municipality’s net position increased by $2,443,902 during the fiscal year ended June
30, 2014.

Governmental Funds’ Highlights:

The total fund balance of governmental funds amounted to $6,807,747 at June 30, 2014, of

which $3,631,556 are assigned, $2,220,868 are restricted, $2,857,781 are advances and
$1,902,458 represents an unrestricted deficit.
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¢ The total fund balances of governmental funds increased by $814,907 during the fiscal year
ended June 30, 2014.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The purpose of financial reporting is to provide external users of basic financial statements with
information that will help them to make decisions or draw conclusions about the Municipality.
There are many extemal parties that use the basic financial statements of the Municipality;
however, these parties do not always have the same specific objectives. In order to address the
needs of as many parties as reasonably possible, the Municipality, in accordance with required
financial reporting standards, presents this Management’s Discussion and Analysis (MD&A} as
an introduction to the accompanying basic financial statements. This narrative represents an
overview and analysis of the financial activities of the Municipality for the fiscal year ended June
30, 2014. Because this MD&A is designed to focus on the current year activities, resulting
changes and currently known facts, we encourage readers to consider the information presented in

this MD&A in conjunction with the additional information furnished in the accompanying basic
financial statements.

The Municipality’s basic financial statements include three components: (1)} government-wide
financial statements (GWFS), (2) governmental fund financial statements (GFFS), and (3) notes
to the basic financial statements (NBES). This report also contains additional required and other

supplementary information in addition to the basic financial statements themselves. These
components are described below,

The basic financial statements focus on: (1) the Municipality as a whole (government-wide
financial reporting) and, (2) the Mumnicipality’s major individual governmental funds. Both
perspectives allow the users to address relevant questions, broaden a basis for comparison (year
to year or government to government) and enhance the Municipality’s accountability. The
components of the basic financial statements are described below.

a) Government-wide Financial Statements

The GWFS are composed of: (1) the statements of net position {SNP) and (2) the statement of
activities (SA). These financial statements can be found immediately following this MD&A.
GWTS are designed to provide readers with a broad overview of the Municipality’s
operations as a whole in a manner similar to private-sector business. These statements
provide short-term and long-term information about the Municipality's financial position,
which assist the Municipality’s management to determine the economic condition at June 30,

2014, The GWFS are prepared using methods that are similar to those used by most private
businesses,

1. Statement of Net Position

The purpose of SNP is to attempt to report all assets owned and all liabilities owed by the
Municipality. The Municipality reports of all of its assets when it acquires ownership
over the assets and reports all of its liabilities when they are incurred. For example, the
Municipality reports buildings and infrastructure as assets, even though they are not
available to pay the obligations incurred by the Municipality. On the other hand, the
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Municipality reports liabilities, such as claims and judgments, bonds and notes payable,
obligations under capital leases, compensated absences and certain accounts payable and

accrued liabilities, even though these liabilities might not be paid until several fiscal years
into the future.

The difference between the Municipality’s total assets and total liabilities reported in
SNP is presented as net position, which is similar to the total owners’ equity reported by
a commercial enterprise in its fimancial statements. Although the purpose of the
Municipality is not to accumulate net positions, as this amount increases or decreases
over time, such amount represents a useful indicator of whether the financial position of
the Municipality is either improving or deteriorating, respectively.

Statement of Activities

The SA presents information showing how the Municipality’s net position changed
during the fiscal year ended June 30, 2014, by presenting all of the Municipality’s
revenues and expenses. As previously discussed, the items reported in SA are measured
in a manner similar to the approach used by a commercial enterprise in that revenues are
recognized when eamed or established criteria are satisfied, and expenses are recorded
when incurred by the Municipality. Consequently, revenues are reported even when they
may not be collected for several months after the end of the fiscal year and expenses are
recorded even though they may not have used cash during the current year.

Although SA looks different from a commercial enterprise’s income statement, the
difference is only in format, not substance. Whereas the boitom line in a commercial
enterprise represents its net income, the Municipality reports an amount described as nez
change in net position, which is essentially the same concept.

The focus of SA is on the net cost of various activities provided hy the Municipality. The
statement begins with a columnn that identifies the cost of each of the Municipality’s
major functions. Another column identifies the revenues that are specifically related to
the classified governmental functions. The difference between the expenses and revenues
related to specific functions/programs identifies the extent to which each function of the
Municipality draws from general revenues or is self-financing through fees,
intergovernmental aid, and other sources of resources.

This statement also presents a comparison between direct expenses and program revenues
for each function of the Municipality.

GWFS and GFFS present all of the Municipality’s governmental activities, which are
supported mostly by taxes and intergovernmental revenues (such as federal and state grants

and contributions). All services normally associated with the Municipality fall into this
category, including culture, recreation and education; general government; Liealth and
sanitation; public safety; public liousing and welfare; and economic and urban development.
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changes in fund balances provide a reconciliation to facilitate the comparison between

governmental funds and the governmental activities reporied in the government-wide
financial statements.

The Municipality has four major governmental funds. Each major fund is presented in a
separate column in the governmental funds’ balance sheet and the governmental funds’
staternent of revenues, expenditures and changes in fund balances. The four major
governmental funds are: (1) general fund, (2) debt service fund, (3) community development

block grant fund, and (4) state assignments fund.

Notes to Basic Financial Statements

The NBFS provide additional information that is essential for a full understanding of the data

provided in the GWFS and GFFS. The NBFS can be found immediately following the basic
financial statements.

Other Supplementary Information

The basic financial statements are followed by a section of other supplementary information
consisting of: (1) budgetary comparison schedule — general fund.

This Space Has Been Intentionally Left Blank
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FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS

The Municipality’s overall financial position and operations for the prior and the current fiscal
year are summarized as follows, based on the information included in the accompanying GWFS:

Comparative Statement of Net Position
Governmental Activities (Condensed)

June 30, 2014 and 2013
Assets: 2014 2012
Current assets 5 11,643,919 $ 12,784,000
Non-current assets:
Capital assets, net 20,099,110 19,001,843
Total assets 31,743,029 31,785,843
Liabilities:
Current liabilities 2,621,151 2,397,849
Long-term obligations due within one year 1,686,045 1,514,045
Long-term obligations due after one year 5,629,263 6,326,126
Total liabilities 9,936,459 10,238,020
Deferred inflows of resources: 1,523,711 3,936,293
Net assets:
Invested in capital assets, net of related debt 17,608,064 15,904 747
Restricted for debt service and others 8,496,492 8,676,191
Unrestricted (5,821,697) (6,969,408)
Total net position § 20,282,859 $ 17,611,530

At June 30, 2014, the Municipality’s current assets, amounting to $11,643,919, are mainly

composed of cash ($8,581,212), and accounts receivable (33,062,707), net of reserve for doubtful
accounts,

The restricted cash represents resources legally designated for: (1) the payment of debt service,
(2) the acquisition, construction and improvement of major capital assets, and (3) the operations
of federally and state funded grant programs. Restricted cash also consists of unspent proceeds of
bonds issued for acquisition, construction and improvement of major capital assets. Restricted
property taxes receivable represent resources set aside to redeem the bonds of the Municipality in
minimum annual or biannual principal and interest payments.

The Municipality’s non-current assets, amounting to $20,099,110 at June 30, 2014, are composed
of capital assets, with a cost basis of $27,994,806, which are reported net of accumulated
depreciation and amortization of $7,895,786.
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At June 30, 2014, the Municipality's current liabilities amounting to $4,307,196, are mainly
composed of accounts payable and accrued liabilities and the portions due within one year of
bonds, notes and compensated absences.

The Municipality’s non-current liabilities, amounting to $5,629,263 at June 30, 2014, are mainly
composed of portions due after one year of bonds and notes payable and compensated absences.

Deferred inflows of resources amounting to $1,523,711 at June 30, 2014, principally consist of

uneamed revenues associated with municipal license taxes and intergovemmental grants and
contributions.

As noted earlier, net position may serve over time as a useful indicator of the Municipality’s
financial position. The assets of the Municipality exceeded liabilities by $20,282,859 at June 30,
2014. The most significant portion of net position ($17,608,064) reflects the Municipality’s
investment in capital assets (e.g. land, buildings, machinery, equipment, fumniture, fixtures,
infrastructure, etc.), net of all related debt still outstanding that was issued to acquire, construct or
improve those assets. The Municipality uses these capital assets to provide services to its
citizens; consequently, these assets are not available for future spending. Although the
Municipality’s investment in capital assets is reported net of the outstanding related debt, the

resources needed to repay that debt must be provided by other sources, since capital assets cannot
be used to liquidate these liabilities.

Another significant portion of net position ($8,496,492) at June 30, 2014, represents resources
that are restricted for debt service payments, capital projects and others.

The remaining component of total net position consists of unrestricted net position amounting to
$5,821,697 at June 30, 2014. These unrestricted net positions are the consequence of previous
budgets that provided sufficient funding for incurred long-term obligations, such as bonds and
notes payable, compensated absences, claims and judgments, certain abligations under capital

leases, etc. Historically, a significant portion of such obligations has been budgeted on a pay-as-
you-go basis.

The total net position of the Municipality increased by $2,443,902 for the fiscal year ended
June 30, 2014, _

This Space Has Been Intentionally Left Blank
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The following is a condensed presentation of the Municipality’s results of operations as reported
in the GWFS:

Comparative Statement of Activities
Governmental Activities (Condensed)
Fiscal Years Ended June 30, 2014 and 2013

2014 2013

Program revenues:
Program-specific operating grants and contributions b 1,486,282 § 2,817,922
Program-specific capital grants and contributions 1,836,320 2,480,294
Charges for services 808,414 801,924
Total program revenues 4,131,016 6,100,140

General revenues:

Property taxes 2,804,330 3,039,247
Municipal license taxes 930,897 805,871
Construction excise taxes 231,295 201,496
Sales and use taxes 1,036,294 857,960
Unrestricted grants and contributions 7,236,573 6,975,962
Other general revenues, including interests on deposits 130,442 186,898
Total general revenues 12,369,831 12,067,434
Total revenues 16,500,847 18,167,574

Program expenses:
General government 5,148 484 5,004,075
Urban and economic development 4,706,809 5,242,196
Public safety ' 876,824 902,748
Health and sanitation 1,345,395 1,971,106
Culture, recreation and education 656,308 665,135
Public housing and welfare 1,104,195 1,278,956
Interest on long-term obligations 218,930 244,011
Total expenses 14,056,945 15,398,427
Net increase In net position 2,443,902 2,769,147
Net position, at beginning of fiscal year 17,611,530 14,842,383
Prior-period adjustments 227,427 -
Net position, at beginning of fiscal year, as restated 17,838,957 14,842,383
Net position, at end of fiscal year $ 20,282 859 b 17,611,530

As previously mentioned, the Municipality’s net position increased by 32,443,902 during the
current fiscal year, Approximately 30% of the Municipality’s total revenues for the current fiscal
year came from property, municipal license, construction excise taxes and sales and use taxes
($5,002,816). Grants, contributions and charges for services (program revenues), amounting to
$11,367,589, provided 69% of the total revenues for the current fiscal year. Miscellaneous
revenues provided the remaining 1% of total revenues.

The Municipality’s expenses cover a wide range of services. The largest expenses of the
Municipality for the fiscal year ended June 30, 2014 were related to: (1) general administrating
and operating costs {35,148,484), which were classified as “general government”, (2) urban and
economic development ($4,706,809), (3) health and sanitation (81,345,395), (4) public housing

1
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and welfare ($1,104,195), (5) public safety ($876,824), (6) culture, recreation and education
($656,308), and (7) interest on long-term obligations ($218,930), These expenses include

depreciation and amortization of capital assets and deferred charges in the amounts of $876,538
for the fiscal year ended June 30, 2014.

