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IN DE PENDENT A UDI TORS' RE PORT



Ldpez-Vega, CPA, PSC

INDEPENDENT AUDITORS' REPORT

rbl

Certified Public AccouDta[ts / ManasemeDt Advisoii

To the Honorable Mayor and
th€ Municipal Legislarure
Municipality of Luquillo
Luquillo, Pueno Rico

Report on the Finrncial Stltements

We have audited the accompanying financial siatem€nts of lhe govemmental activities, each major fitnd, and the
aggr€gale remaining fund informalion ofthe Municipality of Luquillo, Pueno Rico (Municipahy), as ofand for the
year ended June 30,2013, and rh€ r€lared nores lo lhe financial statements, which collectively comprise rhe
Municipalir's basic financial staremenrs, as Iisted in the table of contents.

Mrnrgemenl's Responsibility for the Finrncial Strtemenls

Management is responsibl€ for the preparatiotr and fair presef,tation of these financia, starem€nts in accordanc€ with
accounting principles gen€mlly acc€pted itr the United Slales ofAmericai this includ€s th€ design, implem€ntalion, and
mainleMnce of intemal control relevant to the preparation and fair presentation of financial stat€me s lhat are free
fiom material misslatement, whether due to fiaud or enor.

Auditor's Responsibility

Our responsibility is to €xpress opinions on these financial slatemenls based on our audir. We conducted our audit in
accordance with audiling slandards generally accepted ir rhe United States ofAmerica and lhe standards applicable lo
financial audits conlained itr Govemment Auditing Srandards. issued by lhe Comptroll€r ceneral of Unit€d States-
Those st dards require that we plar and p€rform lhe audit lo oblain reasonable assurance aboul wh€rher ihe findcial
statements are free of material mhstalemenl.

An audit involv€s perfoming prccedures ro obtain audit evidence about the amounts and disclosures in rhe financial
statem€nts. The prccedu.Es seleded depend on the auditor's .judgment, including the assessmenl of risks ofmatnal
misnatement ofthe financial slatements, whether due to fraud or enor. In making those risk ass€ssm€nts, ihe auditor
considers inlemal control relevant to the enlity's preparalion and fair presenlation ofthe financial statements in order to
design audit proc€dures that are apprcpriare in the circumstances, but not for the purpose ofexpressing an opinion on
the effecrivenes! oflhe entity's intemal control. Accordingly, we express no such opinion. An audit also includes
evaluating lhe approprialeness of accounting policies used and lhe reasonabl€ness ofsignificant accounting estimates
made by managem€n1,6 wellas €valuatingthe overall presenlation oflhe financialslatements.

We believe that the audit evidence we have obtained is sufficient and apprcpriai€ to provide a basis for our audit

Call. P.r.n, *1686. EI Ceiezsl, S.n Jusn- P.R. 00926-31-1.1 a.l. (78?) 777-8044 r^\ t787) 761-9377



INDEPENDENT ALIDITORS' REPORT (CONTINUED)

Opioions

In our opinioD, the financial slatemenls referred to above prese fairly, in all materjal respects, the respective
financial position ofthe govemmental activities, each major tund, and rhe aggregare remainins tund informalion of
lhe Municipalir's as ofJune 30, 2011, and lhe respecrive chang€s in financial posirion, rhereof for the year then
ended in accordance with accounting principles eene.ally accepled inlhe United Srates ofAmerica.

Other Mrtters

Required Supplerent y lnfomalioh

Accounting principles generally accepted in rh€ United States ofAmerica requir€ rhat the Managemenfs Discussion
and Analysis on pages 4 thrcugh I3 and Budgetary Comparison informarion on paee 54, be preseded to supplemenl
the basic financial statements. Such information, allhough nor a part ofrhe basic financial starem€nts, is required by
the Govemmenlal Accounting Slandards Board, who onsidels it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operalional, economic, or historical context. We have
applied certain limiled procedures to rhe required supplementary information in accordance with auditing standards
generally accepted in the United Slates ofAmerica, which consisted of;nquiries ofmanagemenl about the methods
ofpreparing the information and compa.ring the infomation for consistency wilh managem€nas rcsponses lo our
inquiries, the basic financial stalements, and other knowl€dge we obtained during our audir ofrhe basic financial
statements. we do not express an opinion or provide any assurece on lhe information becaus€ the limiled
procedur€s do notprovide us wilh sufiicient evidence to express ar opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions otr the financial statem€nts thal colleclively comprise
the Mu"icipality ofLuquillo basic financial staleme s. Th€ accompoying supplementary infomation - Financial
Data Schedul€s shown in pages 57 and 58 are presented for purposes of additional analysis as requirEd by rhe U.S.
Departm€nt ofHousing and Urban Development, Ofiice ofthe Inspector ceneral, and is nol a required parr ofthe
firancial slatemenls. The accompanying supplemeniary information - Schedule ofExpenditures ofFederal Awards
shoun in pages 60 and 6l is presenled for puryoses of addniona! analysh as requned by U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Govemments, and Non-Profit Organiations, and
is also nor a required part oflhe basic financial statements.

The Financial Data Schedules and th€ Schedule of ExpendituEs of Federal Awards are rhe responsibility of
management and were d€rived ftom and relale dir€ctly ro the underlying accounting and other records us€d to
prepare the basic financial staiem€nts- Such infomation has been subjected lo the auditing procedures applied in the
audit ofrhe basic financial natements and certain addirional procedures, including comparing and reconciling such
information directly lo the underlying accounling and olher records used to prepare the basic financial statemenls or
to lhe basic financial stalemenls themselves, and other addilional procedures in accordance with audiling standards
gen€rally acc€pled in fie United States ofAmerica- ln our opinion, the Financial Dala Schedules and the Schedule
of ExpeDditures of Federal Awards are faj.ly staled in all malerial respecls in relation to rhe basic financial
stalements as a whole.

I
Ldpez-Vega,CPA, PSC

Accourlats / ManaserEnt Advisors



INDEPENDENT AUDITORS' REPORT (CONTINUED)

Orher Reporting R€quired by Govemmenl Auditing Slandards

In accordanc€ wilh Government Auditing Slandards, we have also issu€d our repon daEd March 30, 2014, on our
considemtion of th€ Municipalily's inlemal conhol over financial reporting and on our tests of its compliance with
certain provisions oflaws, r€gulalions. contmcls, and grant ageements and other matters. The purpose ofthat repon

is to describe the scope of our testing of intemal control over financial repoding and compliance and the resulrs of
that testing, and not to provide an opinion on i emal conrrol over financial reponing or on compliance. That report
is an integral part of an audit perform€d in accordance with Govemmenl Auditins Standards in considerjng

Municipality's inlemal control over financial reponing and compliance.

San Juaq Puerro fuco
March 30,2014

Stamp No. 2675799 ofth€ Puerto Rico
society of C€rtified Public Accounrants
was aflixed to the record copy ofthis repon.

Iipez-Vegz, CPA , PSC



MANAGEMENT'S DISCUSSION AND ANALYSIS
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The discussion and analysis ofihe Muni€ipalily ofLuquillo's financial performance provides an overall review of
fie Municipality's financial activities ,or the year ended June 30, 2013. The inlenr ofthis disculsion and analysis is

ro look at the Municipalily's financial performance as a whole; rhk section should be read in conjunction wilh lhe
basic financial statements lo oblain a better und€rstanding ofthe finarcial posilion and the results ofoperations of
the Municipalily. Our analysis follows this section.

FINANCIAL HIGHLIGHTS

. The assets of the Municipality, on a govemment-wide basis, exce€ded its liabilities at the close of
fiscal year 2013 by $38,244,918 (net posilion), an increase of 4ol" in comparison with 2012. Ofthis
amounr, the Municipality presented an unr€stricted netposilion (deficit) of$(1,088,698).

. Revenues incr€ased l0% and expenses increased 19% wh€n compared with fiscal year 2012. Net
posirion increased $1,770,050 in 2013.

. A negative net change in rh€ tund balances ofthe Municipality's governmenlal tunds of$(5,676,630)
inthe fiscalyear20l3 resulled in reponed endingtund baleces of$7,2,10,505.

. For the fiscal year 2013, the CeneElFund Epon€d an excess ofrevenues and other financing rurces
ove. expenditur€s and oiher finarcing uses of $509,158- The unassigned fund balance amounts lo
$704.735 for an incr€Be of 121% as compared to 2012.

. The investment in capitalassers as ofJune 30,2013 was $47,806,365 (net ofdepreciation).

. Long-term debt (lotal prima.y govemm€nt) decreased lo $20,106,120 or approximately 60/0 wirh
respecl to lhe prior year.

. on a budgetary basis, actual rcvenues exceeded actual expenditur€s by $190,068.

OVERVIf,W OF THE TINANCIAL STATEMf,NTS

The Municipality's financial rcport comprises four componentsr (l) management's discussion and analysis
(prcsenled here), (2) basic financial stat€menrs, (3) required supplementary informalion and (4) other supplemedary
information.

.\'dcs totlr |b t.ial SlatenEnts

COMMONWEAL'H OF PUERTO RICO
MUNICIPALlrY OF LUQUILLO

Management's Discussion and Aratysas
For ihe FiscalYear Ended lune 30. 2013

'I



fte Municipalitv's basic findciar statemcnrs consist of l$o kinds of slatements, each $ith a differenl liew of the
MunicipaliF/t finances. Tle govemm r-wide finmciar sralements p.ovide both rong-tem md short-t€m infomation
about the Mmicipality's overall findciat slalus. The fund financial sratemmis focus on major dpectj of the
Municipality's opdalions. reporring rhose op€ralions in more delail than lhe Sovemment-wide statem;G:

B{sic Fin.ncirl Strtements

Gorenhrent-Wide Fihahcial Stotements

The go.,Temment-wide statemenls .eport infomation abour rhe Municipatily as a whote usinS accounring
melhods similar to those used by privare-s€ctor businesses. They ar€ pr€pared using the flow ofeconomic
resources measurement focus and rhe accrual basis ofaccounting. The first govemmenr-wide statement
the stotenent of net positio, presents all ofthe r€porting enliry's non-fiduciary assers, defened ourflows,
liabilities and defened inflows, wirh the difference reported as nel position. Over time, increases or
decr€ases in lhe Municipality's nel posirion are an indicaror ofwheth€r irs financial heatrh is improving or
delerioEting. Other non-financial factors such as lhe condilion of the Municipatiry,s capital assets may
need to be considered to assess lhe overallhealth ofthe Municipatiry. The second srarement the rra/emerl
o/,.rryirD, pr€seds information showing how rhe net posirion changed during lhe y€ar. Alt ofrhe
current yearis revenues and expenses de taken inro account in th€ sralemenr of acrivilies .egardless of
when cash is receivedorpaid.

The govemment-wide stalemenls report as govemm€nlat aclivitjes lhe Municipalily,s basic services such
as public works and sanitation, public safery, culture and recrealion, housing, wetfare, and community
development, educalion and seneral adminisn?don. These activilies are primarily finaflced ihroush
property laxes, olher local taxes and inlergovernmental reve.ues. Included in the govemmentat activilies
are the govemmental tunds.

ntnd Finqncial Statenents

The tund financial staremenrs provide more detailed informarion about the Municipatiry,s mosl significant
turds. Funds are accounling devices ihat the Municipality uses ro keep track ofsp€cific sources oftunding
and spending for panicular purposes. Some fi,nds are required by Federal and Commonweatth regutations,
as well as by bond covenanls.

The Municipalily's basic services are included in gov€mm€nral tunds, which are used ro account for
essentially the sam€ functions reporl€d as governmenlal activilies in the gov€mmenGwid€ starements.
Howev€! unlik€ the govemmenl-wide statements, the govemmenral funds are prepared using the flow of
cunent financial resources measuremenl focus and rhe modified accrual basis of accountine. Under ihis
approach the financial slatements focus on near-rem inflows and ourflows ofextemat resources. as welt as
on balances ofspendable resources available ar year-end. Consequenlty, ihe govemmenral fund starements
provide a delailed short-term view that helps ihe reade. determine whether there are more or fewer
financial resources lhat can be spenr in the near fulure ro finance the Municipaliry,s programs. Because ihis
information does not encompals lhe addnional long-term focus of lhe govemmenr-wide slatemenrs,
addilional informalion is provided on a subsequenl page thar explains the r€lalionship (or diff€rence,
between the government-\ride and tund sratemenls.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

Management's Discussion and &lalysis
Fo.the FiscalYear Ended June 30,2013



The govemmental fund natements focus on major funds. The Municipalily,s major tunds ar€ the g€neral
ftnd (which accounts for th€ main operating activiries ofthe Municipatity) and tunds rhat compty with a
minimum crilerion thar is, a percentage ofrhe assets and defened ourflows; tiabitiries and deferred inflowsr
rev€nues or expenditures or based on the Municipality,s official's crireria if rhe fund is particularly
impodant to financial statement useB. Funds thar do not comply wirh this criterion are grouped and
pr€sented in a single column as other govemmeflral funds.

