
OFICINA DEL COMISIONADO DE ASUNTOS MUNICIPALES

aREA DE AsESonaMlENrd;h;6lrruEuracrol e lNrERvENcl6N FlscAL
AREA DE ARCHIVO DIGITAL

MUNIGIPIO DE LAS PIEDRAS
AUDITORiA 2012-2013

30 DE JUNIO DE 2013





COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

STNGLE AuDrr REPoRTING PacKAGE

FoR THE YEAR ENDEDJUNE 30,2013

\9



COMMONWEALTH OF PUERTO RICO

MUNICIPATIW OF I-AS PIEDRAS

SINGLE AUDIT REPORIING PACKAGE

FoR THr YEAR ENoEoIUNE 30,2013

TABLE OF CONTENTS

FINANCIAL SECIION PAGE

lndependent Auditor's Report
Manag€ment's oiscussion and Analysis 1,3
Easic Financialstatements: 4-17

Governmental -wide financial statement:
stalement of Net Position 18,19
Statement ofActivities 20

Fund Financial Statementsl
Balance Sheet - G overnm ental Fu nds 2t
Reconciliation ofthe 6overnmental Funds EalanceSheetto Statement of Net position 22

Statement of Revenues, Expenditures and Changes in Fund Balance - Governmental Fund 
23

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balance
to the statement ofA€tivities 24

Notes to the Financial Stat€ments 25-13

REQUIRED SUPPTEMENTARY INFORMATION

Schedule of Budgetary Comparison

Schedule of Expenditures of FederalAwards
Notes to SchedLrle of Expenditures of FederalAwards

74

75

76 77

1a

Report on lnternalControl Over Financial Reporring and on Compliance and other
Matters based on anAudit of FinancialStatements Performed in Accordance with
GovernfientAuditing Standards 79-91

Report on Compliance with Requirements Applicable to Ea.h Major program and on lnternal
ControlOver Compliance in Accordance with OMB Circular4-133 82-85

SCHEDULE OT TINOINGS AND QUESTIONED COSTS

S€ction l. -Summary ofAudito/s Results
Sedion ll. - FinancialStatements Findings
S€ction lll. - FederalAwards Findings and Questioned Costs

85
81
88
89



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2013



CARLOS R. DIAZ, CPA, PSC
CER] ]ED PUBLIC ACCOUNTANTS ANO CONSULTANTS

INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and
Municipal LeBislative Eody

Municipality of tas Piedras
Las Piedras, Puerto Rico

Report on the FinancialStatements

We have audited the accompanying fina ncia I stateme nts ofthe governmental activities, each major fund,
and the aggre8ate remaining fund information of Municipality oI [as Piedras, Puerto Rico as of and for
the year ended June 30,2013, and the related notes to the financial statements, which collectively
comprise the Municipalityof[as Piedras, Puerto Rico's basic fina ncia I state ments as listed in the table of

Management's Responsibilityforthe Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in

accordance with accounting principles generally accepted in the lJnited States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements lhat are free from material misstatement, whether due to fraud or
erroT,

Auditorr's Responsibility

Our responsibility is to express opinions on these fina ncia I stateme nts based on our audit. We conducted
our audit in accordance with auditing standards Benerally accepted in the lJnited States of America and
the standards applicable to financial audits contained in Government Auditing Sto,rdords, issued by the
Comptroller Generalofthe United States. Thosestandards requirethat we plan and perform the audit to
obtain .easonable assurance about whether the financial statements are free from material
misstatement.

Aldit Olality Ce.te.
'!i1IMSER:Aderi.an hsrirute of Cerrilred p.bli. A.c.r.la.rs
Puerto Ri.o sodety of Certilied autla. A..o..ranB

PU*Io (lao .n403 TEl: ?37 7;2 3t2, IAx: 73r /3u -0635 tMAir: .diaz@6.5s.diazea-..a
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INDEPENOENT AUDITOHIIS REPORT (CONTINUED):

An audit involves performing procedures to obtain aud;t evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the audito/s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. ln making those risk assessments, the auditor considers internal control relevant to the entity,s
preparation and fair presentation ofthe 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 effe€tiveness
oftheentity's internalcontrol, Accordingly, weexpress 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,

Opinions

ln our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position ofthe gove rnm enta I activit ies, each major fund, and the aggregate remaining
fund information of the Municipality of Las Piedras, puerto Rico, as oflune 30, 2013, and the respective
changes in financial position, and, where applicable, cash flows thereof for the year then ended in
a€cordance with accounting principles generally accepted in the Ltnited States ofAmerica.

Other Matters

Re q u ie d S u p p le m e nto ry I nf o r m otio n

Accounting principles generally accepted in the United States ofAmerica require that the management,s
discussion and analysis and budgetary comparison information on pages 4 lo 7 and 75, respectively, be
presented to supplement the basic financial statements. such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers
it to be an essential part offinancial reporting for placing the basic fina ncia I statements in an appropriate
operational, economjc/ or historical context. We have applied certain limited procedures to the required
supplementaryinformationinaccordancewithauditingstandardsgenerallyacceptedinthelJnitedStates
ofAmerica, which consisted of inquiries of management about the methods of preparing the information
and comparing th€ information for consistency with management's responses to our inquiries, the basic
fjnancial statements, and other knowledge we obtained during our audit ofthe basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other lnlormation

Our audit was conducted for the purpose of forming opinions on the financialstatements that collectively
comprise the Municipality of las Piedras, Puerto Rico,s basic financialstatements. The accompanyinB
schedule of expenditures offederalawards Is presented for purposes of add;tional analysis as required by
U.S. Office of Management and Budget Circular A-133, Audits ol Stotes, Locol Governments, ond Nan-
ProJit Orgonizations, and is not a required part of the basic financial statements. Such information is the
responsibility of management and was derived from and relate direc y to the undedyinB accounting and
other records used to prepare the basic financialstatements. The information has been subjected tothe



INDEPENDENT AUOITOR'S REPORT (CONTINUED}I

auditin8 procedures applied in the audit of the basic financial statements and certaifl additional

procedures, including comparing and reconciling such information directlY to the underlying accounting

and other records used to prepare the basic financial statements or to the basic financial statements

themselves, and other additional procedures in accordance with auditing standards generallY accepted in

the united States ofAmerica. ln our opinion, the schedule ofexpenditures offederalawards is fairlY stated

in all material respects in relation to the basic financial statements as a whole,

Other Reporting Requiredby Govennent Auditing Stondodt

ln accordance with 6overnment Auditing stondotds, we have also issued our report dated Ma.ch 28,2014,

on our consideration of the Municipality of Las Piedras, Puerto Rico's internal control over financial

reporting and on our tests ot its €ompliance with certain provisions of laws, regulations, contracts, and

grant agreements and other matters, The purpose ofthat report is to describe the scope ofourtestingof
internal controlover financial reporting and compliance and the results of that testing, and not to provide

an opinion on internalcontroloverfinancial reporting oron compliance. That report is an integral part of

an audit performed in accordance with Governme nt Auditing Stondordsin considering MunicipalitY of Las

Piedras's internal control over financial reporting and compliance.

-e@Y
Carlos R. Diaz CPA, PSC

License No.275
Expire December 1,2015

N4arch 28, 2013

Aguas Euenas, Puerto Rico

The stamp No. E102694 ofthe Puerto Rico

Society of Certified PublicAccountants was

affixed to the original ofthis report
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI-ITY OF LAS PIEDRAS

MANAGEMENT'S DISCUSSION AND ANALYSIS

YEARENDEDJUNE 30,2013

As management of the Municipality of Las Piedras (the Municipality), we offer readers the following
discussion and analysis of the lvlunicipality's financial activities reported in the a€companying basic

financial statements for the fiscal year ended June 30, 2013. We encourage readers to consider the
information presented here in conjunction with additional information that is furnished in the
ac€om pa nylng finan cia I statements, which follow this narrative.

FINANCIAL HIGHLIGHTS

c ove rn m ent-W id e Hi ghl ig hts :

. The Municipality's assets amounted to 555,437,077 al )une 30,201'3, of whi€h 550,057,246 consists

of capital assets (net of accumulated depreciation and amortization of 511,207,204), 511,226301
consist of cash (of which 511,143,929 are restricted for specific purposes), 55,079,606 consist of
accounts receivable, net of the reserve for doubtful accounts and 573,924 consist of other assets.

. The Municipality's liabilities and deferred inflows of resources amounted to 948,325,770 at.lune 30,

2013, of which 529,649,568 consist of bonds and notes payable, S10,945,433 consist of accounts

payable and accrued liabilitjes, 5954,736 consist of claims and judBment, 54,897,102 consist of
deferred inflows of resources, and S1,878,931 consist of accrued compensated absences.

. The Municipality's assets exceeded its liabilities and deferred inflows of resources (net position) by

S18,111,307 at June 30, 2013.

. The Municipality's revenues amounted to 520,915,109 for the fiscalyear ended June 30, 2013, of
which S10,577,204 arose from taxes, 58,020,572, arose from intergovernmental Srants and

contributions, S622,156 arosefrom miscellaneous revenues and interest on deposits, and S1,695,177
arose from charges forservices-

. The Municipality's expenses amounted to 524,734,180 for the fiscal year ended June 30, 2013, of
which S12,520,171where incurred in providing direct services and benefits to.itizens in relation to
urban and economic development, health and sanitation, public safety, public housing and welfare,
culture, recreation and education. ln addition, the Municipality incurred 51,483,924 of its total
expenses, in interests related to its long-term obligations, and S10,730,083 in generalgovernment

activities to suppon the Municipality's functions and programs. The Municipality's expenses include

depreciation in the amount of 51,310,942, for the fiscalyear ended June 30, 2013.

. The Municipality's net position decreased by S3,819,072 during the fiscalyear ended lune 30, 2013.

. The total fund balance of governmental funds amounted to 52,485,083 at June 30, 2013, of which

5427,246 are assigned, S8,391,530 are restricted, and 56,332,693 represents an unassigned deficit.

. The totalfund balances ofBovernmentalfunds decreased by 55,568,632 during the fiscalyear ended

June 30, 2013.
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COMMONWEAI,TH OF PUERTO RICO

MUNICIPALITY OF TAS PIEDRAS

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30,2013

OVERVIEW OF THE BASIC fINANCIAI STATEMENTS

The purpose of financial reporting is to provide external users of basic financial statements with
information that willhelp them to make decisions or draw conclusions about the I\/unicipality. There are
many externel parties that use the basic financia I statements ofthe I\4unicipalityj however, these parties
do not always have the same specific objectives. ln order to address the needs of as many parties as
reasonably possible, the Municipality, in accordance with requked financial reporting standards, presents
this Management's Discussion and Analysis (MD&A) as an introduction to the accompanying basic
financialstatements. This narrative represents an overview and analysis ofthe financialactivitie5 of the
IVlunicipality for the fiscal year ended lune 30, 2013. Because this MD&A is designed to focus on the
current year activities, resultinB changes and currently known facts, we encourage readeG to considerthe
information presented in this MD&A in conjunction with the additional information furnished in the
accompanying basic financial statements.

The Municipalityt basic financial statements include three components: (1) government-wide financial
statements(GWFS),{2)governmentalfundfinancialstatements(GFFS),and(3)notestothebasicfinancial
statements (NBFSi. This report also contains additionalrequired and othersupplementary information in

addition to the basi€ 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 Municipality's major individual governmental funds. Both perspedives allow the
users to address relevant questions, broaden a basis for comparison {year to year or government to
government) and enhan€e the Municipality's accountability. The components of the basic financial
statements are described below,

d) Govefiment-wide Finonciol Stotements

The GWFS are composed of: (1)the statements of net position (SNP)and {2)the statement of activrties
(SA). ThesefinancialstatementscanbefoundimmediatelyfollowingthisMD&A. GWFSaredesigned
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 inlormation
about the Muni€ipality's financial position, which assist the Municipalityt management to determine
the economic condition at lune 30, 2013. The GWtS are prepared using methods that ere similar to
those used by mosl privale 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 Municipality reports liabilities,
such as claims and judgments, bonds and notes payable, obligations under €apital leases,

compensated absences and cedain accounts payable and accrued liabilities, even thou8h these
liabilities might not be paid until several fiscal years into the future.



COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF LAS PIEORAS

MANAGTMENT',S DTSCUSSION AND ANALYSIS - (CONTINUEO)

YEAR ENDEOJUNE 30,2013

2. Statement of Net Position (Continued)

The difference between the Municipality's total assets, total liabilitaes and deferred inflows of

resources reported in sNP is presented as ,et positio4 which is similarto the totalowners' equity

reported by a commercial enterprise in its financial statements. Although the purpose ofthe
Municipallty is not to accumulate net position, as this amount increases or decreases over time,

such amount represents a useful indicator ofwhether the financial position of the Municipality is

either improving or deterioratinS, respectivety.

3. StatementotAativities

The SA presents information showing how the lvluni€ipatity's net position changed during the

fiscal year ended June 30, 2013, 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 commer€ial enterprise in that revenues are recognized when earned 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

afterthe end ofthe fiscalyear and expenses are recorded even though they may not have used

cash during the current year,

Although 5A looks different from a commercialenterprise's income statement, the difference is

only in format, not substance. Whereasthe bottom line in a commercialenterprise represents its

net income, the Municipality reports an amount described as net chonge l, netposition, which is

essentially the same concePt.

The focus of SA is on the ret costofvarious activities provided by the Municipality. Thestatement

begins with a column that identifies the cost of each of the MunicipalitY's major functions.

Anothercolumn identifiesthe revenuesthat are specifically related totheciassified Eovernmental
functions. The differen€e 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, interSovernmental aid, and other sources of

resources.

This statement also presents a comparison between direct expenses and program revenues for
each function of the N4unicipality.

GWFS and GFFS present all ofthe Municipality's Eovernmental activities, which are supported mostly

by taxes and intergovernmental revenues (such as federal and state grants and contributiond. All

services normally associated with the MunicipalitY fall into this category, including culture, re€reation

and education; general government; health and sanitation; public safety; public housing and welfare;

and economic and urban development.
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COMMONW€AI.TH OF PUERTO RICO

MUNICIPAI.ITY OF I-AS PIEDRAS

MANAGEMENT',S DTSCUSSTON AND ANAt-yStS - (CONTTNUED)

YEAR ENDED IUNE 30, 2013

b) Governfientdl Fuhd Finonciol Stdtements

The Municipality's GFFS consist 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 financialposition and results ofoperations ofthe Municipality,s governmental
funds, with an emphasis on the Municipality's major Sovernmental funds.

Afund is a grouping of related a€counts that is used to maintain controlover resources that have been
se8regated for specific activities or objectives. The lMunicipality, like most other state and local
Sovernments, uses fu nd accounting to ensure and demonstrete compliance with finance-related legal
requirements. Each fund is co.sidered an independent fiscalentity accounted for within a set ofself-
balancing accounts that comprise its assets, liabilities, fund equity, revenue, and expenditures_ Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonstrating compliance with legal, financial and contractual provisions. -

Governmental funds are used to account for all of the services provided by the N,4unicipality. These
funds are used to account for essentially the same functions reported as governmental activities in
the GWFS. Unlike GWFS, the focus ofGFFS is directed to specific activities ofthe Municipality rather
than the Municipality as a wholei therefore, cFFS report the Municipality,s operations in more detail
lhan lhe 6Wt5.

GFFS provide a detailed short-term view of the Municipality,s finances that assist in determining
whether there will be adequate financial resources available to meet the current needs of the
Municipality, which is, evaluating the t\,4unicipality's near-term financing requirements. Forfinancial
reporting purposes, the Municipality classifies its governmental funds within the following types: (1)
general fund, (2) debt service fund, (3) capital improvements bonds funds, (4) capital projects fund,
(5) legislative joint resolutions fund, and {6) other governmental funds.

GFF5 are prepared on an accounting basis that is significantly different from that used to prepare
GWFS- ln general, GFFS fo€us on near-term inflows and outflows of expendable financial resources,
consequently, generally measure and account for cash and other assets that can easjly be converted
to cash. For example, amounts reponed on the balance sheet include capital assets within a very
shortperiodoftime,butdonotincludecapitalassetssuchaslandandbuildings.Governmentalfund
liabilities generally include amounts that normally are going to be paid within a very short period after
the end ofthe fiscalyear. The difference between a fund's total assets and total liabilities is reported
as the fund balance, and generally indicates the amount that can be used to finance the next fiscal
year's activities. Likewise, the operating statement for governmental funds reports only those
revenues and expenditures that were collected in cash or paid with cash, respectively, during the
current fiscalyear or very shortly afterthe end of the fjscatyear.

7



b)

COMMONWEALTH OF PUERTO RICO

MUNICIPAI,ITY OF LAS PIEDRAS

MANAGEMENT'S DISCUSSION ANO ANALYSIS - (CONTINUED)

YEAR ENDEOJUNE 30,2013

Govenfiental Fund Finonciol Stotements

Because the focus of GFFS is narrower than that of the GWFs, it is useful to compare the fund

information presented for governmental funds with similar information presented for governmental

activities in the GWFs. By doing so, readers may better understand the long-term impact ofthe
Municipality's near-term financial decisions. Both the governmental funds' balance sheet and the
governmentalfunds' statement of revenues, expenditures and changes in fund balances provide a

reconciliation to facilitate the comparison between Sovernmental funds and the Sovernmental
act;vities reported in the government-wide financial statements.

Ihe Municipality has five major governmental funds. Each maior fund is presented in a separate

column in the governmental funds' balance sheet and the Sovernmental funds' statement of

revenues, expenditures and €hanges in fund balances. The five major Eovernmental fundsare:(1)
generalfund, (2)debt sewice fund, and (3)capital improvements bonds fund, (4)capital projects fund,

and (5) legis lative joint resolutions fund.