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS

Analysis of Financial Position of Governmental Funds

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements., The focus of the Municipality’s
governmental funds is to provide information on near-term inflows, outflows, and balances of
expendable resources. Such information is useful in assessing the Municipality’s compliance
with finance-related legal requirements. Specifically, unreserved fund balance may serve as a

useful measure of the Municipality’s net resources available for spending at the end of the fiscal
year.,

At June 30, 2014, the total asseis of governmental funds amounted to $14,998,955 which
consisted principally of: (1) cash of $8,581,212 (2) accounts receivable, $3,062,707 net of reserve

for doubtful accounts, {3) advances from other funds of $2,857,781, and (4) inter-fund
receivables of $497,255.

At June 30, 2014, the total liabilities and deferred inflows of resources of governmental funds
amounted to $8,191,208, which consisted principally of: (1)} accounts payable and accrued
liabilities of $2,533,559, (2) advances to other funds of $2,857,781, (3} matured bonds and

interests due and payable of $776,592, (4) inter-fund payables of $497,255, and (5) deferred
inflows of resources of $1,526,021.

This Space Has Been Intentionally Left Blank

12



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES
Management’s Discussion and Analysis
June 30, 2014

The fund balances of governmental funds increased by $814,907 during the fiscal year ended
June 30, 2014,

Condensed Balance Sheet - Governmental Funds

June 30, 2014 and 2013
2014 2013
Assets:
Total assets - major governmental funds $ 13,444,729 § 13,573,953
Total agsets - other governmental funds 1,554,226 2,185,533
Combined total assets _ 14,998,955 15,759,486
Liabilities:
Total liabilities - major governmental funds 6,205,031 7,079,963
Total liabilities - other governmental funds 460,156 564,870
Combined total liabilities 6,665,187 7,644,833
Deferred inflows of resources:
Total deferred inflows of resources - major govermmental funds 541,773 804,795
Total deferred inflows of resources - other governmental funds 084,248 1,544,445
Combined total deferred inflows of resources 1,526,021 2,349,240
Fund balances:
Assigned or restricted - major governmentat funds 8,600,383 8,767,287
Assigned or restricted - other governmental funds 109,822 76,218
Unassigned — all governmental funds {1,902,458) (3,078,092)
Combined total fund balances 6,807,747 5,765,413
Total liabilities, deferred inflows of
resources und fund balances $ 14,998,955 $ 15,759,486

Major Governmental Funds

General fund (GF) — The GF is the principal operating fund of the Municipality. The GF’s total
assets amounted to $3,469,755 at June 30, 2014. Such assets consist principally of: (1) cash
($319,496), (2) property, municipal license, construction excise tax, and sales and use tax
receivables ($1,361,985), (3) intergovernmental grants and contribution receivable (31,286,079),

(4) short-term and long-term amounts due from other funds (3497,255), and (5) miscellaneous
receivables ($4,940).

The GF’s total liabilities amounted to $4,642,681 at June 30, 2014, Such liabilities are composed
mainly of: (1) accounts payable and accrued liabilities ($232,963), (2) intergovernmental
payables ($1,565,718), and (3) advances to other funds ($2,844,000).

13



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES
Management’s Discussion and Analysis
June 30, 2014

The GF’s total deferred inflows of resources amounted to $541,773 at June 30, 2014. Such
deferred inflows of resources consist principally of unearned municipal license taxes and others.

At the end of the current fiscal year, unreserved fund deficit of the GF amounted to 31,902,458,
while total fund deficit amounted to $1,714,699,

Debt service fund (DSF)- The DSF’s total assets amounted to $3,028,163 at June 30, 2014,
which consist mainly of restricted cash in fiscal agent ($2,981,376), restricted property taxes
receivable, net of reserve for doubtful accounts ($12,334), and intergovermmental grants and
contributions ($34,453). The DSF’s tota] liabilities amounted to $1,091,095 at June 30, 2014,
which are mainly composed of matured bonds due and payable ($689,000), short-term and long-
term amounts due from other funds ($314,503), and matured interest due and payable ($87,592).

Community development block grant fund (CDBG) - The CDBG’s total assets amounted to
$392,916 at June 30, 2014, which consist mainly of intergovernmental grants and contribution
receivable ($392,916). The CDBG’s total liabilities amounted to $362,916 at June 30, 2014,

which are mainly composed of due to other funds ($34,287) and account payable and accrued
liabilities ($328,629).

State assisnments fund (SAF)- The SAF’s total assets amounted to $6,583,895 at June 30, 2014,
which consist mainly of restricted cash in comnercial banks {$3,739,895), and advances from
other funds ($2,844,000). The SAF’s iotal liabililies amounted to $108,339 at June 30, 2014,
which are mainly composed of accounts payable and accrued liabilities ($94,558), and advances

from other funds ($13,781). At the end of the current fiscal year, SAF’s total restricted fund
balance reached $6,475,556.

Other governmental funds {OGIF)- The OGF’s total assets amounted to $1,554,226 at June 30,
2014, which consist mainly of restricted cash and cash equivalents (31,540,445 and advances
from other funds ($13,781). The OGF’s total liabilities amounted to $460,156 at June 30, 2014,
which are mainly composed of accounts payable and accrued liabilities ($311,691) and short-term
and long-term amounts due to other funds ($148,465). The OGF’s total deferred inflows of
resources amounted to $984,248 at Jume 30, 2014 consist principally of unearned

intergovernmental grants and contributions. At the end of the current fiscal year, OGF’s total
restricted fund balance reached $109,822.

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

Condensed Statement of Revenues, Expenditures and

Changes in Fund Balances - Governmental Funds (Condensed)

Fiscal Years Ended June 30, 2014 and 2013

Revenues:
Total revenues - major governmental funds
Total revenues - other governmental funds
Combined total revenues

Expenditures:
Total expenditures - major governmental funds
Total expenditures - other governmental funds
Combined total expenditures

Excess of expenditures over revenues

Other financing sources, net:
Other financing uses, net - major
governmental funds
Other financing sources, net — other
govermmental funds
Combined other financing sources (uses), net

Excess of revenues and other financing
sources over expenditures and other financing uses

Fund balance, at beginning of year
Prior-period adjustments

Fund balance, beginning of year (as restated)
Fund balances, at end of fiscal year

2014 2013
$15,127,752  § 15,307,661
1,421,230 2,751,808
16,548,982 18,059,469
14,421,507 15,376,609
1,312,568 2,956,057
15,734,075 18,332,666
814,907 (273,197)
1,071 3,655
(1,071) (3,655)
814,907 (273,197)
5,765,413 6,038,610
227,427 -
5,992,840 6,038,610
$ 6,807,747 $ 5,765413

This Space Has Been Intentionally Left Blank
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Major Governmental Funds

General fund — The total fund balance of the GF increased by $1,444,419 during current fiscal
year.

Approximately 33% ($4,046,443) of the GF’s total revenues for the current fiscal year came from
property, municipal license, construction excise taxes and sales and use taxes, while 59%
(87,284,708) resulted from intergovernmental grants and contributions.

The largest expenses of the GF for the fiscal year ended June 30, 2014 were related to: (1) general
administrating and operating costs ($4,768,373), (2) construction, rehabilitation and preservation
of new or existing housing, ($4,060,607), which were classified as “urban and economic
development, {3) health and sanitation ($1,176,402), (4) public safety ($654,526), (5) public
housing and welfare ($605,172), (6) culture, recreation and education ($413,235), and (7)
principal and interest on long-term obligations ($71,703).

Debt service fund {(DSF) — The total fund balance of the DSF decreased by $479,573 during
current fiscal year. Approximately $956,373 of DSF’s total revenues for the current fiscal year
came from restricted property taxes, $365,698 came from intergovernmental grants and
contributions and $2,319 came from interest on deposits. DSF’s total expenditures for the current
fiscal year came from principal and interests on bonds payable ($864,359).

Community development block grant fund (CDBG) — CDBG’s total revenues for the current
fiscal year came from intergovernmental grants and contributions amounting to $1,225,073.

CDBG’s total expenditures for the current fiscal year came principally from capital outlays
($888,397) and urban and economic development ($336,676).

State assipnments fund (SAF) — The total fund balance of the SAF is $6,475,556 during current
fiscal year. SAF’s total revenues for the current fiscal year came from intergovernmental grants
and contributions amounting to $324,529 and interest on deposits amounting to $348. SAI’s total
expenditures for the current fiscal year were mainly related to capital outlays ($462,014),
construction, rehabilitation and preservation of new or existing housing, ($40,446), which were
classified as “urban and economic development, public safety (338,123), general administrating
and operating costs (324,540), cuiture, recreation and education (88,941}, public housing and
welfare ($7,968), and health and sanitation ($25).

Other governmental funds (QOGF) - The total fund balance of the OGF’s increased by $109,822
during current fiscal year. Substantially all of OGF’s revenues for the current fiscal year came
from intergovernmental grants and contributions of $1,407,302, charge for services of $12,851,
and interest on deposiis of $1,077. Total expenditures were mainly related to capital outlays
($623,394), public housing and welfare ($322,087), general administrating and operating costs
(8$186,602), construction, rehabilitation and preservation of new or existing housing, ($100,112),

which were classified as “wrban and economic development, culture, recreation and education
(865,165), and public safety ($15,208).
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a) Capital Assets

The Municipality has invested $27,994,896 in capital assets used in governmental activities,
which have an accumulated depreciation and amortization of $7,895,786 at June 30, 2014.
The net capital assets increased during the current fiscal year due to the current fiscal year’s
capital additions ($1,973,805), which were partially offset by the depreciation and
amortization expense of $876,538.

b) Debt Administration

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

At June 30, 2014, the Municipality’s total bonded debt amounted to $4,116,000, consisting of
bonds payable. Such debt is backed by the full faith and credit of the Municipality. The
Municipality has also certain outstanding notes payable. Such notes payable also decreased

during the current fiscal year mainly due to the principal payments made during the same
period.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the Municipality’s finances for
all of the Municipality’s citizens, taxpayers, customers, investors and creditors. This financial
report secks to demonstrate the Municipality’s accountability for the money it receives.
Questions concerning any of the information provided in this report or requests for additional
information should be addressed to: Municipality of Lares, Department of Finance.
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MUNICIPALITY OF LARES

Statement of Net Position
June 30, 2014
Governmental
activities
Current assets:
Cash in commercial banks $ 315,462
Account receivable, net of allowance for doubtful
accounts:
Taxes:
Property taxes 3 1,261,178
Municipal license taxes 5,193
Sales and use tax 84,998
Construction excise taxes 10,616
Intergovernmental grants and contributions 1,683,448
Miscellaneous 4,940
Total accounts receivable 3,050,373
Restricted assets:
Cash in commercial banks % 5,254,386
Cash in fiscal agent 3,011,364
Property taxes receivable, net of atlowance for
doubtful accounts 12,334
Total restricted assets 8,278,084
Total current assets 11,643,919
Non-current assets:
Capital assets, at cost:
Depreciable capital assets $ 23,532,865
Non-depreciable capital assets 4,462,031
Total capital assets, at cost 27,994 896
Less: accumnulated depreciation and amortization (7,895,786)
Total capital assets, net of accumulated depreciation
and amortization 20,099,110
Total non-current assets 20,099,110
Total assets $ 31,743,029

The accompanying notes to the basic financial statements are an integral part of this statement.
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COMMONWEALTH OF PUERTO RiCOo
" MUNICIPALITY OF LARES
Statement of Net Position (concluded)
June 30, 2014

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

Total accounts payable and accrued Habilities
Liabilities related to restricted assets:
Accrued interests on bonds paysble

Total current liabilities related to restricted assets:

Current portion of long-term obligations:
Bonds payable
Notes payable
Compensated absences
Total current portion of long-term obligations
Total current liabilities