. Notes toJindncidl statemen,s

The basic financial siatem€nts also include nores to explain infomation in th€ financiat sralements and
provide more derailed data.

Required supplemcnrrry info.mtion

The statem€nts and notes de follow€d by ih€ requir€d suppl€mentary information lhat conrains rhe budgerary
comparison schedule for the General Fund.

Supplcmenar.y informatiotr

The supplementary information also includes a financial data schedule conraining financiat informarion ofth€
Section 8 Housing Choic€ Voucher Program administer€d by the Municipaliry.

FINANCIAL ANALYSIS OF THtr MUNICIPALITY AS AWHOLE

The following lable presents a summary ofthe Statemenrs ofNet Posirion asofJune 30,2013 ed 2012:

TAtsLE 1

Gov.rnnentrl Activili.s
20ll 2012

Cunent and other dsets

Currmt and olher liabilities
LonS-term liaHlilies

Totrl li.biliti.s

Net investment in capilal assets

$ t3.72t.269
47.806.365

16.649.101

42.882,979
6l_527.614 59.532.080

4.555.230
18.121.166
23.242.696

3t.842.4',70
7.490.766

(t.088.698)

_!_____l-!!44!18

3,6t2,700
19.444,492
23.057.192

27,7t2.985
12,55t,837

.789.934
36.17.1.E88

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF :.UQUILLO

Managernent's Discussion and Analysis
For the FiscalYear Ended.lune 30.2013



Net position (ditrerence ofnon-fiduciary assets, defened outflows versus Iiabitiri€s and d€fened inflows) serve 6 a
useful indicalor ofa govemmenl's financial posilion. Over time, incre6es or decreases in the Municipalily.s ner
posilion is one indicator of whelh€r its financial health is imprcving or deteriomring. Ar June 10, 2013, assets
exceeded its liabilities by $38,24,{,918. Ofthis amount, $(1,088,698) repres€nts unresdcted net posilion (d€ficit).
This deficit primarily arises from long-tem obligations such as compensai€d absences, debts lo CzuM, among other
debls, for which lh€ Municipality did noi provide tunding in previous budgers. Hislorically, such oblisations have
been budgeted on a 'pay as you so" b6is withoul pmviding funding for rheir tuture liquidarion. In addition,
operational loans and certain general obligation bonds do not have a related capital asset lo be reported as net
investmenl in capital assels. Therefore, ihey are repon€d 6 part oflhe unreslricied ner position section. Restricled
nel posilion reprcsents rcsources that e subjecr ro exremal reslriciions on how rhe). mar- be used. Nel position reponed
an increas€ of 5olo wilh r€speci to fiscalperiod 2012.

The largest portion ofthe Municipality's net posilion Eflects its investment in capital asse,ts (land, buildings,
equipment, and infrastructure) less accumulated depreciarion ard less ary relared outslanding debr used to acquire
those asselt. The Municipality us€s fiese assets to provide services 10 ils citizens a,d, consequenr,y, rhes€ assers arc
not available for tuture spendins. The resources needed to repay the debt r€lared ro these capiral assets mun be
provided fmm olher sources bmause capital assets are not generally liquidated for rhe purpose of retiring debr.

Changes in ne, position

The following Trble 2 suinmarires the chanSes in net position for the fiscal y€ars ended 2013 and 2012:

Cor crtrmctrt,l Acriviries
20tJ 2012

Fe€s, fines ad charses for sties
OpeBling gtuts md @ntibutioos
Capiral grots od @ntributions

Municipal license rds

Grmis &d contributions nor estricted to

Other

Public so*s ad smnadon

CultuE ud Eceation

Housitrg. elfae ad @munitt delelopment

Intercst on long rem debt

Ctrug. id n.t pGitiotr

t.837.902
3.975.343

1.014,15?

4,00 r,942
942,679

I,678.816

3.994,003
313,784

427.045

2,025.109
2,86E.666

1,34,1.99E

3,521.980

9t0.536
t.389.019

1.7,11.413

t68.772
408.869

18,185-683

7,516,321
4,410,592

362,600
t.205.629

3?3.478
2,050.r l3

3,t60
512.33E

16.415.633

t6.199.382

5_504,587

l_596,614
88.151

3.273.573
r,E79.E6l

688,425
5.JJO

464,050

13.?00.811

r_770,050

36.i174.888

2.698.571
33,116.317r_€r position-beginning of Ierr

SuMrt of ChanE6 in Net Position
As ofJua.30,

Xel posiriotr-end of tear t8.24.t.9iE 36.474.888

COMMONWEALTH OF PUERTO RICO
MUIIICIPALITY OF LUQUILLO

,llanagemefi ! Discussion and Analysis
Forthe FiscalYear Ended June 30.2013



The three major sources of revenues of lhe Municipality in fiscat year 2013 are: unresrricred granls and
contributions, p.operrv rares and operaring granrs, each wirh 22% of tor;l revenues. Revenues increase r l% due
mainfy to an increase of 86%. 39o/" 

^nd 
,loa in interesl income, operating grants and sates and use raxes,

respectively. The following Eigui! illusrmles the revenue comparison berwee;2OtJ and 2Ot2:

5,000,000

1,500,000

1.000,000

3.500,000

3,000,000

E r,soo,ooo

.E z,ooo,om

1,500,000

1,00{1,000

500,m0

ll u n I cip. I ily ol L u qu ilo
Govetnn.nal Activittu - Revenu.€ by Source

Fisc.l Yearc Ended Jun 30, 7,13 and 2012

.2412

*
fuFk.9*lg*c+dqd

Figure 2

funlclr.llh, or L{qulllo
GoE6hdLl AclMtl.. - Exp.n.. qndbutto.

ll$.1 Y... !nd.d JuE 30, 2Ol3

Housing, welfare and
community develop.

13%

Health

Education

7%

o%
3%

2%
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The-Municipalitv's expens€s cover a range ofservices. Figure 2 iuusrrale the distriburion ofexpense! in fiscar year
2011. As disclosed, rhe largesr govemmental activiries expenses are generar govemmetrr with 4o9" and pubric w;rks
and lanitarion with 27%. Total expenses increased 20% when compared wittfiscatyear 2012.

The statement ofAclivities repons revenues and expenses in a format that focus on rhe net cost ofeach funclioo of
lhe Municipality. Both the gross and net cost ofthe tunclion, which is otheruise being supponed by rhe general
govemment revenues, is compared ro rhe revenues generaled direclty by ihe tunction. This Siaremenr ieducei goss
direct expenses., including d€precialion, by relal€d program revenues, operaring and capitat gra s, and
condbdions The following Table 3 discloses rhe 20l] exp€nses ner ofprogram revenue and the general revenues
available lo finance remaining costs:

TABLf, 3

General govemment
Public works and sanitation
Public saf€ty
Culture and recrealion
Healrh
Housing, welfare and community development

Inter€st on long term debl
Total erpenses, net ofprogrrm revenues

Grants and contribulions not restricred to

Total generrl revenues

Chtnge iD r€t positiotr

(4.960,167)
(2.92s,42s)

(170,669)
(1,181,836)

(123,878)

500.028

6,064
(512,138)

(9,588,22r )

6,623,439

1.994,003
110,829

I1,358,27r

201.]

1,770,050

Expenses of govemmental activities not covered by progr.m finalty cover€d by oth€r generat

IINANCIAL ANALYSIS OF THf, MUNICIPALITY'S FUNDS

Govemmentrl frnds

Th€ focus ofthe Municipality's govemm€ntal tunds is to provide informarion on near{erm inflows. outflows and
balances ofresourc€s available for sp€ndins- Such informarior is useful in assessine rhe Municipatity,s financins
rcquirements. In particular unassigned fund bal ce may serve as a useful mearur€ ofa Municipalitt ner resourcei
available at th€ €nd ofa fiscal year as lhey represenl lhe porrion offi,nd balance which has not yet b€en timired to
us€ for a panicular purpose by either an e)(temal party.

COMMONWEALTH OF PUERTO RICO
MUNICIPALI'Y OF LUQUILLO

Management's Discussion ard Analysls
Fo.lhe FiscalYear Ended June 30. 2013
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Covernment,l funds (Continued)

For the fiscal year ended June 10,2013, the Sovernmenial funds reported ending fi,nd balances of$7,240,505. a nel
decrear€ of $5,676,610 or 44% due ro a significanr amount of tunds expend€d fiom bonds and noles for capitat
projecls in 2013. Of the total fund balances, $(678,787) or (Erolo) consritutes unr€stricred tund balance. of which
$(1,281,251) are unassigned funds with a ner deficil. The rcmaining tund batance is nonspendabte or .esrricred ro
indicale that is not available for new spending.

The general tund is the operating tund of the Municipality. The fund batance of the gen€ral tund represenrs
approximately 19ol" of total ending fund balances. Ofthe lotal fund balance 50% is nonsp€ndable or r€slricled,
commited or alsigned mainly for capiral outlays, public works, and general govemment purposes. The remaining of
the unrestricted fund balance of $704,715 is unassiSn€d tund balance, which represents 50ol. of rhe loral fund
balanc€ ofth€ g€n€raltund. Unassigned ftnd bal ce increased I2I % with respect lo ihe prior yee.

During lhe fiscal year rhe tund balances ofthe general fund increas€d by 3509,158. The main sources of.evenues of
lhe general fund in fiscal year 2013 ar€: interaovemmental subsidies fiom the Commonw€atth wirh 40%, ta\es
(propeny t'xes, sales and use la\es and municipal license taxes) with l8%, and charges for services wirh l0o/o.
Revenues increased 2% in comparison lo 2012 due to incrcas€s in taxes, intergovemmental revenues and charg€s for
services. Th€ largesr expenditures of the general tund are general govemmenr wilh 6t% and pubtic works and
sanitalion wilh 23olo. Expenditures decreased 4%.

Cf, NERAL FUND BUDCf, TARY HIGIILIGHTS

The general fund original budgel for th€ fiscal year 2012-2013 presenred a 6010 increale wirh r€spect to rhe prior year
budget. It was amended by lransfeB fiom olher special accounts for a total amount of$ 784,816. Actual revenues
€xceeded revised budgeted revenues by $208,191 (neo- The Municipalit also reported a positive variance of
$181,877 betueen revised budgeled appropriations and acrual expendirur€s. Actual revenues exceeded actual
expenditures by $390,068.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capilal asscls

At the end ofthe fiscal year, th€ Municipality has invested $47,806,365 (ner ofaccumulaled depreciation) in a broad
lange ofcapital ass€ts, including bui,dings, parks, roads, bndses, Iand. turnitur€, works of art and equipmenr. This
amount repres€nls a net increase of 1l% over the pnor y€ar. The following Trble 4 discloses rhe capirat assels
balances as oflune 30.2011md 2012:
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Cipitxl assets (CootiDued)

TABl,[ 4

Coremm€rtal Actirities
20lJ

t0.462.4t3
4.105,73E

20.181.907
7,460.169

3.652,418
30E.111

14.2r8
8t0

8t.129
932.E46

2012

10.462-413
ll,aT,219

11.4t9.149
4.32E.404

3.5t5.080
145.492

t7,21E
966

r0q656

l\or-d.pr.cirble sssets:

Conslruction in pmgress

DeprNirbl. rset (..t):
BuildinSs md buildinss ioprcvemenls

Inliatructur. ImDrcvemenis

$ .r7.E06.365
r.0r t.062

s 4r"sEr.r7,

The Municipality's major capilal projects rhar we.e still in construction and rhe retated cosr as ofJune 30. 2013 are

. "Facilidades Deportivs Brisas delMar" - $1,845,291

. "Remodelaci6n Centro d€ Arte y Cultura" $633,949

. "CDT Lucuillo" - $516,359

Wilh respect ro 2012 fiere was a significanr decrease in consrrucrion in progress. During rhe fiscal year 2012-2013
the Municipality completed and tnnsf€rred various projects ro buitding improvements, inftastrocrure, ad
equipmenl including: (l) "Est dio Joaquin Robles" anounting $5,385,582 and..Pisra Atletica Tartan" amounting
$3.400,825, that were rransferred lo Buildings and building improvemeds; (2) ..Sistema de Cimans y Vjgitancia,
for a toral cosr of$226,515 finished and transferred ro the Equipmenr tunction and .,Repavimentaci6n del Secror
Hacienda Caribali" \rilh a total cost of $9 | 6,69 | transfened to rhe Infiaslructure function.

Moredetailed informalion about th€ Municipality's capitalassers is prese ed inNole F to the financiat statemenrs.
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l,ong-term d€bi

Th€ following is a summary ofth€ Municipali.y,s outstanding debt a! ofJune 30,2013 arld ZOt2

TABI,N 5

Governm€ntrl Activities
2013 2012

G€neral and special obligation bonds and notes
Note payable to CRIM property tax doubttul

Payable to CRIM Property Tax 1998-99 and
1999-2000 (Law 42)

Payabl€ io CRIM Prior Year Pmperty Tax Debt
Payable ro PREPA
Compensated absences

Chlistinai bonus payable

Toral

17,820,000

t73.892

417,171

461.712

1,250,392
120,153

19.085.000

183,046

489,536
38.902

429,261
t,0'7 t, M

122,555

20,306.320 2t.419,744

At year-end, lhe Municipality had outstanding $20,306,120 in general and special bonds and notes, a decrease wirh
respect to the prior year of $l.l13,424 becaus€ of repayment of d€br. The Municipatity has no sisnificant chane€
with r€specl lo other long-term debts (otherthan general obligation bonds and notes) with rcspecrlo 2012 year.

