





























COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
MANAGEMENT’S DiSCUSSION AND ANALYSIS {CONTINUED)
YEAR ENDED JUNE 30, 2014

b} Governmental Fund Financiol Statements

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 financial position and results of operations of the Municipality’s
governmental funds, with an emphasis on the Municipality’s major governmental funds.

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The Municipality, like most other state and
local governments, uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. Each fund is considered an independent fiscal entity accounted for
within a set of self-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 Municipality. These
funds are used to account for essentially the same functions reported as governmental activities in
the GWFS. Unlike GWFS, the focus of GFFS is directed to specific activities of the Municipality rather
than the Municipality as a whole; therefore, GFFS report the Municipality’s operations in more detail
than the GWFS.

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 Municipality’s near-term financing requirements. For financial
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, (6) diagnostic and treatment center fund, and (7} other
governmental funds.

GFFS are prepared on an accounting basis that is significantly different from that used to prepare
GWFS. In general, GFFS focus on near-term inflows and outflows of expendable financial resources,
consequently, generailly measure and account for cash and other assets that can easily be converted
to cash. For example, amounts reported on the balance sheet include capital assets within a very
short period of time, but do not include capital assets such as land and buildings. Governmental
fund liabilities generally include amounts that normally are going to be paid within a very short
period after the end of the fiscal year. 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 fiscal year or very shortly after the end of the fiscal year.

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 infarmation presented for governmental
activities in the GWFS. By doing so, readers may better understand the long-term impact of the
Municipality’s near-term financial decisions. Both the governmental funds’ balance sheet and the
governmental funds’ statement of revenues, expenditures and changes in fund balances provide a
reconciliation to facilitate the comparison between governmental funds and the governmental
activities reported in the government-wide financial statements.
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COMMONWEALTH OF PUERTO RICC
MUNICIPALITY OF LAS PIEDRAS
STATEMENT GF ACTIVITIES
YEAR ENDED JUNE 30, 2014

Program revenues

Expenses, Program - Program -
including specific specific Net
depreciation Charges operating capital (expenses)
and amortization for grants and grants and and changes
Functions/programs r $1,784,922 services contributions contributions in net assety
Govemnmental activities:
General government $ 11,145,537 70,980 - - $ (11,074,557)
Urban and economic devclopment 2,236 863 - - 1.961.347 (275516}
Health and sanitation 3,274,896 2.544 421 - - (730,475
Public safcty 928,932 - - - {928,932)
Public housing and welfare 2475134 - 2,288.716 - (186.418)
Culture, recreation and education 797,074 - - - {797.074)
Interests on long-term obligations 1.442.696 - 2 157,538 {1.283.156)
Total governmental activitics $ 22,301,132 2,615,401 2288718 2.118 885 (15278, 128)
(General revenues:
Toes:
Property taxes $ 74803528
Municipal license taxes 4,897,102
Construction excise taxes 328.865
Sales and use taxes 1,071,849
Total tax revenues 13,778,344
Intergovernmentat grants and contributions,
not restricted to specific programs 3,130,745
Interests on deposits 171,771
M iscellaneous 474,094
Total gencral revenues 17,554 954
Net increase in net position 2276826

Net position at beginning of fiscal year
Prior peried adjustments

Net position at beginning of fiscal vear, as restated

Nel position at end of fiscal vear

The accompanying notes to the basic financial siatements are an integral part of this siatement.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PiEDRAS
B8ALANCE SHEET - GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2014

Majprgovernmental funds

Assets

Cashincommercial banks
Accounts receivable, net o fallo wance
fardoubtful accounts.
Tases:
Pmpenytaxes
Sales and use taxes
Interpevemmental grants and contrbate s
Interests
Other
Nue from othergovemmental funds
Resmcted assets:
Cash in commemial banks
Cashm fiscalagent
Accmued itereston deposis
Due from other go vernmental funds
hntergovemmental prants and
contnbutions receivable

Totalassets

Liabilities

Accounts payable and accrued liabilitics -

Trade payahles and accrued habifiues

Intergovemmental pavables
Advance from other govemmental entitics
Due and advances to other funds
Matured bonds due and pavable

Total bahihties

Deferred inflows of resources

Fund balances {deficiis)
Restricied
Assmned
Unassigned
Total und balances (deficis)
Totalkabilities , deferred inflo ws of

resources and fund balances (deficis )

Lagisfative Disgne stic and
Capital Capital jeint Dehbt treatment Giher Tetal
General aprovement projects wsesolutions service cenler governmeatal governmental
fond bands fund fund fund fund Tund Tunds Fonds

LI 230 - - - - - - 3 L217 270
1620583 - - - - - - 1820583
88,293 - - - - - - 88,203
Late i - - - - - - L&0680]
436 - - - - - - 436
0,509 - - - - - - 909
589,618 - - - - - - 389,628

- - 07.925 1526, 36 - 36,83 306,140 1276304

33735 2 J0R 350 3TH 682 ERE Beith L - W.A90 7626784

- 11656 3 - Lrid - 11870

- - - - - - 98 o84

- - 4, 8% - 157.54 IT90 27986 654,05
5347655 2720260 758 801 1526,06 4,449,570 245019 504,335 B BRS5 002
1626601 - 4059 - 674,831 - 398 5,319,439
Hps5e - - - - . - [EY KD
H6.397 - RI.236 - - 377 13,537 347567
8% Nasé 5 - i) 248652 329,67 3017