Notet to Bosic Findnciol Stotements

The NBFS provide additional information that is essentialfor a full understanding of the data provided

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

Oth er Supplem e nto ry I nlomotion

The basic financial statements are followed by a section of other supplementary information

consistingof: (1)budgetary comparison s€hedule-generalfund and theS€hedule of Expenditures of

FederalAwards.

c)

d)

8



COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT'S OTSCUSSTON AND ANALYStS - (CONTTNUED)

YEAR ENDED JUNE 30, 2013

FINANCIAI. ANALYSIS OF GOVERNMENT.WIDE FINANCIAL STATEMENTS

Condensed Statement of Ner Position
C ove.n mental Acriv ities (condensed)

June 10. 2013 and 2012

2013 2012

Non-current assets:

Capital assets, net of accumulated depreciation
Deferred charg€s, net of accumulated amortization

Liabilities:
Cunenl liabilities

Long-term obligtions due within one year

Long-term obligations due after one year

Tolal Iiabihies

$ 16,305,907 $ 19,809,660

50.057,245 46,498,835

66,4)1,076 66.170.060

'/ t.t65

s 10,945,433 $ 6,794,124
2.844.192 2.794.t92

73.921

29,639.041 31,2r6.960
41,428.668 40.805.276

Deferftd inflos ofresoxrces 4,897,102 1,644,006

Nel position (defic ):
lnvested in capitalassels, net ofdebt 27,974,437 19.715,000
Restricted 5,05t, r80 1,692,653
L,nrestricted (14,914,310) (5,4j7.2j5)

'rotatnetposition$18,111,307$21,930.378

At lune 30, 2013, the Municipality's €urrent assets, amounting to S1G,305,907, are mainly composed of
cash (S11,226,301), and accounts receivable (55,079,606), net of reserve for dou btfu I accou nts.

The restricted cash represents resources legally designated for: (1) the payment ol debt service, (2) the
acquisition, construction and improvement of major capital assets, and (3)the operations offederally 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 propeny taxes receivable
represent resources set aside to redeem the bonds of the Municipality in minimum annual or biannual
principal and interest payments.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF tAS PIEDRAS

MANAGEMEN?S OISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENOED JUNE 30, 2013

FINANCIAIANAI.YSIS OF GOVERNMENT.WOE FINANCIAI. STATEMENTS (CONTINUEO)

The Municipality's non-current assets, amounting to S50,131,170 at June 30, 2013, are composed of
capital assets, with a cost basis of 567,2 ,450 whjch are reported net of accumulated depreciation and

amortization of517,207,204, and other assets amountinBto 973,924.

At June 30, 2013, the Municipality's current liabilities amounting to S13,789,625 are mainly composed of
accounts payable and accrued liabilities (59,981,077) and the current portions of long-term obligations

152,844,192J. Deferred inflows of resources (54,897,102) consist of unearned revenues associated with
municipal license taxes and intergovernmentai grants and contributions related to state and federally

funded grant programs.

The Municipality's non-current liabilities, amounting to 529,639,043 at June 30,2013, are mainly

composed of portions due after one year of bonds and notes payab,e 1527,824,568), compensated

absences (5859,739) and claims and judgments (5954,736).

As noted earlier, net position may serve over time as a useful indicator of the Municipality's financial
position. The position of the Municipality exceeded liabilities and deferred inflows of resources by

S18,111,307 at June 30, 2013. The most significant portion of net position (527,974,437) reflects the
Municipality's investment in capital assets (e.g. land, buildings, machinery, equipment, furnature, 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 capitalassets is reported net ofthe outstanding related debt, the resources needed to repaythat debt

must be provided by other sources, sioce capital assets cannot be used to liquidate these liabilities

Another significant portion of net position (55,051,180) at June 30, 2013, represents resources that are

restricted for debt service payments and capital p.ojects.

The remaining component of total net position consists of unrestricted net liabilities amounting to

514,914,310 at lune 30, 2013. These unrestricted net liabilities are the consequence of previous budgets

that did not provide sufficient funding{or incurred long-term obligations, such as bonds and notes payable,

compensated absences, claims and judgments, cenain obliSations under capital leases, etc. Historically,

a significant portion ofsuch obligations has been budgeted on a pay-as-You'go basis.

The total net position of the Muni€ipality decreased by 53,819,072 for the fiscalyear ended Ju ne 30, 2013.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

MANAGEMENT,S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2013

FINANCIAI- ANALYSIS OF GOVERNMENT.WDE FINANCIAL STATEMENTS (CONTINUED)

The following is a condensed presentation of the Municipality's results of operations as reported in the
GWFS:

Totalprogram revenues

Municipal license taxes

Construction excise taxes

Salcs and usc lax

[Jnreslricled grants and contributions

7,129269 5,878,42

6.591,883 7,1l r,968

252s264 2,738,615

399.72',7 1.019,730

1p60,3i0 1.101,8t I

2,806209 2,81r,390

lnterests on deposiis and misceuaneous relenues 101.421 2,641,550

13,785,810 t?,427,064Totalgeneralrevenues

Total revenues

ProgBm expemes:

General govemment

Urban and economic developmeff

Health and sanitation

Public safety

Public housing and welfare
Culture. recreation and education

lnterest on long-term obfigatiom

Total expenses

Net increase (decrease) in nei position

Nel position. at beginniu of fiscal year

Net position, at end of fiscal year

20,915,109 23,305,686

10,730,083 12,103,988

s910327 3,0s0,004

1582,633 I,060,587

806,819 858,498

2,467,807 2,156,559

752587 6t4242
1.483824 1,151.313

24,734,180 20,995,191

(3,819,071) 2,3r0,49s

21,930,378 t9,6t9,883

$ 18,111,307 $ 21,930,378
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI.ITY OF TA5 PIEDRAS

MANAGEMENTS DISCUSSION ANO ANALYSIS _ (CONTINUEO)

YEAR ENDEDJUNE 30,2013

FINANCIALANAI"YSIS OF GOVERNMENT.WIDE FINANCIAL STATEMENTS (CONTINUEO}

As previously mentioned, the Municipality's net position decreased by S3,819,071 during the currentfis€al
year. Approximately 51% of the Municipality's total revenues for the current fiscal year came from
property, municipal license, construction excise taxes and sales and use taxes (510,577,204). Grants,
contributions and €har8es for services (program revenoes), amounting to 59,935,478, ptollded 4t% ol
thetotalrevenuesforthecurrentfiscalyear. Miscellaneous revenues and interest on deposits, amounting
to 5402,427, provjded the remaining 2% oftotal revenues.

The Municipality's expenses cover a wide range of services. The largest expenses of the Municipality for
the fiscal year ended lune 30, 2013 were related to: (1) general admjnistratin8 and operating costs
(S10,730,083), which were classified as "general government", (2) urban and economic development

$5,910,327), (3) public housing and welfare {.52,467,807J, (4) health and sanitation (52,582,633), (5)
public safety (5806,819), (6) culture, recreation and education (5752,587), and (7) interest on long-term
obligations (51,483,924). These expenses include depreciation and amortization of capital assets and
deferred charges in the amounts of S1,310,942 for the fiscal year ended June 30, 2013.

FINANCIAI. ANALYSIS O! GOVERNMENTAL FUNDS

Andlysis oJ Finonciol Position olGovemmentol Funds

As discussed earliet the Municjpality uses fund accountinB to ensure and demonstrate compliance w:th
finance-related legal requirements. The focus ofthe Municipality's governmental funds is to provide
information on near-tefm inflows, outflows, and balances of expendable resources, Such information is

useful in assessing the Municipality's complian€e with finance-related le8al requirements. Specifi.ally,
unreserved fund balance may serve as a useful measure of the Municipality's net resources available for
spendinS at the end of the fi scal year.

At lune 30, 2013, the total assets of governmental funds amounted to 51a,fi0,822, which €onsisted
principally of: (1) cash of S11,226,301 (2) accounts receivable, 55,079,606, net of reserve for doubtful
accounts, and (3)inter-fund receivables of51,132,495. Such assets are restricted fordebt service, capital
projects, encumbrances and other specific purposes.

At June 30, 2013, the total liabilities of governmental funds amounted to S10,787,637, which consisted
principally of: (1) accounts payable and accrued liabilities of 56,721,615, (2) inter,fund payables of
51,864,915 and {3) matured bonds and interest due and payable of S2,201,107.
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COMMONWEALTH OF PUERTO RICO

MUNICIPAIITY OF I.AS PIEDRAS

MANAGEMENT'S DTSCUSSION ANO ANALYSTS - (CONTTNUED)

YEAR ENDEOJUNE 30,2013

Andlysis ol Finonciol Position ol Govemmentdl Funds (Continued)

The fund balances of governmentalfunds decreased by 55,568,632 duringthe fiscalyear ended June 30,

2013.

June 30. l0ll and 2012

2013 )01?

Total assets - major govemmental tunds

Totalassets - other govemmental funds

Combined total assets

Total liabilities - major govemmental funds

Total liabilities - other govemmental funds

Combined total liabilities

DelArrcd i nllo$ of resources

s t7,413,807 S 19,997,75r

75',7,0t5

18.t70,822 19,997,751

r0,s36,092 8,299,029

25t,545

10,78',7,63t 8,299,029

4,897,102 3,644,006

Assigned or restricted - maj or eovernmental tunds 8,441,526 10,898.008

31',7.250

(6.312,693) (2.813,292)

2,486.083 8,054,7t6

$ 18,r70,822 $ r9,997,751

Assigned or resticted - olher govemmental funds

Unassigned - aI govemmental firnds

Combined total fund balances

Total lidbi I i ties, defeted i nllo'|s of resources

Maior Governmental Funds

General Iund IGF)-The GF is the principal operating fund ofthe Municipality. TheGF'stotal assets

amounted to 55,982,954 atlune 30,2013. Suchassetsconsistprincipallyof:(1)cashandcashequivalents
(5188,055), (2) property tax, municipal license tax, construction excise tax, sales and use tax,

intergovernmental grants and contributions, and interest receivable (54,472,483), (3) short term and

long term amounts due from other funds (S1,131,506), and miscellaneous receivable (5190,909).

The GF's total liabilities amounted to S5,474,355 atJune 30, 2013. Such liabilities are composed maanly

of: (1) inte rgovern me nta I paya bles (S1,799,947), (2iaccounts payable and accrued liabilities (S4,673,419),

and (3) short-term and long-term amounts due to other funds (5989).

At the end of the current fiscal year, unassigned fund deficit of the GF amounted to 56,332,693, while
totalfund deficit amounted to S5,905,447.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF I-AS PIEDRAS

MANAGEMENT',S DTSCUSSTON AND ANALYSIS - (CONTINUEO)

YEAR ENDEDIUNE 30,2013

Major Governmental Funds (Continued)

Debt service fund {DSFI- The DSF's total assets amounted to 54,656,128 at lune 30, 2013, which consist

mainly of restricted cash in fiscal agent (54,564,709), restricted property taxes receivable, net of reserve

for doubtful accounts (S34,529), interSovernmental grants and contributions receivable (956,684), and

accrued interest on deposits (5205). The DsF's total liabilities amounted to s2,201,226 at June 30, 2013,

which are mainly composed of: {1) matured bonds and interest due and payable (S2,201,107), and (2)

short'term and lonS-term amounts due to other funds (5119).

Capital imorovements bond fund, (ClBFl - The CIBF's total assets amounted to 53,355,628 at June 30,

2013, which consist mainly of cash and cash equivalents {53,340,350) and accrued interest on deposits

(515,278). The CIBF'5 total liabilities amounted to 548,149 at lune 30, 2013, which are composed of

accounts payable and accrued liabilities and long-term amounts due to other funds. At the end of the

current fiscalyear, CIBF's total restricted fund balance reached 53,307,479.

Capital oroiects fund {CPFI - The CPF's total assets amounted to 5813,019 at June 30, 2013, which

consist ofcash and cash equivalents (5813,019). The cPt's deferred inflows ofresources amounted to

587,255. At the end ofthe current fiscalyear, CPF's total restricted fund balance reached S725,763.

Legislative ioint resolutions {und {LlRFl - The IJRF's total assets amounted to S1,526,136 at June 30,

2013, which consist of cash and cash equivalents (51,526,136). At the end of the current fiscalyear,

llRt's total restricted fund balance is 51,526,136.

Diaenostic and treatment center fund {DTCF} -The DTCF'S total assets amounted to S1,079,942 at lune

30, 2013, which consist mainly of cash and cash equivalents (S271,753), intergovernmental Erants and

contributions receivable (S3,111), accounts receivable (S72,658) and due from other governme nta I fu nds

(5732,420). The DTCF's total liabilities amounted to 51,079,942 at lune 30, 2013, which are composed of

accounts payable (S212,595) and due to otherfunds (5867,347).

Other rovernmental soeaia I reven ue funds {OGSRF) _ The OGSRF's total assets amounted to 5757,015 at

lune 30, 2013, which consist mainly of €ash and cash equivalents (5522,278), intergovernmental grants

and contributions receivable {5233,748), and due from other funds (5989). The OGSRF's total liabilities

amounted to S379,765 at lune 30, 2013, which are composed of accounts payable and ac€rued liabilities

{52,783), and due to otherfunds (5248,762). Atthe end ofthe currentfiscalYear, OGSRT'S tota I rest ricted

fund balance reached S377,250.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ITAS PIEDRAS

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2013

Anolysis olOperuting Results ol Govemmentol Funds

Condensed Slatement of Revenues, Expenditures and Changes

in Fund Balances - Govemmerta, Funds

FiscalYears Ended June 30. 2013 and 2012

20t3 z0t2

Totalrevenues - major governmental funds
Total revenues - other governmental funds

Combined lotal revenues

Tolal ex?endilures - major govemmental funds
Total expenditures - other govemmenlal funds

Combined total expenditures

Deliciency af rerenues under expenditutes

Other financing sources, net:

Olher financing sources. net - major
governmental funds

Olher financing sources (uses), nel - other
govemmental funds

Combined other financing sources (uses), net

Excess (deficienctl ofretenues and othet

fnd cing sources ater lunder) *penditures
afid olher./i nanc inq uses

Fund balance, at beginning ofJiscal year
P t i or -pet i od aAj u s tn ents

$ r8,532,589 $ 22,657.831

2,219.335

14,180.000

Fun.l ralonL\ rt bcginnin| nt tt..alvett ttt r,stated S,0S4?|5 ,t6.5jrn
Fund batance, at end ofliscal year

20,'781,924 22,657,831

24,066,847 28.61',7.591

2,283,709

26,350,556 28,617,591

(5,568.632) (5,959,760)

4,166,51I 14,180,000
(4,166,51l)

(s,568,632) 8,220,240

8,054,715 (165,525)

$ 2.486,083 S 8,054,715
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COMMONWEALTH OF PUTRTO RICO

MUNICIPALITY OF IA5 PIEDRAS

MANAGEMENTS OISCUSSION AND ANALYSIS. (CONTINUEDI

YEAR ENDED JUNE 30, 2013

Maior Governmental Funds

General irnd -The totalfund balance ofthe GF decreased bY 53,551,072 durinB current fiscalyear.

Approximately 72% (58,353,5€4) ofthe GF's total revenues for the current fiscalYear came from property,

municipal license, construction excise taxes and sales and use taxes, 24% (52,806,209) resulted from

intergovernmental grants and contributions, and 4% (S510,440) resulted from miscellaneous revenues.

The largest expenses of the GF for the fiscal year ended lune 30, 2013 were related to: (1) general

administratingandoperatingcosts(510,512,379),(2)construction,rehabilitationandpreservationofnew
or existinB housing, (51,814,213), which were classified as "urban and economic development, (3) public

hous ing a nd we lfa re {5782,533 ), (4) hea lt h a nd sa n itatio n (S303,347), (4) pu blic safetv (S710,751), a nd (6)

culture, recreation and education (S497,5981.

Debt service fund (DSFI -The total fund balance of the DSF decreased by S150,017 during current fiscal

year. Approximately 52,080,355 of DSF's total revenues for the current fiscal year came from restricted

property taxes. DSF'S total expenditu res for the current fiscalyear came from principal and interests on

bonds payable {S2,914,984).

capital imorovements bond Iunds {clBF} - The total fund balance of the CIBF decreased by S1,780,255

during current fiscalyear. CIBF'stotalrevenuesforthecurrentfiscalyearcamefrominterestondeposits
amounting S215,743. CIBF's total expenditures for the current fiscalyear were mainly related to capital

outlays, (S1,775,435) and debt issue costs (54,820).

capital proiects fund (cPF) - The total fund balance ofthe cPF increased by 545,784 during current fiscal

year. CPF'5 total revenues for the current fiscal year came from intergovernmental Srants and

contributions amounting to 52,281,4A2 and interest on deposits amountang 5254. CPF'S total

expenditures for the current fiscal year were mainly related to capital outlays, (S2,088,025) and general

administrating and operating costs (S62,658).

lesislative ioint resolutions lund (LJRF) 'The LIRF fund balance of S1,526,136 had no movement durinB

the current fiscal year.

Diarnostic and treatmentcenter fund (DTCF) - The totalfund balance ofthe DTCF decreased by 525,648

during current fiscalyear. Approximately 51,587,154 of DTCF'S total revenues for the current fiscal year

came from charges for services. ln addition the DTC received funds from the legislative joint resolution

number 144 in the amount of S650,319 during the current fiscal year. DTCF'S total expenditures for the

current fiscalyear came mainly from medi€al services to patients (S2,255,992).

Other qovernmentalspecial revenue lunds loGSRFl- The totalfund balance ofthe oGRF decreased bY

5107,424 during current flscalyear- Substantially allofOGSRF'S revenues forthe current fiscalyear came

from intergovernmentalgrants and contributions (S2,249,333). Total expenditures were mainly related

to public housing and welfare (S1,489,972), and capital outlays (S793,738).



CAPITAL ASSETS AND OEBT ADMINISTRATION

a) CapitalAssets

The Municipality has invested S57,264,450 in capitalassets used in governmental activities, which
haveanaccumulateddepreciationandamortizationofSlT,20T,204atlune30,2013. The net capital
assets increased during the curent fiscal year due to the current fiscal year's capital additions
(53,558,411), which were partially offset bythe depreciation and amortization expense.

b) Oebt Administration

The Municipality finances a si8nificant 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 lune 30, 2013, the Municipality's total bonded debt amounted to 528,552,083 consjsting of bonds -
payable. Such debt is backed bythefullfaithandcredit oftheMunicipality. The Municipality has also
certain outstanding notes payable. Such notes payable also decreased during the current fiscalyear
mainly due to the principal payments made durinB the same period.

REQUEST FOR INFORMATION

This financaal report is designed to provide a generaloverview of the Municipality's finances for allofthe
N4unicipality's citi2ens, taxpayers, customers, investors and creditors. This financial repon seeks to
demonstrate the Municipality's accountability for the money it receives. Questions concerning any ofthe
informatioo provided in this report or requests for additional information should be addressed to:
Municipality of Las Piedras, Depanment of Finance.