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

Governmental

activities

5 964,062
1,569,497

5 87,592
$ 689,000
145,132
851,913

Non-current portion of liabilities related to restricted assets - bonds payable

Notes payable
Compensated absences
Total non-current liabilities
Total liabilities

Deferred inflows of resources:
Municipal license taxes
Intergovernmental grants and contributions
Total deferred inflows of resources

Net position:

Invested in capital assets, net of related debt
Restricted for:

Debt service

Capital Project

Otber

Total restricted net position

Unrestricted

Total net position

The accompanying notes to the basic financial statements are an integral part of this statement.
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1,937,068
6,714
6,552,710

2,533,559

87,592

1,686,045

4,307,196

3,427,000
1,488,081
714,182

5,629,263

9,936,459

539,463
984,248

1,523,711

17,608,064

8,496,452

(5,821,697)

$

20,282,859




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES
Statement of Activities
Fiscal Year Ended June 30, 2014

Program revenues

Expenses, Program - Program - Net
including specific specific revenues
depreciation Charges pperating capital (expenses)
expense of for grants and granis and and changes
Functions/programs $862.448 services contributions contributions in net position
Governmental activities:
General government $ 5148484 771,688 186,602 - 5 (4,190,194)
Urban and economic development 4,706,309 - 493,119 1,836,320 (2,372,370)
Health and sanitation 1,345,395 23,875 - - (1,321,520
Public safety 876,824 - 15,208 - (861,616)
Public housing and welfare 1,104,195 - 355,490 - (748,705)
Culture, recreation and education 656,308 12,851 65,165 - (578,292)
Interests on long-term obligaticns 218,930 - 365,698 - 146,768
Total governmental activities $ 14,056,945 808,414 1,486,282 1,836,320 (9,925,929)
General revenues:
Taxes:
Property taxes $ 2,804,330
Municipal license taxes 930,897
Construction excise faxes 231,295
Sales and use taxes 1,036,294
Total tax revenues 5,002,816
Intergovernmental grants and contributions,
not restricted to specific programs 7,236,573
Interests on deposits 6,894
Miscellaneous 123,548
Total general revenues 12,369,831
Net increase in net position 2,443,902
Net position at beginning of fiscal year 17,611,530
Prior period adjusrment 227,427
Net posinon at beginning of fiscal year, as restated 17,838,957

Net pasition, at end of fiscal year

The accompanying notes fo the basic financial statements are un integral part of this statement,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES
Notes to Financtal Statements
June 30, 2014

1. Summary of Siguificant Accounting Policies

The Municipality of Lares {the Municipality) is a local municipal government constituted in the
Commonwealth of Puerto Rico (the Commonwealth). The Municipality has full legislative, fiscal and
all other governmental powers and responsibilities expressly assigned by Public Act No. 81 of August
30, 1991, as amended, known as Autonomous Municipalities Act of the Commonwealth of Puerto

Rico (Act No. 81). The Municipality is one of seventy-eight municipalities legally separated from the
Commonwealth’s government.

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

The Municipality assumes either partial or full responsibility for providing services to its citizens
related to public housing, welfare, public safety, health, sanitation, culture, recreation, education,

urban development, economic development, and many otber fiscal, general and administrative
services,

a) Financial Reporting Model

The accompanying basic financial statements present the financial position and the results of
operations of the Municipality as a whole, and its various governmental funds as of and for the
fiscal year ended June 30, 2014, in conformity with Accounting Principles Generally Accepted in

the United States of America (GAAP), as prescribed by tlie Governmental Accounting Standards
Board (GASB).

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

RSI consists of: (1) 2 Management’s Discussion and Analysis (MD&A) and (2) a budgetary
comparison schedule — general fund. RSI is information presented along with, but separate from,
the Municipality’s basic financial statements,
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Notes to Financial Statements
June 30, 2014

MD&A is a narrative report that introduces the accompanying basic financial statements and
provides an analytical overview of the Municipality’s financial activities for the fiscal year ended
June 30, 2014, based on the Municipality’s knowledge of the transactions, events and conditions

reflected in the basic financial statements. The MD&A also highlights certain key fiscal policies
that control the Municipality’s operations,

Other supplementary information presented in this report for purposes of additional analysis
consists of a budgetary comparison schedule - debt service fund.

On March 2009, the Municipality adopted the provisions of GASB Statement No. 55, The
Hierarchy of Generally Accepted Accounting Principles for State and Local Governments (GASB
55}, and GASB Statement No. 56, Codification of Accounting and Financial Reporting Guidance
Contained in the ATCPA Statements on Auditing Standards (GASB 56).

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

GASB 56 incorporated into the Governmental Accounting Standards Board’s (GASB)
authoritative literature certain accounting and financial reporting guidance presented in the
American Institute of Certified Public Accountants’ Statements on Auditing Standards. This
Statement addressed three issues not included in the authoritative literature that establishes

accounting principles—related party transactions, going concern considerations, and subsequent
events,

The adoption of GASB 55 and GASB 56 did not have retroactive cumulative effects affecting the
accompanying financial statements as of July I, 2013, and have not affected the financial
positions and the results of operations reported as of and for the fiscal year ended June 30, 2014.

On July 1, 2012 the Municipality adopted the provisions of GASB Statement No. 63, Financial
Reporting of deferred Outflows of resources, Deferred Inflows of Resources, and Net Position
{(GASB No. 63). Accordingly, the accompanying statement of net position reports as net position
the difference between all assets plus deferred outflows of resources less all liabilities.

Financial Reporting Entity

The accompanying basic financial statements include all departments, agencies and municipal
operational units that are under the legal and adminisirative control of the Mayor, and whose

financial resources are under the legal custody and control of the Municipality’s Director of
Finance and Budget, as prescribed by Act No. 81.
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The Municipality’s management has considered all potential component units (whether
governmental, not-for-profit, or profit-oriented) for which it may be financially accountable and
other legally separate organizations for which the nature and significance of their relationship
with the Municipality may be such that exclusion of their basic financial statements from those of

the Municipality would cause the Municipality’s basic financial statements to be misleading or
incompilete.

GASB Statement No, 14, The Financial Reporting Entity (GASB No. 14}, as amended, has set
forth criteria to be considered in determining financial accountability for financial reporting
purposes. These criteria include appointing a voting majority of an organization’s governing
body and: (1) the ability of the Municipality to impose its will on that organization or (2) the

potential for the organization to provide specific financial benefits to, or impose specific financial
burdens on, the Municipality.

On July 1, 2004, the Municipality adopted the provisions of GASB Statement No. 39,
Determining Whether Certain Organizations are Component Units — an Amendment of GASB
Statement No. 14 (GASB No. 39). GASB No. 39 states that certain organizations for which a
primary government is not financially accountable nevertheless warrant inclusion as part of the
financial reporting entity because of the nature and significance of their relationship with the

primary government, including their ongoing financial support of the primary government and its
other component units.

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

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

The primary government, or its component units, i3 entitled to, or has the ability to otherwise
access, a majority of the economic resources received or held by the separate organization.

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

In addition, GASB No. 39 states that other organizations should be evaluated as potential
component units if they are closely related to, or financially integrated with, the primary
government. Such types of entities may be presented as either blended or discretely presented
comnponent units, depending upon how they meet the criteria for each specified in GASB No. 14.
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On July 1, 2012, the Municipality adopted the provisions of GASB Statement No. 61, The
Financial Reporting Entity (GASB 61). Pursuant to the provisions of GASB No. 61, the
Municipality’s management has concluded that, based on the aforementioned criteria, there are no
legally separate entities or organizations that should be reported as component units of the
Municipality for the fiscal year ended June 30, 2014.

Government-wide Financial Statements

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

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

focuses on the Municipality’s principal operating objective, which is to provide services to its
citizens.

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

Net position has been reported pursuant to the provisions of GASB Statemnent No. 63, Financial
Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net Position
(GASB No. 63), which the Municipality adopted on July 1, 2012, Net position represents the
difference between all assets plus deferred outflows of resources less all liabilities.

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

¢ Invested in capital assets, net of related debt — This net position category consists of
capital assets, net of accumulated depreciation and amortization, reduced by the outstanding
balances of bonds payable, notes payable and other debts that are attributed to the acquisition,
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construction or improvement 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 improvement of capital assets has been reduced by any related unspent debt
proceeds and any related unamortized debt issuance costs.

-Restricted net position — This net position category consists of net resources restricted by
external parties (such as creditors, grantors, contributors, laws or regulations of other
governments, etc.), or net position for which constraints are imposed by constitutional
provisions or enabling legislation. Enabling legislation consists of legislation that authorizes
the Municipality to assess, levy, charge or otherwise mandate payment of resources (from
external resource providers). Enabling legislation establishes restrictions if it includes a

legally enforceable requirement that those resources be used only for the specific purposes
stipulated in the legislation.

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

Internally imposed designations of resources, including earmarking, are not reported as
restricted net position. These designations consist of management’s plans for the use of
resources, which are subject to change at the discretion of the Municipal Legislature.

The Municipality has reported the following types of restricted net position in the
accompanying statement of net position:

(1) Debt service - Represent net resources available to cover future debt service payments of
bonds and notes payable,

{2) Capital projects — Represent net resources available for the acquisition, construction or
improvement of capital assets.

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

Unrestricted — This category consists of the excess of liabilities over related assets
{accumulated deficit) that are neither externally nor legally restricted, neither invested in
capital assets. However, assets reported within unrestricted net liabilities often are designated
to indicate that management does not consider them to be available for general operations.
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Assets reported within this category often have constraints that are imposed by management
but can be removed or modified.

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

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

The accompanying statement of activities presents the Municipality’s results of operations by
showing, how the Municipality’s net position changed during the fiscal year ended June 30, 2014,
using a net {expense) revenue format. This statement presents the cost of each function/program
as well as the extent to which each of the Municipality’s functions, programs or other services

either contributes to or draws froin the Municipality’s general revenues (such as property taxes,
municipal license taxes, construction excise taxes, etc.).

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

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

General government:
Municipal legislature
Mayor's office
Department of finance
Department of planning and budget
Department of human resources
Department of municipal secretary
Department of internal audit
Department of public relations

Urban and economic development:
Department of public works
Department of territorial ordering
Department of building conservation

Public safety:

Department of emergency management — civil defense
Department of municipal police
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Health and sanitation:
Department of health

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

Public housing and welfare:
Department of public housing
Department of federal programs
Department of citizen affairs

The statement of activities demonstrates the degree to which program revenues offset direct
expenses of a given function/program or segments. Direct expenses are those that are clearly
identifiable with a specific function, segment or operational unit. This statement reports revenues
in three broad categories: (1) program revenues, (2) general revenues and (3) special items.

Program revenues are generated directly from a program itself or may come from parties outside
the Municipality’s taxpayers or citizens. In the statement of activities, program revenues reduce
the costs {expenses) of the function/program to arrive at: (1) the net cost of the function/program

that must be financed from the Municipality’s general revenues or (2) the net program revenue
that contributes to the Municipality’s general revenues,

The accompanying statement of activities separately reports the following categories of program
revenues:

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

¢ Program-specific operating and capital grants and contributions — These revenues
consist of transactions that are either mandatory or voluntary non-exchange transactions with
other governments, organizations, or individuals that restrict the resources for use in a
particular program. Operating grants and contributions consist of resources that are required
to be used to finance the costs of operating a specific program or can be used either for
operating or capital purposes of a specific program. Capital grants and contributions consist
of revenues or resources that are restricted for capital purposes — to purchase, construct or
renovate capital assets associated with a specific program. Restricted operating and capital
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is appropriate for capital maintenance, public policy, management control, accountability, or
other purposes.