More detailed infomalion about the Municipality's long-term liabiliries is pr€sented in Note G of lhe financial

f,CONOMIC FACTORS AND Nf,XTYf,AR'S BUDCf,T

The Municipalilyt officials considered c€rtajn faclors when establishing the fiscal year's 20t3-2014 budg€r. One of
these factors is th€ economy. Among €conomic areas considered are fie estimales for rhe groMh or dectine in
population, personal income, housing stalislics and unemploymenr rates. The Municipaliry,s unemployment rale ar
Juoe 2013 slands at 14.9%, and the Commonwealth rate stands at 13.8%.

For year 2013-2014 the Municipalily appli€d a consewalive approach in the development of bud8er estimates.
Amount available for appropriations in the General Fund ar€ $9.191,171 914 an increase ofapproximatety 4% with
respect ro prior year esiimates. Budget€d expenditures are expected lo rise according ro rh€ increase of budgeted
revenues. Ifthes€ eslimales are r€alized, the Municipalily's brdgerary gereral tund balance is expect€d to increase
modestly by the close ofthe 20ll-2014 fiscal year. Ifl addition ro the general lirnd estimaled budget th€ Municipality
plms 1o submit to lhe Eederal and Commonw.alth govemmenl tund proposals for welfar€ and communiry
development as weu as permanent capital improvements and public work!.

As morc tully described in Nore R oflhe basic financial statements lhe Commonw€alih ofPue(o Rico is facing a
fin cial crisis due to limited liquidity, general fund deficir, a sizeable amount ofdebt, an underfunded sovernment
pension system and an economy recession since 2006- As a resultoflh€se maners, credit ralings agencies have been
consistently downgading the Commonwealth s and cedain public corporalion's general obligation bonds ralings.

t2

COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF I.UQUILIO

Management's Discussior and Analysis
For the FiscalYear Endedjune 30.2013



f,CONOMIC FACTORS AND Nf,XT YEAR,S BUDGf,T (Continued)

In order lo address these maaen fte Commonweatth b€gan to make lesistalion 0o reform irs govemmentat pension
system, provide liquidily 10 lhe Govemmental D€velopmenr Bank of puerto Rico (..cDB,,), its fiscat agent, and
strenglh sinking frlnds to assess financial markets. The Commonweahh esrimate! thal lhese corective actio;s, along
others to b€ implemented, will have a positive impad on lhe Commonwealth itsett GDB, ihe municipatities and i;
cilizens. Amons other aclions on January 24, 2014 rhe Commonwealth approved Acl No. t8 and 19. Those Act,s
provides for the restructuring and crealion offinancing snuctures from sat€s and use rax sourc€s to guamnlee and
pay municipal long term debt issuanc€s. As a resuh ofthis legislation the municipaUties ofpuerro Rico may imprcve
its credit capaciqr along wirh majntaining sufficienr .esources for opeEtions.

On February 4, 2014, February '7, 2014 and February 11, 20t.1 Slandard & poor's Ralings Services (..S&p,,),
Moody\ Investors Service ("Moodyt") and Filch Rarings (..Fitch") respectivety, low€red irs ralings on rhe
Commonwealth ofPue(o Rico's general obligation (GO) debr and othe. ofils instrumenraliries such as GDB. ERS
and COFINA. The downgrad€s follow S&P's, Moody's and Fitch's evalualion oftiquidiry and acc€ss to markers. It
is lhe opinion ofth€ Municipality's managemenr rhal lhe coneclive actions laken and !o b€ taken in cunent and
fiscal periods thereafter will lower the impad of this decision and cause a posirive tumaround on the
Common$eahh s and rhe Municipaliry , finances

CONTACTING THE MUNICIPALITY'S TINANCIAL MANAGEMf, NT

This financial r€port is designed 10 provide our cirizens, raxpayeB, and credirors wirh a seneral overview of the
Municipality's finances and to demonshte the Municipaliry's accountabiliry for rhe money ir receiv€s. Ifyou have
any questions about this report o. need any addilional information conlacl the Finance Depanment ar the
Municipality ofLuquillo at P.O. Box 1012, Luquillo, Puerro Rico 00773.
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COMMONWEALTH OF PUf,RTO RICO
MUNICIPALITY OF LUQUILLO
STATEMf,NT OT Nf,T POSITION

JUNE 30,2OI3

ASSETS
Cash and cash equivalenrs

Sal€s and us€ laxes

Municipal license ta\es
Olhers

Du€ fiom:
Commonwealft Gov€mmenr
Federal cov€mmenr

Cash and cash equivalents
Cash wilh fiscal agenr

Capilal assets:

L d and construction in progress
Other capilal assels, net

Total capital assets, net

LIABILITIES
Accounts payable and accrued liabilities
Interest payable

Du€ to:
Commonweahh covemment

Municipal Lic€nse laes
Long-lerm liabilities:

Due within one year

Du€ in more than one year

Toral lirbiliries

NET POSITION
Net inveshenl in capital assets

R€stricred for:

Capital Projecls
Olher sp€cifi ed purposes

Total net position

s 1,535,685

54,41I
6,1t7

338,3t9

t,561,229
562.264

8,400,715

14,568,15 r

33,238,214
47,806,365
6t,521.634

1,945,871
390,273

12,370

59',7,862

r,578.854
t8.727.166
23,282,696

1t,842,870

4.921,786
I,I]0,566
1,438,4r4

(1,088,698)

_!_____$24pi.t_

The accompanying noles are an integralpan ofthis statement.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

RECONCILIATION OF TIIE BALANCE SHEf,T OF GOTTR\MENTAL IUNDS

" ""'^ltil;x,llNEr Pos,rroN

Total gov.rtrm.otrl fudd brlmc.s:

Amounls reponed for govemm.nral actilities in rh. Statement ofNel
Position m direrctrt because:

s 60.077

316,609

2E3.E23

464.7t2
326.9t7
338,3r9

131.746

224.244
23.629
59,911

(16.815.000)

( 171.892)

t.177.t1t)
(1.2i0.i92)

(t20.15i)
('16J.712)

Capn.l as*ts used in Bolemmental acriliiies m nol finmcialresou.ces
and, therefore, de not rcponed in rhe tunds:

Olhe. a*ls @ not a!ailablero pay curent-period expenditures and!
therefore. e repo&d N defeftd i.flossofresources inthetunds:

Dn. fom Comonrveahh Goremmmt:
Christmd honus EimbuNnenr
Prooert} ides- cen.ral fund
Pioperr_ ldcs Debt Sen ice Fund
P R. Elecfic Po*€r Aurhodq' (PREPA)
P.R. Deparhenr ofLabor, Las No.52
P.R. Depanbe.t ofTansponaiion dd Pubtic Works (DTOP)

Due frcm Fedeal coremhenr:
tederalsr r - CDBG
!edeml grot - DisasierGrdr-Public Assisrance
FedeBl s@t - Edw&d Brme (JAc)
Federal gmls ' othe6

Interest liabilities aE nor due md payable in fiecuftntperiod
p€dod ad. therefore.arc not reponed in the tunds

lnnerem liabiliries. includins bonds parable. e not due md p.ydble
in the curent period ed. iherefore. e not rcporred in lhe tunds:

Gnehlohligalion bonds and notes

Note payable ro CRIMJ-a* No. 146

Note payable io CRIM-Ley 42

Compensard absn.es
ChristmNBonus
Debr payable to ?.R. Eleckic Pou€r Autnorio

Net $sers of Eov.rDm.olrl rclivilies:

The a..ompmying nores are m inte8ral pan oflhese shtements

7,2.t0.505

47.806.165

l.'190.157

739.550

(619)

(r9.rr r.120)

$ 3E,2+1,9J8
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COITIMONWEALIH OF PUf,RTO RICO
tltt NICIPALTTY OF LUQtTtLLO

RDCONCILIAITON Oi- SIATE}If,NI OF REVENTIES, f,XPENDITT.RES AND CHANGES IN FTIND
BALANCf,S (DEi'ICII) OF GOVER\MENTAL FfNDS TO IIIf STAIf,MfNT OFACTIVITIf,S

FISCAL YEAR f,NDfD JT'NE JO. 
'OI3

Net.h.ng. itr fund b.lu.6 (d.ti.ft) - torlt gov.rnmuirt fuds:

Anouls retoaed for govcmenral sdivities in $e Statemmt of Adivni.s are ditTere.t

$ 6.881,965

11.547.812)

3t6.610
283,821

291.)2t
21.616

l?1,058

338,3r9
224,244

378.968

61.940

61.274
686.91)

(s.6?6,630)

Govelmoral tunds reports capitat 6sels oullays 6 expsdires. HoseEr, in the Slatemflt
Activities, rhe osi oflhos 6sl5 is all@arcd orr fien estmared Eetul liws ed Eponed
6 depEciation qpeNe

Expmdum for capit t dsers
L6s: crent y.a. depBiation

Revenus I the Shtem lotAcxvitiesthar do nol prori.le cuenr Iindcial rBources enot
reporled 6 Ber6 in rhe tunds.

Chrisrnd bonus rein6us.mmt (curcnt yes)
Pmpeny Taes CRIM Final Liquidaxon - Cendal Futrd
Prop.rty td6-Dehl SeBre Fund
P.R El€crric Powr Authonq (PREpA)
PEno Rico Slate Agmcy tor Emrgocy md Disste. Meagd€nl
P.R Deparrn€nt oflabor - LaN No 52
P R Depa.tmen ofTrospo.raton &d Pubtic wdlG (DTOP)
FedEral C.ers- FEMA l.€ne Slm
Fedqal emt - CDBC
Fedqal gal, olhs

Relenues reported in tundt $hicn e nor Eponed 6 rev@ues in the Saioe ofActivities:
Clristrnd bon6 rcimbmme {prior yer)
P.R EI€cEic Pows Althonty (PREPA)

Co\tmotal tund! o y repon fie proeeds r(eiwd ir Ihe disposal of 6sels Itr rhe
Slatement ofA.livities, a gain or loss is Epon.d tor each disposal. Ths. dE chege in
ner posnion ditrers from the cheSe in tund batace by $e @st oflhe dnposcd 6set:

Exp€nditu€s reponed i, fuA {hich {e noheponed s qpenFs in 1n€ Stalmol of

Matrd bo.ds principal pa,nors (ret ch ge)

R6palrmr of lotr8 rem Gbt is e €xpmditue in fi. govtuoral 6nds, brt redues tong-
tm liab ili6 in the Sialemenr ofNei Posirio:
Coeal oblieaao bonds ed notes

O{rr long rm lEbilitis

Som qp.ses rquted in rhe Star€mfli of Aclivilies do not EquiE tne ns ot cuMt
fitrdcirl Boues dtneEforc are mfeponed s dpe itues
€xpmdiltrs in lll. golelme al finds:
conposared .bm6
Cnristma bonu
D€hl parqmr o P R. Elecrric PoNr ,{urhority

AErued int .e$ (net chdge)

C[rng. in n.r.ssets olgov.rtrm.nt.l.ctiiri.s:

Tne @mpatrying nores m m inregat pan of lhes shtemflts

5ll,109l

2.t49.776

(748,209)

(.'l 0.71l)

t,265.000
710.252

(215.000)

t.915.252

(l0r 995)
(120.15t)
(.l]9.680)
253.307 (6011.52t)

_!___J.J]9:!!L
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Luquillo was founded in 1797. The Municipatity is sovemed by the execurive and the
legislative branch elected for a four year term dunng the genemt etections in pueno iico. The Mayor is the
execulive officer and the l€gislative branch consisls of Metve ( 12) membeG of rhe Municipat Legistarure. The
Municipality engages in comprehensiv€ range of services to ih€ community such as: general gov€mment
adminisrration, public works, heahh, environm€nral conrrol, educarion, pubtic security, welfare, housing.;ommunity
developmenl and cullure and recrealion activilies.

The financial sktemenls ofthe Municipality have been prepared in accordance with accou ing principles generalty
accepted in the United States as appli€d to govemmental units. The Govemmental Accounring Standards Board
(GASB) h the standed-setting body for govemm€ al accouflting and financial reponing. The GASB periodjcauy
updales its existing cov€mmental Accounting and Financial Reponing Slandards, which, atong with subsequent
GASB pronouncements (Stalements and Inrerpretarions), consritules GAAI for sovernmeniat unils.

l. Financial repoaing enti f

The financial reporting €nrity included in this reporr consisrs oflhe financiat sratemenls ofihe Municipatily of
Luquillo (primary gov€mmen0 ed organialions for wh,ch rhe primary govemment is financia y
accountable. In addition, the primary govemment may deremine, through exercise of managemenfs
professional judgment, lhat lhe inclusion of an organizalion that does not meer the financiat accounrabitity
criteria is necessary in orderro prevenl the reporring eniity.s financial staremenrs from being misteading. Orher
entities should be evaluated as potential componenr units iflhey are ctos€ty retated to, orfinancialy integrated
with, lhe primary govemment. It h a mater of professional j udgmen o determine whether lhe nalure and the
significance ofa potential compon€tr1 unir's relalionship wirh the primary gov€mment wanant inctusion in lhe
reponing entity. An eflli, should be considered a componenl unil if meets any of the folowing three

b.