COMMONWEALTH OF PUERTO RICO

MUNICIPAI-ITY OF I-AS PIEDRAS

MANAGEMENT',S DTSCUSSTON AND ANALYStS - (CONTTNUEO)

YEAR ENDEDIUNE 30,2013
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF I.AS PIEDRAS

STAIEMEMO' NEI POSMON

ASOTJUNE 30,2013

Assets

Governmental

adivities
Curre nt assets:

Cash in commercial banks

Accounts receivable, net of allowance fordoubtful

Taxes:

Municipal license taxes

Salesand use taxes

lntergovernmental grants and contributions

lnterests

Miscellaneous

Total accounts receivable

Restrided assets:

cash in commercial banks

Cash in fiscal agent

Accrued interests on deposits

Accounts receivable

lntergovernmental grants and contributions

Total restricled assets

Total current assets

Non-curent assets:

Capital assets, at costl

Depreciable capital assets

Non-depreciable capital assets

Total capital assets, at cost

Lessr accumulated depreciation and amonizataon

Total capital assets, net
Otherassets

Propertytaxes receivable, net of reserve fordoubtfulaccoun 34,529

1,189,592

7,265,444

49,121

1,921,774

512

190,900

5 2,809,090

8,334,839

15,44
72,65A

293,543

S 56,387,884

10,876,566

61,264,450

117 ,2O7 ,704l,

87,372

4,663,392

11,560,143

16305,907

Total non-currentassets

fotal assets

s0,057,246

13,924

50,131,170

5 66,437,0n

18
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COMMONWEAI"TH OF PUERTO RICO

MUNICIPALITY Of I-AS PIEDRAS

STATEMET{I Or NfiPo5rfloN (CoMflNUED)

As Of .JUNE 30,2013

tiabilities and net position

Current liabilities (due within one year):

Accounts payable and accrued liabilities:

Trade payables and accrued liabilitaes

lntergovernmental payables

Total accounts payable and accrued liabilities

tiabilities related to restricted assets:

Accounts payable and accrued liabilities

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) :

Bonds payable

Notes payable

Compensated absences

Claims andjudgments

Total non-cu rre nt liabilities

Totalliabilities

Deferred inflows of resouraes

Net position

lnvested in capitalassets, net of related debt

Restrided for:
Debt service

Capitalprojects
Other purposes

Total restricted net position

Unrestricted

s8,181,130
1,199,947

1,580,000

245,000

1,0]9,r92

Governmental
activities

S 9,981,077

964,356

2,844,192

13,189,62s

26,912,083

852,485

859,739

954,736

29,639,O43

41,424,668

4,897,102

27,97 4,437

52,4s4,902
692,892

1,903,386

5,051,180

(14,914,310)

Totalnet position

Ihe accompanyinS notes to the basic financialstatements are an integralpart ofthis statement.

19
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF I.AS PIEDRAS

STATaMENTOF Acnvma5
FORTHE YEAR ENDEDIUNE 30,2013

91i1q942

Governmental activities:

Urban and economic development

Publi. houringand welfare

Culture, recreatio. and education

rnterests on long-tern obligations

Total governmental activitiet

s10,730,084

5,910,327

2,541,633

806,819

2,467,407

752,541

t,443,924

_____:2!L14,18r

- s (9,938,s23)

(5,910,327)

- (995,469)

- (806,8191

2,063,008

(7s2,s87)

5 108,013

1,587,164

$ 683,s48

4,530,81;

3,986 s2!5,t43 (7,264,r95)

_!1f9:.1r ___ss2]!i1' s2t5,143 5(17,604,912)

Gene.al revenuesi

Taxes:

Propenytaxes

Municipal licensetaxe5

ConrtrucUon exclse taxe5

saler and use taxes

Totaltax revenues

lntergovernmental g.ants and contributions,

not restricted to speclfic programs

lnterests on deposits

Miscellaneout

Tota generalrevenue5

Netdeffeaseln netposition

Netpositionatbeginningof filca year

Net posluon at end offiscalyear

Ihe accompanying notes to the basic financial natements are an integralpart ofthis stateme.t.

5 6,s91,883

2,525,264

399,727

1,050,330

t0,577,244

2,406,209

311,140

45,247

13,785,840

(3,819,072)

2t,930,319

s18,111,307
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

RECONCILIATION OF THE GOVERNMENTAL FUNOS

BALANCE SHEETTo S-rarEMENT OF NEr PosrnoN

AsO.Jui'lE 30,2013

The amounts of gove rn menta I act ivities reported in the statement of net assets and the balance sheet

- governmentalfunds, are different for the following reasons:

Totalfund balances reported in the balance sheet - governmental funds 5 2,486,083

Add (Dedu€t):

Capital assets used in Sovernmental activities are not considered available

Iinancial resour€es at fiscalyear-end, therefore, are not reported in the
governmental funds. This is the carrying amount of capital assets, net of
accu m u lated depreciatio n a nd a mo rt i2ation of 517,207,204. 5O,OS7 ,246

Other assets

The following liabilities are not due (mature) in the current fiscalyear,
therelorc, are not reported in the governmental fu nds at June 30, 2013.

Accounts payable and accrued liabilities

Bonds payable

Notes payable

Compensated absences

Claims and iudgments

13,924

N et pos ition - gove rn me nta I activities, as repo rted in the statem ent of net assets S 18,111,307

The accompanying notesto the basic financialstatements are an integralpart of
this statement.

(3,s11,711)

(27,063,083)

(1,097,48s)

(1,878,931)

(9s4,736)
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COMMONWEALTH OF PUERTO RICO

MUNICIPATIW OF LAS PIEDRAS

REcoNcrLtalloN OFTHE STATEMENT OF R[vENUE5, ExPENDtruREs

AND CHANGES IN FUND BALANCE5 Of GoVERNMEMIAI

FUNo5 TO THE SIAIEMENT OF ACTNIIES

FoR THr YEAR ENDEoJUNE 30,2013

The amounts of governmental activities reported in the statement of
activities and the statement of revenues, expenditures and changes in fund

balances (deficits) - governmental funds, are different for the following

Total net decrease in fund balances (deficits) reported in the statement of
revenues, expenditures and changes in fund balances - governmental funds S (5,568,632)

Add {Deduct):

Net change in deferred inflows of resources that are measurable but
not available at lune 30. 2013.

Governmental funds report capital outlays as expenditures. However,

in the statement of activities, the cost of those assets is allocated over

their estimated useful lives as depreciation and amortization
expense. This is the exce5s of capital outlays over depreciation

244,467

3,558,410

Repayment of principal of long-term obligations is reported as

expenditures in the governmentalfunds; however, the repayment

reduces long-term liabilities in the statement of net position l"450,m0

Accounts PaYable '3,s07,717)

Net decrease in net position, as reported in the statement of activiti S (3,819,072)
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF I.AS PIEDRAS

NoTES To THE FINANc!AISIATIMENTS

.|uNE30,2013

1. Summary oI SiSnifiaant Accounting Policies

The Municipality of Las Piedras (the Municipality) is a local municipal government constituted in the _
Commonwealth of Puerto Rico (the Commonwealth). The Municipality has full legislative, fiscal and
allothergovernmentalpowers and responsibilities expressly assigned by publicAct No.8lofAugust
30, 1991, as amended, known as Autonomous Municipolities Act of the Commonweolth ol puerto

R,i.o (Act No.81). The I\Iunicipality is one ofseventy-eight municipalities legally separated from the
Commonwealth's government.

The Commonwealth's Constitution provides for the separation of powers ofthe execritive, legislative
and judicial branches of the Commonwealth and the municipalities. However, the Municipality's
governmental system consists of executive and legislative bran€hes only. A Mayor, elected every -
four years by the citkens, 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 GeneralJustice Court System ofthe Commonwealth, which has jurisdiction over
the Municipality, e)(ercises the judi€iary power.

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

o) Findnciol 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, 2013, in €onformity with AccountinB Principles Generally Accepted in
the United States of America (GAAP), as prescribed by the Governmental Accounting Standards
Eoard (GASB).

Accordin8 to the financial reporting model established by GASB StatementNo.34, Bosic Financiol
Stotements - ond Manogement's Discussion ond Anolysis - for Stote ond Locol Governments
(GASB No.34), the required basic fina ncia I statement presentation applicabletothe Municipality
is composed of the following elements: (1) Bovernment wide financial statements (GWFS), (2)
governmental fund financial statements (GFFS), (3) notes to basic financial statements, and (4)
required supplementary information (RSl).

n5/ consists of: (1) a Management's Discussion and Analysis (MD&A) and {2) a budgetary
comparison schedule - generalfund. RSI is information presented along with, but separate from,
the Municipality's basic financial statements.
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COMMONWEALTH OF PUERTO RICO

MUNICIPAIIW OF LAS PIEORAS

NorEs To THE FTNANcTAL STATEMENTS

,uNE 30, 2013

SummaryotSignificantAccounting Policies{Continue)

MD&A is a narrative repon that introduces the accompanyin8 basic financial statements and
provides an analytical overview of the Municipality's financial activities for the fiscal year ended
June 30, 2013, based on the Municipality's knowledge of the transactions, events and conditions
reflected in the basi€ fjnancial statements. The MD&A also highlights certain key fiscal poli€ies

that control the Municipality's operations.

Other supplementary information presented in this report for purposes of additional analysjs

consists of a budgetary comparison schedule- debt service fund.

On March 2009, the Municipality adopted the provisions of GASB Stateme ntNo.55, The Hierurchy

olGenerally Accepted Accounting PrinciplesforState ond Locol Governments (GASB 55), and GASB

Statement No. 56, Cody'ltotion ol Accounting ond Finonciol Repotting Guidonce Contained in the

AICPAStotements on Auditing Stondords IGASB 561.

GASB 55 incorporated the hierarchy of generally accepted accounting principles (GAAPlfor state

and loca I governm ents into the Gove rn me nta I Accou nting Standards Board's (GASB)authoritative

literature. The requirements in this Statement codify all GAAP for state and lo€al governments so

that they derive from a single source.

GASB 56 incorporated intothe 6 overn m enta I Accou nting Standards Board's (GASB)authoritative

literature certain accounting and financial reporting guidance presented in the American lnstitute
of Certified Public Accountants'Statements on Auditing Standards. This Statement addressed

three issues not included in the authoritative literature that establishes dccounting ptinciples-
related party transactions, going concern considerations, and subsequent events-

On July 1, 2012, the Municipality adopted the following two new statements of financial

accounting standards issued by the G ove rn me ntal Accou nting Standards Board: (1)Statement No.

63, Financial Re porting oJDeleffed Outlows ofResources, Deferred lnllows ofResowces, ond Net

Posiflon (GASB 63), and (2) Statement No. 65, /tems Previously Reported os Assets ond Liobilities
(GASB 6s).

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

consumptions of net position by the government that is applicable to a future reponinB period

and deferred inflows of resources which are acquisitions of net position by the government that
is applicable to a future reporting period. GASB 63 amends the net asset reporting requirements

by incorporating deferred outflows of resources and deferred inflows of resources into the
deflnitions of the required components of the residual measure and by renaming that measure

as net position, rather than net assets. The adoption of GASB 63 resulted in a change in the
presentation ofthe Statement of Net Assets to what is now referred to as the Statement of Net
Position and the term "net assets" is changed to "net position" throughout the financial
statements,
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GASB 63 also amends the reporting of the "net investment in capital assets" component of net
position. This component consists of capitalassets, net ofac€umulated depreciation, reduced by
the outstanding balances of bonds, mortgages, notes, or other borrowings that are attributable
to the acquisition, construction, or improvement ofthose assets, Deferred outflows of resources
and deferred inflows of resources that are attributable to the acquisition, constructton, or
improvement ofthose assets or related debt are now required to be included in this component
of net position.

GASB 55 establishes accounting and financial reporting standards that reclassify, as deferred
outflows of resources or deferred inflows of resources, certain items that were previously
reported as assets and liabalities and recognizes, as outflows of resources or inflows of resources,
certain items that we.e previously reported as assets and liabilities. Concepts Statement No. 4,
Elements of Finonciol Stotements, introduced and defined the elements included in finan€ial
statements, including deferred outflows of resources and deferred inflows of resour€es, ln
addition, Concepts Statement No. 4 provides that reporting a deferred outflow of resources or a

deferred inflow of resources should be limited to those instances identified by the Government
Accounting Standards Board in authoritative pronouncements that are established after
applicable due process. This Statement amends the financial statement element classification of
certaan items previously reported as assets and liabilities to be consistent with the definitions rn
Concepts Statement No. 4. This Statement also provides other financial reporting guidance
related to the impact of the financial statement elements deferred outflows of resources and
deferred inflows of resources, such as €hanges in the determination ofthe majorfund calculations
and limiting the use oJthe term deferred in financial statement presentations-
There was no impact on the Municipality's financial statements as a resultof the implementation
of Statement No. 55.

b) Financidl Reporting Entity

The accompanying basic fina ncia I stateme nts include alldepartments, agencies and municipal
operational units that are under the legaland administrative controlofthe Mayor, and whose
financial resources are under the legal custody and control of the Municipality's Director of
Finance and Budget, as prescribed by Act No.81.

The Municipality's management has considered all potential component units (whether
governmental/ notjor-profit, or profit-oriented) for which it may be financially accountable
and other legally separate organizat;ons for which the nature and significance of their
relationshap 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 misleadine or incomplete,
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GASB Statement No. 14, The Finonciol Reporting Entlty (GASB No. 14), as amend€d, 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 Ior the organiration to provide specific financial benefits to, or impose specific
financial burdens on, the Municipality.

On luly 1,2004, the Municipality adopted the provisions of GASB Statement No.39,
Determining Whether Certoin Orgonizotions ore Component Units - on Amendment oJ GASB

Stotemert No. l4 (GASB No. 39). GASB No. 39 states that cenain organizations for which a

primary Bovernment is not financially accountable nevertheless warrant inclusion as part of
the financial reporting entity because ofthe nature and significance of their relationship with
the primary government, including their ongoing financial support ofthe primary government

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

The Municipality's management has concluded that, based on the aforementioned critena,
there are no legally separate entities or organizations that should be reported as component
units ofthe Municipality for the fiscal year ended lune 30, 2013.

According to GASB No. 39, a legally separate, tax-exempt orBanization should be reported as

a discretely presented component unit of a reporting entity if all ofthe following criteria are

met:

The economic resources received or held bythe separate organization are entirely or almost
entirely for the direct benefit oI the primary government/ its component units, or its

constituents,

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

The economic resources received or held by an individual organization that the specific
primary government, or its componenl units, is entitled to, or has the ability to otheMise
access, are significant to that primary government.
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o. Government-wide Finonaidl Stotefients

The accompanying GWFs are composed of: (1) the statement of net position and (2) the
statement of activities. These financial statements report information o, all governmental

activhies of the Muni€ipality as a whole. These statements are aimed at presenting a broad
overview of the N4unicipality's finances by reporti.g its financial position and results of
operations using methods that are similarto 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).
Operationalaccountability is the Municipality's responsibilityto report to the extent to which
it has met its operatinB objectives efficiently and effectively, usin8 all resources available for
that purpose. lt focuses on the Municipality's principal operatinS objective, which is to
provide services to its citizens.

The accompanying statement of net position provides short-term and long-term information
about the Municipality's financial position by presenting all of the Municipality's assets and

liabilities, with the difference between these two items reported as "net position" (equity).

This statement assists management in assessing the levelofservices 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 legaland contractual restrictions on resources.

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

.lnvestedincapitalassets,netolrelateddebt-Thisnetassetcategoryconsistsofcapital
assets, net of accumulated depreciation and amortization, reduced by the outstanding
balances of bonds payable, and other debts that are attributed to the acquisition,
construdion 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 oI capital assets has been reduced by any
related unspent debt proceeds and any related unamortized debt issuance costs.

Pursuant to provisions of GASB 53, deferred outflows of resources and deferred inflows
of resources that are attributable to the acquisition, construction, or improvement of
those assets, is included in this component of net position,
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. Restrided net position -This net position category consists of net resources restricted
by externalpanies (such as creditors, grantors, contributors,laws or regulations ofother
governmentsr etc.), or net position for which constraints are imposed by constitutional
provisions or enabling legislation. Enabling legislation consists of legislation that
authorizes the lMunicipality to assess, levy, charge or otherwise mandate payment of
resources (from external resource providers), Enabling le8islation establishes
restrictions if it includes a legally enforceable requirement that those resources be used

only forthe specific purposes stipulated in the legislation.

The classification ofrestrjcted net posjtion identifies resour€esthat have been received orearned
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. Eond indentures aho often limit the
use of bond proceeds to specific purposes.

lnternally imposed designationsofresources, includinBearmarking, are not reported as restricted
net position. These designations consist ot management's plans for the use of resources, which
are subject to €hange at the discretion ofthe Municipal Legislature.

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

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

(2)Grants and contributions - 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 indicatethat management does not considerthem to be available forgeneral
operations. 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.

30



COMMONWEALTH OF PUERTO RICO

MUNICIPAIIW OF I.A5 PIEDRAS

NorEs To THE FrNANcraL SrarEMENrs

JUNE 30,2013

1. Summary ofSigniticant Accounting Policies (Continue)

The a.companying statement of activities presents the Municipality's results of operations by -
showing, how the Municipality's net assets or liabilities changed during the fiscalyear ended lune
30, 2013, using a net (expense) revenue format. This statement presents the cost of each
flrnction/program as well as the extent to which each of the Municipality's functions, programs
or other services either contributes to or draws from the N4unicipality's general revenues (such as
property taxes, municipal license taxes, construction excise taxes, etc.).

Afunction/program describes a group ofactivitiesthat are aimed at accomplishing a major service
or regu latory res pons ibility. The fu nctions/progra ms reported in the accom pa nying basic fina ncia I

statements are: (1) general Bovernment, (2) urban and economic development, {3) public safety,
(4)health and sanitation, (5)culture, recreation andeducation and (6) public housinBand welfare.
The governmental operations of the Municipality's departments and operational units are
classified within the following functions/programs in the accompanyinS basic financial
statements:

General Boveanment:
Municipallegislature
Mayor's office
Department offinance
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
Depa rtment of territoria I ordering
Department of building conservation

Public safety:
Department of emergency management-civil defense
Department of municipal police

Health and sanitation:
Department of health

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

Public housingand wellare:
Department of public housing
Depanment of federal programs

Department of citizen affairs
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The statement of activities demonstrates the degree to which program revenues offset direct

expenses of a Siven function/program or segments. Direct expenses are those that are clearly

identifiable with a specificfunction, segment or operational unit. This statement reports revenues

in three broad categories: (1) program revenues, (2)general revenues and (3)specialitems.

Prcgrom revenues arcgenerated directly from a pro8ram itself or may come from padies outside

the Municipality's taxpayers or citizens. ln the statement of activities, program revenues reduce

thecosts(expenses)ofthefunction/programtoarrjveat:(1)thenetcostofthefunction/pro8ram
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 cateEories of program revenues:

charges tor services - Ihese revenues generally consist of exchange or exchange-like

transactions involvinS charges to customers or appli€ants who purchase, use or directly

benefit from the goods, services or privileges provided, or are otherwise directly affected by

the sewices. These revenues include fees charged for specific sewjces, charges for licenses

and permits, and fines and forfeitures, among others.