Governmental Fund Financial Statements

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

The accompanying GFFS are composed of: (1) the balance sheet — governmental funds, and (2)
the statement of revenues, expenditures and changes in fund balances — governmental funds.
These financial statements report the financial position and results operations of the
Municipality’s governmental funds by presenting sources, uses and balances of current financial
resources. Some of these financial statements have a budgetary orientation and focus primarily
on: (1) the Municipality’s major governmental funds, as defined below, (2) the fiscal
accountability and {3) the individual parts of the Municipality’s government. Fiscal
accountability represents the Municipality’s responsibility to justify that its actions in the current
fiscal year have complied with public decisions concerning the raising and spending of public
moneys in the short term (generally one fiscal year).

The accompanying GFFS segregate governmental funds according to their intended purpose and
are used in demonstrating complance with legal, financial and contractual provisions. The
minimum number of governmental funds is maintained consistent with legal and self-imposed
managerial requirements established by the Municipality. On July i, 2009, the Municipality
adopted the provisions of GASB Statement No. 54, Fund Balance Reporting and Governmental
Fund Type Definitions (GASB 54), which modified the interpretations of certain terms within the
definition of the special revenue funds and the types of activities the Municipality may choose to
report in those funds. GASB 54 also clarified the capital projects fund type definition for better
alignment with the needs of preparers and users. Definitions of other govemmental fund types
also were also modified for clarity and consistency.

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

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

Debt service fund — The debt service fund is a major governmental fund, as defined below,
used by the Municipality to account for the accumulation of resources for, and the payment
of, principal and interest for: (1) bonds payable for which debt service payments are legally
mandated to be accounted for in a debt service fund and/or {2) bonds payable or any general
long-term debt for which the Municipality is being accumulating financial resources in
advance to pay principal and interest payments maturing in future years. During the fiscal
year ended June 30, 2014, the financial activity accounted for in the debt service fund was
specifically related to bonds and notes payable.

The outstanding balance of general long-term debts for which debt service payments do not
involve the advance accumulation of resources (such as notes payable, obligations under
capital leases, accrued compensated absences, accrued legal claims and judgments and the
federal cost disallowances} are only accounted for in the accompanying statement of net
position. The debt service payments of such debts are generally accounted for as debt service
— principal and debt service — interest expenditures in the general fund.

Special revenue funds — The special revenue funds are major and non-major govermmental
funds, as defined below, used by the Municipality to account for revenues derived from
grants, contributions or other revenue sources that are either self-restricted by the
Municipality or legally restricted by outside parties for use in specific purposes (except for
revenues that are earmarked for expenditures in major capital projects which are accounted
for in the capital project funds). The uses and limitations of each special revenue fund are
specified by municipal ordinances or federal and state statutes. However, resources restricted
to expenditure for purposes normally financed from the general fund are reported in the
Municipality's general fund provided that all applicable legal requirements are appropriately

satisfied. In this case, a special revenue fund to account for such kind of transactions will be
used only if legally mandated.

Capital projects funds — Capital projects funds are major and non-major governmental funds,
as defined below, used to account for the financial resources used for the acquisitiom,
construction or improvement of major capital facilities and other assets. Significant capital
outlays financed from proceeds of general obligation, public improvement or special
obligation bonds accounted for also in the capital projects funds.

The use of the capital projects funds has been reserved only for major capital acquisitions,
construction or improvement activities that would distort financial resources trend data if not
reported separately from the other Municipality’s operating activities. The routine purchases
of minor capitalize assets (such as furniture, office equipment, vehicles and other minor
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capital assets or improvements) have been reported in the governmental fund from which
financial resources were used for the payment.

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

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

expenditures for these purposes mean all expenditures, including operating and non-operating
¢xpenditures, except for other financing uses.

Based on the aforementioned criteria, the Municipality’s major governmental funds reported in

the accompanying GFFS are: (1) general fund, (2) debt service fund, (3) community development
block grant fund, and (4) state assignments fund.

The state assigniment fund is a major capital projects fund used mainly to account for grants from

the state legislature for use in the acquisition, construction or improvement of major capital
facilities and assets.

The cormmunity development block grant fund is a major capital projects fund used mainly to
account for grants received from the U.S, Department of Housing and Urban Development for
use in the acquisition, construction or improvement of major capital assets.

The Municipality periodically undertakes a comprehensive evaluation of its fund structure to
ensure that complies with all aspects that are of importance to users of general purpose external
financial reports. Consequently, all superfluous funds and some internal funds currently used by
Municipality in the day-to-day accounting procedures have not been reported as individual
governmental funds in the accompanying fund financial statements. Accordingly, the
accomnpanying fund financial statements include only the minimum number of funds consistent
with legal and operating requirements and, consequently, certain types of similar internal funds
have been combined into single funds in the accompanying fund financial statements.
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The accompanying GFFS are accompanied by other statements and schedules required by GAAP:
(1) the reconciliation of the balance sheet — governmental funds to the statement of net position,
and (2) the reconciliation of the statement of revenues, expenditures and changes in fund balances
— governmental funds to the statement of activities.

Measurement Focus and Basis of Accounting

Government-wide financial statements ~ The accompanying GWFS are prepared using the
economic resources measurement focus and the accrual basis of accounting. Subject to the
additional rules and limitations detailed below, revenues (including interest on deposits) are
generally recorded when earned and expenses are generally recorded when a liability is incurred,
regardless of the timing of related cash flows.

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

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

In the case of derived tax revenue transactions, which result from assessments the Municipality

places on exchange transactions, receivables and revenues are recorded when the underlying
exchange has occurred.

In the case of imposed non-exchange revenue transactions (such as property taxes and municipal
license taxes), which result from assessments made by the Municipality on nongovernmental
entities, including individuals, other than assessments on exchange transactions, receivables are
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generally recorded in the period when an enforceable legal claim has arisen. Property taxes and
municipal license are generally recorded as revenues (net of amounts considered not collectible)

in the fiscal year when resources are required to be used or the first fiscal year that the use of the
resources is permitted.

Government-mandated non-exchange transactions (such as grants and contributions) result when
a government at one level (such as the federal or state government) provides resources to the
Municipality and the provider government requires the Municipality to use those resources for a
specific purpose or purposes established in the provider’s enabling legislation. In these type of
transactions, receivables and revenues are generally recorded when all eligibility requirements
imposed by the provider have been met. For the majority of grants, the Municipality must expend
resources on the specific purpose or project before the provider reimburses any amounts.
Revenue is, therefore, generally recognized as qualifying reimbursable expenditures are incurred.

Voluntary non-exchange transactions (such as donations and certain grants and entitlements)
result from legislative or contractual agreements, other than exchanges, willingly entered into by
two or more parties. In these types of transactions, receivables and revenues are generally
accounted for in the same manner as government-mandated non-exchange transactions discussed
above. Events that are neither exchange nor non-exchange transactions are recorded when it is
probable that a loss has been incurred and the amount of loss is reasonably estimable. Receipts of

any type of revenue sources collected in advance for use in the following fiscal year are recorded
as deferred (unearned) revenues.

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

Governmental fund financial statements — The accompanying GFFS are reported using the
current financial resources measurement focus (flow of current financial resources) and the
modified accrual basis of accounting. Accordingly, the accompanying statement of revenues,
expenditures and changes in fund balances — govemmental funds, reports changes in the amount
of financial resources available in the near future as a result of transactions and events of the
fiscal year reported. Therefore, revenues are generally recognized as soon as they are both
measurable and available, Revenues are considered to be available when they are collectible
within the current fiscal year or soon enough thereafter to pay liabilities of the current fiscal year.
For this purpose, the Municipality considers most revenues to be available if collected within 90
days after June 30, 2014, except for property taxes for which the availability period is 60 days.
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Revenue sources not meeting this availability criterion or collected in advance are recorded as
deferred (unavailable) revenues at June 30, 2014.

The principal revenue sources considered susceptible to accrual include property taxes, municipal
license taxes, construction excise taxes, intergovernmental grants and contributions, interest on
deposits and charges for services. These principal revenue sources meet both measurability and

availability criteria in the accompanying GFFS, except for amounts recorded as deferred
(unavailable) revenues.

In a manner similar to the GWFS, but subject to and limited by the availability criteria discussed
previously, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange
and exchange-like transactions are also generally recorded when the exchange takes place.
Accordingly, certain charges for services and miscellaneous revenues are recorded as revenues
when collected because they are generally not measurable until actually received.

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are
recorded in a similar manner to the GWFS, using the previously discussed criteria set forth by
GASB No. 33 for non-exchange transactions, but subject to and limited by the availability criteria
discussed above. Accordingly, property tax and municipal license tax receivables are also
generally recorded in the fiscal year when an enforceable legal claim has arisen while property
tax and municipal license tax revenues (net of amounts considered not collectible) are also
generally recorded in the fiscal year when resources are required to be used or the first fiscal year
that the use of the resources is permitted. Receivables and revenues from federal and slate grants
and contributions, donations and entitlements are also generally recorded when all eligibility

requirernents imposed by the provider have been met (generally, as qualifying reimbursable
expenditures are ingurred}.

Interest on deposits is recorded when eamed only if collected within 90 days after the fiscal year-
end since these revenues would be considered both measurable and available.

Pursuant to the provisions of GASB Interpretation No. 6, Recognition and Measurement of
Certain Liabilities and Expenditures in Governmental Fund Financial Statements (GASBI No.
6), in the absence of an explicit requirement (i.e., the absence of an applicable modification,
discussed below) the Municipality generally accrues a governmental fund liability and an
expenditure {including salares, professional services, supplies, utilities, etc.} in the period in
which the government incurs the liability, to the extent that these liabilities are nomally expected
to be liquidated in a timely manner and in full with current available financial resources. GASBI
No. 6 modified the recognition criteria for certain expenditures and liabilities reported under the
modified accrual basis of accounting prior to GASB No. 34, and clarified a number of situations
in which the Municipality should distinguish between governmental fund liabilities and general
long-tenn liabilities. Therefore, the accompanying balance sheet — governmental funds generally
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reflects assets that will be converted into cash to satisfy current liabilities. Long-term assets and
those assets that will not be converted into cash to satisfy current liabilities are generally not
accounted for in the accompanying balance sheet — governmental funds. At the same time, long-
term liabilities (generally, those un-matured that will not require the use of current financial

resources to pay them) are not accounted for in the accompanying balance sheet — governmental
funds.

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

» Principal and interest on bonds payable are recorded when they mature (when payment is
due), except for principal and interest due on July 1, 2014, which have been recorded as
governmental fund liabilities at June 30, 2014, which is the date when resources are available
in the debt service funds (generally, June 30).

o Notes payable and compensated absences are recorded only when they mature (when
payment is due).

s Executory purchase orders and contracts are recorded as a reservation of fund balance in the
GFFS. '

The measurement focus of the GFFS is on decreases of net financial resources (expenditures)
rather than expenses. Most expenditures are measurable and are recorded when the related
governmental fund liability is incurred. Allocation of costs, such as depreciation and

amortization, are recorded in the accompanying statement of activities, but are not recorded in the
accompanying GFFS,

Stewardship, Compliance and Accountability
Budgetary Control

According to Act No. 81, the Mayor and its Administrative Cabinet prepare annual budgets each
fiscal year for the Municipality’s general fund and debt service fund. Such legally adopted
budgets are based on expected expenditures by program and estimated resources by source. The
anmual budgets are developed using elements of performance-based program budgeting and zero-
based budgeting, and include estimates of revenues and other resources for the ensuing fiscal year
under laws and regulations existing at the time the budgets are prepared.