The primary govemment appoints avoling majority ofthe enlity's goveming body, and either:. A financial b€n€fiU buden exist between lhe primary govemmenr and th€ entiry or. The primary govemment can impose its will on the entity.

Th€ entity is fiscally dep€ndenl on the primary govemment and there is a financial benefit/burden betwe€n
th€ primary governm€nl and the €ntity.

c. It would be necessary lo include th€ €nrity as a component unil sin€€ the primary govemmenfs financial
stalements would be misleading wilhout it.

In addition,"Special ctiktia" apply when evaluating a legally separate, iax-exempt organization as porenrial
component unir. Specifically, such entiri€s must be teated as component units ifthey m€et all ofthe following
criteria:

The economic resouces received or held by the separate organization are entir€ly or almost €ntirely for rhe
diredbenefitofthe primary government, its componentunits, or its constiluents.

The primary Sovemment, or its component units, is entitled to, or ha! the abilily to olherwise aclcss, a
majority oflhe economic resources received or held bylhe separate organization.
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES_ Continu€d

c. The economic resources received d hetd ty an individual organizalion thal lhe specific primary
government, or ils componenl unih, is entilted ro. or has lhe abitit to othe*ise access, are significanl ro
the primary govemmert.

Legallv separate, rax-exempr organizarions rhar do not meer the above ryecidl c/,leria shourd stil b€ included
as a component unir ifthe financial stdem€nrs ofrh€ pnmary govemmenr woutd be mist€ading withour them.

Ther€ are two methods of pr€se'tarion of the componenl unil in the finaflciat slatements: (a) ,Iedi.rg lh€
fi.ancial dataofthe component units'barances and transacrions and (b).rir./e/e prese arion ofih€ comp;nenr
unit's f'nancial data. When a component unir tunctions as an integral pan ofthtprimary govemmenr, irs data
is ,/"ded with those of the primary govemmenr (..r/e nded conporent units,,.). ihar is, rhe component unit.s
tunds are tr€at€d just as though they wer€ tunds oI rhe primary sovemmem wirh one e\ception: lhe generat
tund. Componenr uni6 shorld be rcwned Ls btend"d ifmeers an) otrhe fo o$ins criteria:

a. The component unit\ goveming body is subslanrivety lhe same as rhe goveming body of rhe primary
8ov€mment and there is either:. A financial ben€fiU burden exisr between the primary govemment and rhe entiry or. Managem€d ofthe primary governmenl has operationat responsibitity forthe primary govemmenr.

b. The component unil provides sewices entirely, o.almosl entirely, ro the primary govemmenror otheNise
exclusively, o. almost exclusively, benefiBthe primary govemment.

c. The component unir's debt is expeded ro be paid by lhe primary govemm€nt_

Otherwise, lhe componenl unir should be presenred as discr€re_ Ttose component unirs does nol tunction as an
inregral part ofthe pdmary govemmenl and irs data is pEsented discretely (separal€ty) from the data oflhe
primary govemment ("drcrctely conponetu unns,.).Legaly separare, tax-exempr oreanizations rhal meel the
special criteria shotld be inclnded a. discretety conpone nt units

Based.on the abov€ crit€ria there are no potenlial component unils which should be included as part of the
financial slatements.

2 Blsis ofpresentrtior, measurcment focus and basis ofaccounting

Th€ financial repon of rhe Municipality consisls of rhe Manageme t Discussion and Anatysis (MD&A),
basic financial narmenls and required supplemenlary information orh€r than th€ MD&A. Foltowing is a
summary presenlalion ofeach, including the measuremenr focus and basis ofaccounling. Measurement f@us
is a tem used lo describe yric, transactions are r€corded within lhe various financiai $atem€nts. Basis of
accounting refers to yfu,lransaclions are recorded r€Eardless oflh€ measuremenr focus:

Manasement's Discussion rnd Analvsis

This consists of a ndative introduction and anatyticat overview ofrh€ Municipatity,s financiat aclivities.
This analysis is similar to ealysis the private seclor provides ;r their annualreports.
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIf,S _ Continred

Blsic fi nrtrcial str..m.nr.

Basic financiar sraremenrs include borh S.vernment-wide and fund financial slat€menrs. tsorh rev€h of
statemenls categoriz€ primary activiries as governmentat typ€, whjch are primarily supported by raxes and
intergovemmenial revenu€s.

GoYemmcnt-wide strt€ments

The gov€mment-wide srarements consistofa sralemenr ofNetposition and a srarement ofActivities. These
stal€ments ar€ prepared using lhe economic resources measuremenl focus, which refers to the reponing of
all ofihr nei posnion avaitabte to lhe governmenht un for rhe purpose ofpror iding eoods and <'en rces lo
the public. The starements are reponed on rhe accrualbasis ofaicounting. n"**i-*. ..".grt.a i"t"
peiod.eam€d and expenses recognized in rhe period in which ihe alsoci;ted liability is incu;. Fiduciary
adivilies. ifany, whose resources are nor avaitable to finance sovemm€ programs, are exctuded fi.om the
govemment-wide sraremeflrs. The effect ofinrer-tund acrivilies is eliminaled. -

Th€ Stacment ofNer Posilion presenh all ofthe reponing enriry's non-fiduciary assets, defened outflows,
liabilities and defen€d inflows, wirh the difference reporred as ner position. Tle stat;ment of Activrries
reports revenues and expenses in a format rhar focus on rhe ner cost ofeach fiinclion of th€ Municipatiry.
Both the gross and net cost ofthe tuncrion, which is otherwise being suppored Uy rhe generat e;vemmenr
revenues, is compared ro rhe revenu€s generaled direcrty by the function. This'suteirent ,J,"." gro$
direct-expenss, includiDg depreciarion, by retated prosram revenues, operaring and capilal ganrs, and
conlributions. Direct expenses are those thal are cteety idenlifiable with a specific funcrion. e"s a poticy,
indirect expenses are nor allocared in ihe Sralement of Acrivities. program revenues must ;e dircctlv
associated with the functio

The types ofnansadions included as program revenues are: chdges for services, fees, tic€nses and permih;
op€mting granh which include operaring-sp€cific and discretionary (either opemtinS or capirat) gmnts; and
capital granis which are capitat-specific granrs. rntemaly dedicared resources i. *pi,.t"i L g*.a
revenues Eth€r than as progam revenues. Likewise, generat revenues include a raxis. propeny raes
(imposed.non€rchang€ transaclions) are recognized a! revenues in the year for uhich rhey are levied and
municipal license lales and sales and use raxes (de.ived tax rev€nues) when the undertying exchange has
occurred a,d tim€ r€quirements are mer. Revenues on borh operating and capital grants ari recognized when
all elieibility requiremenrs (inctuding time r€quir€menrs) imposed by rhi prwider have bein met. For
cedain expenditure-driven grants. revenue is recognized afieraltoMbte expendirures are incurred.

The Municipality reports uneamed revenues in rhe govemmeni-wide srarements. Uneamed revenues arrse
when resources are received before th€ Municipatity has a tegatctaim to th€m (such as adva,ces ofderived
1ax revenues) or befor€ applicable eligibitity requirements are met (in cas€ ofcenain federal €xpenditur€-
driven srants if resources are received before altowabte exp€nditures are incuned). ln subsequ€;r periods,
when lhe Municipali, has a legal claim lo the resourc€s, the tiability for uneam€d revenues is removed fiom
the statemenl of net posilion and the rev€nue is recognized.
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NOTE A- SUMDL{RY OF SIGNIFICANT ACCOUNTING POLICIES _ Conrinued

Furd Statements

Th€ financial transaclions ofthe Municipalirv are recorded in individuar funds, each ofwhich a.e considered
an independent fiscal enliry. Each tund is accounted for by providing a separate set of setf-balancing
accounts that comprise ils assets, defered oulflows, liabitities, defened inflowa, fund equity, revenues and
expenditures. Funds are segregated according lo their inrended purpose which het;s managemenr in
demonstratins compliance wirh legat, financiat and contractual provisians. Governmeniat Fundiare rhose
rhrough which mosr governmentat tunclions ofrhe Municipatity ar€ financed. Th€ govemmentat firnd
stalemenls include a Balance Sheet and a Srarement of Revenu€s, Expendnures and Chanses in Fund
Balances wilh one column for rhe general tund, one for each major fund and one cotumn combi;ing alt non_
major govemmenlal tunds. Major funds are determined based on a minimum c.ilerion, rhar is, a p;rcentage
ofthe assets and defened ourflowsi liabililies and defened inflows; revenue! or expendituresor bas€d on rhe
Municipaljty's official's criteria if th€ tund is panicularty importanr to financial slarement users (Sp€cial
Revenu€ Fund - Other Federal Awards).

The Municipalily reporrs rhe fouowing major Sovemm€nrat tunds:

Gener.r! Futrd: This is the op€Ering tund of rhe Municipalit and is used to accounr for and repon aI
financial resources not accounted for and reported in anolher tund.

Special Bevenue Fund Shte rnd Locrt Cranrs: This tund is used to account for and repon revenue
sources liom Commonwealrh agencies and Legislarure rhat are renricted or committed for specific purposes
which include, amons others, acquisition of capiral assets, public works, welfare and oiher cornm;nity
developmenl projects.

Special Eevenug Fqnd - Orher Federat Grrn&: This fund is used to account for and repon revenue
sources from Federal agencies that are r€srricled or coinrnihed for specific purposes which include, among
others, acquisition ofcapnalassers, public works, wetfare and olhercommunity devetopment projecrs.

Capital Proiect'! rund - Srare atrd Locat cr!trts: This tund is used to accounr for and r€pon revenue
sources fiom Commonweakh agencies and Legislatur€ and proceeds fiom issuance of tons-lerm d€br that
are restricted, committed or assigned for to exp€ndirure for capital outlays. inctudinS acquisirion,
developmenl and improvement of capilal assers.

Debt Senice Fund: This tund is used 10 account for and repon financial resources ihat are restricted,
commifled, or assiSned to expendilures for principal and inleresr. This tund accounls for the r€sources of
three individual tunds includirg th€ "CAE Fund" (sinking ftnd which accounts for the 2% ofproperry laxes
collecled by the CRIM, andrhe "Municipal Redemplion Fund.. (.2% of the .5olo fiom sales and use la\es witl
deposited in GDB to finance loans io Municipalities.

The govemmental fund financial slatemenrs are accounted fo. using the current financial resources
measurement focus and the modified accrual basis ofaccounring. Under ihis method ofaccouning, revenues
are recognized when they are susceprible 0o accrual (i.e. borh measurabte and ava;tabte). Revenues are
considered lo be available when rhey are collecrible within the cunenl perjod or soon enough thereafter lo
pay liabilities ofthe cunent period. For this purpose, the Municipality considers revenues to be availabte if
they are collected within 60 days ofthe end ofthe cunent fiscal period.
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NOTf, A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Conrinued

Reve,rues susc€ptibl€ to accrual include property tayes, recognized as revenues in the year for which rhey
are levied; municipal license lx\es and sales and use taxes, r€cognized when lhe underlying exchange has
occur€d and time r€quirements are m€r; and interest. In applying ihe susceplible to accruat concept to
iolergovemmenlal ar€ recognized when alt etigibility requkemenis (inctuding lim€
requirements) imposed by rhe provider have been mel and r€venue becomes availabte. There are, however,
essentially two types of these revenues. ln lhe first case, on expenditure-driven granls, monies musr be
expended on the specific project or purpose (eligibility requiremenl), before any amou s are paid to the
Municipality. Revenu€ is, rherefore, recogniud as expenditures are incured 10 ih€ extenl avaitable. In the
other cases, moni€s are virtually unrestnded and are geneml,y revocabl€ only for faiture to compty with
prescribed compliance requiremenk. ln rhese cases revenues are recogniz€d 6 the time ofreceipr or earlier
if the susceptible to accrual criteria is mel. Licenses and permils, charges for services, renl, fines and
miscellaneous revenues are generally recorded as revenues when received or are recognized eartier iflhe
susceplibl€ to accrual criteria is met.

The Municipality repons uneamed revenues in the govemmenral tunds sralemenls. Unearned revenues eis€
when resources are received before rhe Municipality ha! a tesal claim ro them (such as advances ofderived
lay revenue, or befor€ applicab:e eligibility requirein€nb are met (in case of certain federat expenditure-
driven granis ifresources are received before allowable expendirures are incuned). In subsequent periods,
when lhe Municipality has a legal claim to fte resources,lhe liabilit for uneamed revenues is removed fiom
the balance sheet and $e revenue is recognized.