- - - - 1570000 - - L570.000
9,164,503 116886 91350 - 2744549 249079 446,623 [ afleet k1
4,62 782 - - - - - - 4,82 782
- 2,08 580 697451 1526, 16 2204621 - 35790 7494701
2127072 - - - - - - 2227072
(0256 1 - - - - (256 302)
(80296304 2,708 380 697 451 1336106 20204621 - 35790 {534.909%
3347655 2720266 78RO 1326,136 4,449 570 249029 804,535 % 5885991

The accompanymg notes to the basic fmancialstatements are an miegralpart of this statement
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION
YEAR ENDED JUNE 30, 2014

The amounts of governmental activities reported in the statement of net position and the
balance sheet-governmental funds are different for the following reasons:

Total fund balances reported in the balance sheet-governmental funds S {534,929)

Add {Deduct):

Capital assets used in governmental activities are not considered
available financial resources atfiscal year-end, therefore, are not reparted
in the governmental funds. This is the carrying amount of capital assets,
net of accurmulated depreciation of $18,990,065 at June 30, 2014, which is
reported in statement of net position. 50,383,354

Revenues related to earned but unavailable Christmas Bonus are not
deferred for government-wide financial statement reporting. 146,397

The foliowing liabilities are not due (mature} in the current fiscal year,
therefore, are notreported in the governmental funds at June 30, 2014:

Bonds payable (25,402,083}
Notes payable (992,912)
Compensated absences {2,175,175)
Claims and judgments {954,736)

Net positien-gavernmental activities, as reported in the statement of net position $ 20,469,916

The accomponying nates to the basic financial statements are an integral port to this statement.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
RECONCILATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OFf GOVERNMENTAL
FUNDs To THE STATEMENT OF ACTIVITIES
For THE YEAR ENDED June 30, 2014

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 reasons:

Total net decrease in fund balances (deficits) reported in the statement of revenues,
expenditures and changes in fund balances - governmental funds s (3,021,012)

Add {Deduct):

Net change in deferred inflows of resources that are measurable but not
available at June 30, 2014,

{503,150)

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 excess of
capital outlays over depreciation expense amounted to 51,782,821. 326,108
Repayment of principal of long-term obligations is reported as expenditures in
the governmental funds; however, the repayment reduces long-term liabitities in
the statement of net position. 1,602,790
Net changein accounts payable and accrued liabilities 3,872,090

Net increasein net position, as reported in the statement of activities 5 2,276,826

The accompanying notes ta the basic financial statements are an integrol part of this statement
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PiEDRAS
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED IUNE 30, 2014

1. Background Information and Summary of Significant 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
alf other governmental powers and responsibilities expressly assigned by Public Act No. 81 of August
30, 1991, as amended, known as Autonomous Municipalities Act of the Cornmonwealth of Puerto
Rico (Act No. 81). The Municipality is one of seventy-eight municipalities legally separated from the
Commonwealth’s government.

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

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

a) Finoncial 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 lune 30, 2014, in conformity with Accounting Principles Generally Accepted in
the United States of America (GAAP), as prescribed by the Governmental Accounting Standards
Board {GASB).

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

RS5i, consisting of a Management's Discussion and Analysis (MD&A), is information presented
along with, but separate from, the Municipality’s basic financial statements.

MDE&A is a narrative report that introduces the accompanying basic financial statements and
provides an analytical overview of the Municipality’s financial activities for the fiscal year ended
June 30, 2014, based on the Municipality’s knowledge of the transactions, events and conditions
reflected in the basic financial statements. The MDE&A also highlights certain key fiscal policies
that control the Municipality’'s operations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
NOTES TO THE FINANCIAL STATEMENTS {CONTINUED}
YEAR ENDED JUNE 30, 2014

a) Financial Reporting Model {Continued)

Other supplementary information presented in this report for purposes of additional analysis
consists of a budgetary comparison schedule — general fund.

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

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

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

The adoption of GASB 55 and GASB 56 did not have retroactive cumulative effects affecting the
accompanying financial statements as of July 1, 2013, and have not affected the financial
positions and the results of operations reported as of and for the fiscal year ended Jjune 30,
2014. Accordingly, the accompanying GFFS have not reported any retroactive restatements or
reclassifications of fund equities as of July 1, 2013,

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

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 reporting 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
definitions 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 of the 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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a)

b)

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
NOTES TO THE FINANCIAL STATEMENTS {CONTINUED)
YEAR ENDED JUNE 30, 2014

Financial Reporting Model {Continued)

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

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

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

Financial Reporting Entity

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

The Municipality’'s management has considered all potential component units {whether
governmental, not-for-profit, or profit-oriented) for which it may be financially accountable and
other legally separate organizations for which the nature and significance of their relationship
with the Municipality may be such that exciusion of their basic financial statements from those
of the Municipality would cause the Municipality’s basic financial statements to be misleading or
incomplete.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
NOTES TO THE FINANCIAL STATEMENTS {CONTINUED)
YEAR ENDED JUNE 30, 2014

b} Financial Reporting Entity (Continued)

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

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

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

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

The primary government, or its component units, 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 component units, is entitled to, or has the ability to otherwise access, are
significant to that primary government.

fn 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.

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

The Municipality’s managermnent has concluded that, based on the aforementioned criteria,

there are no legally separate entities or organizations that should be reported as component
units of the Municipality for the fiscal year ended June 30, 2014.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
YEAR ENDED JUNE 30, 2014

¢) Government-wide Financial Statements

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

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

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

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

* Invested in capital assets, net of related debt — This net asset category consists of capital
assets, net of accumulated depreciation and amortization, reduced by the outstanding
balances of bonds payable, notes payable and other debts that are attributed to the
acquisition, construction or improvement of those assets (capital-related debt). For the
purposes of determining the outstanding debt attributed to capital assets, the total long-
term debt related to the acquisition, construction or improvement of capital assets has been
reduced by any related unspent debt proceeds and any related unarnortized debt issuance
costs.