The Mayor must submit, for each fiscal year commencing on July I, an anmual budgetary
resolution project (the Project) to the Commissioner of Municipal Affairs of the Commonwealth
{the Commissioner) and the Municipal Legislature no later than the immediately preceding May
10 and May 15, respectively. The Commissioner preliminarily verifies that the Project complies
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with all the applicable laws and regulations and may provide comments and suggestions to the
Mayor on or before the immediately preceding June 13,

The Municipal Legislature has 10 business days, up to the immediately preceding June 13, to
discuss and approve the Project with modifications. The Municipal Legislature may amend the
budgets submitted by the Mayor but may not increase any items so far to cause a deficit without
imposing taxes or identifying other sources of revenue to cover such deficit. After the Municipal
Legislature modifies and preliminarily approves the Project, the modified Project is sent back to
the Mayor for his approval or rejection within 6 days. The Mayor may decrease or eliminate any
line itemn but may not increase or insert any new line item in the budgets. The Mayor may also
veto the budgets in their entirety and retumn it to the Municipal Legislature with his objections. If
the Mayor rejects the Project, the Municipal Legislature will have up to 8 days to adopt or reject
the recommendations or objections of the Mayor. The approved Project is sent again to the
Mayor, which then would have 3 days to sign and approve it.

If the budgets are not adopted prior to the end of the deadlines referred to above, the annual
budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are
automatically renewed for the ensuing fiscal year until the Municipal Legislature and the Mayor
approve new budgets. This regulation permits the Municipality to continue doing payments for its
operations and other purposes until the new budgets are approved.

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

The Municipality’s Department of Finance and Budget has the responsibility to ensure that
budpetary spending control is maintained. For day-to-day management control purposes,
expenditures plus encumbrances may not exceed budgeted amounts at the expenditure-type level
of each cost center (activity within a program within a fund). The Mayor may transfer
unencumbered appropriations within programs within funds. The Municipal Legislature may
transfer amounts among programs within and among funds.

The legal level of budgetary control (i.e., the level at which expenditures may not legaily exceed
appropriation) is at the function/program level (general govemment, urban and economic

development, public safety, health and sanitation, culture, recreation and education, and public
housing and welfare) within a fund,

Under the laws and regulations of the Commonwealth, the appropriations made for any fiscal
year shall not exceed the total revenue, including available surplus, estimated for said fiscal year
unless the imposition of taxes sufficient to cover said appropriations is provided.
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Budgetary Accounting

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

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

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

The Municipality uses encumbrance accounting to record the full amount of purchase orders,
contracis and other commitrents of appropriated resources as deductions from the appropriation
prior to actual expenditure. In the governmental funds, encumbrance accounting is a significant
aspect of budgetary control. Accordingly, expenditures are generally recorded when the related
expenditure is incurred or encumbered. Available appropriations and encumbrances are
established to lapse one fiscal year after the end of the fiscal year. Amounts required settling
claims and judgments against the Municipality, and certain other liabilities, are not recognized
until they are encumbered or otherwise processed for payment. Unencumbered appropriations
and encumbrances lapse at fiscal year-end. Other appropriations, mainly capital projects
appropriations, are continuing accounts for which the Municipal Legislature has authorized that

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

The accompanying budgetary comparison schedule — general fund and the budgetary comparison
schedule — debt service fund provide information about the general and debt service funds’
original budgets, its amendments, and the actual resuits of operations of such major govenmental
funds under the budgetary basis of accounting for the fiscal year ended June 30, 2014, Further
details of the Municipality’s budgetary control at the legal level may be obtained from the
Budgetary Liquidation Report for the fiscal year ended June 30, 2014, which is prepared by the

Municipality’s Department of Finance. Copies of that report may be obtained by writing to the
Municipality’s Director of Finance.

Because accounting principles applied for the purposes of the developing data on a budgetary
basis differ significantly from those used to present the governmental fund financial statements in
conformity with GAAP, a reconciliation of the differences between the general and debt service

funds’ budgetary bases and GAAP actual amounts are presented at the bottom of the respective
budgetary comparison schedules.

Unrestricted and Restricted Deposits

The Municipality’s deposits are composed of demand deposits in commercial banks and the
Government Development Bank for Puerto Rico (fiscal agent).
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Under the laws and regulations of the Commonwealth, public funds deposited by the
Municipality in commercial banks must be fully collateralized for the amounts deposited in
excess of the federal depository insurance generally provided by the Federal Deposits Insurance
Corporation (FDIC). Agents designated by the Commonwealth’s Secretary of the Treasury, but
not in the Municipality’s name hold all securities pledged as collateral.

Cash in fiscal agent in the debt service fund consists of cash related to property tax collections
amounting to $2,981,376, which is restricted for the payment of the Municipality’s debt service,
and intergovernmental contributions received from the Commonwealth of Puerto Rico.

Restricted cash in cominercial banks, amounting to $5,254,386 represents mainly the balance of

interest and non-interest bearing accounts restricted to finance the operations of certain federal
and state funded federal award programs.

Unrestricted and Restricted Accounts Receivable

Accounts receivable consist of all revenues earned but not collected at June 30, 2014. These
accounts receivables are stated net of estimated reserved for doubtful accounts, which are
determined based upon past collection experience, historical trends, current economic conditions
and the periodic aging of accounts receivable.

Activities among governmental funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as “due to/from other funds”.

Pursuant to the provisions of GASB Statement No. 48, Sales and Pledges of Receivables and
Future Revenues of Intra-Emtity Transfers of Assets and Future Revenues (GASB 48),
transactions in which the Municipality is willing to exchange an interest in its expected future
cash flows from collecting specific receivables or specific future revenues for immediate cash
payments, generally, & single lumnp sum are either regarded as a sale or as a collateralized
borrowing resulting in a liability depending on its continuing involvement with those receivables
or future revenues. Accordingly, a transaction will be reported as a collateralized borrowing
unless the criteria indicating that a sale has taken place are met. If it is determined that a
transaction involving receivables should be reported as a sale, the difference between the carrying
value of the receivables and the proceeds should be recognized in the period of the sale in the
accompanying Statement of Activities and Statement of Revenues, Expenditures and Changes in
Fund Balances — Governmental Funds. If it is determined that a transaction involving future

revenues should be reported as a sale, the revenue is deferred and amortized, except when
specific criteria are met.
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i) Capital Assets

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

For financial reporting purposes, the Municipality defines capital assets as assets with an
individual cost basis of $500 or more at the date of acquisition, construction or improvement, and
with useful lives extending beyond one year. All assets with individual costs under $300 or with
useful lives not exceeding one year, are charged directly to expense in the government-wide
statement of activities. In the governmental funds, all capital assets are recorded as capital
outlays (expenditures), while all assets with individual costs under $500 are recorded as
expenditures in the corresponding function/program identified with the asset.

In the statement of net position, all capital assets are recorded at cost or estimated historical cost
if actual cost was unavailable, except for donated capital assets, which are recorded at their
estimated fair value at the date of donation. Estimated historical costs based on deflated current
costs were used to value a significant portion of the infrastructure constructed or acquired prior to
June 30, 2003 and certain lands, buildings, structures and building improvements. The method
used to deflate the current costs with an approximate price index was used only in the case of
certain items for which the historical cost documentation was not available. Actual historical
costs were used to value the infrastructure acquired or constructed after June 30, 2003 as well as,

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

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

Depreciation and amortization expense is recorded only in the government-wide statement of
activities. However, there is no depreciation or amortization recorded for land and construction
in progress. Depreciable capital assets are generally depreciated or amortized over their
estimated useful lives under the straight—line method, except for machinery and equipment held
under capital leases which is depreciated over the shorter of its estimated useful life or the lease
term. The estimated useful lives of major capital asset categories are:
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Land improvements 20
Buildings, structures and building improvements 3010 50
Infrastructure 2010 50
Motor vehicles 5
Furniture, fixtures, machinery and equipment,

excluding those held under capital leases 51020
Equipment held under capital leases 3to§

Depreciation and amortization expense of capital assets is recorded as a direct expense of the
function/program specifically identified with the asset, Depreciation and amortization of

infrastructure is not allocated to various functions/programs but reported as direct expenses of the
urban and economic development function.

Deferred Inflows

On July 1, 2011, the Municipality adopted the provisions of GASB Statement No. 63, Financial

Reporting of deferred Outflows of resources, Deferred Inflows of Resources, and Net Position
{(GASB No. 63).

In the GFFS, deferred inflows arise when one of the following situations oceur:

» Potential revenue does not meet both the “measurable” and “available” criteria for revenue
recognition in the current period (reported as “earmed but unavailable revenue” in the
accompanying balance sheect-governmental funds). As previously discussed, available is
defined as due (or past due) at June 30, 2014 and collected within 90 days (60 days for
property taxes) thereafter to pay obligations due at June 30. In subsequent periods, when

both criteria (measurable and available) are met, the liability for deferred revenue is removed
and revenue is recognized.

s The Municipality receives resources before it has a legal claim to them (reported as

“unearned revenue” in the accompanying balance sheet-governmental funds). In subsequent
periods, when the revenue recognition criterion is met, the liability for deferred inflows is
removed and revenue is recognized.

Deferred inflows at the government-wide level arise only when the Municipality receives
resources before it has a legal claim to them (reported as “unearned revenue” m the
accompanying statement of net position). No “earned but unavailable revenue” is accounted for
in the accompanying statement of net position.
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!) Long-term Debt

The long-term liabilities reported in the accompanying statements of net position include the
Municipality’s bonds payable; notes payable, obligations under capital leases, accrued
compensated absences and accrued legal claims and judgments,

All long-term debt to be repaid from governmental resources is reported as liabilities in the
accompanying statement of net position. Principal and interest payments on bonds due on July 1,
2014 have been recorded as governmental fund liabilities in the GFFS when resources were
available in the debt service fund (June 30, 2014). In the GFFS, the face amount of debt issued
(gross debt reported) is reported as other financing sources when issued.

In the GWFS debt issuance costs have been capitalized and reported as deferred out!flows, which

are being amortized under the straight-line method over the life of the debt. In the GFFS, such
costs are recorded as expenditures as incurred.

For non-interest bearing notes payable the Municipality has recorded such notes at present value
with an imputed interest rate that approximates the rate that would have been used, using the
same terms and conditions, if it had been negotiated by an independent lender. In the
accompanying statement of net position, such notes payable are reported net of the applicable
unamortized discount, which is the difference between the present value and the face amount of
the notes. The discount is amortized over the life of the notes using the effective interest method.
Amortization of the notes discount is recorded as part of interest expense in the statement of

activities. In the GFFS, notes discount is recognized as other financing uses during the current
period.

m) Leases

The Municipality classifies its lease agreements either as operating or capital leases obligations.
Capital lease agreements are generally non-cancelable and involve substance over form, the
transfer of substantially all benefits and risks inherent in the ownership of the leased property,
while operating leases do not involve such transfer. Accordingly, a capital lease involves the
recording of an asset and a related lease obligation at the inception of the lease. The Municipality

classifies a lease agreement as a capital lease if at its inception the lease meets one or more of the
following four criteria:

By the end of the lease term, ownership of the leased property is transferred to the
Municipality.

® The lease agreement contains a bargain purchase option.

The lease term is substantially equal (75 percent or more) to the estimated useful life of the
leased property.
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Although the Municipality is prevented legally from entering mto obligations extending beyond
one fiscal year, most capital lease agreements entered by the Municipality contain fiscal funding
clauses or cancellation clauses that make the continuation of the agreements subject to future
appropriations, Leases that meet at least one of the aforementioned four criteria, and have a fiscal
funding or a cancellation clause, have been accounted for as capital leases in the accompanying

GWES, since the likelihood of invoking the provision is considered remote. The Municipality’s
lease agreements do not include contingent rental payments or escalation clauses.

In the GWES, the obligation under capital leases is recorded at the lesser of the estimated fair
value of the leased property or the present value of the minimum lease payments, excluding any
portion representing executor costs and profit thereon to be paid by the lesser. A portion of each

minimum lease payment is allocated to interest expense and the balance is applied to reduce the
lease obligation using the effective interest method.