. Program-specific operating and capitalSrants and contributions - These revenues consist of
transactions that are either mandatory or voluntary non-exchange transactions with other
governments, organizations, or individuals that restrjct 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 pro8ram. 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 capitalgrants and

€ontributions are program revenues because they are specifically attributable to a program

and reduce the net expense of that program to the MunicipalitY. They are reported net of
estimated uncollectible amounts,

Generolrcvenues arelhe default categoryfor revenues. lt includes all aevenues and gains that do

not meet the definition of program revenues. Property taxes, municipal license taxes and

construction excise taxes are reported as general revenues. All other non-tax revenues (including

unrestricted interest ofl deposits, Srants and contributions not restricted for specific programs

and miscellaneous revenues) that do not meet the definition of proBram revenues are classified

as general revenues. Resources that are dedicated internally by the Municipality are reported as

general revenues rather than as program revenues, All general revenues are reported net of
estimated uncollectible amounts, which are recorded as reduction of revenues rather than as
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Speala/ /tems consist of revenues arising from significant transactions or other events within the
control of management that are either unusual in nature or infrequent in occurrence.

fhe generol government function/program reported in the accompanyinB statement of activities
includes expenses that are, in essence, indirect or costs of other functions/programs of the
N4unicipality. Even though some ofthese costs have been charged to certain funds in the GFFS as
indirect cost allocations permitted under some federal programs, the Municipality has reported
these indirect costs as direct expenses ofthe general government function. Accordingly, the
Muni€ipality generally does not allocate general government (indirec0 costs to other functions.

The effects of all inter-fund governmental activities (revenues, expenditures and other financing
sources/uses among governmental funds) have been removed from the accompanying
statements of net assets and activities.

The Municipality classifies all of its activities as Bovernmental actjvities in the accompanyin8
GWFS. These are activities generally financed through taxes, intergovernmental revenues and
other non-exchange revenues that can be used to support the Municipality's programs or
services. These governmental activities are also generally reported in the GFFS.

The Municipality has no fiduciary activities, which are those in which the Municipality would be
holding or mana8ing net assets for specific individuals or otherexternal parties in ac€ordance with
trust a8reements or other custodial arrangements. In addition, the ilunicipality has no
operations or activities that are financed and operated in a manner similar to private business
enterprises, where the costs of providing goods or services to the general public (expenses,
including depreciation) is financed primarily throu8h user chargesi or where the governing body
has decided that periodic determination of revenues earned, expenses incurred, and/or net
income is appropriate for capital maintenance, public policy, management control, accountability,
or other purposes.

c) Governmentol Fund Finonciol Stotements

A fund is a fiscaland accounting entity consisting of a self balancinS set of accounts used to record
assets, liabilities and residual equities, deficits or balances, and chan8es therein, whi€h are
segre8ated 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: l1) the balance sheet - governmental funds, and {2)
the statement of revenues, expenditures and changes in fund balances -governmentalfunds.
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These financial statements repon the financial position and results operations of the

Municipality's governmental funds by presenting sources, uses and balances of current financial

resources, Some ofthese financjalstatements have a budgetary orientation and focus primarily

on: {1)the Municipality's maior governmentalfunds, as defined below, (2) the fisca I a ccou ntability

and (3) the individualparts ofthe Municipality's government. Fiscalaccountabilityrepresentsthe

Municipality's responsibility to justify that its actions in the current fiscalyear have complied with

public decisions concerningthe raising and spending of public moneys in the shortterm (generally

one fiscal year).

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

are used in demonstratin8 compliance 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 1, 2010, the Municipality

adopted the provisions of GASB Statement No. 54, Fund Bolonce Reporting ond Governmentol

Fund Type Definitions IGASB 54), which modified the interpretations of certain terms within the

definition ofthe special revenue funds and the types ofactivities 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 Eovernmental 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:

. Generdl lund -fhe general fund is the MunicipalitY's main operating fund as defined below,

used to account for all financial resources and governmental activities, except for flnancial

resources required to be accounted for in anotherfund. lt is presumedthatthe Municipality's
governmental activities have been reported in the Seneral fund except for transactions for
which one ofthe {ollowinB compellinB reasons has required the use of another fund: (1) legal

requirements, (2) GAAP requirements or (3) the demands of sound financial administration

requiring the use of a governm enta I fu nd other than the generalfund.

. Debt seruice lund - The debt service fund is used bY the Municipality to accollnt for the

accumulation of resources for, and the payment of, principal and interest fo.: (1) bonds

payable for which debt service payments are legally mandated to be accounted for in a debt

sewice fund and/or (2) bonds payable or anY Seneral lonS-term debt for which the

Municipality is being accu mu lating fina ncia I resou rces in advanceto pay principaland interest

payments maturing in future Years. During the fiscal year ended June 30, 2013, the financial

activity accounted for in the debt service fund was specifically related to bonds and notes

payable.
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The outstanding balance ofgeneral lonB-term debts forwhich debt service payments do not
involve the advance accumulation of resources {such as notes payable, obligations under
capital leases, ac€rued compensated absences, accrued legal claims and judgments and the
federal cost disallowances) are only accounted for in the a€companying statement of net
position. The debt service payments ofsu€h debts are generally accountedforas debt service
- principal and debt service - interest expenditures in the Beneral fund.

. Cdpitdl imvovenents bonds lund - Capital improvements bond fund is a major capital
projects fund used to account forthe receipts and disbursements ofthe proceeds arising from
the issuance of general obligation and permanent improvement serial bonds used in the
acquisition, construction or improvement of major capital facilities and assets.

The use of the capital improvements bond 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
routinepurchasesofminorcapitalireassets(suchasfurniture,officeequipment,vehiclesand
other minor capital assets or improvements) have been reported in the governmental fund
from which financial resources were used forthe payment.

The accompanying GtFS are accompanied by other statements and schedules required by GAAP:

l1) the reconciliatlon of the balance sheet - governmental funds to the statement of net assets,
and (2) the reconciliation of the statement of revenues, expenditures and chan8es in fund
balances - governmental funds to the statement of activities.

Meosurcment Focus ond Bosis oJ Accounting

Government-wide financial statements - The accompanying GWFS are prepared using the
economic resour€es measurement focus and the a€crual 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 ofthe timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchange,
like transactions are generally recorded whenthe exchange takes place. ln ex€hange tra nsactio ns,
each party to the transaction receives and gives up essentially equal values. An exchangelike
transaction is one in which there is an identifiable exchange and the values exchanged, thou8h
related, may not be quite equal, Nevertheless, the exchange characteristics ofthe 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 receavedl,
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All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are
recorded using the criteria set forth by 6458 Statement No. 31, Accounting ond Finonciol
Reportinglor Non-exchonge l/orsoctiors (6A58 No.33). GASB No.33 established accounting and
reporting standards for non'exchange transadions involving cash and financial or €apital
resources (forexample, most taxes, grants and private donations). ln a non,excha nge tra nsact io n,

the Municipality gives (or receives) value without d;rectly receiving (or giving) equal value in
return. This is different from an exchange transaction, in which ea€h party receives and give5 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, (c) government mandated non-
exchange transactions, and {d) voluntary non-exchange transactions.

ln the case of derived tax revenue transactions, which result from assessments the l\,4unicipality
places on exchan8e transactions, receivables and revenues are recorded when the underlying
exchange has occurred,
ln 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
generally recorded in the period when an enforceable legal claim has arisen. Property taxes and
municipal license are generally recorded as revenues (net ofamounts considered not collectible)
in the fiscalyear when resources are required to be used or the first fiscalyear that the use ofthe
resources is permitted.

Government mandated non exchange transactions (such as grants and contributionsi 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 provide/s enablinB legislation. ln these type
oftransactions, receivables and revenues are generally recorded when all eligibility requirements
imposed by the provider have been met. Forthe maiority ofgrants, the I\/unicipality must expend
resources on the Specific purpose or project before the provider reimburses any amolrnts,
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 contGctual agreements, other than exchanges, willangly entered into by
two or more parties, ln these types of transactions, receivables and revenues are generally
accounted for in the same manner as Eovernment-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.
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According to GASB No. 34, all general capital assets and the un'matured long term liabilitres are
recorded only in the accompanying statement of net assets. The measurement focus and the
basis of accountinB used in the accompanying GWFS differ significantly from the measurement
focus and basis of ac€ounting used in the preparation of the accompanying GFFS. Therefore, the
accompanyinB GFFS include reconciliations, as detailed in the ac€ompanying table of contents, to
better identifythe relationship between the 6WFS and the 6FFS.

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 accompanyinB statement of revenues,
expenditures and changes in fund balances - governmental funds, reports changes in the amount
of financial resources available in the near future as a result of transactions and events of the
fiscal year reported. Therefore, revenues are generally recognized as soon as they are both
measurable and available. Revenues a.e considered to be available when they are collectible
within the current fiscalyear or soon enough thereafter to pay liabilities ofthe current fiscalyear.
For this purpose, the Municipality considers most revenues to be available if collected within 90
days after June 30, 2013, except for property taxes for which the availability period is 50 days.

Revenue sources not meeting this availability criterion or collected in advance are recorded as

deferred (unavailable) revenues at June 30, 2013.

The principal revenue sources considered susceptible to accrual include propertytaxes, municipal
license taxes, €onstruction excise taxes, inter8overnmentalgrants and contributions, interest on
deposits and char8es for services. These principal revenue sources meet both measurability and
availability criteria in the accompanying GFFS, except for amounts recorded as deferred
(unavailable) revenues.

ln a manner similar to the GWFS, but subject to and limited by the availability criteria discussed
previously, allrevenues, expenses, gains,losses, assets and liabilities resultingfrom exchange and
exchange-llke transactions are also generally recorded when the exchange takes place.

Accordingly, certain charges for services and miscellaneous revenues are recorded as revenues
when €ollected 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 €riteria
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 fiscalyear when resources are required to be used or the first fiscalyear
that the use of the resources is permitted. Receivables and revenues from federal and state
grants and contributions, donations and entitlements are also generally recorded when all
eligibility requirements imposed by the provider have been met (generally, as qualifying

reimbursable expenditures are incu.red).
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lnterest on deposits is recorded when earned only if collected within 90 days after the fiscalyear-
end since these revenues would be considered both measurable and available.

Pursuant to the provisions of GASB Interpretation No.6, Recognition ond Measurement ofCeftoin
Liabilities and Expenditures in Govefimentol Fund Finonciol Stotements (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 salaries, professional services, supplies, utilities, etc.) in the period in which the

Sovernment incurs the liability, to the extent that these liabilities are normally expeded to be
liquidated in a timely manner and in fullwith 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 ofsituations in
whi€h the N4unicipality should distinguish between governmentalfund liabilities and general long-
term liabilities. Therefore, the accompanying balance sheet - governmental funds generally

reflects assets that will be converted into cash to satish/ current liabilities. Long term assets and

those assets that will not be converted into cash to satisfy current liabilities are generally not
a€counted for in the accompanying balance sheet-governmentalfunds. 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 - Sovernmental

M od ifications to the a€crualbasis ofaccounting in a€cordance 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, 2013, which have been recorded as
govern menta I fu nd liabilities at June 30, 2013, which is the date when resources are available
in the debt service funds (generally, June 30).

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

. Certain accounts payable, intergovernmental payables and other accrued liabilities not due

and payable or not normally expected to be liquidated in full and in a timely manner with
available and expendable fjnancjal resources are re€orded in the accompanyjng statement of
net assets. Such liabilitjes are recorded in the governmental funds when they mature.

. Executor purchase orders and contracts are recorded as a reservation offund balance in the
GFFS,
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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
govern menta I fu nd liability is incurred. Allocation ofcosts, su€h as depreciation and amortization,
are recorded in the accompanying statement of activities, but are not recorded in the
ac€ompanYing 6FFS.

Stewardship, Complionce ond Accountobility

Budqetarv Control

According to Act No. 81, the Mayor and its Administrative Cabinet prepare annual budgets each

fiscalyearforthe Municipality's generalfund and debt service fund. Such legally adopted budgets
are based on expected expenditures by program and estimated resources by source. The annual

budgets aredeveloped usinB 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 existinB at the time the budgets are prepared.

The Mayor must submit, for each fiscal year commencing on July 1, an annual budgetary
resolution project (the Project) to the Commissioner of N4unicipal Affairs of the Commonwealth
(the Commissioner) and the Municipal tegislature no later than the immediately pre€eding t!4ay

10 and t!4ay 15, respectively. The Commissioner preliminarily verifies that the Project complies

with allthe applicable laws and reBulations and may provide comments and suggestions to the
Mayoron or beforethe immediately precedingJune 13.

The Municipal Legislature has 10 bus;ness days, up to the immediately precedin8 June 13, to
discuss and approve the Project with modifications. The Municipal Legislature may amend the
budgets submitted bythe 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. Afterthe lMunicipal
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 item but may not increase or insert any new line item in the budgets. The Mayor may also
vetothe budgets in theirentirety and return it to the MunicipalLegislature with his objections. lf
the Mayor rejects the Project, the Municipal Legislature will have up to 8 days to adopt or reje€t
the recommendations or objections of the Mayor. The approved Project is sent again to the
lvlayor, which then would have 3 days to siBn and approve it.

lf the budgets are not adopted prior to the end of the deadlines .eferred 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 untilthe Municipal Legislature and the Mayor
approve new budgets. This regulation permits the Muni.ipality to continue doing payments for
its operations and other purposes until the new bud8ets are approved,
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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 lvluniclpal Legislature.

The Municipality's Department of Fanance and Budget has the responsibility to ensure that
budgetary spendinB control is maintained. For day-to-day management control purposes,

expenditures plus encumbrances may not exceed budgeted amounts at the expenditure-type

levet of each cost center (activity within a program within a fund). The Mayor maY transfer

unencumbered appropriations within pro8rams with;n funds. The N4unicipal tegislature may

transfer amounts among programs within and among funds.

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

appropriation) is at the function/pro8ram level {Seneral government, urban and economic

development, public safety, health and sanitation, cuhure, recreation and education, and public

housing and welfare)within a fund.

lJnder the laws and regulations of the Commonwealth, the appropriations made for any fiscal

year shall not exceed the total revenue, includinB available surplus, estimated for said fiscalyear

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

Budqetarv Accountinq

The Municipality's annual budgets are prepared using the budgetary (statutory) basis of

accountinS, which ls not in accordance with GAAP.

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

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

expenditures over revenues.

The Municipality uses encumbrance accounting to record the full amount of pur€hase orders,

contracts and other commitments of appropriated resources as deductions from the

appropriation prior to actual expenditure. ln the governmental funds, encumbrance accounting

is a significant aspect of budgetary control. Accordingly, expenditures are Eenerally recorded

when the related expenditure is incurred or encumbered. Available appropriations and

encumbrances are establhhed 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 untilthey are encumbered or otherwise processed for payment. unencumbered

appropriations and encumbrances lapse at fiscal year-end Other appropriations, mainly €apital

projects appropriations, are continuinB 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,
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The accompanying budgetary comparison schedule -Beneralfund and the budgetary comparison
schedule - debt service fund provide information about the general and debt seNice funds'
original budgets, its amendments, and the actual results of operations of such major
Sovernmental funds under the budgetary basis of accounting for the fiscal year ended lune 30,
2013. Furtherdetalls ofthe Municipality's budgetary controlat the le8allevelmay be obtained
from the Budgetary Liquidation Report for the fiscalyear ended June 30, 2013, 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.

8e€ause accounting principles applied for the purposes of the developinB data on a budgetary
basis differ significantly from those used to present the governmentalfund financial statements
in conformity with GAAP, a reconciliation ofthe differences between thegeneralfund,s budgetary
bash and GAAP actual amounts is presented as follows:

Excess (deficienc)) ofrelenues and olher financingsources over expendhurcs

and other financinguses - budgetary basis -generalfirnd S (3.412.2t4)

Timing dillerence - net effecl of cunent year encumbrances reco.ded as e)eenditures for
budgetarl purposes versus prior 1 ear encumbmnces recorded as cunenr ) ear

erpenditures for GAA? puposes (205.483)

Basis of accounling diflerences (net changes in the lbllowing assels and liabilities):

Net incrcase in propen]-" ta\ rcceilable 81.400

Nel incrase in municipal license tar receivabh 1.t06.753

Net decrease in construcdon excise tari receilable (342,6t8)

Net dec.ease in sales and use tax receivable (9. I I S)

Net decrease in inrergovemmenhl grants and conrributions receivable ( I 06.887)
Ne1 increase in olher receilables 25.8'76
Net increase in due lrom and advances to olher funds 943 415

Net increase ;0 due aod adlances frcm other lunds (733,409)

Net increase in defercd inflows ofresources (1.tS5.069)

Net decrease in accounts payable. accnred liabilities and iniergolemmental payabl€s 5t4.282
Excess ofrevenues and other llnancing sources oler expenditu.es and other fmanc;ng uses.

general tund- CAAP basis $ (3.551.072)
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fl lJnresticted dnd Restiafud Deposits

The Municipality's deposits are composed of: (1) cash on hand, (2) demand deposits in

commercial banks, and (3) demand deposits in the Government Development Bank for Puerto

Rico (fiscalagent).

Under the laws and regulations ofthe Commonwealth, public funds deposited bY the MunlcipalitY

in commercial banks must be fully collateralized for the amounts deposited in excess of the

federal depository insurance generally provided by the Federal Deposits lnsurance 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 colle'tions

amounting to 54,564,709, which is restricted for the payment of the Municipality's debt service,

as required by law. Cash in fiscal agent in the capital improvements bond fund, amounting to

53,340,350 consists of unspent proceeds of bonds, which are restricted for the acquisition,

construction or improvement of capital assets.

l,ntestticted ond Resticted Aaaounts Receivoble

Accounts receivable consist of all revenues earned but not collected at June 30, 2013 These

accounts receivables are stated net of estimated reserved for doubtful accounts, which are

determined based upon past collection experience, historicaltrends, current economic conditions

and the periodic aging of accounts receivable.

Activities amo ng governmental fu nds that are representative of lending/borrowing arrangements

outstanding at the end ofthe fiscalyear are referred to as either "due to/from otherfunds" (i e-

the current portion of inter_fund loans) or "advances tofrom other funds" (i'e , the non-current

portion of interfund loans), as applicable. All other outstanding balances between funds are

reported as "due to^rom other funds."