Expenditures are generally recoSnized when the relaled liability is incuEed as under accruat bash of
accounting. Certain exceptions lo this fundamenlal conc€pt include the following: (l) payments ofprincipat
and interesr on general long-term debr, which are rccorded as expenditures when due, excepl for principal
and interest due on July I (in lhis case amounts are recorded as liabiliries and expendilures on June 30 since
amounts have bee, accumulaled or lransfeEed to the debt s€rvice fund before July I paym€nrs are made)
and (2) vested compensated absences, claims and judgme s and special lermination b€nefits which are
recorded as expenditures only to the exlent that they are expecred lo be liquidated with exp€ndabte financiat
resources (in lhe govemment-wide statements the expense and related accrual liabiliry for long-term portions
ofdebl must be included).

Since the govemm€ntal tund slatements ar€ pres€nted on a difierenl measurcmenr focus and basis of
accounting than lhe govemment-wide statemenls, reconcilialion is necessary ro explain rhe adjusrments
needed to lmnsfom the fund financial slatemenls inro the govemment-wide srarements. This reconciliation
is partofthe financial statemenls.

Notes to Fina.cial Striements

The ,o1es to financial statements provid€ informarion that is essential to a usets undersranding oflhe basic
financial statem€nts.

R€ouired Supolementrrv Infornstion

Required supplementary information consists of the Budgetary Comparison Schedule G€neral Fund as
required by GASB.
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIf,S _ Conrinued

3. Deposits and ihveshents

cash and cash equivarents consisr ofcalh on hand, demand deposirs and short-term investmenls wilh original
malurities ofrhr€e monrhs or l€ss Aom rhe date of acquisition. Nonn€gotiable cenifica; of d€posits;irh
o'iginal maturirv ofmore than thre€ monrhs are considered time deposirs"as requi-a ty c,.ent sra"aaras. rr,eMmicipalitv follows rhe pracrice of pooring cash of aI funds except ror 

"ertain 
c'"mmon*eatrtrt g,ants,

r€stricled tunds generally held by ourside cusrodiansand federatgranrr. Avaitable po"rea casr, Utanc" f-eyoni
iminediate needs is invesred in certificales ofdeposirs. Cash anJ cash equivale,t, ."f"t.a ," c".-rr*."rt
and Federal grants (incruding commonwearrh L€gisrarure Resorurions) ari restricted since thear use is linited
by applicable ageemenls or requir€d by taw.

The laws and r€gulations of the Commonweatth of puerro Rico aulho.ize ihe Municipatiry lo invesl only in
obligalions. of the Commonweatth, obtigations of rhe Unired Sktes of Amedca cenidcat€s of depo;ns,
commercialpper, bankers, acceptances, or in pools ofobligations of the municipalilies of puerto Rico, which
are managed by the Govemme at Development Bank for puerro Rico (..GDB,,).

4, Resbicted ossets

Restricred assets are liquid assets which have rhird-party rimirations on their us€. cash and cash equivatenrs
r€laled to commonweahh and Federar grants (including commonwealth Legisrature Resolurions) are r€stricred
since theiruse is limited byapplicable agre€ments or required by law_

Restricted cash with fiscal agenl in the debr service tund consisls ofthe undisbursed batance of properry and
sales rax collections rerained bv the commonweahh of puerto Rico which are resrricted for the repaymenr or
the Municipalirvt gensar and speciar obrigation bonds md nor€s as established by law. Restricred cash wirh
fiscal ag€nt ofih€ other govemmenrar funds repr€se the undisbursed proceeds of certain bonds, roans or
ganls which are mainlained in acash cusrodian accounr by the GDB ora i€dentgovemmenr asency.

5. Receiva es ahd due fiorn eowrnnehtat annes

Receivables are stated ner of estimated alowances fo. uncolrectibte accounts, which de deremined upon pasr
collection exp€rienc€ and curent economic conditions. Amounts du€ riom f€d€Er gov€mment represenr
amounts owed to theMuniciparilv for rhe reimbursemenr of€xpenditures incured pursu; to federaly tunded
progmms. Amounh rcported inthe debt service tund represent property and sares tax r€venues ofcurreni fiscal
year couected by rhe CRIM (propeny tax) and rh€ puerto Rico Depanment of Trealury (sates ta\) on the
subsequent fiscalyear.
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING pOLfCIf,S _ Continued

6. Intetthd rcceivabtes amt polqbles

Acrivirhs among{xnds rhar are represenrarive or rendingiborc*ing arangemenrs oursrandins ar rhe end oflherscar )ear are retened to as eirher '.due from/ro orher fundi. I i.e.. rhe currenr ponion of i;ertund toan, or"advanc_es tolfrom other fund', (i.e., th€ non-cun€nl portion of inrerftnd loanr. A fi 
"**, .rr.t ro,ng U"r_*"

among funds are reponed as..due from/ro other tunds.,.

The Municipalily purchases easotine, oil and orher expendable suppties hetd for consumprion. rhe cosr of
$ose purchases is r€corded as €xpendirure when incuned in rhe zppropriate tunJ i*ir,.l.i,-*a **"..y ;.
nor record€d in lhe Stalement ofNel Assers, as manag€ment betieves ii nor significant.

8. Capitol assett

capilar assels reported in the govemmenlar adiviries in the sratemenrs ofNel position incrude prcperry, prant,
equipment and infi-ashuctur€, (e.e., roads, bridges, side\ratks, and similar il€.9. L. lr*i"tpntity'a.nn""
capital assets (-excepr for infrasrruclure assels) as ass€ts that hav€ an individual cort.fSSOO ..,no.. _O Luu"
a us€rut r,re oi one or more years. Infiastructure assers are capilalized based on a percentage offie estimared
usetul lire. rhe cost ofnormar mainrenance and repairs thar d; not add 10 rhe varu! .r ir," Ir".t, * -"t*i"rrv€xlend assets lives are not capiralized. Major outravs for capirar assels and improvements are capitalized aipmjects are consrrucred.

Capital alsels are capilalized al historical cost or esrimated hisroricat cosr if hisrorical cosr is not availabt€.
Donated assets are r€cmded as capilar assers at lh€n estimared fair market varue at rhe dar€ ofdonarion. A
capital assels, olher rhan land and consrruction in progr€ss, are depr€cialed using rhe snaighl_line merhod over
rhe following useful lives:

DBcripiiot
Buildinss and buildi.e impror€oenrs
InfrasrtuctuE ad inli6tructuE imprcvenenrs

!.3lE
.10

40
3io5

5

l0
5

In accordance wirh cunent accounring standards capitatassets are revie\red for rmpa;menr. ImDarmen occurs
when fiere is a significant decline in asser service uririr) due ro rhe occurence oru promin*t Ient or ctrang"in circumst ces affeding ihe assel. Current standa.rds provide guidance ro. accl,nting ura i"po.t*g ti,.impairme and for insurance recoveries.
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NOTE A- SUMMAITY OF STGNIFICANT ACCOUNTTNG POLICIE$. Cotrrinu€d

9. Defened outltovs/inltows of iesources

In addition to assets. the statement' of n{ posiljon wil somelimes repon a separale section for defered
ourflows of resources. This separare financial srateme elemenr. d€fere; oum"*', "i*;r""1 ,"p*,."," 

"consumprion ofnet posirion rhat appties ro a tutur€ periodG) and so wi not be *_g"ii"J 
^ * ",nn"*.rr€sources (expense/ expenditure) untit rhen.

In addition to liabirities, rhe stal€menr of financiar posnion uil sometimes repon a sepamre secrion tbrdefered inflows 9l f*"1"* rhis separare nnancial sraremem etemenr, def;d ljilws of r€sources,
represents an acquisition ofnel posilion thal appties to a firture period(s) and so wi nor be recognized as an
inAov ofresouces Gewnue) unrit rhat rim€. The govemment ha, ont;'one ire^, *r,i"r, uiir". -ry *a". u
modified. accrual basis of accounting lhat quatifies for reporting inihis category. .\ccoraingty, ihe item,
unaraitaUe re|erue. is rcponed only in rhe governnenrar tunas barance sheer. Ti. i"*-.*t"r i*a, *p.n
un@ailable *enue fto". on€ sourcer unavairable intergov€mmenral revenues. These amounts are defen€d
and rccognized as an inflow ofresources in rhe period rhai the amounrs become avaitable.

10. LonE-terd obligatiot s

Long-terin debr and orher rong-rerm obrigations, which are reported as liabiriri€s in the govemmenral acrivilies
column in the srarement of N€r position. consisr of geneiat ant speciar obrisarion- bonds, liabiriries for
compensated absences. claims andjudSmen*, and tong-term liabitiries to olher 8;emm€nral enfit,es. Related
bond rssuance cosrs. wh€never rise. are reporred as cunent outflows ofresourcesln fie starement ofAcliviries,
as required by cur.en $andards. Gov€mmenrat tund types recognize bond issuance cosrs as expendirur€s
during the current period. Those hsuance costs, wherher or noi wirhheld fiom the actuar debi proceeds
received, are reported as expendilur€s in lhe appDpriate tund.

I l. Conpensated obsences

Th€ Municipaliry's employees accumutate vacation, sick leave and compensarory lim€ based on continuous
senice. compensared absences are recorded as a riabiritv if (l)ar€ eam€d on rire basis of services arready
perfonned by employees, (2) it is probable thar wiU be paid (in lhe form of paid time off, cash paymeds;
termination or reiiremenl. or some olher m€ans) and (jy are not conringenr on ispe";nc event lsuctr as irtnesg.
Th. compensated absences are accumulated on the basis of2z days per month ofvacation and lZ days per
month of sick pay and compensalory lime up ro a ma(imum of60 day; ofvacarions and 90 days ofsick t€ave.
Upon sep&arion from emptoymenr the accumujared vacations are t iquidared up to rhe m .imum number of
days. Accumular€d sick leave. which is,..n,ed based on a vesring amouns foiwhich paymenl is probable, is
liquidated to employees wirh 10 years or more service upto rhe maiimum numberofdais.

The accrual of compensared absences incrudes eslimated payments lhat are related to payrofl. The enrire
compensared absence liabirirv is reponed on the government-wide financiar sral€ment!. Fo;g;vemmentar tund
fimmial nat€menrs, rhe cunent porrion of unpaid compensal€d absenc€s is rhe amouni rtrat rs normaly
expected ro be paid using expendable avairabte fina"ciat resources. The non-cunenr ponion ofrl,e liabitity is

Pu6uanl-to Law No. 152 of Augusr 20. 1996 effecrive Jut) l, t997 rhe Municrpalny is requircd ro pay ey
excess of vacations and sick reave accumulared over 90 davs a! o f December r r oi ea.l year. eayments srrouta
be madeonor befor€ Mech 3l ofrhe fo owins year_
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

12. Clai,,s qnd judgnents

The estimated amount of the liability for ctaims and judgments, which is due on d€mand. such as fiom
adjudicated or s€ttled claims, is recorded in the g€neral tund when rhey marur€ (generaly, when payment is
du€). The accompanying govemment-wid€ staremenrs inctude an amount estimated as a contingent liabitity or
Iiabilities as incun€d.

13. Ne, position

In the govemmenl-wide stalements, assets ptus defered ourflows of.esources less tiabitities and defered
inflows ofresources equal net position, and should be disptayed in three components: ner investmenr in capilal
aisers. resrricred, and unrestricted, ar follows.

N.t irvcdmert itr crpitrl Consists of capital 6sers. nel of accumulared deprciation. redued by ihe ourstandingsseB: balanes of bonds. notes. or other borcwings thar ,re attriburable ro rhe acquisition
.onsrrudion, or improrement ofrhose s*ts. Defeftd ondoss ofEsonMs d defered
inflows of resuMs rhat @ anribubble to fie acquisiiion. @nstrucrioD, or impro\enent
ofrhose ssets or relaled debt ate shoutd be inctuded i, lhis omponenl ofner posirion.
The portion of ihe debl or defered inflow of rcsources aflrihutlble ro the unspenr debt
prcceeds is not included in $e calcllaiion ofnet inveshenr i. capiial6sets. Innead, ihe
poniotr ofthe debr or deferd inflows ofresources is included in rhe sme ner posnioo
omponenr (Est icted or unrestrided) 6 the unspe ooutrt.

Reslricted tr.t pBiriotr: The Esrricled componenr of Det position consists of rcstrided 6seis Gubject ro
resticrioBbeyond rhe Mbicipatityt @ntrcl) rcduced by tiabililies od defered infloss
ofreeures related lo thoe 6*ts cenedlly. a liabiliry relates to Estrided assas iflhe
6st resul$ hom a rc$urce flow that al$ Bsutts in the rogniliotr ola liability or ifthe
liabiliry Bill b. liquidated wirh ihe Esrrided 6sers repoaed Resnjctions ae exremafly
impo*d (b! .rdito6. gmnros, .onrrib(ors. or laM dd rcgutations oI ofier
eovemments) or impo*d by lhe law rhrcuei coflsriturional prcvisions or enabling
tegislatio,

Utrr8trict d ret positiotr: UnEslricred net position is rhe net monnl of rhe dst! defeftd oudtops of reeurcei
lidbilides, dd defered inflos of eeues thal m not inctuded in lhe dereminalion of
net invenment in capirat Nkts or thc Esricred cohponent of net posilio.. Utrrestricted
nel posirion is oflen desig.ned ro indicaie ihai ndagement des nor onsid.r lhem ro be
available for seneBl opemtions. fteF types ofcoNt aints are inremal md mdagement
can remole or modifir them.