In the GFFS, the net present value of the minimum lease payments at the inception of the capital
lease, if applicable, is recorded simultaneousfy as: (1) expenditures and {2) other financing
sources. Minimum lease payments are recorded as expenditures in the GFFS.

n) Accounting for Pension Costs

For the purpose of applying the requirements of GASB Statement No. 27, Accounting for
Pensions by State and Local Gavernment Employers (GASB No. 27), the Commonwealth is
considered to be the sponsor of the Employees’ Retirement System of tbe Government of the .
Commonwealth of Puerto Rico (formerly Employees” Retirement System of the Government of
Puerto Rico and Its Instrumentalities) (ERS) and System 2000, a multi-employer cost-sharing
defined benefit pension plan and a hybrid defined contribution plan, respectively, in which the
employees of the Municipality participate. The Municipality is considered a participant, and not a
sponsor, of these retirement systems since the majority of the participants in the aforementioned
pension trust funds are employees of the Commonwealth and the basic financial statements of
such retirement systems are part of the financial reporting entity of the Commonwealth.
Accordingly, no portion of the net pension obligation (NPO) related to ERS has been allocated to
the Municipality in the accompanying basic financial statements. The basic financial statements
of the Commonwealth report the total amount of the net pension obligation of ERS, including any
amount that may correspond to the Municipality.

On July 1, 2007, the Municipality adopted the provisions of GASB Statement No. 50, Pension
Disclosures (GASB No. 50), which amended GASB No. 27, Accounting for Pensions by State
and Local Government Employers (GASB No. 27) by requiring disclosure of how the
contractually required contribution rate is determined by govemments participating in muiti-
employer cost-sharing pension plans.
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insurance policies have not been canceled or terminated at June 30, 2014. Premiums are paid on

a monthly basis directly to the insurance company. In the past three years, the Municipality has
not settled claims that exceeded insurance coverage.

Fund Balances

On July 1, 2009, the Municipality adopted the provisions of GASB Statement No. 54, Fund
Balance Reporting and Governmental Fund Type Definitions {(GASB 54), which enhanced the
usefulness of fund balance information by providing clearer fund balance classifications that can
be more consistently applied. This statement establishes fund balance classifications that
comprise a hierarchy based primarily on the extent to which the Municipality is bound to observe
constraints imposed upon the use of the resources reported in governmental funds.

Pursuant to the provisions of GASB 54, the accompanying GFFS report fund balance amounts
that are considered nonspendable, such as fund balance associated with inventories. Other fund
balances have been reported as restricted, committed, assigned, and unassigned, based on the

relative strength of the constraints that control how specific amounts can be spent, as described as
follows:

a.  Nonspendable - Represent resources that cannot be spent readily with cash or are legally or
contractually required not to be spent, including but not limited to inventories, prepaid
iterns, and long term balances of interfund loans and accounts receivable.

b.  Restricted - Represent resources that can be spent only for the specific purposes stipulétéd
by constitutional provisions, external resource providers (externally imposed by creditors or
grantors), or through enabling legislation (that is, legislation that creates a new revenue

source and restricts its use). Effectively, restrictions may be changed or lifted only with the
consent of resource providers.

c. Committed - Represent resources used for specific purposes, imposed by formal action of
the Municipal’s highest level of decision making authority (Municipal Legislature through

resolutions and ordinances) and can only be changed by a similar law, ordinance or
resolution.

d. Assigned — Represent resources intended to be used by the Municipality for specific
purposes but do not meet the criteria to be classified as restricted or committed (generaily
executive orders approved by the Mayor). Intent can be expressed by the Municipal
Legislature, the Mayor or by an official or body to which the Municipal Legislature
delegates authority in conformity with the Autonomous Municipalities Act of Puerto Rico,
as amended. In governmental funds other than the general fund, assigned fund balance
represcnis the remaining amount that is not restricted or committed.
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e Inter-fund loans — Represent resources (assets) provided by one governmental fund to other
governmental fund with a requirement and commitment for repayment (reimbursement),
which are recorded as “due from” in the lender governmental fund and “due rfo” in the
borrower governmental fund. Inter-fund receivables, which are not considered to be
currently available financial resources, are reported as “advances” For amounts not
expected to be collected, inter-fund receivables/payables are reduced to their estimated
realizable (settlement) value, and the portion of the inter-fund loan that is not expected to be
repaid is reported as a “transfer-in” from the governmental fund that provided the loan.

o Inter-fund transfers (transfers-in/(out)) — Represent flows of assets (permanent reallocation
of financial resources among governmental funds) without equivalent flows of assets in
return and without a requirement for repayment. Transfers are reported as “other financing
uses” in the governmental fund making transfers and as “other financing sources” in the
governmental fund receiving transfers.

o Inter-fund reimbursements - Represent repayments (reimbursements) from the

governmenta] fund responsible for particular expenditures or expenses to the governmental
fund that initially paid for them.

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

r) Use of Estimates

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

5) Future Adoption of Accounting Pronouncements

The GASB has issued the following statements that have effective dates after June 30, 2012:
e GASB Statement No. 68, Accounting and Financial Reporting for Pensions, an
amendment of GASB Statement No. 27 (GASB 68). The requirements of this Statement
are effective for the fiscal year beginning after June 15, 2014.
o (GASB Statement No. 71, Pension Transition for Contributions Made Subsequent to the
Measurement Date, an amendment of GASB Statement No. 68. The requirements of
this statement are effective for the fiscal year beginning after June 15, 2014.

The impact of these statements on the Municipality’s basic financial statements has not yet been
determined.
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2. Deposits

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and the
Govemment Development Bank for Puerto Rico (GDB). Proceeds from bonds and funds related to
cettain grant awards are required by law to be held with GDB.

On July 1, 2005, the Municipality adopted the provisions of GASB Statement No. 40 {(GASB
No. 40), Deposit and Investment Risk Disclosure, an Amendment to GASB Statement No. 3. This
statement requires that state and local govemments disclose essential risk information about deposits
and investments. The disclosure requirements cover four main areas: (1) credit risk, (2) interest rate
risk, (3) custodial credit risk, and (4) foreign exchange exposure.

Credit risk — This is the risk that an issuer or other counterparty to an investment will not
fulfill its obligations. In compliance with the laws and regulations of the Commonwealth, the
Municipality has adopted, as it’s custodial and credit risk policy, the Statement of Investment
Guidelines for the Government of the Commonwealth of Puerto Rico. Accordingly, the
Municipality invests only in obligations of the Commonwealth, obligations of the Umnited
States of America, certificates of deposit, commercial paper, bankers’ acceptances, or in
pools of obligations of the municipalities of Puerto Rico, which are managed by GDB.
According to the aforementioned investment guidelines, the Municipality does not invest in
marketable securities or any other types of investments for which credit risk exposure may be
significant. Therefore, the Municipality’s management has concluded that the credit osk
related to any possible loss related to defaults by commercial banks on the Municipality’s
deposits are considered low at June 30, 2014.

o 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 investments in its investment portfolio at
June 30, 2014, (2) limiting the weighted average maturity of its investments to three months
or less, and (3) keeping most of its bank deposits in interests bearing accounts generating
interests at prevailing market rates. At June 30, 2014, the Municipality’s investments in
certificates of deposit are recorded at cost, which approximates their fair value. Therefore,
the Municipality’s management has concluded that at June 30, 2014, the interest rate risk
associated with the Municipality’s cash and cash equivalents is considered low.

¢ Custodial credit risk — In the case of deposits, this is the risk that in the event of a bank
failure, the Municipality’s deposits may not be recovered. Pursuant to the Statement of
Investment Guidelines for the Government of the Commonwealth of Puerto Rico the balances
deposited in commercial banks by the Municipality are insured by the Federal Deposit
Insurance Corporation (FDIC) generally up to a maximum of $250,000 per depositor. In
addition, public funds deposited in commercial banks by the Municipality are fully

52



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES
Wotes to Financial Statements
June 30, 2014

collateralized for the amounts deposited in excess of the federal depository insurance. All
securities pledged as collateral are held, in the Municipality’s name, by the agents of the
Commonwealth’s Secretary of Treasury. Deposits with GDB are uninsured and
uncollateralized. However, no losses related to defaults by GDB on deposit transactions have
been incurred by the Municipality through June 30, 2014, 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.

* Foreign exchange risk — The risk that changes in exchange rates will adversely affect the
value of an investment or a deposit. According to the aforementioned investment guidelines,
the Municipality is prevented from investing in foreign securities or any other types of
investments for which foreign exchange risk exposure may be significant. Accordingly,
management has concluded that the foreign exchange risk related to the Municipality’s
deposits is considered low at June 30, 2014.

. Municipal License Taxes

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

Each taxpayer must asses the corresponding municipal license tax by declaring the volume of
business through a tax return filed every April 15, based on the actual volume of business (revenues)
earned in the preceding calendar year. Taxpayers with 2 sales volume of $3 million or more must
include audited financial statements with their tax return filings. The tax can be paid by the taxpayer
in two equal installments due on July 15 and January 15, subsequent to the filing of the declaration on
April 15. The first installment of the tax covers the six-month period ended December 31, subsequent
to the filing date of the declaration, while the second installment of the tax covers the six-month
period ended June 30 of the subsequent calendar year. If a taxpayer elects to pay the tax in full on the

filing date of the declaration (generally April 15), a 5 percent discount is granted automatically on the
total tax amount due,

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year) are
recorded as uneamed revenues in the GWFS and the GFFS. Total municipal license tax receivable

amounted to $5,193 at June 30, 20i14. Unearned municipal license tax revenues recorded in the
accompanying GWFS and GFFS amounted to $539,463 at June 30, 2014,
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4. Property Taxes

The Municipality is authorized by Act No. 81 to impose and collect property taxes from any natural
or legal person that, at January | of each calendar year: (1) is engaged in trade or business and is the

owner of personal or real property used in trade or business or (2) owns residential real property with
a value in excess of $15,000 (at 1957 estimated market prices).

CRIM is responsible for the billings and collections of real and personal property taxes on behalf of
the Municipality. Prior to the beginning of each fiscal year, CRIM informs to the Municipality the
estimated amount of property tax expected to be collected for the ensuing fiscal year., Throughout the
fiscal year, CRIM advances funds to the Municipality based on the initial estimated collection
amounts for the fiscal year. CRIM is required by law to prepare a settiement statement on a fiscal
year basis, whereby a comparison is made between the amounts advanced to the Municipality and the
property tax amounts actually collected from taxpayers on behalf of the Municipality during the fiscal

year. This settlement has to be completed on a preliminary basis not later than December 31
following the fiscal year end.

Personal property taxes are self-assessed by taxpayers every year using the book value of personal
property assets owned by the taxpayer at January i (assessment date) and reporting such taxable value
through a personal property tax return filed on May 15 subsequent to the assessment date. The total
personal property tax rate in force at June 30, 2014 was 6.83 percent (of which taxpayers pay 6.63
percent and the remaining 0.20 percent is paid by the Department of Treasury, as a subsidy).

Real property taxes are assessed by CRIM. The assessment on real property is made every January 1
and is based on estimated current values of the property, deflated to 1957 market prices. The total
real property tax rate in force at June 30, 2014 was 8.83 percent (of which 8.63 percent is paid by
taxpayers and the remaining 0.20 percent is also paid by the Department of Treasury, as a subsidy).

Residential real property occupied by its owner (not engaged in trade or business) is exempt from
property taxes only on the first $15,000 of the assessed value (at 1957 market prices). For exempt
amounts, the Department of Treasury assumes the payment of the basic tax (4.00 percent and 6.00
percent for personal and real property, respectively), except for property assessed for less than $3,500
(at 1957 market prices), for which no payment is made by the Department of Treasury.