Copitol Assets

Capital assets used in governmental activities include land and land improvements, buildings,

structures and building improvements, machinery and equipment lincluding 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

assets, lnfrastructure assets are Eenerally stationary in nature and in€lude roads, bridges, streets

and sidewalks, drainage systems and othersimilarassets.

el

hl
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For financial reporting purposes, the Municipality defines capital assets as assets with an
individualcost basisofS50O ormore atthe date ofacquisition, construction or improvement, and
with useful lives extending beyond one year. All assets with individual costs under SSOO or with
useful lives not exceeding one year, are charged dire€tly to expense in the government-wide
statement of activities. ln the governmental funds, all capital assets are recorded as capital
outlays (expenditures), while all assets with individual costs under S5O0 are recorded as
expenditures in the corresponding function/program identified with the asset.

ln the statement of net assets, all capital assets are recorded at cost or estimated historical cost
if actual €ost was unavailable, except for donated capital assets, which are recorded at their
estimated fairvalue 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 lune 30,2003 and certain lands, buildings, structures and build:ng improvements. The method
used to deflate the current costs with an approximate price index was used only in the case of
certain items forwhich the historicalcost documentation was not available. Actual historicalcosts
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 assets
as projects are constru€ted, The costs of normal maintenance and repairs that do not add value
to the asset or materially extend capital asset lives are not capitali2ed.
Depreciation and amoni2ation expense is recorded only in the government-wide statement of
activities. However, there is no depreciation or amortization recorded for land and constru€ on
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 capitalleases which is depreciated overthe shorterof its estimated usefullife orthe lease
term. The estimated oseful lives of majorcapitalasset categories are:

years

Land improvements 20
Buildings, structures and building improvements 30 to 50
tnfrastructure 2oto 50
Motor vehicles s
Furniture, fil,tures, machinery and equipment,

excluding those held under capital leases 5 to 20
Equipment held undercapitalleases 3 to5

Depreciation and amortization expense of capital assets is recorded as a direct expense of the
function/program specifically jdentified 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.
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Dqeffed lnflows ol Resources

ln the GFFS, deferred inflows of resources arises when one ofthe following situations o€cur:

Potential revenue does not meet both the "measurable" and "available" criteria for revenue

recognition in the current period (reported as "eorned but unovoiloble rcvenue" in l.he

accompanying balance sheet-governmental funds) As previously discussed, available h

defined as due (or past due) at June 30,2013 and collected within 90 days {60 days for
propertv taxes) thereafter to pay obligations due at June 30 ln subsequent periods, when

both cr;teria (measurable and available)are met,the liabilityfordeferred revenue is removed

and revenue is recognized,

The Municipality receives resources before it has a legal claim to them (re potted as "delerred

inflow of resources" in lhe accompanying balance sheet-governmentalfunds). ln subsequent

periods, when the revenue recognition criterion is met, the liability for deferred inflow of

resources is removed and revenue is recognized.

Deferred inflow of resources at the government-wide level arise only when the Municipality

receives resources before rt has a legal claim to them (reported as "delerted inflow of resouces"

in the accompanying statement of net position). No "eoned but unavoiloble revenue" is

accounted for in the accompanying statement of net assets

j) CompensotedAbsences

Compensated absences are accounted for under the provisions of Statemenl No.76' Accounting

for Compensoted Absences, issued by GASB (GASB No. 15). Compensated absences include paid

time off made available to employees in connection with vacation, Sick leave and compensatory

time. The liability for compensated absences recorded in the accompanying stalement of net

assets is limited to leave that: (1) is attributable to services already rendered on or before.lune

30,2013 and (2)is notcontingent on a specific event that is outside the controlofthe Municipality

and the employee (such as illness). Compensated absences that relate to future services or are

contingent on a specifi€ event outside the controlofthe emploYer orthe employee are accounted

for in the period when those services are rendered orthose events take place.

The tiability for compensated absences includes salary'related costs, which are directly and

incrementally related to the amount of salary paid to the employee (such as emplove/s share of

social security taxes and Medicare taxes).
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The vacation policy of the Municipality provides for the accumulation of regular vacations at a
rate of2.5 days per month (30 days perfiscalyear)peremployee_ Employees accumulate regular
sick leave at a rate of 1.5 days per month (18 days per fiscal year). Ernployees accumulate
compensatory time at a rate of 1.5 times the overtime worked. All vacation and sick leave days
ac€umulated by employees in excess of 30 days and 90 days, respectively, are paid to employees
eaah fiscalyear, ifnotconsumed, as required by law, lnthecaseofcompensatorytime,theexcess
of 240 hours is paid to employees each fiscal year, if not consumed.

Upon termination of employment, an employee receives compensation for all accumulated
unpaid regularvacation leave at the current rate. ln the case ofregularsick leave, iftheemployee
terminates his or her employment before reaching 10 years of services, such regular sick leave is
not paid to the employee, if not consumed. tn addition upon termination of employment, an
employee does not receive compensation for compensatory time, if not consumed previously.

After 10 years of setuices, any regular sick leave balance is paid to the employee. Accumulated
vacation time is fully vested to the employee at anytime.

The liability for compensated absences is reported in the statement of net assets. A liability for
compensated absences is reported in the GFFS only when matured (when payment is due), for
example, as a result of employee resignations or retirements.

k) Long+eftn Debt

The long-term liabilities reported in the accompanying statements of net assets include the
Municipality's bonds payable; notes payable, obligations under capital leases, ac€rued
compensated absences and accrued legal claims and judgments.

All long-term debt to be repaid from governmental resources is reponed as liabilities in the
accompanying statement of net assets_ Principal and interest payments on bonds due on luly 1,
2013 have been recorded as governmental fund liabilities in the GFFS when resources were
available in the debt service fund (June 30, 2013). tn the GFFS, the face amount of debt issued
(gross debt reported) is reported as other financing sources when issued.
ln the GWFS debt issuance costs have been capitalized and reported as deferred charges, which
are beinB amortized under the straight-line method over the life ofthe debt. tnthe6FFS,such
costs are recorded as expenditures as incurred.
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Non-interest bearing notes payable are accounted for under the provisions of Opinion No. 21,

lnterest on Receivobles ond Poyobles, issued by the Accounting Principles Board (APB No. 21).

According to APB No. 21, 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 Iender' ln the accompanying

statement of net assets, such notes payab,e are reponed 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 djscount is recorded as part of interest expense in the statement of
activities. ln the GFFS, notes discount is .ecognized as other financing uses during the current
period.

l) Accounting lor Pention Costs

Forthe purpose ofapplyinBthe requirements ofGASB Statement No 27, Accounting for Pensions

by Stote and Locol Govenment Employers IGASB No. 27), the Commonwealth is considered to be

the sponsor ofthe Employees' Retirement System ofthe Government of the Commonwealth of

Puerto Rico (formerly Employees' Retirement System of the Government of Puerto Rico and lts

lnstrumentalities)(ERS)and System 2OOO, a multi'employercost-sharing defined benefit pension

plan and a hybrid defined contribution plan, r€spectively, in which the employees of the

Municipality participate. The Municipality is consjdered 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 ofsuch retirement

systems are part ofthe financial reporting entity of the Commonwealth. Accordingly, no portion

ofthe net pension obligation (NPO) related to ERS has been allocated to the lvlunicipality 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.

The Municipality accounts for pension costs from the standpoint of a participant in a multiple-

employer cost-sharing plan. Accordingly, pension costs recognized in the accompanyinB basic

finan€ial statements are equalto the statutorily required contributions, with a liability recorded

for any unpaid required cofltributions,

m) Risk Mdnogement

The Municipality carries commercial insurance covering casualty, theft, ton claims and other

losses. lnsurance policies are negotiated by the Commonwealth's Department of Treasury (the

Depanment of Treasury) on behalf of all municipalities of Pueno Rico The Department of

Treasury pays the insurance premiums on behalf of the Municipality and then is reimbursed each

fiscalyear through monthly equal payments deducted from the Municipality's gross property tax

coltections made by the Municipal Revenue Collection Center ("CRlM", by its Spanish acronyms),

a governmental entity responsible for billing and collecting property taxes on behalf of all

municipalities of Puerto Rico.
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The Municipality carries insurance coverage for death and bodily injuries caused by automobile
accidents. This insurance is obtained through the Automobile Accidents Compensation
Administration (ACAA), a component unit of the Commonwealth. This insurance is compulsory
for all li.ensed vehicles used on public roads and highways in puerto Rico. The annual premium
applicable at June 30, 2013 is $35 per licensed motor vehicle, which is paid directly to ACAA.

The Municipality obtains workers'compensation insurance coveragethrough the State lnsurance
Fund Corporation (SIFC), a component unit ofthe Commonwealth. This insurance covers workers
against injuries, disability or death because of work o r em ployment-related accidents, or because
of illness suffered as a consequence of their employment. Workers' compensation insurance
premiums are also paid through monthly deductions made by CRtM from the Municipality,s gross

ProPerty tax collections,

The Municipality obtains unemployment compensatio6, non-occupational disabality, and drivers,
lnsurance coverage for its employees through various insurance programs administered by the
Commonwealth's Department of Labor afld Human Resources (DOL). These insurance programs
cover workers against unemployment and provide supplementary insurance coverage for
temporary disability, or death because of work or employment-related accidents or because of
illness suffered as a consequence of their employment. Unemployment compensation, non
occupational disability and drivers'insurance premiums are paid directly to OOL on a cost
reimbursement basis,

The Municipality also obtains medical insurance coverage from several health insurance
companies for its employees. Different health insurance coverage and premium options are
negotiated each year by the Department of Treasury on behalf of the Municipality. The current
insurance policies have not been canceled orterminated atJune 30, 2013. premiums are paid on
a monthly basis diredly to the insurance company. tn the past three years, the Municipality has
not settled claims that exceeded insurance €overage,

n) Fund Bolonces

On luly 1, 2009, the Municipality adopted the provisions of GASB StatementNo. 54, Fund Bolonce
Reporting ond Governmentol FundType Delinitiors (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 €onstraints
imposed upon the use ofthe resources reported in governmentalfunds,

Pursuanttothe provisions ofGASB 54, the accompanying GFfS reportfund 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 ofthe constraints that controlhow specific amounts can be spent, as described
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a.

b.

d.

Nonspendoble - Reptesent resources that cannot be spent readily with cash or
are legally or contractually required notto be spent, including but not limited to
inventories, prepaid items, and long term balances of interfund loans and

accounts receivable.

Restflcted - Represent resour€esthat can be spent onlyforthe specific purposes

stipulated by constitutional provisions, externat resource providers (externally

imposed by creditors or grantors), or through enabling legislation (that is,

leSislation that creates a new revenue source and restricts its use). Effe€tivelY,

restrictions may be changed or lifted only with the consent of resource provider.

Ass/qred - Represent resources intended to be used by the MunicipalitY for
specific purposes but do not meet the criteria to be €lassified as restricted or
committed (generally executive orders approved by the Mayor). lntent can be

expressed by the N4unicipal tegislature, the Mayor or by an official or body to

which the Municipal tegislature delegates authoritY in conformity with the
Autonomous Municipalities Act of Puerto Ri€o, as amended ln Sovernmental
funds other than the Seneral fund, assigned fund balance represents the

remaining amount that is not restricted or committed,

Unossigned - Represent the residual classification for the Municipality's general

fund and includes all spendable amounts not contained in the other
classifications. ln other funds, the unassigned classification is used only to report

a deficit balance resulting from overspending for specific purposes for which

amounts had been restricted, committed, or assigned.

Ne8ative fund balance amounts are assigned amounts reduced to the

amountthat willraise thefund balancetozero. Consequently, negative residual

amounts in restricted, committed and assigned fund balance classifications have

been reclassified to unassigned fund balances.

The N4unicipality reports resources constrained to stabilization as a specified purpose (restricted

or committed fund balance in the generalfundi only if: (1) such resources meet the other criteria

for those classifications, as described above and 12) the circumstan€es or conditions that signal

the need for sta bilizatio n are identified in sufficient detailand are not expected tooccur routinely.

However, the Municipality has not entered into any stabilization like arrangements, nor has set

aside material financial resources for emergencies and has not established formal minimum fund

balanceamountsasof andforthefiscalyearended June30, 2013.

ln situations when an expenditure is made for a purpose for which amounts are available in

multiple fund balance classifications, the Municipality uses restricted resources first, and then

unrestricted resources. Within unrestricted resources, the Municipality generally spends

committed resources first, followed by assigned resources, and then unassi8ned resources when

expenditures,
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The classification of the N4unicipality's individual governmental funds among general, debt
service, special revenue and capital project fund types used in prior fiscal years for financial
reporting purposes was not affected by the implementation ofGASB 54. tn addition, the financial
positionsand the resultsofoperations reported in the accompanying 6FFS as ofandforthefis€al
year ended June 30, 2013 have not been affected for this change in accounting principle.
Accordingly, the accompanyine GFFS have not reported any retroactive restatements or
reclassifications offund equities as ofJuly 1,2012.

o) lnterfund Attivities

The Municipality has the following types of reciprocal and non,recipro€al interfund activities
recorded amo nB govern menta I fu nds in the accompanying GFFS:

lnterfund loons-Reptesent resources (assets) provided by one governmentalfund to other
governmental fund with a requirement and commitment Jor repayment (reimbursement),
which are recorded as "due from" in the lender governmental fund and "due to,, in the
borrower governmental fund. lnterfund receivables, whi€h are not considered to be
currently available financial resources, are reported as "advonces,,. For amounts not
expected to be collected, inter-fund receivables/payables are reduced to their estimated
realkable (settlement) value, and the portion ofthe inte.fund loan that is not expected to be
repaidisreportedasa"trunsler-in"frcmlheEovernmentalfundthatprovidedtheloan.

lnteFlund trcnsleq (ttdnsle6-in/(out)) - Reptese nt flows of assets (permanent reallocation
offinancialresour€es among governmentalfundslwithout equivalent flows ofassets in return
and without a requirement for repayment, Transfers are reported as ,,othet 

finoncinq uses,'
in the governmental fund making transfers and as ',other finoncing sources,, in lhe
governmental fund receiving transfers.

. lnter-lund reimbutsements - Represent repayments (reimbursements) from the
governmental fund responsible for particular expenditures or expenses to the governmental
fund that initially paid forthem.

ln the GFFS, inte.fund activity has not been eliminated, as permitted by GAAP.

p) Use ol Estimotes

The preparation ofthe accompanying basic financialstatements in conformity with GAAP requires
management to make significant estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and tiabilities at the date of the basic
financialstatements, and the reponed amounts of revenue and expenses during the reporting
period. Actual results could differ from those estimates.
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1. Summary ol Significant AccountinS Policies (Continuel

q) Future Adoption ol Accounttng Pronouncements

ln March of 2012, GASB issued Statement No. 66,Technicol Corrections-2112-on omendment

of GASB Stotements No. 10 ond No- 62 IGASB 65). The objective of this statement is to resolve

conflictinB Suidance that resulted from the issuance of two pronouncements, Statements No. 54,

Fund Bolance Reporting ond Governmentol Fund Type Definitions, and No. 62, Codificotion ol
Accounting ond Finonciol Reporting Guidonce Contoined in Pre-November 30, 1989 FASB ond

AICPA Pronouncements. Thls Statement amends Statement No 70, Accounting and Finonciol

Reporting lor Risk Finoncing and Reloted lnsurorce /ssues, by removing the provision that limits

fund-based reportinB of an entity's risk finan€ing activities to the generalfund and the internal

service fund type. As a result, governments should base their decisions about fund type

classification on the nature of the activity to be reported, as required in GASB 54 and GASB 34,

Bosic Finonciol Statements-ond Monogement's Di,cussion ond Anolysis-fot State and Locol

Governments. This Statement also amends GASB 62 by modifying the specific guidance on

accountingfor: (1) operating lease paYments that varyfrom a straiSht_line basis, (2)the diflerence

between the initial investment (purchase price) and the principal amount of a purchased loan or
group of loans, and {3) servicing fees related to mortgage loans that are sold when the stated

sewice fee rate differs siSnificantly from a cu(ent (normal) servicing fee rate. These chan8es

clarify howto apply GASB!3, Accounting lot Operoting Leoses with Scheduled Rent lncreoses, and

result in guidance that is consistent with the rcquirements in GASB 48, Sales ond Pledges ol
Receivobles ond Future Revenues ond lntra'Entity Tronslers ol Assets ond Future Revenues,

respectively. The provisions ofthis Statement are effective forfinancialstatements for the fiscal

year beginning on luly 1, 2013. The N4unicipality has not completed the pro€ess of evaluating the

impact of GASB 66 on its fina ncia I statements.

ln Ju ne of 2012, 6A59 issued Statement No. 67, F,ronciol Reporting Jor Pensro, P/ons (GASB 67)

Th is Stateme nt esta bljshes fina ncia I report ing sta n da rds for state a nd local gove rn me ntal pension

plans, defjned benefit pension plans and defined contribution pension plans that are

administered through trusts or equivalent arrangements in which:

a. Contributionsfromemployersandnonemployercontributingentitiestothepensionplan
and earnings on those contributions are irrevocable,

b. Pension plan assets are dedicated to providing pensions to plan members in accordance

with the benefit terms.

c. Pension plan assets are legally protected from the creditors of employers, nonemployer

contributing entities, and the pension plan administrator. lfthe plan is a defined benefit

pension plan, plan assets also are legally protected from creditors ofthe plan members'

50



COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI.ITY OF LAS PIEDRAS

NoTE5 To THE FINANCIAL SIAIEMINTS

,uNE30,2013

1. Summary of Signiffcant Accounting Policies (Continue)

Fordefined benefit pension plans, thisstatement establishes standards offinancialreportingfor
separately issued financial reports and specifies the required approach to measuring the pension
liability of employers and nonemployer contributing entities for benefits provided through the
pension plan (the net pension liability), about which information is required to be presented.
0istinctions are made regardingthe particular requirements depending upon the type of pension
plan administered.

GASB 67 replaces the requirements of GASB Statement No. 25, F,rorclol Reporting for DeJined
Benelit Pension Plons ond Nate Disclosures lor Defined Contribution plon5, and GASB Statement
No.50, Pension Disclosures, as they relate to pension plans that are administered through trusts
orequivalent arrangements that meet certain criteria. The requirements ofcAsB 25 and 6A58 50
remain applicable to pension plansthat are not administered th.ough trusts covered by the scope
of this Statement and to defined contribution plans that provide postemployment benefits other
than pensions,

The provisions of GASB 67 are effective for financial statements for the fiscal year beginning on
iuly 1, 2013. The Municipality has not completed the process of evaluating the impact of GASB 67
on its financial statements.

ln lu ne of 2012, GASB issued Statement No.68, Accounting ond Finonciol Repofting for Pensons-
an amendment ol 6A38 Statement N0.27 (GASB 68). Ihis Statement establishes standards of
accounting and fina ncia I reporting fordefined benefit pensions and defined contribution pensions
provided to the employees of state and local governmental employers through pension plans that
are administered through trusts or equivalent arrangements in which:

a. Contributions from employers and none m ployer contribut ing entities to the pension planand
earnings on those contributions are irrevocable,

b.

c. Pension plan assets are dedicated to providing pensions to plan members in accordance with
the benefit terms.

d. Pension plan assets are legally protected from the creditors of employers, nonemployer
contributing entities, and the pension plan administrator. lf the plan is a defined benefit
pension plan, plan assets also are legally protected from creditors of the plan members.