14. Net position lloN' ossunpnon

Sometimes the govemment will tund oullays for a panicular purpose fiom both reslricted (restricted bond or
grant proceeds) and unrestricted resources. In order ro calcutate rhe amounts lo repon as resiricted net
position and unrestricted net position in lhe govemm€nr-wide financiat statem€nts, a flo\r assumprion must
be made about the order in which rhe resouces arc considered ro be apptied. It is rhe Bovemme 

.; poticy ro
consider restricted -netposirion ro have been depl€red before unresricted n€t position is apptied.
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NOTE A- SUMMARY OF SIGNITICANT ACCOUNTING POLICIES _ Conrinu€d

15. Flhd balonces

The GASB Star€mentNo.54 Fund Batarce Repo ing and Gorernnental Fun(t TyW Def,irroa (.GASB No.
s4") esrablishes accounrrns and repo ing srandards fo; all govemments rhal repo;'go,#."r,,r ma". l ur.o

ror ctalsiiling tund batances inlo sp€cifica y defined ctassjficarions and ctarifies
definiiions for govemmentat fund t)?es. These ctassificali;ns *.p;,. u t i"o..f,y t*Jpnmarily on lhe
exrent io which rhe Municiparitv is bound to observe mnsrrainrs upon the use of fi'e resources reportea. The
classifications are as foltowsi

Amomis th, cdnor be +st becaus @ eirher (a) nor in spendable fom o. (b) legally or
conlractually requircd to be mainrained inract.

Adounts connrained by extemal parries (cEdilo6. gmlors_ onr.ibutors. or laws turl
regtrlations oforh€r golemmenrs). imposed by law rhrough consiiiulioml provisions or b!,
enablins legislation. EnabUne leSisladon aulhorizes the Muricipatity i. ***, t""11
chtuse or oiheNi* mmdate palme.r or Beurces {from exrmat erurcc proviaer) md
includes a leBally enforeabte requiremcnt rhar rho* resoures b€ use.l onl! for rhe
spec,fi. purpGA <iputdred ,n rhe les,starion. L€ea , entorceabilir) means rhar rhc
Mun,c,paln Ld be competted b\ d e(emat parD ,r.t ^.,rir"r". pubtic inreresr
groups. d the .judiciar, ro use resources cEaied by enabling legjslatio; onty for rhe
purposs specified by the legislarion.

Am@nrs-'hd cd be hed Ml) rur,he .pec,fi. purpose, pu6udr ro mnsrBinrs ,mpo*d
rhrcush fomil aflioi r dineLe or Esoturionr by Lon*nr ot rhe 8o\emmenr \ hiehesr
level ofdecGion-maldns aurhorily. shich in the c6e oflhe Municip;tit, is the Madand
rhe Municipsl keislature. Tlose comnitied amounis tunor t" ,*a ro. -y "t".puryoss unle$ rhe Majd and the Municipal Lrsislaturc remoles or chades the
sp€cified us by lating ihe same q'pe ofadion (o.dinance or Esoturion) it.mp6)ed lo
commil thos amounts_ Fomat &iion ro omnits tund balme to a specifii pfpose
should occur p.ior to ihe end of the fiscat ]r - but the mouni if anv. which wiil be
subje( ro rhe con5h,trL ma) be dekmined ,n rhe.ubrquenr peri;d

Amonnrs that m omrrained by the Municipalityt inienr ro be u*d tor specific pnrpoes.
bur de neither resricted nor commitred. r. distinction ro commined balee;. the
authmit) formakine edsignment is nol required to be rhe Eolemmenas hiehest lelelof
dechi@n.line authoriry. (both the Mayor md lhe Mmicipal tf,Bislatu;e). Ii is rh.
Municipal,r, ' polic] rhd mrenr ca be.\prc.rd b, rhe Vaju,. rhe Finde DiEcro, (rhe
omcial lo $h,ch rhe Va)or ha aho dekgared rhe auLhorir, ro tu.isn amounLj) or b) m)
othcr oflicial or body to shi.h rhe Maror delegares. Funhemore. the narure orthe a;ions
necessry toEmoveoroodiry u ssig.ment is nor d pEscripdve 6 it is with commiited
tund baldces. Wilh the exeptio, of the g.ne.al fund, lhis is rhe Esiduat fudd balane of
the .lAsifir run ol all Boremmenkl lund. uirh po\irr\c tund bol ,cs. Acrron laten o
asisn tund bal&.e ma] be made afler ]cu-end.

Is fie rcsidual clasification for the seneral tund dd includes all spendabte monnts f,oi
restdcted @mnined or 6sig.ed. The eeneral fund h the onty tund lhai rcports a positive
uJ'e:9re9 {'lnd balana momr. ror a orhe, so\cmmenct tunds ihe un6si8.ed
clbsificalion is ufd onl, ru rpon d det'rc bata.re ,e\utrins ior rhe ole^pendini tor
specific purposes for which mountshad been Eslricted, conmi$ed o. asign;.
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NOTE A- SUMMARY OF SIGNITICANT ACCOUNTING POLICIES _ Continued

16. Fund btlonce lloh' assunptions

sometimes rhe govemmenr wi, tund outravs for a panicurar purpose from borh resrricred and un.esrricted
r€sourc€s (the rorarofcommifled, assiSned, and unassigned tund barance). rn orderro calcurate rhe amounts lo
repon as restrided, commin€d, assigned, and unassigned tund barance in rhe Bovemmemal iund financial
sratements a flow assumprion musr be made abour rhe order in which ttre reiurces are considered ro be
applied. Ir is rhe govemmenfs policv to consider resrricred tund batance ro have been deprered before using
any of the components of unr€stricred fund batance. Funher, when fie componenrs oi unrestn,ed ltnd
balanc€ can bersed for the sane purpos€, commined tund batance is deptered fir;r, folowed by assisned fund
balanc€. UnassiSned tund batance is applied lasl.

I 7. Inte{und nansactions

The Municipalitv repods cenain transacrions as rmnlfers, which are lega v required rransfers rhat are r€ported
wh€n incuned a! "Transfers-in,, by the recipienl fund and as -Transf€nruf,bi rhe disbursins tund.

18. Risk linahcins

The Puerto Rico Deparmenr of Treasury (PRDT) acls as an agenl. obtaining and derermining lhe cov€rage for
the municipalities of Puerto tuco. The coverage for rh€ Municipality of Luquilro consisri of professionar,
public r€sponsibility, properry and theft, auro ud fid€tiry bond covemgi.

Insurance poricaes cosrs are alocated bv PRDT among a[ rhe mutricipalities of puerro Rico. payment of rhe
Municipality\ insurance premiums is monthly deducted ftom advances of pmperty lax and amounrs of
municipal equalization tund send to lhe Mlrnicipatity by rhe Municipat Revenue aolieclion Center (CRIM).
workers compensation insurance is also deducred ftom rhe mo hrv advances by rhe CRIM. senred cases have
not exceeded insuEncecoveEge for any ofrhe past rh.ee years.

19. Use ofesnnaes

The preparation ofrhe balic financial sraiemen," io accordance with accounting principres g€nenlly accepted
in the United Stal€s of America requir€s m agemenl to make esrimates *1- *"u.pr;o",,, lhat affecr rhe
report€d amounrs ofassers and riabilities and disclosure ofconlingent assets and liabiliiies ar rhe date ofthe
basic financial st tem€nts and rhe reporred amounrs of revenues md expendirures during the reporting period.
Actual results could differ liom $os€ €stimares.

20- Reclassilications

various reclassifications have been made in the accompanying basic finarciar statements which aff€cr the
comparabiliry with rhe basic financiat slalements issued forprevious fiscatyears.
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NOTf, A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES _ Cotrrinued

2l- Futurc odoption of accoun.ing pronouncene ts

The GASB ha, issued rhe fo owing sratemenrs, which rhe Municipalityha, not yer adopted:

a- Gy'SL S,atpnent No, 66 ,Technicat Co ections 2012 <n anendne ofGASR Staanetus No t0and
,\b. 62 ". The provisions ofthis Starement ar€ effecrive for financiat statem;nts for p€riods beginning afler
December 15,2012 (fiscalyear ended June 30,2014).

b. 94!4!!!9nen!ttp.!Z Finarcial Reportinslor peksion ptN an anetutment ofGASR Statene,tt )io25" Th€ provisions oflhis Stalement are effeclive for financiat sratements for fiscaiyears b€ginning after
June 15.2013 (fiscalyearended June 30,2014).

^. q-ASR StoFnery No. 68 "Accounting and Financiat Reponing Iot pensio8 an anendnent of GASR
Statenent No. 27 ' The provisions of ihis Slatement are effective for fiscrt yeals beginn ing after june 15,
2014 (fiscal year ended June 30,2015).

b. GASP.State,?ent No. 69 "Goye ment Cohbinations and Disposats ol Gownnent Operutiot, Tie
provisiors of this Srarement are effectiv€ for governmenr combinatrons and disposal; of gov€mment
operations occu.ring in fi.ancial reporting periods beginning aner D€cember 15, 2013, and should be
appUed on a prospecrive bash (fiscat year ended June 30,2015).

c. 9Ps4?r444J! " jtccountins and Financiat Repo insfot Nonexchakse Financidr Guaruntees, .
The provisions of sratemenr 70 are efTecrive for financiai sraternents for reportiig beginning after June r 5,
2013 (fiscal y€ar ended June 10, 2015).

d- QASB StaJenent No. 7t Pewion Tra8ition for Coktibutio8 lttade Subsequent to the Me8wenent
Dat"" The provisions of this Slat€me,t should be apptied simultaneously with the provisions of
Slatemenr 68 (fiscalyea.r ended June 30,20t5).

The impactoflh€se statem€nts on lhe Municipaliry,s financial stalemenh has notyet been d€t€mined.

NOTE B DEPOSITS

custodial credit risk on Deposits. This is rhe risk rhar in rhe event of a bank fairure, rhe govemment.s deposits
maf not b€_.etumed to ir. The Municipalirv nainrains carh deposirs in commercial and gove;me ar banks rocaled
in Pueno Rico under commonwealth ofpuerro tuco statut€s, public tunds deposired i;omm€rciar banks inu$ be
turv @llateralized for rhe amount d€posired in €xcess of federar deposilory insuranc€. Afl securities predsed as
collateralbyrhe Municipality are held by the Secrerary ofTreasury ofiuerto Rico inrhe Municipatity,s name.

At year-end, rhe Municipality's bank balance of deposirs in commercial banks amounring to 52,795,214 \|as
cov€red bf fed€ral deposirorv insurance or bv colarerat held by rhe secrelary of rre$ury ;f puerto Rico in the
Municipalitv's nam€ Deposirs in governmenrar banks (ar ofwhich ar€ uninsur;d and uncoliate.rized), ar€ exposed
0o custodial credit.isk. Al vear-€nd the Municiparitv's bank barance in govemmental ba,ks amounrs to g8,400,7r5.
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Amounrs due from governmenrat entiries asofJune 30.20l] foltowsi

Futrds

F€deral

Funds
Mr ior fund - Generrl furd:

P.R Elecric Powe. Aulhorily (pREpA)
Municrpal RevenLre Colleclion Center {CRjM)- proped} ra\es

and inrergovemmental subsidy{qeneral fu ndr
P.R. DepMment of Tr€asury Christmas bonus

Mriorfund- Debt seRice frnd:
Municipal Revenu€ Collecrion Center (CRJM) - propeny

P.R. Depadm€nt ofTr€asury sates and us€ taxes-Municipal
Redemption Fund

Maiorfu.d - Special Revenu€ Strte & Local Grrnts:
P.R. Deparnenl ofLabor- fa,r rto. SZ

Mriorfrnd- Special Revenue Other Iedent Gran.s:
Offi ce of Commissioner of Municipat Afiairs-CDBG
P.R. Office of Ombudsmo Adhinisnalon (OAp)-OAp-Special

Progmn for lhe Aging- Tirte II pan B & NSIP
P.R- Departm€nt of Jusrice - Edward Bym€ Memorial

Assistaflce Grant Program (JAG-CMEI)
P.R. Tratrc Safety Commission - State & Communily

Highway Safely Program
Others

_!_______.!=Mjl, _r ____n rjj1
cerrain amounts ar€ re.orded as defened inflows of resources in rhe govemmenrar tunds statemenrs since they are
nol available as required by curent nandards. S€e retated note H.