Pursuant to the provisions of GASB 63, 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.

in addition, for the purposes of determining the outstanding debt attributed to capital
assets, the following items are excluded from the calculation: (1) bond issuance costs, (2)
interest payable, (3) accrued interest on deep discount debt and non-capital accrued
liabilities {e.g. compensated absences, claims and judgments, etc.), and (5} debt used to
finance capital acquisitions by parties outside the Municipality. Furthermore, the
computation of net position invested in capital assets, net of related debt, exciudes inter-
fund loans and other financial assets.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
YEAR ENDED JUNE 30, 2014

c} Government-wide Financial Statements {Continued)

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

On July 1, 2005, the Municipality adopted the provisions of Staternent No. 46, Net Assets
Restricted by Enabling Legisiation {GASB No. 46). This Staterment requires that limitations
on the use of net position imposed by enabting legislation be reported as restricted net
position. This Statement clarified that a legally enforceable enabling legislation restriction is
one that a party external to the Municipality (such as citizens, public interest groups, or the
judiciary} can compel the Municipality to honor. This Statement states that the legal
enforceability of an enabling legislation should be reevaluated if any of the resources raised
by the enabling legisiation are used for a purpose not specified by the enabling legislation or
if the Municipality has other cause for consideration. Although the determination that a
particular restriction is not fegally enforceable may cause the Municipality to review the
enforceability of other restrictions, it should not necessarily lead the Municipality to the
sarme conclusion for all enabling legislation restrictions.

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

Internally imposed designations of resources, including earmarking, are not reported as
restricted net assets. These designations consist of management’s plans for the use of

resources, which are subject to change at the discretion of the Municipal Legislature.

The Municipality has reported the following types of restricted net position in the
accompanying statement of net position as of June 30, 2014:

(1} Debt service — Represent net resources avaitable to cover future debt service payments
of bonds and notes payable.

{2) Capital projects — Represent net resources available to cover the cost of the acquisition,
construction, and improvement of major capital assets.

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

29



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2014

¢} Government-wide Financial Statements {Continued)

¢ Unrestricted — This category consists of the excess of liabilities over related assets
{accumulated deficit) that are neither externally nor legally restricted, neither invested in
capital assets. However, assets reported within unrestricted net liabilities often are
designated to indicate that management does not consider thermn to be available for general
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.

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

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

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

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

Public safety:

Department of emergency management — civil defense
Department of municipal police
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COMMONWEALTH OF PUERTO RICO
MURNICIPALITY OF LAS PIEDRAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED iUNE 30, 2014

¢) Government-wide Financial Statements {Continued)

Health and sanitation:
Department of health

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

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

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

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

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

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

s Program-specific operating and capital grants and contributions — These revenues consist
of transactions that are either mandatory or voluntary non-exchange transactions with
other governments, organizations, or individuals that restrict the resources for use in a
particular program. Operating grants and contributions consist of resources that are
required to be used to finance the costs of operating a specific program or can be used
either for operating or capital purposes of a specific program. Capital grants and
contributions consist of revenues or resources that are restricted for capital purposes — to
purchase, construct or renovate capital assets associated with a specific program.
Restricted operating and capital grants and contributions 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.
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Government-wide Financial Statements {Continued)

General revenues are the default category for revenues. It includes all revenues 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 on deposits, grants and contributions not restricted for specific
programs and miscellaneous revenues) that do not meet the definition of program revenues are
classified as general revenues. Resources that are dedicated internally by the Municipality are
reported as general 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 expenses.

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

The Municipality classifies all of its activities as governmental activities in the accompanying
GWFS. These are activities 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 classifies all of its activities as governmental activities in the accompanying
GWHFS, 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 managing net assets for specific individuals or other external parties in accordance
with trust agreements or other custodial arrangements. In addition, the Municipality has no
operations or activities that are financed and operated in a manner similar to private business
enterprises, where the costs of providing goods or services to the general public {expenses,
including depreciation) is financed primarily through user charges; or where the governing body
has decided that periodic determination of revenues earned, expenses incurred, andfor net
income is appropriate for capital maintenance, public policy, management control,
accountability, or other purposes.

Governmental Fund Financial Statements

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

The accompanying GFFS are composed of: {1} the balance sheet — governmental funds, and (2}
the statement of revenues, expenditures and changes in fund balances — governmental funds,
and (3) the statement of revenues and expenditures — budget and actual — budgetary basis —
general fund.

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

The accompanying GFFS segregate povernmental funds according to their intended purpose and
are used in demonstrating 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 Balance Reporting and Governmental
Fund Type Definitions (GASB 54}, which modified the interpretations of certain terms within the
definition of the special revenue funds and the types of activities the Municipality may choose
to report in those funds. GASB 54 also clarified the capital projects fund type definition for
better alignment with the needs of preparers and users. Definitions of other governmental fund
types also were also modified for clarity and consistency.

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

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

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

33






COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LAS PIEDRAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2014

d) Governmental Fund Financial Statements (Continued)

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

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

Furthermore, any other non-major governmental fund would be reported as a major
governmental fund in the GFFS if such fund is considered of significant interest to regulations or
investors of the Municipality.

Based on the aforementioned criteria, the Municipality’s major governmental funds reported in
the accompanying GFFS are: (1) the general fund, {2) the debt service fund, (3) the capital
improvements bond fund, (4) the legislative joint resolutions fund, (5) the capital projects fund,
and (6) the diagnostic and treatment center fund.