According to Act No. 81, included within the total personal and real property tax rates of 6.83 percent
and 8.83 percent, respectively, there is a levy of an annual special tax of 1.03 percent of the assessed
value of all real and personal property not exonerated from taxation. This special tax is levied by the
Commonwealth but is collected by CRIM. Collections of this special tax are directly remitted by

CRIM to the Commonwealth’s debt service fund, for the payment of the general long-term debt of the
Commonwealth.
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The composition of inter-fund balances at June 30, 2014 and for the fiscal year then ended is as

follows:
Due and advances (o other funds:
Communiry
Debt development State Other Total
General service block grant  asgignment govemnmemial  governmental
Due and advances from other funds: fund fund fund fund funds funds
Major governmental funds:
General fund - 314,503 34,287 - 148,465 497,255
State assignments fund 2,844,000 - - - - 2,844 000
Other governmental funds - - - 13,781 - 13,781
Total 2,844,000 314,503 34,287 13,781 148,465 3,355,036
Transfers te other funds:
Debt State Other Total
service assignment  govemmental governmental
Transfers from other funds: fund fund funds funds
Major governmental funds:
General fund 539,604 30 1071 940,725
Total 939,604 50 1,071 940,725
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Capital Assets

Capital assets activity for the fiscal year ended June 30, 2014:

Reclassification
of completed
works and
Balance at permanént Balance at
beginning of improvement end of
Mscal year, Additlous projects Miscal year
Governmental activities:
Cost basis:
Capital assets, not being deprecialed/amortized:
Lacd $ 3619954 245200 - 3 3,865,154
Construction in progress 395,392 922,268 {721,283) 596,877
Total capital assets, not being
depreciated/amortized 4,015,846 1,167,468 (721,283) 4,462,031
Capital assets, being depreciated/amortized:
Buildings and building improvernents 10,459,889 158,988 362,048 10,980,925
Equipment and vehicles 4,625,835 21,265 - 4,649,100
Furniture and fixiures 46,508 - - 46,508
Heavy equipment 1,283,471 - - 1,283,471
[nfrasiructure 5,589,542 624,084 359,235 6,572,861
Tomal capilal assets, being
depreviated/amorized 22,005,245 306,337 721,283 23,532,365
Totat cost basis of capilal assets | 26,021,091 1,973,805 - 27,594,396
Accumulated Reclassiflcation
depreciation/ of completed Accumulated
amarilzation Depreclation works end depreciation/
at beglnning and permsanent amortization
of fiscal year, ameortization improvement at end of
45 restated expense projects fiscal year
Accumulaled depreciation and amortization:
Buildings and building improvements 2,138,786 219,619 - 2,358,405
Equipment and vehicles 3,638,626 326,081 - 1,964,707
Furniture and fixtures 28,769 2,638 - 31,407
Heavy equipment 903,628 99,741 - 1,003,369
[nfrastructure 309439 228459 - 537,898
Total accumulated depreciation and
amortizalion 7,019.248 876,518 - 7,895,786
Net capital assety S 19,001,843 1,097,267 - % 20,099,110

Deprecialion and amortizalion expense for the fiscal year ended June 30, 2014 was charged to funclions/programs as follows:
Governmental activities:

General govemment $ 146,090
Urban and econimic development 146,090
Public safety 146,090
Public works 146,090
Recreation 146,089
Health and welfare 146,089

Tolal depreciation and amorization expense 3 376,538
E—=———————1
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9. Long-Term Obligations
The general long-term debt activity for the fiscal year ended June 30, 2014 is as follows:

Baiance at Borrowings Payment Balancest Balance

beginolag of or or end of due within
Mscal year addidons  deductions fiscal year One year

Bonds payable $ 4,750,000 - {634,000y 4,116,000 § 689,000
Notes payable:

Puerto Rico Health Insurance Services Administration 725,100 - - 725,100 -

Public Act No. 146 of October 11, 2001 219,737 - (12,209) 207,528 12,209

Public Act No. 42 of Fanuary 26, 2000 599,508 - {15,923) 583,585 15,523

Landfill Technologies 117,000 - - 117,000 117,000

Compensated absences 1,428,826 G85,182 (851,913) 1,566,005 851,913

$ 7,840,171 989,182 (1,514,045} 7,315,308 § 1,686,045

Historically, the general fund has been used to liquidate certain notes payable, compensated absences,

federal cost disallowances, obligations under capital leases and any other long-term liabilities other
than bonds.

a) Debt Limitation

The Municipal Legislature is legally authorized to approve the contracting of debts of the
Municipality. Nevertheless, the laws and regulations of the Commonwealth also provide that;

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

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

b) Bonds Payable

The Municipality issues general obligation, special obligation and public improvement bonds to
finance the acquisition, construction and improvement of capital assets, as well as, to finance
certain operating needs, including the payment to suppliers in certain circumstances.
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The laws and regulations of the Commonwealth provide that the Municipality’s public debt will
constitute a first claim on the available revenue of the Municipality. Public debt is composed of
bonds payable. The good faith, credit and taxing power of the Municipality are irrevocably

pledged for the prompt payment of the principal and interest of bonds.

As described in Note 4, the Municipality levies an annual additional special tax of 2.00 percent of
the assessed value of personal and real property. The proceeds of this additional special tax are
deposited in a sinking fund established at GDB whereby sufficient funds are set aside to redeem
the bonds payable of the Municipalify in minimum annual or semiannual principal and interest
payments. The collections of this special tax are recorded in the Municipality’s debt service fund.

For financial reporting purposes, the outstanding balances of bonds represent the total principal to

be repaid. Bonds payable is composed as follows at June 30, 2014;

1998-1999 serial bonds (face amount of $1,045,000) due in annmal
principal installments ranging from $10,000 to $90,000; plus interests
due in semiannually instaliments at variable rates (5.86% at June 30,
2014) through January, 1, 2022.

2001-2002 serial bonds {face amount of $750,000) due in annual
principal installments ranging from $5,00 to $65,000; plus interests
due in semiannually installments at variable rates (4.50% at June 30,
2014) through January, 1, 2026.

2006-2007 serial bonds (face amount of $665,000) due in annual
principal installments ranging from $10,000 to $55,000; plus interests
due in semiannually installments at variable rates (1.72% at June 30,
2014) through January 1, 2031.

2007-2008 serial bonds (face amount $880,000) due in annual
principal installments ranging from $120,000 to $180,000; plus
interests due in semiannually installments at variable rates (1.72% at
June 30, 2014) through July 1, 2014.

2007-2008 serial bonds (face amount of $937,000) due in annual
principal instaliments ranging from $66,000 to $128,000; plus interests
due in semiannually instailments at variable rates (1.72% at June 30,
2014) through January 1, 2017.
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Fiscal year
ending
June 30, Principal Interest Total
2015 £ 689,000 $ 206,041 $ 895,041
2016 566,000 216,465 782,465
2017 427,000 181,803 608,803
2018 461,000 149,129 610,129
2019 353,000 120,280 473,280
2020-2024 1,095,000 320,463 1,415,463
2025-2029 375,000 104,055 479,055
2030-2032 150,000 16,450 166,450
Totals $ 4116000 $§ 1,314,686 § 5,430,686

At June 30, 2014, accrued interest payable on bonds amounted to $87,592.

c) Notes Payable to CRIM

The Municipality had the following notes payables to CRIM at June 30, 2014:

Public Act No. 146 — On September 24, 2002, CRIM, on behalf of the municipalities of
Puerto Rico, entered into a financing agreement with GDB pursuant to the provisions of
Public Act No. 146 of October 11, 2001, as amended (Act No. 146). The purpose of this
financing agreement was to extinguish in advance certain bonds payable issued by Public
Finance Corporation (PFC), a subsidiary of GDB, which were originally issued to pay
certain property tax receivahles owned by the municipalities of Puerto Rico through 1996,
which were acquired by PFC with recourse.

The original face amount of the note allocated by CRIM to the Municipality was for a term
not exceeding 30 years. The note bears interest at 6.50 percent during its first five years.
Subsequently, from years 6 through 30, the loan shall bear variable interest at a rate of 125
points over the 5-year LIBOR rate, which will be adjusted every five years. During the first
five years of the note, commenced on July 1, 2003, the Municipality shall pay only interest.
At the end of the first five years of the note, the repayment terms and conditions of the note
shall be renegotiated to allow the Municipality to pay the outstanding balance of the note in

equal installments of principal plus interest, through maturity. Interest payments on this
financing agreement are accounted for in the general fund.

The outstanding principal of the note payabie to CRIM amounted to $207,528 at June 30,
2014.

Public Act No. 42 — The Commonwealth’s Pubic Act No. 42 of January 26, 2000 (Act No.
42) was enacted to authorize CRIM to enter into a financing agreement of up to $200
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¢ Public Act No. 42 — The Commonwealth’s Pubic Act No. 42 of January 26, 2000 (Act N_o.;_‘-,
42) was enacted to authorize CRIM to enter into a financing agreement of up to $200°
million, for a term not exceeding 30 years. The financing agreement authorized CRIM to
finance a debt that the municipalities of Puerto Rico had with such entity, which arose from
the difference between the yearly final settlements of property tax advances made by CRIM
to the municipalities and the actual property tax collections received by CRIM from
taxpayers through fiscal year 2000. The amounts that the municipalities will collect from
the additional property taxes resulting from the increases in the subsidy from the
Commonwealth are assigned through Act No. 42 to repay such note. The increase in this
subsidy was the result of Public Act No. 238 of August 15, 1999,

In addition, on December 16, 2002 the Municipality entered into a repayment agreement
with GDB and CRIM to pay off the remaining of excess of property tax advances from
fiscal years 2000, 2001 and other previous fiscal years. CRIM retains the principal and
interest from the property tax advances of the Municipality. The amounts retained by CRIM
are remitted to GDB on July 1 of each fiscal year through July 1, 2032. The repayment
agreement bears interest at variable rates determined by GDB (6.19 percent at June 30,
2014) but not exceeding 8.00 percent. Principal and interest payments on this financing

apreement are accounted for in the general fund. The outstanding principal amounted to
$583,585 at June 30, 2014,

10. Employees’ Retirement Systems

a) Plan Description

The Municipality’s employees participate in the Employees’ Retirement System of the
Govermnment of Puerto Rico and its Instrumentalities (ERS), a cost-sharing multi-employer (as
related to the Municipality’s reporting entity) defined pension plan established by the
Commonwealth. Substantially all fuil-time employees of the Commonwealth and substantially
all municipalities are covered by ERS under the terms of Public Act No. 447 of May 15, 1951, as
amended {(Act No. 447). All regular and temporary employees of the Municipality become plan
members of ERS at the date of employment, while it is optional for officers appointed.

ERS members, other than those joining it after March 31, 1990, are eligible for the benefits
described below:
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Retirement Annuity

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

Policemen and firemen: Other employees:
50 with 25 years of credited service 55 with 25 years of credited service
58 with 10 years of credited service 58 with 10 years of credited service

ERS members are eligible for monthly benefit payments determined by the application of the
stipulated benefit ratios to the member’s average compensation. Average compensation is
computed based on the highest 36 months of compensation recognized by ERS. The annuity,
for which a2 member is eligible, is limited to a minimum of $300 per month and a maximum
of 75 percent of the average compensation.

Merit Annuity

ERS members are eligible for merit annuity with a minimum of 30 years or more of credited
service. The annuity for which the plan member is eligible is limited to a minimum of 65
percent and a maximum of 75 percent of the average compensation.

Deferred Retirement Annuity

A participating employee who ceases to be an employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies for retirement benefits
provided his/her contributions are left in ERS until reaching 58 years of age.

Coordinated Plan

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

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

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

{(c) All other between $82 and $100 per month.