The requirements ofGASB 57 applytothefinancialstatements ofallstateand local governmental
employers whose employees (or volunteers that provide services to state and local governments)
are providedwith pensionsthrough pension plansthatareadministeredthroughtruststhat meet
certain criteria and to the financial statements of state and local goverflmental nonemployer
contributing entities that have a legal obli8ataon to make contributions directly to such pension
plans. The requirements apply whether the government's financial statements are presented in
stand-alone financial reports or are included in the financial reports of another government,
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summaryolSignificantAccounting Polides (continue)

GASB 68 establishes standards for measuring and recognizing liabilities, deferred outflows of
resources, and deferred inflows of resources, and expense/expenditures. For defined benefit
pensions, this Statement identifies the methods and assumptions that should be used to project

benefit payments, discount projected benefit payments to their actuarial present value, and

attribute that present value to periods of employee service. Note disclosure and required

supplementary information requirements about pensions also are addressed,

GASB 68 replaces the requirements of GASB 27 and GASB 50, as they relate to pensions that are

provided through pensiofl plans administered as trusts or equivalent arran8ements that meet

certain criteria. The requirements of GASB 27 and GASB 50 rcmain applicable for pensions that
are not covered bythe scope ofthis Statement.

The provisions oI GASB 68 are effective for financial statements for the fiscal year beginninB on

July 1, 2014. The Municipality has not completed the process of evaluating the impact ofGASB 68

on its finan cia I statements,

ln lanuary of 2013, GASB issued Statement 69, Government Combinotions ond Disposols ol
Government Operotions {GASB 69). This statement improves financial reporting by addressinS

accounting and financial reporting for government combinations and disposals of government

operations. The term "government combinations" is used to refer to a variety of arrangements

includin8 mergers and a€quisitions. Mergers include combinations of legally separate entities

without the exchange of significant consideration. Government acquisitions are transactions in

which a government acquires another entity, or its operations, in exchange for significant

consideration- Government combinations also include transfers of operations that do not

constitute entire legally separate entities in which no signjficant consideration is exchanged.

Transfers of operations may be present in shared service arrangements, reorganizations,

redistricting, annexations, and arrangements in which an operation is transferred to a new

Sovernment created to provjde those services,

The requirements of GASB 69 are effective for Eovernment combinations and disposals of
government operations occurrinB in financial reporting periods be8inning after December 15,

2013 and should be applied on a prospective basis. The lvlunicipality has not completed the
process ofevaluatingthe impact ofGASB 69 on its financialstatements.

lnAprilof2013, GASB issued Staiem ent 70, Accou nting a nd FinancialReportingfor Nonexchange

Financial Guarantees. The objective of this Statement is to improve accounting and financial

reporting by state and local governments that extend and receive nonexchange financial

SUarantees.
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Summary of Significant Accounting Policies (Continue)

This statement requires a government that extends a nonexchange financial guarafltee to
recognize a liability when qualitative factors and historical data indicate that it is more likely than
not that the government will be required to make a payment on the guarantee. The statement
requires a government that has issued an obligation guaranteed in a nonexchange transaction to
recogni2e revenue to the extent of the reduction in its guaranteed liabilities. This statement
requires a government that is required to repay a guarantor for making a payment on a
guaranteed obligation or legally assuming the guaranteed obligation to continue to recognize a
liability until legally released as an obligor. When a government is released as an obligor, the
government should recognize revenue as a result of being relieved of the obligation. This
statement also provides additional guidance for intra-entity nonexchange financial Buarantees
involving blended component units.
The provisions of Statement No. 70 are effective for the fiscalyear beginning on luly 1, 2014. The
Municipality has not completed the process of evaluating the impact of GASB 70 on its financial
statements.

The impactofthesestatementson the Municipalitv's basicfinancialstatements has notvet been
determined-

Deposits

The Municipality maintains its deposits in various commercial banks located in puerto Rico and
the Government Development Eank for Puerto Rico (GDB). proceeds from bonds and funds
related to certain 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.
4O), Deposit ond lnvestment Risk Disclosure, on Amendment to GASB Stotehent No.3. Ihis
statement requires that state and local governments disclose essential risk information about
deposits and investments. The disclosure requirements cover four main areas: (1) credit risk,
(2) interest rate risk, (3)custodialcredit risk, and (4)foreign exchange exposure.

. Credit risk -This is the risk that an issuer or other counterparty to an investment willnot fulfill
its obligations. ln compliance with the laws and regulations of the Commonweakh, the
Municipality has adopted, as its custodial and credit risk policy, the Stotement ol lnvestment
Guidelines lor the Government ol the Commonweolth ol puetto Rjco. Accordingly, the
Municipality invests only in obligations of the Commonwealth, obligations of the United
States ofAmeri€a, cenificates 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 marketabte
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 risk related to any
possible loss related to defaults by commercial banks on the Municipatity,s deposits are
considered low at lune 30,2013.
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2. Deposits(Continued)

. lnterest 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 mana8es its exposure to

declines in fairvalues by: (1) not including debt investments in its investment portfolio at June

30, 2013, (2) limitinB the weighted average maturity of its investments to three months or

less, and (3) keeping most of its bank deposits in interests bearing accounts Eenerating

interests at prevailing market rates Therefore, the Municipality's management has

concluded that atlune 30,2013, the interest rate risk associated with the Municipality's cash

and cash equivalents is €onsidered low

. Custodialcredit risk - ln the case of deposits, this is the riskthat in the event of a bank failure,

the Municipality's deposlts may not be recovered. Pursuant to the Stotement ol lnvestment

Guidelines Jor the Government ol the Commonweolth ol Puerto Rico lhe balan€es deposited

in commercial banks by the Municipality are insured by the Federal Deposit lnsurance

Corporation (FDIC)generally upto a maximum of5250,000 per depositor. ln addition, public

funds deposited in commercial banks by the Muni€ipality are fully collateralized for the

amounts deposited in excess of the federal depository insurance All securities pledged as

collateral are held, in the Municipality's name, by the agents of the Commonwealth's

Secrctary 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, 2013- Therefore, the Municipality's management has

concluded that at lune 30, 2013, the custodial credit risk associated with the Municipality's

cash and cash equivalents is considered low.

. Foreisn exchanse risk -The riskthat changes in exchange rates willadversely affect the value

of an investment or a deposit. AccordinB to the aforementioned investment guidelines, the

Municipality is prevented from investing in foreign securities or any other types of

investments for which forei8n exchange risk exposure may be siEnificant' Accordingly,

management has concluded that the foreign exchange risk related to the Municipality's

deposits is consldered low atJune 30, 2013.

Cash and cash equivalents at lune 30, 2013, are classilied in the accompanYing balance sheet -
governmental funds as follows:

luliorgorempenul futr.h

joirt Debr

rcsolutions senice
fund furd

trcatmcnt Other
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Cash in @mmsciat beks
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506.513

306_506

813.019

27t.753
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Total @ryingmount of deposil SI 3.3.10.350
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3. Municipal License Taxes

The Municipality is authorized by Act No. 81 to impose and collect municipal license taxes to any
natural or legal person havinB trade or business activities within the territory of tas piedras. This B a
self-assessed tax generally based on the business volume oftaxpayers, measured by gross revenues.
The Municipalityestablishes the applicable tax rates. AtJune 30,2013, the municipallicense tax rates
imposed by the Municipality were 1.50 percent for financial institutions and 0.50 percent for other
types oftaxpayers. Anytaxpaye.s that have been granted with a partialtax exemption under any of
the tax incentive acts of the Commonwealth ultimately pay municipal license taxes at reduced tax
rates, generally between 50 percent and 90 percent under standard rates.

Each taxpayer must assess 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 a sales volume of S1 million or more must
include audited financialstatements withtheirtax 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 lune 30 of the subsequent calendar year. tf 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 li.ense taxes collected in advance (that is, pertaining to a future fiscal year) are
recorded as deferred inflows of resources in the GWFS and the GFFS. Total municipal license tax
receivable amounted to S1,265,484 at June 30, 2013. Deferred inflows of resources recorded in the
accompanying GWFSand GFES amountedto S3,364,207 atJune 30,2013.

4. Property Tares

The Municipality is authorized by Act No. 81 to impose and collect property taxes from any natural or
legal person that, at ianuary 1 of each caleodar year: (1) is engaged in trade or business and is the
ownerofpersonalor realproperty used in tradeor business or (2)owns residential rea I prope rty with
a value in excess of S15,000 (at 1957 estimated market pricesi.
CRIM is responsible for the billings and collections of real and personal propertv taxes on behalf of
the Municipality. Priortothe beginnin8ofeach fiscal year, CRtM informs to the Municipalitythe
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 co ection
amounts for the fiscal year. CRIM is required by law to prepare a settlement statement on a fiscal
year basis, whereby a comparison is made between the amounts advanced to the Munacipatity and
the property tax amounts actually collected from taxpayers on behalf of the Municipality during the
fiscal year. This settlement has to be €ompleted on a preliminary basis not later th;n December 31
following the fiscal year end.
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Property Taxes (Continued)

Personal property taxes are self-assessed by taxpayers every year using the book value of pelsonal

property assets owned by the taxpayer at lanuary 1(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 lune 30, 2013 was 6.00 percent (of which taxpayers pay

5.80 percent andthe remainingO.20 percent is paid bY the Department ofTreasury, as a subsidy).

Real property taxes are assessed by CRIM. The assessment on real propeny is made every January 1

and is based on estimated current values ofthe property, deflated to 1957 market pri€es Thetotal
real propeny tax rate in force at lune 30, 2013 was 8-0O percent (of which 7.80 percent is paid by

taxpayers and the remaining O.2O 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 S15,000 of the assessed value (at 1957 market prices) For exempt

amounts, the Department ofTreasury assumes the payment ofthe basic tax (4.00 percent and 5 00

percent for personal and real property, respectively), except for property assessed for less than

53,500 (at 1957 market prices), forwhich no payment is made bY the Department ofTreasury'

Accordingto Act No.81, included within thetotalpersonaland realpropertY tax rat€s of5.80 percent

and 7.80 percent, respectively, there is a levy ofan annual special tax of 1.03 per€ent ofthe assessed

value of all realand personalproperty not exonerated from taxation. Thisspecialtaxisleviedbythe
Commonwealth but is collected by CRIM. Collections ofthis specialtax are directly remitted byCRlM

to the Commonwealth's debt service fund, for the payment of the general long-term debt of the

Commonwealth-

ln addition, included within the total personal and real property tax rates of 5.80 percent and 7.80

percent, respectively, there is a portion ofthe tax rate in the amount of 2.00 percent that is restrided

for the Municipality's debt service requirements on bonds. Such amounts are re€orded in the

Municipality's debt service fund.

Furthermore, included within the total personal and real property tax rates of 5 80 percent and 7 80

percent, respectivelY, there is a portion ofthe tax rates that is recorded in the Municipality's general

fund, ofwhi€h a portion is restricted for the payment of: (1)the insurance premiums acquired through

the Department ofTreasury, (2) the monthly contributions to CRIM, which are statutorily requjred as

the Municipality's share of CRIM operating expenses, {4) statutory contributions to the Puerto Rico

Health Services Administration (PRH5A), as the Municipality's share of the cost of the public health

insu ra n ce .overage provided to qualifying low_income citizens, (5)certain notes payable to CRll!4 and,

(6) certain amounts due to certain agencies and component units of the Commonwealth, which are

recorded within intergovernmental payables in the accompanYing GWFS and GFFS. The 0.20 percent

of unrestricted personal and real property taxes paid by the Department of Treasury as a subsidy is

recorded in the Municipality's general fund.
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4. Property Taxes (Continued)

The Additional Lottery System of the Commonwealth (the Additional Lottery) is an operational unit
reported as an enterprise fund in the Commonwealth's basic financial statements, which currently
operates severalbetting alternatives to the citizens ofPuerto Rico. The Additional Lottery is required
every fiscalyearto distribute a portion of its excess of revenues over expenses as follows:

. Thirty five percent of its net earnings (defined as the excess of revenues over expenses less an
amount earmarked forthe Fund for Rent and Home tmprovement Subsidy Program forthe tow-
lncome Qualifying Elderly) is earmarked to the municipalities of the Commonwealth, of which a

maximum of S25 million, on an annual basis, is distributed to the Municipal Equalization Fund
held by CRIM to cover ope.ating expenses and permanent improvements ofthe municipalities.

. An additional amount not exceeding S15 million, on an annual basis, is distributed to the
[,4unicipal tqualization Fund, provided it is within the thirty-five percent corresponding to the
municipalities ofthe Commonwealth. When the accumulated municipal appropriations from the
municipalities' Puerto Rico Health Reform are covered up to June 30, 1997, these resources will
be assigned to PRHSA.

At lune 30,2013, property taxes receivable recorded in the Beneraland debt service funds amounted
to 91,189,592 and S34,529 respectively, net of a reserve fordoubtfulaccounts.

S. Sales and Ute Taxes

The Municipality imposes a sales and usage tax within the territorial limits of the Municipality
pursuant to the lnternal Revenue Code of the Government of Puerto Rico. This is a self-assessed tax
consistingofoneand a halfpercent (1.5%)onthesalepriceofataxabje itemoronthe purchaseprice
of all usage, storage or consumption of a taxable item. tt is collected monthly in a tax return that is
due twenty calendar days after the end ofeach month.

A portion of the sales tax amounting 0.2% is restricted for the payment of long-term debt and is
recorded in the debt service fund. The remaining portion of 1.3% is recorded in the generalfund
since is available for general operating purposes.

Sale tax receivable represents sales tax levied that \/ere collected subsequent to lune 30, 2013, but
pertaining to €urrent year period. At June 30, 2013, the sales and use taxes receivable amounted to
S89,121.

6. Construction Excise Taxes

The Municipality imposes and collects municipal construction excise taxes to most natural and legal
persons and a.y governmental instrumentality that carry out activities related to constructionr
expansion/ major repairs, relocations, alterations and other types of permanent improvements to
residential, commercial and industrial buildings and structures within the territorial area of the
Municipality. The ta)( is also applicable to infrastructure projects, the installation of machinery,
equipment and fixtures, and othertypes of const ru ctio n -re lated actlvities.
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6. ConstructionExciseTaxes

The construction excise tax generalty is a self_assessed tax imposed over the cost of the project, net

of certain exemptions such as the costs associaled with the acquisition of land, project desi8n and

other engineerinB fees, licenses and permits, legal and accounting fees, and most marketing and

advertising costs. The tax is paid bythe taxpayer at the beginning ofthe project'

All single-family residential construction proiects not related to housing development proiects,

condominiums, or any similar projects, are panially exempt from construction excise taxes ln

addition, a portion of all sin8leja m ilY residentialimprovement proiects are exempt from construction

excise taxes. All projects carried out on buildin8s and structures classified as historicaltreasures by

the Puerto Rico Planning Board have an in the tax rate applicable to construction excise taxes'

Construction ex€ise tax receivable represents taxes that were collected subsequent to June 30, 2013,

but pertaining to currentyear period. AtJune 30,2013,the M u nicipa lity does not have construction

excise taxes receivable,

7. lntergovernmental Receivables and Payables

lntergovernmental receivables and payables recorded

follows at June 30, 2013:

in the accompanying GWFS and GFFS are as

M.jor goYe mm. ntrl nr s

Dirgmsric.nd

cenr. r goremm.n.rl
nrnd tund ni.ds

Araa and cont il,rio6:
PEno R.o Tr€asEy Dcpaftd

Ernploye€s' chr6lre bdE c6t Eirnb6erem
Clll11mNe,Ih of Pae Rico _ cdtibulim of dE staE

sahs 5nd Ee es
P@no Rao Ebcti PNer Auhordny _

Cmribei6 in lEu of IlMiQsl rats
PetuRcoDepatudof Labor -

Labor Righs Adminntatbn -
Ca&c Cmotm

US Deptud of rloung and Urhm Developc4
thsuC} rhe P@no Ri€o Otf*c of the Clr]missmr or

Municbal AfaiB SBG? Bbck Gmr
sbe Budger/c D.T Ls l'r&s

ToEl intergN€mnt l E.c0ables

lnrcn:orem.t.l re.emhles

Enployees AsseiatEn of rtt C@nweahh of PEno R.o
Tdal nie4o€,llmnbl Day.bles

rnkreowlr)rnrrl Flabh5
Uituizs and cha,s6 Ju wi.es:

PEno Rico EbcEi Po*er Aulhd)_Ebcft power coNUnprim $ l,?99.9'l?

PFnv Rko l,ea.u) Dcptu
Reliremenr SI\teo Adminisrrrion
rurc Pro $drer nd s. e'  udnr)

3,ttl

58



COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI.ITY OF I.AS PIEDRAS

NorE5 To THE FtNANctar STATIMENTS

JUNE30,2013

8. lnter-FundTransactions

The €omposition of inter fund balances at June 30,2013 and for the fiscal year then ended is as
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9. CapitalAssets

Capital assets activity for the fiscal year ended June 30, 2013:

AtJunel0.20l2

June J0J0l2 A&ttions June3020rl
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ro deprcciation and rmniztion:
lDliastructure land

Corslruction in pDgress
Toral cost basis of capilal assels, nol

subjecr to depreciation and amnizalion

Con basis ofcapitalassets, subject to

deprecialion and amrti-ation:
Buildings, srocturcs and building imprcvercnls

tand lmprcvemnts
Licensed vebicles

Fumiture, ti.cures, ntach incry and equipmenl

Machinery and equipmnl beld undercapital leases

Total cost basis of capihl assets subjcct
ro deprecialion a.d armrrialion

Total cosr basis of capilal assels

$ 5,350,257

4,456,949

-$
1,069,360

5,350,257

5,526.309

9,807.206 t.069,360 10,876,566

1t,175,302

2r,304,614
12,ilt,762
4,722.562
2,065,791

717.U57

70L4n
2,97),036-

126.557

1t.877.702

24.275,650

12,60t;762

4.722,562
2,t92.35t

52,5E7,89t 3.7y)-y)3 56.iE7,88a
62395.0n 4.869.353 $ 67.264.450

Balarce Depreciation and Bahn.e
at nmortization at

Juoe 302012 ex[Eme June 3010l3
ACCUMUI,ATED DEPRTCIA'I'ION AND AMOKI'IZATION:

Buildings, slructu.cs and buildinS improvements

l-and Idrproverents
l,icensed vehicles
fum irure, ll.du rcs, mchinery and equipme.l

Toral accumu lated dcprccialion aod a,mrtizalio.