The Municipality periodically undertakes a comprehensive evaluation of its fund structure to
ensure that complies with all aspects that are of importance to users of general purpose
external financial reports. Consequently, all superfluous funds and some internal funds currently
used by Municipality in the day-to-day accounting procedures have not been reported as
individual governmental funds in the accompanying fund financial statements. Accordingly, the
accompanying fund financial statements include only the minimum number of funds consistent
with legal and operating requirements and, consequently, the following types of similar internal
funds have been combined into single funds in the accompanying fund financial statements:

e The various capital improvement bond issues outstanding have been reported as a single
major capital projects fund, the capital improvements bond fund.

+ Program-specific capital grants and contributions awarded by the Legislature of the
Commonwealth of Puerto Rico have been combined into a single major capital projects
fund, the legislative joint resolutions fund.

The accompanying GFFS are accompanied by other statements and schedules required by GAAP:
(1) the reconciliation of the balance sheet — governmental funds to the statement of net
position, and {2} the reconciliation of the statement of revenues, expenditures and changes in
fund balances — governmental funds to the statement of activities.
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€) Measurement Focus and Basis of Accounting {Continued)

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

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

Interests on deposits are recorded when earned, since these revenues are considered both
measurable and available at lune 30, 2014,

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

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

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

Budgetary Control {Continued}

The Municipal Legislature has 10 business days, up to the immediately preceding June 13, to
discuss and approve the Project with modifications. The Municipal Legisiature may amend the
budgets submitted by the Mayor but may not increase any items so far to cause a deficit
without imposing taxes or identifying other sources of revenue to cover such deficit. After the
Municipal Legislature modifies and preliminarily approves the Project, the modified Project is
sent back to the Mayaor for his approval or rejection within & 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 veto the budgets in their entirety and return it to the Municipal Legistature with
his objections. If the Mayor rejects the Project, the Municipal Legislature will have up to 8 days
to adopt or reiect the recommendations or objections of the Mayor. The approved Project is
sent again to the Mayor, which then would have 3 days to sign and approve it. If the budgets are
not adopted prior to the end of the deadlines referred to above, the annual budgets for the
preceding fiscal year, as approved by the Legislature and the Mayor, are automatically renewed
for the ensuing fiscal year until the Municipal Legislature and the Mayor approve new budgets.
This regulation permits the Municipality to continue doing payments for its operations and
other purposes until the new budgets are approved.

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

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

The legal level of budgetary control {i.e., the level at which expenditures may not legally exceed
appropriation) is at the function/program level [general government, urban and economic
development, public safety, health and sanitation, culture, recreation and education, and public
housing and welfare, capital outlays, principal expenditures, interest expenditures, etc.} within
the general and debt service funds, respectively.

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

Budgetary Accounting

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

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

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

Depreciation and amortization expense is recorded only in the government-wide statement of
activities. However, there is no depreciation or amortization recorded for land and construction
in progress. Depreciable capital assets are generally depreciated or amortized over their
estimated useful lives under the straight-line method, except for machinery and equipment
held under capital leases which is depreciated over the shorter of its estimated useful life or the
lease term. The estimated useful lives of major capital asset categories are:

Years

Land improvements 20
Buildings, structures and building improvements 30to 50
infrastructure 20to 50
Motor vehicles 5
Furniture, fixtures, machinery and equipment,

excluding thase held under capitol leases 5to 20
Equipment held under capital leases 3to5

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

j) Deferred inflows of Resources
Deferred inflows of resources arise when the Municipality receives resources before it has a

legal claim to them {unearned revenue). In subsequent periods, when the revenue recognition
criterion is met, the deferred inflow of resources is removed and revenue is recognized.
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k) Compensated Absences

i)

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting
for Compensated Absences, issued by GASB (GASB No. 16}. 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 statement of net
position is limited to leave that: {1} is attributable to services already rendered on or before
June 30, 2014 and (2) is not contingent on a specific event that is outside the control of the
Municipality and the employee {such as illness). Compensated absences that relate to future
services or are contingent on a specific event outside the control of the employer or the
employee are accounted for in the period when those services are rendered or those events
take place.

The liability for compensated absences includes salary-related costs, which are directly and
incrementally related to the amount of salary paid to the employee {such as employer’s share of
social security taxes and Medicare taxes).

The vacation policy of the Municipality provides for the accumulation of regular vacations at a
rate of 2.5 days per month (30 days per fiscal year) per employee. Employees accumulate
regular sick leave at a rate of 1.5 days per month {18 days per fiscal year). Employees
accumulate compensatory time at a rate of 1.5 times the overtime worked. All vacation and sick
leave days accumulated by employees in excess of 30 days and S0 days, respectively, are paid to
employees each fiscal year, if not consumed, as required by law. In the case of compensatory
time, the excess 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 regular vacation leave at the current rate. In the case of regular sick leave, if the
employee terminates his or her employment before reaching 10 years of services, such regular
sick feave is not paid to the employee, if not consumed. In addition upon termination of
employment, an employee does not receive compensation for compensatory time, if not
consumed previously. After 10 years of services, any regular sick leave balance is paid to the
employee. Accumulated vacation time is fully vested to the employee at any time.

The liability for compensated absences is reported in the statement of net position. 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.

Long-term 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, accrued
compensated absences and accrued legal claims and judgments.

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

In the GWFS debt issuance costs have been capitalized and reported as deferred charges, which
are being amortized under the straight-line method over the life of the debt. In the GFFS, such
costs are recorded as expenditures as incurred.