NOTE D" INTERft ND TRANSACTTONS

1- Due ftohtxo o.hetlunds

Amounrs due/from ro orher funds in the g€nenl tund represent advances ro other funds to fina.ce payrol,
payroll lax€s and other expenditures, a! foltows:

464,712

316,610

60,077

304,350

85,907

332,573

465,161

35,t2t

23.629

11,401
26,952

Payibte Funds
Gene.al Fund Maior Furds:

special Revenu€ F€deral- (CDBG)
Spe(ial Revenue Fedeml- Specral progrm for fie
Aeing- Tille III &NSIP
Special Revenue Federal- JACCMEI
Special Revenue Federal- Othe.
SpecialRevenue State & Local- Law No.52

59,248

71,t57
34.076
50.t08

304,416

t2

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

,{otes to Basic Financial statements
For the FiscalYear Ended June 30.2013



NOTf, D- INTERIUND TRANSACTIONS - Continued

Receivable Fund
capltat rroiecr SariT I-ocat-Tawio. z r z 300.624

20,536
4,681

I snK

$ 850,352

2. T.Msfers in (out)

Transle6 monts individuar runds $ere madc ror operarionar purposes- Trostrs incrude irreresl emed on rcsticted
c6h sxh rrscar a8enr in rhe debr sen ice lihd and bonds aDd noles included in the capnat prcjecr Fund - srate and
LocalCranc shich is rraftlered ro lhe 8cne6t fund.

Capital Prcjecr State & Locat- permanent

Capital Prciecl Srate & Local- Orher
OtherCovernDenrrl Ftrnd(!

Special Re\enue Sule & Local- N\.,tt - Section 8
HCVP
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NOTE E- FUND BALANCE - Cotrtinued

2- FLnd bolane delici.s

Certain special tunds included in th€ tund statements disclosed tund batance deficils. The most sigrificant
balances follows:

}l.ior !und: Specirl Rerenur - Statc rnd Locrl
Gr!n!!:

FEMA - Loan
Transit Program
P-R. Department of Labor LawNo.52

Mrio. Fund: Speci.l Rcvcnue Olher F€derrl c.rni!:
Community Development B lock Grant Program
Edl"ld Byme M€morial Assisrance crant Progmm

(JAG-CMED
Stale & Community Highway Safeiy Program

Mrior Iuod: Capirrl Proiets Strleand Loc.l
GBr$i

Mitigation - Loan
Rural Development Corporation (CDR)-30771
Commonwealth Legislalure Resolutions
Ruml Developmenl Corporation (CDR)-98
Citizens Participation
Law 212

$ 34,349
23,880

293.835

429,652

29.629
II.40l

30,173
204,2',72

134,180
78,124
39,560

I8,r8
The deficns resuh (l) from the recosnition of defened inflows of resources for unavailable revenues. As
.equired by cLlnent standards. the Municipaliry reco.ded intergovemmenral revenues for reimbuEement
(expenditure-driven grants) on tund statements when all applicable eligibilily r€quircmenls have b€en mer and
the resources are available and (2) cenain funds with cash shodfalls or wirhour sulllcienr r€sources to cover
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NOTE F- CAPITAL ASSETS

Capitalaselr and deprecialion activity as ofod fo. the year ended June t0.20t3 is 6 follows:

Jdy 1.2012.
n r.slrLd ltr.r..s.s

n--!t0,.t62,413
1.66:1.257 11.,110.?93 4,105.713

It

4,105.713
22j1s692 1361.2j7 

' 
L43l)J98 t1J68J5l

Cov.rtrE .l.(tivitirs:
CaD al asls. .oi br'.e depKEted

Conshcnon in progcs
Tord.rpirrl rs*h ror b.itrg d.prcirLd:

Capilal 6sets, beins dep.{Ered

Bu ild i.s lbprov emenc

lnft 61tuctuie InprovenenB

Vehrcl6, ft&hrnery a.d .quipmor
Totr I .rpil.l .$.rs b.i4 .Lp...i! t.d

L.$.ccrmd.l.d d.pn.irlior f.r:

Building rmprolen..ls

Infrdlructure Improvem.ns

Vehicles mocnihcry and equipmal
fo l. I r.c unul. r.d d.p...irtior

for.l.rpird rskts b.iIg d.prci.r.d, ..r
G.v.rnD.rl.l r.liriti.r ..Dil.l .sstr, ftt

5,189,375
2,589,091

621,015

91,793
1,116.065

9,911.87;
3.112:!1\

480.934

4,424

3t.554
204.008

l.r2?6.081

(298,674)

(1r0.588)
(t30,706)
(343.596)
( I01,64' )

(7J39)
056)

(60,031)

I1.946.952
14653,674
r0,t09,879

2,853.959
625.463

1,960
571,841

1,430,827

50,122.370

(4.868.918)
(9,t3,301)

(2.849.?10)
(2,0t3,t91)
(2,545.242)

(6r,2!6)
(r.rs0)

(492,718)
(2.547,931)

06.884.157)

,9,216
39.46

(r 96r)

---?:3l

l5 885.515

(4,5?0.244)

(613:B)
(2.669.004)

(2..r41.601)

1601,151)
(994)

(4t2,6)7)
(2,r05,00:r) (244,941)

(15,118.2.18) (r,54?,872)

20.541.2a1 12,?28,209

$ 12,442,919 S l6J9l,r66

ll,2l8,2ll

s 11.t63.08t s 17.306.t61

Depreciation expense was charsed to tunctions/programs ofthe Municipality a! follows:

Gorernmcnl,l acrivni6:

Public Mils dd sitation

Culture ad reftation
Welfm ed comunity dev.lopment
Healib

Toral depreciation expen*, govemmenral aclivilies

s 302,644
522,9E7

60.397
374,t77
220.051
64.293

$ I,547.a72

l6
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NOTf, G. LONG-TERM DEBT

I. Sunmarr ol lonE- tem defu acnrity

The follotring summarizes activity in long-lerm debt for the fiscal year ended June 30. 20ll:

Jum30.20rj

$ 17,820.000

411,111

113.492

1250,t92
120,)51

464.1tX

l____.2!i!!i4

J 19,085,000 3

489J36

- $ 1.265,000

- 12.t65

, 9154
101.995 l2l0,17
lro.t5t t22.555

982.000

ll,l42

116,251

I20.l5l

183,046

18,902

42926t
j_-__z-t!t!_

- l8 902

$ 361.323 t 1,9?5,252

I18.r5l

_l____-!.!z!,!!a

2. Genetul and special obliqotion bon* ahd notes

The MunicipaliB's outslddin8 8fleral od speial obliSation bonds d noles at June 30, 2011 amounl to
$17.820.000. All these bods re sen iced by the Govmmenral Delelopmeni Bmk of Puedo Rico (GDB) maluring
at vdious datcs. As requir.d by law. the Commonweallh Govemmenl is obliSaled to collect propeq_ bres for
payment of principal dd inlercsi on bonds ad notes. h addition, -2%d ot the -5o/r municipal sales and use lax
ollected b)' rhe P-R. Depanmenr of Tre6ury h deposited in a _Municipal Redemplion Fund lo finance loans ro
Municipaliries subject lo rcsrricrions imposed b)-. law. Debt seNice funds h6 b€en esiablished for the bonds and noles
at GDB wilh the proceeds ofthose pmperty md sales md use tdes. whe.eb) sl]fllcienl funds must be set aside in
o.der lo cover the pmjecled debt senice requiremeni, before my ne\! bonds aie issued-

Principal and interesl payments on long term debt are made lhrough CAE sinking tund except general and
special obligation bonds and not€ $3,165.000, $395,000, $245.000, $890,000, $770,000 and $2,785,000 which
ar€ madethmughthe "Municipal Redemplion Fund (M)". A delail ofthe general and special oblisation bonds
and notes as ofJune 10.2013 follows:

Outstinding

2000 general obligation bonds of$460,000 du€ in annual inslallments of$25,000
io S75,000 through January 1,2014; bearing inlerest at rates ranging from
2.10o/.to 7.81o/. (4.500/. 

^t 
June 30,2013) S

2001 seneral oblisation bonds of $4,430,000 due in annual installmenh of
$7r.000 ro $.l4r.000 rhrou8h l uaD 1.2027i beanns interesr ar mres mnSins
fionl 4.l1vo to 531% /.4j6% ar June 3 0. 20I I )

2007 seneml oblisarion notes of $1,125,000 due in dnual installments of
$?00,000 throuSh July l, 2014i bearing inleresl at rales ranging from 6.48% !o
7.50% (7.50% at June 30. 2013)

95.000

1,415,000

200.000
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NOTf, G- LONG-TERM DEBT- Continued

Outstanding

2008 general obligation bonds of $2,645,000 due in annuat jnsra ments of
$55,000 lo $220,000 through January I, 2018; be.aring inr€resr at rales mnging
liom l.53oZ to 7.5070 (1.53% at June 10,2013)

2010 genenl obligation notes of$50,000 due in annuat inlraltmenls ofg7.000lo
$8,000lhrough January 1,2017; b€aring an inl€resl at rate of4.l tolo.

20ll general obligalion nores of 31,210.000 due in annuat insralments of
$160,000 io $215,000 through July 1, 2017; bearing interest ar rates mngine
fiom 6.00%ro 7.50olo (6.00%ar June 30,2013)

2011 general obligation bonds of 91,195,000 du€ in annual innaltments of
$55,000 ro $110,000 through rdy l, 2025; bearing interesl ar rat€s ranging
fiom 6.00% !o 7.50% (6.00% at June 30, 201l)

2012 general obligation notes of$305,000 due in annuat insraltm€nts of$35,000
to $55,000 rhrough July l, 2018j bearing inreresr at rales ranging from 6.000/0
ro 7.50% (6.00% at Jun€ 30,20t3)

2012 g€neral obliSation bonds of $1,510.000 due in annual instalments of
$60,000 to $160,000 throu9h l|ly 1,20261bearing interesl ar rates ranging
from 6 -0% to 7 .50o/, (6 _00o/o al June 30, 2013 )

2008 sp€cial obligalion note of$3,165.000 due in annual insrallments ofg60,000
to $270,000 lhrcugh July t, 2012; bearing int€rest at rates rangins fiom 1.53
to 7.50% (1.53% at June 30, 20ll)

2012 special obligation nole of$395,000 due in annual installmenls of$50,000 io
$70,000 through July l, 2018; bearing interest ar rares ranging from 6-00% to
7.50% (6.00% at Jun€ 30.2013)

2012 special obligation bonds of$245,000 due in annual installmenrs of$20,000
to $35,000 rhrough July I,202I; bearing i erest ar rares ranging ftom 6.00%
to 7.50%(6.00o/o ar June 10,2013)

2012 sp€cial obligalion bonds of$890,000 due in annual installments of$20.000
to $85,000 through July l, 20ll; bearing int€resr at rales ransing lrom 6.00%
to 7.50% (6.00% ar June 30, 2013)

20ll special oblisation bonds of$770,000 due in annual installments of930.000
to $85,000 throuSh July l,2026; bearing interesr ar rares ranging from 6.00%
ro 7.50% (6.00% at June 30,2013)

2012 sprcial obligation bonds of 92,7E5.000 due in tunual jnstalments of
$45.000 to $230,000 throuSh July 2,2036; beeing inreresr at Etes ranging
liom 6.00% to 7.50o/o (6.00% al June 30, 2013)

2,425,000

30,000

9i0.000

r.r00.000

270,000

1,455,000

2,965,000

350,000

230,000

870,000

7.10,000

2,7,t5,000
$ t7,820,000

i8
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NOIE G- LONG-TERM Df,BI- Continued

The arnual requirement to amonize genemland special obligalion bonds tu noles a! ofJune30,2013 followsl

June 30,

2014
2015

2016

2017

2018

20t9"2023
2024-2028
2029-2033

2034-2038

Totals

Principil
982,000

837,000

858,000

928,000

995,000

4,190,000

5,020,000

I,180,000
830,000

$ 17,820,000

779,718

986,694

1,112,152

1,052,051

987,415

4.022,3 t2
2,430,237

1,O49,625

r6r,250

__!_______!!q!4q

3. Other long-tern liabilities

Note pryable to CRIM (Lsw No. 42) - Law No. 42 of January 26,
2000 (as amended by Law No. 146 ofoclober ll.200l and Law
No. I 72 of August I l, 2002) was enacted to aulhorize fie CRIM
to oblain a special loan in the form ofa line ofcrcdit fiom lhe

Govemmental Development Bank of Puerto Rico (GDB) to
finance a debl the municipalities of Puedo Rico owe lo CRIM
for excess properly ta\ advances as ofJune 30, 2000. Principal
ed interest payments are financed through .48% of lhe net

,ncreale of subsidy provided by rhe Cornnonwealth of Pueno

tuco's general tund. Amounts are retained fiom advances of
prop€rty tax and amounts of munic,pal equalization fund sent to
rhe Municipality by the CRIM. Law No.42 was amended by
Law no. 146 1I} extend ftom l0 to 30 years the financins period

and by Law No. 172 to exlend lhe debi period 10 June 10, 2001.