2.411,391

7.006,797

3.191.518

?, t00-713

234,26E $

742,627

%,915

23,533

2,645,681
'7.789,424

3,288,453

2.t24.256
1,359,390r,r85,81l 173,579

t5,8')6,202 1.110.942 l7-207.2U
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Depreciation and amortization e)(pense for the fiscal year ended lune 30, 2013 was charged to
functions/programs in the accompanying statement of activities as follows:

General govemment

Publi€ safeiy
Public housing and welfare
Health and sanitation
Culture. recreation and recreation
Urban and economic development

$ i55,536

194,176

22,860

254,646

588,009
Total depreciation and amorlization expenses $ 1,310,912

10. Deferred lnflows ol Resources

At June 30, 2013, deferred inflows of resources recorded in the GWFS and the GFFS are as follows:

lUri,rgornomlrltudr
Deht CEit Cr{rd olhl lotd St cne

&*rd sdie i6pmr0ornti lltrid! goEnreDrd gorefliontd 0f
fxd tund hie find ln tui& iq6 Fritior

tlwqbk N Mwllobh @,net:

Td! moumb[aidDa{i}bcNttuq S ?.1JJ.0]6 S 1.$j.0?6 I liJJ.0?6

I l.r89j9? L|E9J92 I 1,t89J92

rr6J.484 tJ6l4E1 t 1J6J.484

2,098,72.r LWE:|Z1 2,09(7ll

l&lmemlfun$ lJl6jj0 E?,I6 [t]:0 M10t0 Lt420l6
Tdalftf.md.clenEj J {.6E1.626 E?lj6 t2t.2:0 4.89?.102 I dE9?102
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11. Long-Term Obligations

The general long-term debt activityforthe fiscalyear ended June 30,2013 is as follows:

Muicipal Reverr CofecftnCe,nd-LII{S

Adwmed p.oPdy hrs

Toid

)rd
I 2E.5i2.081

El,7El

r.015.70?

l.E7E.9l I

911J16

oe ycm

$ l,tE0,fir0J 10,0E0,m0 s

El.78l

r.015J02

l,87E9ll

954J36

J (rJ27B17)

21t.0110

r,0r9.191

$ lr.0r.l, s (1.t7.917) s 12,481-215 _.!__ :i!t,,

Historically, the generalfund has been used to liquidate
absences, federal cost disallowances, obligations under

liabilities other than bonds.

certain notes payable, compensated

capitalleases and any other lon8-term

o) Debt Limitotion

The Municipal Legislature is legally authorized to approve the contracting of debts of the

Municipality. Nevertheless, the laws and regulations ofthe Commonwealth also providethat:

Direct obligations ofthe Municipality (evidenced principally by bonds and bond anticipation

notes) are backed by the fullfaith, credit and taxing power ofthe Municipalityj and

. Dkect 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 thereafte4 which are payable in any fisca'year, together with any amount paid by the

Municipality in the preceding fiscal year on account of bonds or bond anticipation notes

guaranteed bythe Municipality, ex€eed 10 percent of the totalassessed 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 t&(es reslricted for debt service.

b) Bonds Pdyoble

The Municipality issues Seneral obligation, special obliSation and public improvement bonds to

finance the acquisition, construction and improvement of capital assets, as well as, to finance

certain operating needs, including the payment to suppliers in certain circumstances

The laws and regulations of the Commonwealth provide that the lMunicipality's public debt will

constitute a first claim on the available revenue ofthe Municipality. Public debt is composed of

bonds payable. The Sood faith, credit and taxing power of the Muni€ipalitY are irrevocably

pledged forthe prompt payment ofthe principaland interest of bonds.
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11. Long-TermObligations(Continued)

As described in Note 4, the Municipality levies an annualadditionalspecialtax of2_OO percent of
the assessed value of personal and real property. The proceeds of this additional specialtax are
deposited in a sinking fund established at GDB whereby sufficient funds are set aside to redeem
the bonds payable of the Municipality in minimum annual or semiannual principal and interest
payments. The collections ofthis specialtax 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 lune 30, 2013i

Outstanding
Amount

199)-1996 selal bonds (tace amount oI $j.U25,UUU) due m annual
principal installmenls ranging from $115,000 to $505.000; plus inreresrs

due in semiannually installments al variable mres (6.58% at June 30,

2013) through July, I,2014

l99X-1999 sefld bonds (tace amount ot $ J,oUU,UUo) due ln annual

principal installments ranSing from $45,00 to 245,000: plus interests due

in semiannually installmenls at variable rares (4.61% al June 30,2013)
through Jul), I. 202i

2u00-luu I seflal bonds (tace amount ot $49u,0uu) clue ln annual pflnclpal

installmeDts ranging from $10.000 to $40,000; plus inrerests due in
semiannuall) installments at variable rates (4.61% ar June 30, 2013)
throuSh January l, 2025

$ 965,000

t,960,000

155.000
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Long-Term ObliSations (Continued)

2001-2002 serial bonds (face amount $765,000) due in annual principal

instaltnents ranging from $10,000 to $60,000; plus interests due in

semiarmua[y installrnents at variable rates (1.617. at June 30,2013)
throu8h January 1,2027

2001-2002 serial bonds (face amount of $810,000) duc in annual

principal instalhnents ranging fiom $10,000 to $60,000; plus interests

due in semiannualry installments at variable rates (4.36%0 at Junc 30,

2013) through Janury 1,2027

2002-2003 serbl bonds (face amount of $1,030.000) due in annual

principal instalhnents ransing from $20,000 io $75,oOO; Plus interests

due ;n semhmualy installnents a. variable rates (4.36%. at June 30'

2013) throueh July l, 2028

2003-2004 ser;al bonds (face amount of $780,000) due in armual

principal installmenrs ranging from $55,000 to $100,000; plus interests

due in semiarmualty installments at var;able rates (l.630z at June 30,

2013) through Juty l,2013

2004-2005 serhl bonds (face amount of $830,000) due in annual

principal installnents ranging fiom $40,000 to $85,000; phLrs interests

due in scmiannualty insralhnents at variable rates (1.61% at June 30,

2013) through January l,2Ol8

2005-2006 serhl bonds (face amout of $930,000) due in annual

princbal instalhnents rangina from $15.000 to $70,000! plus interests

due in semiannuaty instalhnents at var;able rates (l.6170 at June 30'

2013) ttrough Juty 1,2030

2006-2007 serial tnnds (face amounl of $1.220,000) due in amual
princbal instalhrcnts rangins from $70,000 to $145.000; plus interests

due in semiannualy instalhnents at variable rates (1.61% at June 30,

2013) *rough July 1,2017

Oulstanding

595,000

625,001)

8l5,OO0

loo,000

4lo.ooo

79i.000

625.000
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11. LonS-TermObligations{Continuedl

Outstanding

2008-2009 serial bonds (Iace amount of9405.000) due in annual principal
installments ranging from $45,000 to $t40,000; ptus interesls due in
semiannuallv installments at variable rales (1.61% at June 30,201j)
through July, I. 2014

2008'2009 series (original amount of $ 2,245,000) due in annual principal
installments ranging from $30.000 to $195,000: plus interests due in
selniannualiy installments at varjable rales (1.61% at June 30. 2013)
throueh July, l, 2012

2009-2010 series (original amounr of $105,000) due in annual principat
installments ranging from $35,000 to $55,000: plus interests due in annual
installments at variable rates (6.00% at June 10.2013) through July l.20l6

2009-2010 series (original amounr of $990,000) due in annual principat
insiallments ranging from $70,00010 $135,000;plus interests due in annual
installments at variable rates (4.75% al June 30, 2013) through July 1. 20l9

2010-2011 series (original amount of $1,785,000) due in aniual principal
installments ranging from $20,00010 $150,000;plus inrerests due inannual
installments aI variable rates (6.00% at J une 10. 20 I 3 ) through J uly I , 203 6

2010-201I series (original amount of $1,5?5,000) due in annual principal
installmenls ranging from $20,000 to $130.000; plus interesls due in annual
installmenls at variable rates (6.00% a1 June 30. 2013)rhroush Jutv l. 2()l5

2010-201I series (original amount of $800,000) due in annual principat
installments ranging from $10,000 to $65,000; plus interests due in annual
inslallments at variable rales (6.00o/o ar June 30.2013) through July 1,2035

2010-2011 se.ies (original amount of $?5.000) due in annuat principal
installments ranging from $55,000 io S200.000: plus interests due in annual
installment at variable rates (6.00% ar June 30, 20ll) rhrough Juty l. 20t 7

200.000

2,100.000

195.000

76?.081

1.740.000

r,530,000

775.000

65
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Long-Term obligations (continued)

2011-2012 series (original amount of $4,570,000) due in annual principal

installments ranging from $14,000 to $800,000; plus inlerests due in annual

installmenls at variable rates (6.00% at June 30, 2013) through July l. 2036

201 l-2012 series (original amount of $9,610.000) due in annual principal

installments ranging from $115,000 to $430,000: plus interests due in

annual installments at var;able rales (6.00% at June 10,2013) through July

1.2030

Total bonds payable

OutstandiDg

4.155,000

9,470,000

$ 28,552,083

Variable interest rates on serial bonds are reviewed periodically by GDB and are based on the

fluctuation of GDB'S weighted average rate for its commercial paper program- Under this

program, GDB issues commer€ial paperi {1) in the taxable and tax_exempt markets of the united

States of America, (2) in the Eurodollar market, and (3) to corporations having tax exemptions

under the Commonwealth's lndustrial lncentives Acts and, which qualifY {or benefits provided by

the former Section 936 of the U.5. lnternal Revenue Code. Annual debt service requirements of

maturitv for bonds payable are as follows:

Fiscal year
€oding

June 30, Interest Total

20t4
2015

20t6
20t7
20t8

2019-2023

2024-2028

2029-2033

2034-2038

Principal
1,580,000

1,665,000

r,095,000

1,170,000

1,r 23,000

5,70?,000

6,075,000

6,415,000

3,722,083

1.945,166

1.819,550

l,?,18,948

1.671,257

1,445,415

6,831,959

5,250.905

2,981,873

614.306

3.525,366

3,504,550

2,843,948

2,844,251

2,568,445

12,538,959

I r,325,905

9,396,813

4,396,389

28,552,083 21,392,609 52,911,692

At lune 30, 2013, accrued interest payable on bonds amounted to 5716,107.
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11. Long-TermObligations(Continued)

c) Municipdl Revenue Collection Centet - L\MS Repoyhent plan

During the fiscal year 2001-2002 the Municipality authorized the Municipal Revenue Colection
Center (CRIM) to retain the corresponding portion for the financing project of Land lnformation
IVlanagement System - LtM5, contracted by the CRtM. Atotalofgso5,3lsistoberetainedinten
years period at an interest rate of 5.95%, until November 28, 2011. At June 30. 2013 the
outstanding debt balance is 581,783.

. Publia Act No.42 -The Commonwealth's pubic Act No. 42 oflanuary 2G, 2OOO (Act No.42)
was enacted to authorize CRtM to enter into a financing agreement of up to S20O 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 CRtM to
the municipalities and the actual property tax collections received by CRtM from taxpayers
through fiscalyear 2000. Theamountsthatthemunicipalitieswillcollectfromtheadditional
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 ofAugust 15, 1999.

ln addition, on December 16, 2002 the Municipality entered into a repayment agreement
with G0B and CRIM to pay off the remaining of excess of property tax advances from fiscal
years 2000,2001 and other previous fiscal years. CRtM retains the principaland interest
from the property tax advances ofthe Municipaltty. The amounts retained by CR|M are
remittedtoGDBonlulylofeachfiscalyearthroughJulyl,2032.TherepaymentaBreement
bears interest at variable rates determined by GDB (6.19 percent at June 30, 2013) but not
ex€eeding 8.00 percent. Principal and interest payments on this financing agreement are
accounted for in the general fund. The outstanding principal amounted to 51,015,702 at
June 30,2013.

12. Employees' Retirement Systems

o) Plon Desuiption

The Municipality's employees participate in the Employeey Retirement System of the
Government of Puerto Rico and its lnstrumentalities (ERS), a cost-sharing multi_employer (as
.elated to the Municipality's reporting entity) defined pension plan established by the
Commonwealth. Substantially allfull-time employees ofthe 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 optionalfor officers appointed_
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11. Long-TermObligations(Continuedl

ERS membe6, other than those ioinin8 it after March 31, 1990, are eligible for the benefits

described below:

. Retircnent 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 eliSible for monthlY benefit payments determined by the application ofthe

stipulated benefit ratios to the membe/s avera8e compensation' Average compensation i5

computed based on the hiShest 36 months of compensation recognized by ERS' The annuitY,

forwhich a member is eli8ible, is limited to a minimum ol S3OO per month and a maximum of

75 percent ofthe average compensation.

. Metit 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 ls eligible is limited to a minimum of 65

percent and a maximum of75 percent ofthe avera8e compensation'

. Delerred Retlrement Annuity

A participating employee who ceases to be an employee of the Municipality after having

accumulated a minimum of ten years of credited seNice qualifies for retirement benefits

provided his/her contributions are left in ER5 until reaching 58 years ol age'

. Cootdinoted Plon

On the coordinated plan, by the time the employee reaches 65 years old and begins to receive

socialsecurity benefits, the pension benefits are reduced bythe followinS:

(a) 5165 per month, if retired with 55 years of age and 30 years ofcredited servite'

{b) 5110 per month, if retired with less than 55 years ofage and 30 years oI credited service'

(c) All other between S82 and S1O0 per month.

{d) Disability annuities under the coordinated plan are also adjusted at age 65 and in some

cases can be reduced over S165 per month.
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11. Long-TermOblisations(Continued)

. Non-Cootdinoted Pldn

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

. Revetsionory Ahnuity

An ERS member, upon retirement, could elect to receive a reduced retirement annuity giving
one or more benefit payments to h is/he r de pendents. Ihe life annuity payments would stan
after the death ofthe retiree for an amount not less than S24O peryear or greater than the
annuity payments being received bythe retiree.

. Occupotiondl Disdbility 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 ofthe disability_

. Non-occupotiondlDisobilityAnnuity

A participating employee, totaily and permanently disabled for causes not related to his/her
occupation and with no less than l0years ofcredited service, is eligibleforan annuity of 1.50
percent ofthe average compensation ofthe first 20 years of credited services, increased by 2
percent for every additionalyear ofcredited service in excess of 20 years.

. Deoth Benelits

Occupotionol:

(a) Survivins spouse - annuity equalto 50 percent of the participating employee,s salary at
the date ofthe death.

(b) Children -S10 per month foreach child, minororstudent, up to a maximum benefit per
family of S100.

Non-occupotiondl:

Eeneliciarv - the contributions and interest accumulated as of the date ofthe death plus an
amount equal to the annual compensation at the time of the death,
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Long-Term Obligations (Continued)

Posttetirefient:

Beneficiary with surviving spouse age 60 or over and a child, 18 or under, up to 30 percent

(50 percent, if not covered under Title ll of the Social Security Act) (increased to 50 percent

effective lanuary 1, 2oOS) of retiree's pension or otherwise the excess, if any, of the

accumulated contrlbutions at the time of retirement overthe totalannuity benefits received

before death, limited to a minimum of S750.

Relunds

A parti€ipating employee who ceases his/her employment with the Municipality without the

right to a retirement annuity has the riSht to a refund of the contributions to ERs plus any

interest earned thereon,

Cost of Living Adjustnent Jor Pension Benelits

Public Act No. 10 ofMay 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 oI financing. To protect the financial health of ERS, the increase granted durinB 2001

and the one granted on January 1, 2005 are being financed by the N4unicipality and the other

participating employers.

To avoid any economic impact on ERs, the employers are responsible for contributingto ERs

the amounts to cover the benefit payments and the emploYer and employee contributions

with respect to the participants covered untilthe participants reach the normal retirement

age.

Amendment to Aat No, /t47 elfective lonuory 1, 2OOO to creote a Delined Contibution Plon

On September 24, 1999, Public Act No. 3OS, an amendment to act No. 447, was enacted to

establish a defined contribution plan, known as System 2000, to cover employees joining ERS

on orafterlanuary 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 ortransfer to System 2000. EmploYeesthat

joined the Municipality on or after lanuary 1, 2OOO, were only allowed to become members

of System 2000.
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11. [ong-TermObligations(Continued)

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Underthis
new plan, there is a pool of plan assets, which is invested by the System, together with those of
the .ost-sharing multiemployer defined benefit plan. Neither the Commonwealth nor the
Municipality guarantee benefits at retirement age. The annuity is based on a formula which
assumes that each fiscalyear the employee's contribution {with a minimum of 8.28 percent ofthe
employee's salary op to a maximum of 10 percent) is invested as instructed by the employee in
an account which either: (1)earns a fixed rate based on the two-year constant MaturityTreasury
Notes, {2) earns a rate equal to 75 percent of the return of the ERS, investment portfolio (net of
management fees), or (3) earns a combination of both alternatives. participants receive periodic
account statements similarto those of defined contribution plans showing their accrued balances.
Disability benefits are not granted under System 2000, rather are provided to those participants
that voluntarily elect to participate in a private insurance long-term disability program. The
employers'contributions (9.28 percent of the employee's salary) with respect to employees
under System 2000 willcontinue and willbe used to fund the cost,sharing multi-employerdefined
benefit plan.

System 2000 reduced the retirement agefrom 65 yearsto 50 for those em ployees whojoined the
current plan on orafterlanuary 1,2000,

Historically, the Commonwealth has reported ERS and System 2OOO in its basic financial
statements as pension trust funds, Accordingly, the Commonwealth is currently assumrng any
actuarial deficiency that may exist or arise related to the I\Iunicipality,s parti.ipating employees
because IRS does not allocate to the Municipality any actuarial deficiencies pertaining to
participating municipal employees. The Municipality is only required by law to make statutory
contributions at the rates detailed below.

. Recent Amendments to Ad No. 1U7

ln June and luly 2003, the Governor ofthe Commonweakh signed three public Acts that provided
the following certain benefits to retirees:

(a) increase in minimum monthly pension payments to 5300, effectivelanuary 1,2OOS.