Non-interest bearing notes payable are accounted for under the provisions of Opinion No. 21,
Interest on Receivables and Payables, 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 lender. In the accompanying
statement of net assets, such notes payable are reported net of the applicable unamortized
discount, which is the difference between the present value and the face amount of the nates.
The discount is amortized over the life of the notes using the effective interest method.
Amortization of the notes discount is recorded as part of interest expense in the statement of
activities. In the GFFS, notes discount is recognized as other financing uses during the current
period.

m) Accounting for Pension Costs

For the purpose of applying the requirements of GASB Statement No. 27, Accounting for
Pensions by State and Local Government Employers (GASB No. 27), the Commonwealth is
considered to be the sponsor of the Employees’ Retirement System of the Government of the
Commonwealth of Puerto Rico (formerly Employees’ Retirement Systemn of the Government of
Puerto Rico and [ts Instrumentalities) (ERS) and Systern 2000, a multi-employer cost-sharing
defined benefit pension plan and a hybrid defined contribution plan, respectively, in which the
employees of the Municipality participate. The Municipality is considered a participant, and not
a sponsor, of these retirement systems since the majority of the participants in the
aforementioned pension trust funds are employees of the Commonwealth of Puerto Rico and
the basic financial statements of such retirement systems are part of the financial reporting
entity of the Commonwealth of Puerto Rico.

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

n) Risk Monagement

The Municipality carries commercial insurance covering casualty, theft, tort claims and other
losses. Insurance policies are negotiated by the Commonwealth’s Department of Treasury (the
Department of Treasury) on behalf of all municipalities of Puerto Rico. The Department of
Treasury pays the insurance premiums on behalf of the Municipality and then is reimbursed
each fiscal year through monthly equal payments deducted from the Municipality’s gross
property tax collections made by the Municipal Revenue Collection Center (“CRIM”, 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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n) Risk Management (Continued)

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 licensed vehicles used on public roads and highways in Puerto Rico. The annual premium
is $35 per licensed motor vehicle, which is paid directly to ACAA.

The Municipality obtains workers’ compensation insurance coverage through the State
Insurance Fund Corporation (SIFC), a component unit of the Commonwealth. This insurance
covers workers against injuries, disability or death because of work or employment-related
accidents, or because of iltness suffered as a consequence of their employment. Workers’
compensation insurance premiums are also paid through monthly deductions made by CRIM
from the Municipality’s gross property tax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and drivers’
insurance coverage for its employees through various insurance programs administered by the
Commonwealth’s Department of Labor and 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
Hiness suffered as a consequence of their employment. Unemployment compensation, non-
occupational disability and drivers’ insurance premiums are paid directly to DOL on a cost
reimbursermnent 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 or terminated at June 30, 2014. Premiums are paid
on a monthly basis directly to the insurance company. In the past three years, the Municipality
has not settled claims that exceeded insurance coverage.

o) Fund Balances

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

Pursuant to the provisions of GASB 54, the accompanying GFFS report fund balance amounts

that are considered non-spendable since are net resources that cannot be spent readily with
cash or are legally or contractually required not to be spent.
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Fund Balances {Continued}

Other fund balances have been reported as restricted, assigned, and unassigned, based on the
relative strength of the constraints that control how specific amounts can be spent, as described
as follows:

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

b. Restricted - Represent net resources that can be spent only for the specific
purposes stipulated by constitutional provisions, external resource providers
(externally imposed by creditors or grantors), or through enabling legislation
(that is, legislation that creates a new revenue source and restricts its use).
Effectively, restrictions may be changed or lifted only with the consent of
resource providers. In the accompanying basic financial statements, restricted
fund balances have been reported in the following funds and for the following
pUrposes:

» Capital improvements bond fund — restricted fund balance consists of
financial resources to be used only for the acquisition, construction or
improvement of capital assets under contracts and other commitments, as
approved and financed by the Government Development Bank for Puerto
Rico.

¢ Capital projects fund — restricted fund balance consists of financial resources
to be used only for the acquisition, construction or improvement of capital
assets.

o legislative joint resolutions fund — restricted fund balance consists of
financia! resources arising from grants and contributions received through
resolutions of the Legislature of the Commonwealth of Puerto Rico to be
used principally for the acquisition, construction or improvement of capital
assets under contracts and other commitments.

e Debt service fund — restricted fund balance consists of financial resources
available only to cover future debt service payments {principal and interest)
on bonds payable, which are accounted for in the debt service fund, as
required by Law.

e Other governmental funds — restricted fund balance consists of financial
resources arising from operating and capital grants and contributions from
state and federal grantors that can be spent only for the specific purposes
stiputated by the respective external resource providers, or through
enabling legisiation.
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o) Fund Balances (Continued)

C. Assigned - Represent net resources recorded in the general fund, intended to
be used by the Municipality for specific purposes but do not meet the criteria
to be classified as restricted or committed {(generally executive orders
approved by the Mayor). Intent can be expressed by the Municipal Legislature,
the Mayor or by an official or body to which the Municipal Legislature
delegates authority in conformity with the Autonomous Municipalities Act of
Puerto Rico, as amended. In governmental funds other than the general fund,
assigned fund balance represents the remaining amount that is not restricted
or committed.

At June 30, 2014 assigned fund balance in the general fund consists of fund
balances reserved for encumbrances amounting to 52,227,072,

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

Negative fund balance amounts are assigned amounts reduced to the
amount that will raise the fund balance to zero. Consequently, negative
residual amounts in restricted, committed and assigned fund balance
classifications have been reclassified to unassigned fund balances, when
applicable.

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

The Municipality reports resources constrained to stabilization as a specified purpose {restricted
or committed fund balance in the general fund} only if; {1} such resources meet the other
criteria for those classifications, as described above and (2) the circumstances or conditions that
signal the need for stabilization are identified in sufficient detail and are not expected to occur
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 balance amounts as of and for the fiscal year ended June 30, 2014.