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

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

Reversionary Annuity

An ERS member, upon retirement, could elect to receive a reduced retirement annuity giving
one or more benefit payments to his/her dependents. The life annuity payments would start
after the death of the retiree for an amount not less than $240 per year or greater than the
annuity payments being received by the retiree.

Occupational Disability Annuity

A participating employee, who as a direct result of the performance of his/her occupation is

totally and permanently disabled, is eligible for a disability annuity of 50 percent of the
compensation received at the time of the disability.

Non-occupational Disability Annuity
A participating employee, totally and permanently disabled for causes not related to his‘her
occupation and with no less than 10 years of credited service, is eligible for an annuity of

1.50 percent of the average compensation of the first 20 years of credited services, increased
by 2 percent for every additional year of credited service in excess of 20 years.

Death Benefits

Occupational:

(a) Surviving spouse — annuity equal to 50 percent of the participating employee’s salary at
the date of the death.

(b) Children — $10 per month for each child, minor or student, up to a maximum benefit per
family of $100.
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Non-occupational:

Beneficiary — the contnbutions and interest accumulated as of the date of the death plus an
amount equal to the annual compensation at the time of the death.

Post-refirenstent:

Beneficiary with surviving spouse age 60 or over and a child, 18 or under, up to 30 percent
(60 percent, if not covered under Title II of the Social Security Act) (increased to 50 percent
effective January 1, 2005) of retiree’s pension or otherwise the excess, if any, of the

accumulated contributions at the time of retirement over the total annuity benefits received
before death, limited to a minimum of $750.

Refunds

A participating employee who ceases his’her employment with the Municipality without the

right to a retirement annuity has the right to a refund of the contributions to ERS plus any
interest earned thereon.

Cost of Living Adjustment for Pension Benefits

Public Act No. 10 of May 21, 1992 (Act No. 10) provided for increases of 3 percent every
three or more years of retirement. Act No. 10 requires further legislation to grant this
increase every three years subject to the presentation of actuarial studies regarding its costs
and the source of financing. To protect the financial health of ERS, the increase granted

during 2001 and the one granted on January 1, 2005 are being financed by the Municipality
and the other participating employers.

To avoid any economic impact on ERS, the employers are responsible for contributing to

ERS the amounts to cover the benefit payments and the employer and employee contributions
with respect to the participants covered until the participants reach the normal retirement age.

Amendment to Act No. 447 effective January 1, 2000 to create a Defined Contribution Plan

On September 24, 1999, Public Act No. 305, an amendment to Act No. 447, was enacted to
establish a defined contribution plan, known as System 2000, to cover employees joining
ERS on or after January 1, 2000,

Employees that participated in the original plan as of December 31, 1999, had the opportunity
to elect to either stay in the defined benefit plan or transfer to System 2000. Employees that
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All the benefits granted will be funded through budgetary assignments in the Municipality’s
general fund with respect to its retired employees.

The Board of Trustees of ERS approved, effective November 17, 2003, an increase in the
amount granted on personal loans to participating employees from $3,000 to $5,000.

b) Funding Policy

The contribution requirement to ERS is established by law and is not actuarially determined.
These contributions are as follows:

Municipality and other employers 12.275 percent of applicable payroll

Employees:

Coordination plan: 5.78 percent of gross salary up to $6,600 per year,
plus 8.28 percent gross salary in excess of $6,600.

Supplementation plan: 8.28 percent of gross salary. This is the only choice

available to policemen, firemen and majors

11. Commitments and Contingencies

The Municipality is defendant in various legal proceedings pertaining to matters incidental to the
performance of routine governmental operations. Under Act No. 104 of June 25, 1955, as amended,
persons are authorized to sue the Municipality only for causes of actions set forth in said Act to a
maximum amount of $75,000 or $150,000 if it involves actions for damages to more than one person
or where a single injured party is entitled to several causes of action. Under certain circumstances, as
provided in Act No. 9 of November 26, 1975, as amended, the Municipality may provide its officers
and employees with legal representation, as well as assume the payment of any judgment that may be
entered against them. There is no limitation on the payment of such judgment.

Management believes that any unfavorable outcome in relation to pending or threatened litigation
would not be significant, if any,

The Municipality has reported, outstanding encumbrances amounting to $187,759 in the general fund
at June 30, 2014. The Municipality intends to honor these encumbrances, which will continue to be

liquidated under the current year's budget during a lapse period that extends into the subsequent
fiscal year.
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12. Fund Balances

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

Debt State Other
General service assignments  governmental
fund fund fund funds Total

Restricted:

General government 5 187,759 - - - 3 187,759

Debt service - 1,937,068 - - 1,937,068

Federal funded programs - - - 71,154 71,154

Capital projects - - - 18,887 18,887
Assigned for:

Capilal projects - - 3,631,556 - 3,631,556
Advances for:

Capital projects - - 2,844,000 - 2,844 000

Federal funded programs - - - 13,781 13,781
Unassigned (1,902,458} - - - {1,502,458)

$ (1,714,699 1,837,068 6,475,556 109,822 § 6,807,747

13. Prior-Period Adjustments

On July 1, 2013, the Municipality recorded a prior-period adjustment of $176,508 principally to
eliminate the previosly recorded accounts payable to a supplier (West Paving & Development) that

remain outstanding since 2005 and will not be paid, due to a court order.

On July 1, 2013, the Municipality recorded a prior-period adjustment of $73,987 to reclassify amount
recorded on state assignment funds but belong to other non-major governmental funds.

On July 1, 2013, the Municipality recorded a prior-period adjustment of $50,919 because the

accounts payable were overestimated,

On July 1, 2013, the Municipality recorded a prior-period adjustment of $219,436 to adjust the
General Funds and State Assignment Due to and 61Due from.
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Members:
CBA Orlando buis Oniz Cabrera American Instirute of Centified Public

O rt l Z R iV er a R iV e r a & C 0. CPA M;uc_o !\n}nnin Rivera Ziifiga Accountants (AICPA}

CPA Zoraida Cruz Chaudio AICPA's Private Compamies Practice Section {PCPS)
Cerlifigd Puhhc Accountants and Business Advisors

Puerta Rico Berard of Certified Public
Arcountants

INDEPENDENT AUDITORS’ 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
Municipal Legislature

Municipality of Lares

Lares, Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the governmental
activities, each major fund, and the aggregate remaining fund information of the Municipality of Lares’, as
of and for the year ended June 30, 2014, and the related notes to the financial statements, which collectively

comprise Municipality’s basic financial statements, and have issued our report thereon date November 28,
2014,

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered Municipality’s internal
control over financial reporting {(internal control) to detertnine the audit procedures that are appropriate in
the circumstances for the purpose of expressing our opinions on the financial staternents, but not for the
purpose of expressing an opinion on the effectiveness of Municipality’ intemal control. Accordingly, we
do not express an opinion on the effectiveness of Municipality’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatermnents on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatemnent of the entity’s
financial statements will not be prevented, or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in intemal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of intenal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies, and therefore, material weaknesses or significant deficiencies may
exist that were not identified. Given these limitations, during our audit we did not identify any deficiencies
in internal control that we consider to be material weaknesses.
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We did identify certain deficiencies in intemal control, described in the accompanying schedule of findings
and questioned costs that we consider to be significant deficiencies as item 14-A and 14-B.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality's financial statements are free
from 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 instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards and which are described in the accompanying schedule of
findings and questioned cost as 14-A and 14-B

Municipality of Lares’ Response to Findings

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

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.
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INDEPENDENT AUDITORS® REPORT ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE
REQUIRED BY OMB CIRCULAR A-133

To the Honorable Mayor

and Municipal Legislature
Municipality of Lares
Lares, Puerto Rico

Report on Compliance for each Major Federal Program

We have audited Municipality of Lares’ compliance with the types of compliance requirements described
in the OMB Circular A-133 Compliance Supplement that could have a direct and material effect on each
of Municipality’s major federal programs for the year ended June 30, 2014. Municipality's major federal

programs are identified in the summary of auditor’s results section of the accompanying schedule of
findings and questioned costs.

Management’s Responsibility

Management is responsibie for compliance with the requirements of laws, regulations, contracts, and grants
applicable to its federal program.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for each of Municipality's major federal programs
based on our audit of the types of compliance requirements referred to above. We conducted our audit of
compliance in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comprroller 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 about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about Municipality's compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal
program. However, our audit does not provide a legal determination of Municipality's compliance.
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Opinicn on Each Major Federal Program

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

Report on Internal Control over Compliance

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

of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of
Municipality's internal contro! over compliance.

A deficiency in internal control over compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over compliance
is a deficiency, or a combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. A significant deficiency in
internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance with a type of compliance requirement of a federal program that is less severe than a material

weakness in internal control over compliance, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

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

San Juan, Puerto Rico
November 28, 2014 7,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES -
Schedule of Findings and Questioned Costs (Continued) ™~
For The Fiscal Year Ended June 30, 2014

FINANCIAL STATEMENTS FINDINGS

14-A: General Fund Deficit

Condition

As of June 30, 2014, the Municipality closed with an accumulated deficit of $1,714,699, seven
consecutive years that the Municipality closed its operations reporting a deficit.

Criteria

Article 7.011(a) of Autonomous Municipal Act (Law 81 of August 30, 1991), as amended,
establishes that municipalities with deficits at their closing dates must provide for sufficient
resources during the next fiscal year period in order to cover such deficit.

Section 3 of the Revised Regulation over Basic Standards for Municipalities of Puerto Rico (The
Regulation) states that special care must be provided for the estimation of future revenues in
order to avoid budget appropriations in excess of available resources.

Cause

The deficit is caused by the overestimation of budgeted revenues and by the incurrence of
obligations without the proper consideration of current and future available resources. The mayor
and the Finance Director did not follow adequate budgeting procedures.

Recommendation

The continuing deficit reported by the Municipality of Lares may harm the basic governmental
services provided to its citizens. We strongly recommend that the necessary measures are taken
in order to stop this trend. The Municipality must work on increasing actual revenues and/or
substantially reducing expenditures.

14-B: Estimated Revenue Shortfall

Condition

As of June 30, 2014, the Municipality did not meet certain projected revenues by significant
amounts, causing an increase in its General Fund deficit (see Finding 14-A). The following

deficiencies were noted based on our comparison of budgeted revenues versus final operating
results:

*  For construction excise taxes, the Municipality failed to meet its expectations by $550,587
a 69% budget shortfall.

80



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES
Schedule of Findings and Questioned Costs (Continued)
For The Fiscal Year Ended June 39, 2014

¢ For miscellaneous revenues, the Municipality failed to meet its expectations by $290,107 a
70% budget shortfall.

e For sales and usage taxes, the Municipality failed to meet its expectations by $80,076, a 7%

budget shortfall.

e For property taxes, the Municipality failed to mect its expectations by $450,000, a 20%
budget shortfall.

e For municipal taxes, the Municipality failed to meet its expectations by $238,151, a 21%
budget shortfall.

¢ For charges for services, the Municipality failed to meet its expectations by $251,720, a
24% budget shortfall.

Criteria

Section 3 of the Revised Regulation over Basic Standards for Municipalities of Puerto Rico (The
Regulation) states that special care must be provided for the estimation of future revenues in order
to avoid budget appropriations in excess of available resources.

Cause

The mayor and the Finance Director did not follow adequate budgeting procedures for establishing
reasonable estimates.

Recommendation

The Municipality should revise and amend the hudget as current information related to collections
of budgeted revenues became available.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LARES
Schedule of Status of Prior Year
Audit Findings and Questioned Cost (Continued)
For The Fiscal Year Ended June 30, 2014

Program Finding/Non Compliance Status
CFDA 14.871 Condition 13-1 Reasonable Rent
Section 8 Housing
Choice Voucher We do not observe in some files the documents for the Condition
determination that the rent to owners is reasonable in corrected.

comparison to rent for other comparable unassisted
units.
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