(b) Triennial 3 percent increase in all pensions, effective lanuary 1, 2005.

(c) lncrease in widow and/or beneficiaries to 50 per€ent ofthe benefit received by the deceased
pensioner, effective lanuary 1, 2005.

All the benefits granted will be funded through budBetary assignments in the MLrnicipality,s
general fund with respect to its retired employees.

The Board of Trustees of ERS approved, effective November tt,2OO3, an increase in the
amount granted on personal loans to participating employees from S3,OO0 to 55,OOO.
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l-ong-Term Obligations (Continued)

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
Employees:

Coordination plan:

Supplementation plan:

t2-

9.28 per€ent of applicable payroll

5.78 percent of gross salary up to 56,600 per year,

plus 8.28 percent gross salary in excess of56,600.
8.28 percent of gross salary. This is the only €hoice

available to policemen, firemen and majors

Commitments and Contingencies

The Municipality is defendant in various legal proceedings pertaining to matters incidentalto the
performance of routine governmental operations. lJnder Act No- 104 ofJune 25, 1955, as

amended, persons are authorized to sue the Municipality only for causes of actions set forth in

said Act to a maximum amount ofS75,000 or S150,000 if it involves actions fordamages to more

than one person orwhereasin8le injured party is entitled to several causes of action. Under

certain circumstances, as provided in Act No. 9 of November 26,7975, 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 signifi€ant, if any. However, atJune 30,2013the Municipality recorded a

reserve of S954,736for claims and judgments in the statement of net assets.

The Municipality has reported, outstanding encumbrances amounting to S427,246 in the general

fund at June 30, 2013. The Municipality intends to honor these encumbrances, which will

continue to be liquidated under the current yea/s budget durang a lapse period that extends into
the subsequent fiscal year.
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI.ITY OF LAS PIEDRAS

NoTEs To THa FTNANCIAL STATEMENT5

JUNE 30,2013

13. Fund Balances (Deficit)

As ofJune 30 2013, fund balance (deficit) is comprised of the following:

ligi3l.tnt Dirg.osricr.d
Capil,l Crpi&l joint Debt trerm. Oihe.

Ce..al improvche,ls prcjftt3 .rsolutiors $ ic. g0nrnnenrd
fund bodds fund lund lund fund fu.d funds TotrlFrhdhnlun.s

F.d.nland srale lunded progrms

D gmslrc dd tredmed cenrer imd

s 411246 - I 427 246

, 1.526.116 t77,250 1.901,386
--2J54,902--2-454_902

. 110_rro -)!.70r - 4oJJ2d2

T.ial hrd blLaroe\ $15.905,{171 1107.,179 725.7q1 t.526l]6 :,.1j4.902 - ]77.1,i0 1.i86.08:l
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF I.AS PIEDRAS

ScHEDULt OF Bu DGETARy CoMpARrsoN
Fon THE YEAn ENDID JUNE 30,2013

Municipat iicen5eraxe5

Constuction excise taxs
charc6 forservices
lnterSovtrnmenral 8rant5 and contributions

OtherfinancinBsources
Toralreenu€5 and rransfeR from other funds

GensalSovernmenr
Urban a nd *onomic drydopment
Heahh and sanitation

Public hou5ing and @tf6re
Culture, rereation and educarion

Iolal expendrrures and transfers to orher funds
Reenues and other linancinssourcs under

expenditures and orher fi nancing uss

5 4,30s,335 4,305,33s 4,294,941 S
4,000,000 4,00o,ooo 2,583,99s

742,345

306,901

(10,392)
(1,315,005)

(1,135,6s5)

(1,077,66s)

lr,)a6,427],
l3t,o49J

(1,310,210)

16'74,364)

04a,9)21
13),571J
(78,990)

(68,9s8)

53,940

1,878,000 1,878,000
r,173,O70 1,113,020 3s,355
4,699,523 4,699,523 2,973,096
343,950 343,9s0

1,1s5,132 1,155,132 59,921 (1,095,209)

ffi
74,92A,a26 77,192,4A0 7o,4A2,rO
234t,5A9 2,4a3373 1,808,449
7,147,a20 7,o49,7t2 3oo,14o
880,010 746,052 ?OA,4J5
902,8s5 8s9,046 780,056
513,400 564,95) 49s.999

- 71,977
- 53,940

_ 73,855 73.355
L59:.45a I q6r r<,

t7.4q4060 17.4q4 960 16.r,7.55i -;iIf;;i;

15



COMMONWEAI.TH OF PUERTO RICO

MUNICIPATITY OF I-AS PIEDRAS

SCHEDUTE O' EXPENDITURES OF FEDERALAWAROS

FORTHE YEAR ENDEDIUNE 30, 2013
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COMMONWEALTH OF PUERTO RICO
MUNICIPAI.ITY OF LAS PIEDRAS

ScHEDULT OF ExpENDfiuREs Of FTDERATAwaRDs
FOR THE YEAR ENDEDIUNE 30,2013

NUMAER DISBURSEMENT

US Department of Housinp and Urban
DeveloDmeht

Passed through:

N,,lunicipal Service Administration:
Community Development Block Grant A.22A S L,26Z,LOB

Direct Program:

Section 8 Housing Choice Vouchers 14.8:/I /44,413

Passed throughl
PR Oepartment of Familyi

Emergency Shelter Grants program 14.231 3_711

Homelessness Prevention and Rapid Re-Housing t4-2i]- 15,057

Passed through:

Municipality of 5an luan:
Housing Opportunities for persons with A|DS 14.24.1. 34,045

IJS Oeoartment of Homeland Securitv
Passes through:

PR office of I\4anagement and Budget (GAR):

Pu blic Assista n ce Grant 97.036 408.119

Total Expenditures FederalAwards S2A6jt13
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

NOTES TO SCHEDI]IE OF EXPENDITURESOF FEDERAIAWARDS

JuNr 30,2013

_ 1. BASIS OF PRESENTATION:

TheaccompanyingscheduleofExpendituresofFederalAwardsinclude5thefederalsrantactivityof
Municipality of Las Piedras, Puerto Rico and is prepared on the modified accrual basis of accounting'

- Accordingly, amounts presented in the accompanying schedule agree to amounts presented in the

basic fi nancial statements.
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REPORT ON INTERNAI. CONTROI. OVER
FINANCIAT REPORTING AND ON COMPI.IANCE
ANO OTHER MATTERS BASED ON AN AUDIT
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ACCOROANCE WTH GOVERNMENT AUDITING STANDARDS
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CARLOS R. DIAZ, CPA, PSC
CERIIFiED PUBLIC ACCOUNIANTS AND CONSULTANTS

INDEPENDENT AUOITOtrS REPORT ON INTERNAI. CONTROI'OVER FINANCIAL REPORTING AND ON

corrin"ce on, o,rER MATTERs EASED oN AN Auolr oF FINANcIAI sTATEMENTS PERFoRMEo lN

ACCORDANCE wlTH 60VERNMEN| AUDITING STANDARDS

To Honorable Mayor and

MunicipelitY LeSislative BodY

Municipality of Las Piedrat
Las Piedras, Puerto Rico

We have audited, in accordance with the auditinB standards generally accepted in the Llnited States of

lr"rt" *a aft"'*rna"rds applicable to financi;l audits contained i$ Government Auditing Stondords

i.rrJO, ,fr" i".p"aler General of the united states' the financial statements of the Sovernmental

activities, each major fund, and the aggregate remaining fund information of Municipality of Las Piedras'

pr"io nlo 
". 

of *a tor the Yearended lune 30,2013, and the related notes to the fina ncia I stateme nts'
'i: 

f, -fi"au"fv -.prise Municipality ol Las Piedras' Puerto Rico's basic financial statements' and

have issued our report thereon dated March 28,2014'

lnternal Control over Financial Reporting

ln planning and performinB our audit of the financial statementsr we considered Municipality oI [as

pi"6,"r, pi"no ni.ot internal control over financial reporting (internal control) to determine the audit

p,"a"art*ift", a* 
"ppropriate 

in the circumstances for the purpose of expressing our opinions on the

financial statements, but not forthe purpose ofexpressingan opinion onthe effectiveness ofMunicipalitY

ofLasPiedras,PuertoRi.o,sinternalcontrol,Accordingly,wedonotexpressanopiniononthe
effectiveness oitvtunicipalitY of Las Piedras, Puerto Rico's internal control

A deliciency in intenol control exists when the design or operation of a control does not allow

rn#g"rn"n, ol. 
".pfoyees, 

in the normal course of performing their assignedJunctions' to prevent' or

d"i".i"nd aorr"a, .ir,tatements on a timely ba sis' Amoteriol weakness is a deficiencY' or a combination

iiO"ii.i"n.les, in int"rnal co ntrol, such thatthere is a reasonable possibilitythat a materialmisstatement

of it 
" "ntity'riin"n.i"t 

,tatements will not be prevented' or detected and corrected on, a timely basis' A

;igniic.ont ;eficiency isadeficiency, or a combrnation of deficiencies' in internal controlthat is less severe

than a material weakness, Yet important enou8h to merit attention by those charged with governance

our consideration of internal control was for the limited purpose described in the first paragraph of this

.*'"" ""a 
was not designed to identifY all deficiencies in internal control that might be material

weatnesses or, sign lfica nt ;eficie n cies Given these limitations' during our audit we did not identify any

deficiencies in inlernal control that we consider to be material weaknesses' However' material

weaknesses may exist that have not been identified

{qP4)frnH:ffL*".
PO SOX {S, 

'4 
RA'AEL :ASA ST

M'MB'R:
Aherican h$ittt€ olaenified P!bl'' Aco!'r3nts
?uerto ii.o sci.tY ol Cerrilied 

'ubli' 
Accouniants
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of Las piedras, puerto Rico,sfinancial statements are free from material misstatement, w" p".iorrn"a t*, oi its-comptiance witttcertain provisions of laws, regulations, contracts, and grant agreements, nonaornpti"na" *itf, *li.t aortdhave a direct and materiat effect on the determination 
"l firr*i"f .i",".Jri 

",iouna. 
no*"u"r,providins an opinion on comptiance with those provisions *r, ;i ;-;;;;;;,;"-';i our auait, and

::cordine.ty, 
we do not express such an opinion. Fhe resutts of ou t"rt. ;i;t;;"i no instances ofnoncomptiance or other matters that are required to be reported under 6 ou"ri,ii,nt)-uiiting storoorar.

Purpose ofthis Report

The purpose ofthis repon is solely to describe the scope of our testing of internal control and complianceand the results of that testtng, and not to provide an opinion on the ;ffectir"n"r. oiif,-" 
""t,tyt 

i*".n"fcontrol or on compliance. This report is an integral part of an auait performed in accoraance wi rGovernment Auditing Stordords in considering the entity,s internal controt ana cornpiiance. accorAingty,
this communication is not suitable for any other purpose.

<-@,
lvlarch 28,2014
Aguas Buenas, pueno Rico

The stamp No. E10269S ofthe puerto Rico
Society of Certified public Accountants was
affixed to the ora8inalofthis repon

Carlos R. Diaz CPA. PSC
License No. 275

Expire December 1,2015
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REPORT ON COMPTIANCE WITH

REQUIREMENTS APPTICABLE

TO EACH MAJOR PROGRAM AND

ON INTERNAT CONTROL

OVER COMPTIANCE IN ACCORDANCE WITH

oMB CIRCUtAR A-133
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CARLOS R. DIAZ, CPA, PSC
CERTIFIED PUBLIC ACCOUNTANTS ANO CONSULTANTS

INDEPENDINT AUDITOR'S REPORTON COMPLIANCE FOR EACH MAJOR PROGRAM
ANO ON INTERNAT CONTROI. OVER COMPI.IANCE REQUIRED gY OMB CIRCULAR A.133

To Honorable Mayor and
Municipality tegislative Body

Municipality of Las piedras

Las Piedras, Puerto Rico

Report on Compliance for Each Major Federal program

We have audited Municipality of Las piedras, puerto Ri.o,s compliance with the types of compliance
requirements described inthe OMB Circulor A-733 Complionce Supptementthat coulj have a airect andmaterialeffect on each of Mun iaipality of tas piedras, puerto Ric;,; major fed era I progra ms fortheyear
ended lune 30, 2013. Municipality of Las piedras, puerto Rico,s major federal program_s are identified inthe summary of auditor's results section of the accompanying schejule of finaingslnJ it estioneA costs_

M d na g em ent's R espo nti bil ity

Management h responsjble for compliance with the requirements of laws, regulations, contracts, andgrants applicable to its federal programs.

Au ditot's Respon si bility

o!r responsibility is to express an opinion on compliance for each of Municipality of Las piedras, puerto
Rico's major federal programs based on our audit of the types of comptiance requirements referred toabove. we condu€ted our audit of compliance in accordance with audiing ,t"na"li; gen"r"rry 

".."pt"ain the united states of America; the standards appricable to financiar ar-ait, aon,"in1i in Government
Auditing 

-Stondords, 
issued by the Comptroller 6eneral of the united Statesj ana OfufA Carcrfar I f:E,Audits oJ stotes, Loco r Gove rn ments, ond Non-prcfit orgonizotjons-rhose stana"l'J. 

"nJorvre 
cir.rl"l. e-133 require that we plan and perform the audit to obtain reasonable 

"..rr"n." "Uort 
*t"th",noncomplian€e with the types ofcompliance requirements referred to abovettrat coutJhave a airect anamaterial effect on a major federal program occurred. An audit includes 

"r"rining, 
o, a test basis,evidence about Municipality of Las piedras, puerto Rico,s compliance with tnor"'r"qri,er"nts 

"naperforming such other procedures as we considered necessary in the circumstances.

cPA f;Ji'AH;:...". A.erita. rnstitrie ol Certitied prbti.A..o!.la.i,
aue.to ii.o SGier! olaenined ?!b[. AccouDl:.t<

FAX.737,712-06A5 \rrlr..ddzad(.rto*di..aa..oB



We believe that our audit provides a reasonable basis for our opinion on compliance for each major

federal pro8ram. However, our audit does not provide a legal determination of Municipality oI Las

Piedras, Puerto Rico's compliance

opinion on Eoch Moiot Federdl Progrum

ln our opinion, Municipality of Las Piedras, Puerto Rico complied, in all material respects, with the types

ofcompliancerequirementsreferredtoabovethatcouldhaveadkectandmatelialeffectoneachofits
major federal programs for the Year ended lune 30, 2013

Report on lnternal Control overCompliance

ManagementofMunicipalityoll.asPiedras,PuertoRicoisresponsibleforestablishinSandmaintaining
effective internal control over compliance with the types of compliance requirements referr€d to above.

In planning and performing our audit of complian€e, we considered Municipality of Las Piedras, Puerto

Rico's internal control over compliance with the types of requirements that could have a direct and

material effect on each major federal proBram to determine the auditing procedures that are appropriate

in the circumstances for the purpose of expressing an opinion on compliance for each major federal

prosramandtotestandreportoninternalcontrolovercomplianceinaccordancewithoMBcircularA'
i:gl but not tor tne 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 of Las

Piedras, Puerto Rico's internal control over compliance

A deficiency in internot control over complionce exists when the design or operation of a 
'ontrol 

over

compliance does not allow management or employees, in the normalcourse of performing their assigned

functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a

federal progr;m on a tim ely basis. A moterial weokness in internol control ovet complionce is a deficlenc.l'

or combination of deficiencies, in internal control over compliance, such that there i5 a reasonable

possibilitythat materialnoncompliance with a tYpe ofcompliance requirement of a federalprogram will

;ot be prevented, or detected and corrected, on a timely basis A s&ny'icont deJiciency in internol control

overcomplianceisadeliciency,oracombinationofdeficien€ies,ininternalcontrolovercompliancewith
a type olcompliance requirement of a federal program that is less severe than a material weakness in

lnteinal control over compliance, yet important enough to merit attention by those charged with

governance.

ourconsiderationofinternalcontrolovercompliancewasforthelimitedpurposedescribed.nthefirst
paraSraphofthissectionandwasnotdesignedtoidentifyalldeficienciesininternalcontrolover
comf,llance that miEht 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 identjfied'
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The purpose ofthis report on internarcontrorover compriance is sorery to describe the s€ope of ourtesting
of internal control over compliance and the resuhs of that testing based on the requirements of OMB
Circular A-133. Accordingly, this report is not suitable for any other purpose_

-e@?
Match 28,201,4
Aguas Buenas, Puerto Rico

The stamp No. E102695 ofthe puerto Rico
Soc iety of Ce rtified P u blic Accou nta nts was
affixed to the originalof this report

Cados R. Diaz CPA, PSC
License No. 275

Expire Decembe.1,2015
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

ScHEDULE O F FIN DINGS AND qU ESIIONED COlTs

FoR THE YEAR ENOED JUNE 30,2013
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF LAS PIEDRAS

ScHEDULE oF FINDINcS AND QUESIIoNCD co$s
FOR THE YEAR ENOED,IUNE 30,2013

SECTION I. SUMMARY OFAUDITOR'S RESUI.TS

Financial Statements

Type of auditor's report issued

lnternal control over financial reportingi

Unqualified

. Materialweakness identified? _yes __Lno. Significant deficiency identified that is not considered
to be material wea kn esses ? _yes X no

Non€ompliance materia I to fina n cia I statem ent noted? _yes __-Lno

Federal Awards

lnternal control over major programs:

. Materia I wea kness identified? _yes X no

. Significant deficiency identified that are not considered
to be materialweakness2 _yes _Lno

Type ofaudito/s report issued on compliance for major programs

Unqualified

Any audit findings disclosed that are required to be reported
in accordancewith section 510(a)of CircularA-133 _yes _Lno

ldentification of major programs:

CFDA Numberls) Name ofFederalproftam

14-224 Community Development
Block Grants

14-411 Section B. Housing Choice
Voucher

97.036 public Assistant Grant

Dollarthreshold used to distinguish between type A
and type B programs:

t3O0,000

Audit qualified as low risk audited? _yes ___{_no
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF I.AS PIEDRAS

SCHEDULE OF FINDINGS AND qUESNONED COSI5 (CONIINUEO)

FoR THE YEAR ENDEO JUNE 30, 2013

SECTION N. FINANCIAI SIATEMENTS FINDINGS

NONE
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COMMONWEALTH OF PUERTO RICO

MUN|clPAUW OF TAS PIEDRAS

ScHEourE OF frNDrNGs ANo QuEsnoNEo Cosrs (Cor{ItNU ED)

FoR THE YEAR ENDEDJUNE 30, 2013

sEcTtoN It. - FEDERAT- AWARDS FtNOtNGS AND QUESTTONED COSTS

NONT
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