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

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

Inter-fund Activities

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

» Inter-fund loans — Represent resources (assets) provided by one governmental fund to
other governmental fund with a requirement and commitment for repayment
{reimbursement), which are recorded as “due from” in the lender governmental fund and
“due to” in the borrower governmental fund. Inter-fund receivables, which are not
considered to be currently available financial resources, are reported as “odvances”. For
amounts not expected to be collected, inter-fund receivables/payables are reduced to their
estimated realizable (settlement} value, and the portion of the inter-fund loan that is not
expected to be repaid is reported as a “transfer-in” from the governmenta!l fund that
provided the loan.

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

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

In the GFF5, inter-fund activity has not been eliminated, as permitted by GAAP.

Use of Estimates

The preparation of the accompanying basic financial statements in conformity with GAAP
requires management to make significant estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of
the basic financial statements, and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from those estimates.
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r) Future Adoption of Accounting Pronouncements
The GASB has issued the following statements that have effective dates after June 30, 2012:

e GASB Statement No. 62, Codification of Accounting and Financiol Reporting
Guidonce Contained in Pre-November 30, 1989 FASB and AICPA Pranouncements
(GASB No. 62). The requirements of this Statement are effective for the fiscal year
commencing on July 1,2012.

¢ GASB Statement No. 63, Financial Reporting of Deferred Outflaws of resources,
Deferred Inflows of Resources, ond Net Position (GASB No. 63). The requirements of
this Statement are effective for the fiscal year commencing on July 1, 2012.

e GASB Statement No. 64, Derivative Instruments; Application of Hedge Accounting
Termination Provisians — an amendment of ASB Statement No. 53 (GASB No. 64),
The requirements of this Statement are effective for the fiscal year commencing on
July 1, 2011.

e GASB Statement No. 65, ltems Previously Reported as Assets and Liabilities (GASB
No. 65). The requirements of this Statement are effective for the fiscal year
commencing on July 1, 2013.

In March of 2012, GASB issued Staterment No. 66, Technical Corrections—2012—an amendment
of GASB Statements No. 10 and No. 62 (GASB 66). The objective of this Statement is to resolve
conflicting guidance that resulted from the issuance of two pronouncements, Statements No.
54, Fund Balance Reporting and Governmentaf Fund Type Definitions, and No. 62, Codification of
Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASE aond
AICPA Pronouncements. This Statement amends Statement No. 10, Accounting and Financial
Reporting for Risk Financing and Related insurance Issues, by removing the provision that limits
fund-based reporting of an entity’s risk financing activities to the general fund 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,
Basic Financial Statements—and Management’s Discussion and Analysis—for State ond Local
Governments. This Statement also amends GASB 62 by modifying the specific guidance on
accounting for: (1} operating lease payments that vary from a straight-line basis, (2} the
difference 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 service fee rate differs significantly from a current (normal} servicing fee rate.
These changes clarify how to apply GASB 13, Accounting for Operating Leases with Scheduled
Rent [ncreases, and result in guidance that is consistent with the requirements in GASB 48, Sales
and Pledges af Receivables and Future Revenues and Intra-Entity Transfers of Assets and Future
Revenues, respectively. The provisions of this Statement are effective for financial statements
for the fiscal year beginning on July 1, 2013. The Municipality has not completed the process of
evaluating the impact of GASB 66 on its financial statements.
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r} Future Adoption of Accounting Pronouncements {Continued]}

In January of 2013, GASB issued Statement 69, Government Combinations and Disposals of
Government Operations {GASB 69). This statement improves financial reporting by addressing
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
including mergers and acquisitions. 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. Govermment combinations also include transfers of operations that do not
constitute entire legally separate entities in which no significant 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
government created to provide those services.

The requirements of GASB &9 are effective for government combinations and disposals of
government operations occurring in financial reporting periods beginning after December 15,
2013 and should be applied on a prospective basis. The Municipality has not completed the
process of evatuating the impact of GASB 69 on its financial statements.

In April of 2013, GASB issued Statement 70, Accounting and Financial Reporting for Non-
exchange Financial Guarantees. The objective of this Statement is to improve accounting and
financial reporting by state and local governments that extend and receive non-exchange
financial guarantees.

This statement requires a government that extends a non-exchange financial guarantee 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 non-exchange
transaction to recognize 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 obligoy. 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 non-exchange financial guarantees
involving blended component units.

The provisions of Statement No. 70 are effective for the fiscal year beginning on July 1, 2014.
The Municipality has not completed the process of evaluating the impact of GASB 70 on its

financial statements.

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

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and the
Government Development Bank 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 (GAS8 No. 40),
Deposit and Investment Risk Disclosure, on Amendment to GASB Statement No. 3. This statement
requires that state and local governments disclose essential risk information about deposits and
investments. The disclosure requirements cover four main areas: {1) credit risk, (2} interest rate
risk, (3} custodial credit risk, and (4) foreign exchange exposure.

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

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

Major governmemial funds

Legislative Dlag nostic and
Capital Capltal Joint Debt treatment Qther
Gengral improvementx projects resolutlons service cemter governmental
fund bond Ffund fund fund fund fund funds Total
Unresiricted:
Cash it commercial banks 5 127270 1217270
Resincted:
Cash in commerciai banks 207925 1526, 136 36 123 506, 140 2276324
Cash in fiscal agent 33735 2708 580 576 682 4292 B7 17,580 TE28 784
Total carrying amoum of deposits $ 1251005 2,708,580 784,607 1526 06 429207 36,123 523,730 1122378
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Municipal License Taxes

The Municipality is authorized by Act No. 81 to impose and collect municipal license taxes to any
natural or [egal person having trade or business activities within the territory of Las Piedras. Thisisa
self-assessed tax generally based on the business volume of taxpayers, measured by gross revenues.
The Municipality establishes the applicable tax rates. At June 30, 2013, the municipal license tax
rates imposed by the Municipality were 1.50 percent for financial institutions and 0.50 percent for
other types of taxpayers. Any taxpayers that have been granted with a partial tax exemption under
any of the tax incentive acts of the Commonwealth ultimately pay municipal license taxes at
reduced tax rates, generally between 60 percent and 90 percent under standard rates.

Each taxpayer must 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 $1 million or more must
include audited financial statements with their tax return filings. The tax can be paid by the taxpayer
in two equal installments due on July 15 and January 15, subsequent to the filing of the declaration
on April 15. The first installment of the tax covers the six-month period ended December 31,
subsequent to the filing date of the declaration, while the second instaliment of the tax covers the
six-month period ended June 30 of the subsequent calendar year. If a taxpayer elects to pay the tax
in full on the filing date of the declaration {generally April 15), a 5 percent discount is granted
automatically on the total tax amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year) are
recorded as unearned revenues in the GWFS and the GFFS. Deferred municipal license tax revenues
recorded in the accompanying GWFS and GFFS amounted to $4,192,782 at June 30, 2014,

Property Taxes

The Municipality is authorized by Act No. 81 to impose and collect property taxes from any natural
or legal person that, at January 1 of each calendar year: {1} is engaged in trade or business and is the
owner of personal or real property used in trade or business or (2} owns residential real property
with a vatue in excess of 515,000 {at 1957 estimated market prices).

CRIM is responsible for the billings and collections of real and personal property taxes on behalf of
the Municipality. Prior to the beginning of each fiscal year, CRIM informs to the Municipality the
estimated amount of property tax expected to be collected for the ensuing fiscal year. Throughout
the fiscal year, CRIM advances funds to the Municipality based on the initial estimated collection
amounts for the fiscal year. CRIM is required by law to prepare a settlement statement on a fiscal
year basis, whereby a comparison is made between the amounts advanced to the Municipality and
the property tax amounts actuaily collected from taxpayers on behalf of the Municipality during the
fiscal year. This settlement has to be completed on a preliminary basis not later than December 31
following the fiscal year end.

Personal property taxes are self-assessed by taxpayers every year using the book value of personal
property assets owned by the taxpayer at January 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 June 30, 2014 was 7.53 percent (of which taxpayers
pay 7.03 percent and the remaining 0.20 percent is paid by the Department of Treasury, as a
subsidy).
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4. ' Property Taxes {Continued)

Real property taxes are assessed by CRIM. The assessment on real property is made every January 1
and is based on estimated current values of the property, deflated to 1957 market prices. The total
real property tax rate in force at June 30, 2013 was 10.53 percent (of which 10.33 percent is paid by
taxpayers and the remaining 0.20 percent is also paid by the Department of Treasury, as a subsidy).

Residential real property occupied by its owner {not engaged in trade or business) is exempt from
property taxes only on the first $15,000 of the assessed value {at 1957 market prices). For exempt
amounts, the Department of Treasury assumes the payment of the basic tax {5.53 percent and 8.53
percent for personal and real property, respectively), except for property assessed for less than
$3,500 {at 1957 market prices), for which no payment is made by the Department of Treasury.

According to Act No. 81, included within the total personal and real property tax rates of 7.53
percent and 10.53 percent, respectively, there is a levy of an annual special tax of 1.03 percent of
the assessed value of all real and personal property not exonerated from taxation. This special tax is
levied by the Commonwealth but is collected by CRIM. Collections of this special tax are directly
remitted by CRIM to the Commonwealth’s debt service fund, for the payment of the general long-
term debt of the Commonweaith.

In addition, included within the total personal and real property tax rates of 7.53 percent and 10.53
percent, respectively, there is a portion of the tax rate in the amount of 2.00 percent that is
restricted for the Municipality’s debt service requirements on bonds. Such amounts are recorded in
the Municipality’s debt service fund.

Furthermore, included within the total personal and real property tax rates of 7.53 percent and
10.53 percent, respectively, there is a portion of the tax rates that is recorded in the Municipality’s
general fund, of which a portion is restricted for the payment of: (1) the insurance premiums
acquired through the Department of Treasury, (2) the monthly contributions to CRIM, which are
statutorily required 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 heaith insurance coverage provided to qualifying low-income citizens, (5)
certain notes payable to CRIM 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.

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 several betting alternatives to the citizens of Puerto Rico. The Additional Lottery is
required every fiscal year to 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 earrnarked for the Fund for Rent and Home Improvement Subsidy Program for
the Llow-Income Qualifying Elderly) is earmarked to the municipalities of the
Commonwealth, of which a maximurm of $26 million, on an annual basis, is distributed to
the Municipal Equalization Fund held by CRIM to cover operating expenses and permanent
improverments of the municipalities.
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b) Bonds Payable {Continued)

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 commercial paper: {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 Industrial Incentives Acts and, which qualify for benefits provided
by the former Section 936 of the U.S. Internal Revenue Code. Annuat debt service requirements
of maturity for bonds payable are as follows:

Fiscal year
ending
June 30, Principal Interest Total
2015 1,665,000 1,839,550 3,504,550
2016 1,085,000 1,748,948 2,843,948
2017 1,170,000 1,674,257 2,844,257
2018 1,207,083 1,596,060 2,803,143
2019 1,130,000 1,519,189 2,649,189
2020-2024 5,785,000 6,464,301 12,249,301
2025-2029 6,230,000 4,381,176 10,611,176
2030-2034 5,785,000 2,081,725 7,866,725
2035-2038 2,905,000 310,688 3,215,688

26,972,083 21,615,894 48,587,977

At June 30, 2014, accrued interest payable on bonds amounted to $674,831.

¢) Municipal Revenue Collection Center

Public Act No. 42 — The Commonwealth’s Pubic Act No. 42 of January 26, 2000 (Act No. 42)

was enacted to authorize CRIM to enter into a financing agreement of up to $200 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 settlerments of property tax advances made by CRIM to
the municipalities and the actual property tax collections received by CRIM from taxpayers
through fiscal year 2000. The amounts that the municipalities will collect from the
additional property taxes resulting from the increases in the subsidy from the
Commonwealth are assigned through Act No. 42 to repay such note. The increase in this
subsidy was the result of Public Act No. 238 of August 15, 1999.

In addition, on December 16, 2002 the Municipality entered into a repayment agreement
with GDB and CRIM to pay off the remaining of excess of property tax advances from fiscal
years 2000, 2001 and other previous fiscal years. CRIM retains the principal and interest
from the property tax advances of the Municipality. The amounts retained by CRIM are
remitted to GDB on July 1 of each fiscal year through July 1, 2032. The repayment
agreement bears interest at variable rates determined by GDB (6.19 percent at June 30,
2014} but not exceeding 8.00 percent. Principal and interest payments on this financing
agreement are accounted for in the general fund. The outstanding principal amounted to
$992,912 at june 30, 2014.
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13. Commitments and Contingencies {Continued)

Management believes that any unfavorable outcome in relation to pending or threatened litigation
would not be significant, if any. However, at June 30, 2014 the Municipality recorded a reserve of
$954,736 for claims and judgments in the statement of net assets.

The Municipality has reported, outstanding encumbrances amounting to $2,227,072 in the general
fund at June 30, 2014. The Municipality intends to honor these encumbrances, which will continue
to be liquidated under the current year's budget during a lapse period that extends into the
subsequent fiscal year.

14. Fund Balances

As of June 30 2014, fund balances are comprised of the following:

Legislative
Capital Capital joint Deabt Other
General improvements projects resolutions service governmental

Fund bafanc&s. fund bends fund fund fund fund funds Total
Assigned for:

General govemment § 2237072 - B - - - & 2227072
Restricted:

Federaland state funded mograms - - - 1526,06 - 357 51 1,884,049

Debt service - - - - 2204621 - 22048621

Capital projects - 2.708,580 BG7 451 - - - 3,406,031
Unassigned (D.256702) - - - - - (1D,256.702)

15. Prior Period Adjustments

On July 1, 2013, the Municipality restated the fund balances of governmental funds and the net
position of its governmental activities to correct the cumulative effect of various instances of
misapplication of accounting principles and various mathematical errors in its previously issued
financial statements for the fiscal year ended June 30, 2013.

The effect as of the beginning of the current fiscal year of the aforementioned adjustments and
reclassifications in the fund balances of governmental funds and the net position of the
governmental activities is as follows:

Net position as of the beginning of the fiscal year,
as previously reported 5 18,111,307
Add/(deduct}):
Priar-periods adfustments:
Municipal Revenue Collection Center:
To eliminate debtin relation to the Land Infoermation

Management System Project already paid 81,783
Net position as of the beginning of
the fiscal year, as restated $ 18,193,090

69



REQUIRED SUPPLEMENTARY INFORMATION

70
























Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of Las Piedras, Puerto Rico’s
financial staterments are free from material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial staterment amounts, However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitabte for any other purpose.

/

Carlos R. Dfaz, CPA, PSC

March 12, 2015 License No. 275
Aguas Buenas, Puerto Rico Expire December 1, 2015

The stamp No. E157763 of the Puerto Rico
Society of Certified Public Accountants was
affixed to the original of this report
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We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of Municipality of Las
Piedras, Puerto Rico’s compliance.

Opinion on Each Major Federal Program

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

Report on Internal Control over Compliance

Management of Municipality of Las Piedras, Puerto Rico is responsible for establishing and maintaining
effective internal control over compliance with the types of compliance requirements referred to above.
In planning and performing our audit of compliance, we considered Municipality 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 program to determine the auditing procedures that are
appropriate in the circumstances for the purpose of expressing an opinion on compliance for each major
federal program and to test and report on internal control over compliance in accordance with OMB
Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly, we do not express an opinion on the effectiveness of Municipality of Las
Piedras, Puerto Rico’s internal control over compliance.

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

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.
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The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

LTy

Carlos R. Diaz, CPA, PSC
March 12, 2015 License No. 275
Aguas Buenas, Puerto Rico Expire December 1, 2015

The stamp No. E157764 of the Puerto Rico
Society of Certified Public Accountants was
affixed to the original of this report
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SECTION | - SUMMARY OF AUDITOR’S RESULTS
Financial Statements

Type of auditor’s report issued Ungualified

Internal control over financial reporting:

s Material weakness identified? yes X _no
e Significant deficiency identified that is not considered
to be material weaknesses? yes X _no

Noncormpliance material to financial statement noted? yes X _no
Federal Awards
internal contro! over major programs:
*» Material weakness identified? yes X_no
e Significant deficiency identified that are not considered

to be material weakness? yes X_no
Type of auditor’s report issued on compliance for major programs

Unmodified
Any audit findings disclosed that are required to be reported
in accordance with section 510(a) of Circular A-133 yes X _no

tdentification of major programs:

CFA Number{s} Name of Federal Program

14.228 Community Development

Block Grant
Dollar threshold used to distinguish between type A
and type B programs:
$300,000

Audit qualified as low-risk audited? X __yes no