On July l, 2002 the Municipality entered into the financing

aSreemenl wilh lhe CRIM for a lolal amount of $576,023,
bearing inreresl at 6.18% and due on July l, 2012. Debt service

requirements in future years are as follows:

Jun€ 30, Principal

Outst nding

477,171

2014
2015
2016
2017
20t8

2019-2023
2024-2028
2029-2032

Totah
16,{.604

s ,_____-4L1-tL

s 29,325
28,499
21,622
26.689
25,691

lll,294
75,304
26.495

s ,_____15tL925

t3,142
13,967
14,845
ts.178
t6.769

101,038
137,028
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NOTf, G- LONG-TERM DEBT- Continued

Note payrble to CRIM (Financirg of delinquenr sccounts)- On
March 27, 2002 th€ Muricipality e ered iDto a financing
agreem€nr with CRIM ro finance delinquenr prop€rry rd
accounts sold to privale investors, under the provision of Law
No. 146 ofoctober I l, 2001. The agreement is in the form ofa
non-r€volvins Iine of credil bearing interest of6.5% for the first
five years and variable for the nexl twenly-five years al 125
poinls over London lnterbank Off€red Rate (LIBOR) and is due
on December l. 2032. As d€scribed in Law No. 1.16, inreresr
payments for the firsl five yeds were financed lhroueh .4E% of
lhe ner increase of subsidy provided by the Commonwealrh of
Puerto Rico's g€neral tund. Also, dlrring the fiIsl five years any
coll€ction fiom those delinquenl accounts was credited to th€
loan principal. A1ier th€ fiv€ year period the loan odstanding
balance of $228,834 was restrucrured for a twenty-five-year
perjod. Debl service rcquiremenls in tuture years m as fo,lows:

Junel0, Principal

Outslinding

113.897

2014
2015
2016
20t7
2018

2019-2023
2024-2028
2029-2032

Totals

9,152

9.152
9.t52
9,152

45,762
15,762
36,608

$ 173.892

4,154
4,125
3,896
3.667
1.418

B.750
8,021
2,292

_!_______!ft3
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NOTf G- LONG-TERM DEBT Contioued

CompeNated rbsences includes accrued vacalions, sick leave
benefits and other benefils with similar characleristics such as
compersatory timet represenls the Municipaliry's commihenl
to ftnd such costs ftom tuture opemlions. The amounr is paid
wilh unrestricted tunds

Christmas Bonus - represents the accru€d portion corresponding
lo fiscal year 20ll of lhe Christmas bonus ro b€ paid in
December 2013.

P,yrbleto PREPA-As required by ActNo.83 ofMay 2. l94l the
Pueno Nco Electic Power Authority ("PREPA") should
annually pay to the Municipalilies of Puerto Rico a conhiburion
in lieu ofta\ ("CELI") based on cenain requirem€nts as specified
by the mentioned Act- The amount ofCELI oblisation is used by
the Municipalities to finance lhe annual electric utiliry expense
payment to PIiEPA. For fiscalyear 201l-2012 the Municipaliry's
annual energy charges amounts ro $1,115,214 bur the CELI
obligation amounted ro $695,554. The excess amount of
$419,680 was recorded as a payable and a receivable for lhe
same amounr and will be amortized over a three-year period. As
of June 30, 2013 the oulstanding amount of $.164.712 incllrdes
lhe unamortized balances of$293.121 and $171.591 fiom fiscal
years 2012 and 20ll respectively and is recosnized by lhe
Municipality as a receivable and a liability to PREPA. Debr
seruice r€quirements in future years are as follows:

June 30

OutstxDding

t,2s1,392

r20,r53

464,7 t2

2014
2015

Totals

P.incipal

$ 3l8,l5l
146,56t

_!_____46!!J2_

NOTE H- DEFERRED INFLOWS OF RXSOURCES_ GOVERNMENTAL FUNDS

As required by cune nandards, revenues and olher govemme al fund financial r€sources should b€ r€cognized in
the accounting period in which they become bolh measurable and available. When an asset is r€corded in
eovemmental tund's financial stalemenls but the revenue is not available, th€ Municipaliry should report a defened
inflow of resources until such time 6 the rcvenue becomes available. A detailofthese balances follows:

:ll
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NOTE H- Df,FfRRED INFLOWS OF Rf,SOURCES - cOVf,RNMf,NTAL FUNDS - Cotrtinued

Illior ltrrd - Gemml futrd:
P.R. Electric Po$r! Authori0 (?REPA)
Municipal Rcvcnue Collection Cedl$ (CRIM)- prcpei-v tax* md

iniergovemnenhl subsidieeneral fund)
P-R. Dep8inenl ofTrcdury - Chri$6as bonus rcimburement

M.iorfund Debts.ric.furd:
Mun icipal Revenue Collection Centr (CRIM) prcpelo taxes

Mrior futrd Sp.ci.l R4enne Srde & Lool:
P.R. Department of LaboF Law No. 52

Itrior fund- Crpitrl P.oi.ct St"le & Locrl:
P.R. D.partment of Trasportation & Public worls ( Law 2 I 2)

Mrior frrd- Sp.cirlR.v.n!e Ofier F.der.l:
Office of Commhsioner ofMunicipal AffansCDBG
P.R. Oflice of ombudsm@ Admioklalion- NSIP
P.R. Tmffic Safell Commhsion - State & Comnunity llighlEy

P.R. Depaflmenr of Jusrice- Ed*ad Brme Memorial Asistdce
Grmt Progm (JAG-CMEI)

P.R. Goyemois offce (CAR)- Disdtc6 Ganrs- Public Asisrdce

P.R. Govemois Office (GAR)- Disasrers crmrs, Public Assistance

s 464,712

I r6,610
60,077

zE3.E23

326,918

338.319

$ u1!tq

431,746
t0,t62

11,401

2),629

224,244

21.616
16,750

_!__________E&

NOTEI_PROPERTYTA](ES

The Municipal Revenue Collection Center (CRJM) of the Commonwealth of Pueno Rico js responsible for the
assessment, collection and distribution of real and personal property taxes. The t x on personal properry is self-
assessed by the lalpayer. The assessment is made on a retum, which musl be filed with the CRIM by May 15 of
each year and is based on lhe current value at lhe dale ofth€ ass€ssment. Real p.operty is assessed by lhe CRIM.
The tax is general assessed on January 1 on all taxable prop€rty located within the Municipality and is bes€d on lhe
currenl value existing in lhe year 1957. For personal prop€ny the rax i! due with the retum filed on or befor€ May
15. Taxes on real property may be paid on two equal instaumenls, July lst and January lsl. Tolal tax Eles in force
as ofJune 30.2011 are 7.03% for personal property and 9.03% for real prop€rty. The distributiotr ofrhese Eres
follows:

B6ic property td Ere. $hich is appropriated for geneml
purposes md accounted h the Municipaliry\ geneml tund:

PeBnr fiar belong' lo rhe commonsealth\ debr se^ie

Pereni lhat belonss to the MuniciDality's debt sBi.e fund:

Discou.t gmled by las to the ta{payers but r€imbur*d to the
Municipalitr by the P.R. Tre4ury Depanmmr:

Total perce.t to be paid by tdpaye6:

PrcDerty

.1.00%

r.03%

6.83v0

Rel
Prop.rty

6.OOo/r

t.03,/"
2.00v"
,o3%

(.20w
8.61%
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NOTE I - PROPERTY TAxf,S - Continued

Residenlial .eal property occupied by its owner is €x€mpl by law fiom propeny tax€s on the first $15,000 oflhe
assessed value. For such exempred amounls, lhe Puerto Rico Deparunenl of Treasury assum€s payment ofthe basic
tax 10 the Municipality, except for residential units assessed at less than $3,500 on which a compl€te exemplion is
gnnted. Revenue relaled to exempt pmperly is recorded in rhe General Fund. The Municipality grants a compl€te
exemption from personal property taxes up to an assessment value of 550,000 to rctailers with annual net sales of
l€ss than $150,000.

The CRJM advances tunds 1() th€ Municipality based on an eslimate of special governmenlal subsidies and the
property raxes to be levied and which are collect€d in subs€quent periods. This distribulion includes advances of
property lax and amounls of municipal equalizrlion fund fiom the Commonweahh govemment. Th€ CRIM is
required by law 10 pr€pare a seftlemenr datement on a fiscal year bash, whereby a comparison is made between the
amounls advanced to lh€ Municipality and amounts actually collected liom taxpayers. The CRIM prepares a
preliminary settlem€nl not later than lhree monlhs afler fiscal year-end and a final settlement not lat€r than six
lnonlhs afl€r fiscal year-€nd. If acrual collections exceed th€ advances a receivable from CRIM is recorded-
However, ifadvances €xceed actual collections, a payable to CRIM is recorded. A rec€ivable of$316,610 from the
final settlemenl offiscal 2012-2013 was recorded as defened inflows ofresources since is not available are required
by cunent standards.

NOTE J_ MUNICIPAL LICENSE TAXES

Municipal License taxes are assessed annually by lhe Municipali.y to all organizalions or entities subject io the lax
doing busin€ss in lhe Municipalily's location €xc€pt for entiti€s totally or partially exempt pursuant lo cenain
Commonw€allh's statutes. This iax is based generally on volune ofbusiness or sross sales a! shown in a rai retum
that should be submitted on or before April I 5.

During the fiscal year ended June 10, 2011, the lax rates were as follows:

Financial busin€ss 1.50%of gross revenues
Other organizations - .50% ofgross revenues

The tax is du€ in two equal inslallments on July I and January I of each fiscal year. Tax revenu€ is recognized at
thal moment by lhe Municipality. A discount of 5% is allowed when tull payment is made on or before April 15.

Municipal licens€ la\€s coll€cted prior 10 June 30 but p€rtaining 10 the next fiscal year in the amount of$597,862 is

recorded as unemed revenues.

NOTE K _ SALES AND USE TAXES

On July 4, 2006, the Commonwealth Legislature approved Act No. I 17 ("Acl I17") which amends the Puerro Rico
Inlemal Revenue Code of 1994 to provide, amons other thinss, for a sale md use tax of5.5% to be impoled by the
Commonwealth Government. Act I 17 also authorizes each municipal government lo impose a municipal sale and
us€ lax of 1.5%. This municipal sales and use lax ha! in general the same tax base and limitations (except for
unprocess€d food, as ihose provided by the Commonweahht sales and use lax. Th€ Municipal Legislalure
approved lhe imposilion ofthe municipalsales and use tax, etreclive on November 15.2006.

On July 29, 2007, the Commonweallh Legislalure approved Act No. 80 ('Act 80") which amends Acl No. I l7 of
July 4, 2006 to impose ro all the Municipalities of Pueno Rico a unifom municipal sales ad use tax of 1.5%-

Effective August l, 2007 lol" offte 1.5% is collecled by the Municipalilies and the remaining .5% ofrhe l-5% is
collected by rh€ Pueno Rico Depanment ofTreasury (PRDT).
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NOTE K- SALES AND USE TAXES - Cotrtinued

The amounl collecled by lhe PRDT, (.5olo ofthe 1.5olo) is deposited in accounts or speciat tunds in rhe Govemmental
Development BankofPu€rto Rico ("cDB"), subject to reslrictions imposed and disrributed as folowsj

^. -2o/o ot the .5% will be deposited in a Municipat Devetopmenl Fund 10 be distribuled among alt the
municipalities in accordance with a formula created bylhe Acr,

b..2%ofrhe-5%willbedeposiredinaMunicipalR€d€mplionFundtofinanceloanstoMunicipaliliesand,

c. .l% of the .5% will be deposited in a Municipal tmprovement Fund to finance capilat improvem€nr
projects;these tunds will be dislribured based on legislation fiom the Commonwealth,s Legislature

The Municipal Legislatur€ approved a municipal ordinance lo conform to dispositions ofAct 80. Effecrive January
1,2011 lhe Conmonwealth ofPueno Rico adopted a new Inlemal Revenue Code (..2011 pR Code,,). Subtirle D
(Sections 4010 to 4070) oflhe 2011 PR Code incorporares lhe disposilions applicable ro the sales and use tax. As
stat€d by Section 4050 th€ Municipalities may use ihe sales and use tax proceeds to finance sotid wasl€, recycling,
capital projects, health d public safety programs a! well as any orher adivity thar promores sound pubtic
adminislration.

Individuals, organizations and entities subject to collect lhe municipal sales and use rzx musl fite a tay retum to rhe
PRDT. The ta\ is due th€ loth day of each month based on lax collecled in ihe preceding month. The Municipality
recorded as revenue $617.049 in the general tund and $1,061,769 in rhe debt service tund conespondjng to rh€
Municipal Redemption Fund.

A lolal $54,411 sales and use ta\ receivable fiom PRDT represenrs rhe rax coll€cted on June by individuals,
or8anizat,ons and entilies bul reported and paid to the Municipalily by the PRDT on or befor€ July 10, n€t of
uncolleclibl€ accountsi $85.907 repres€nts lhe anou of "Municipal Redemption Fund,, collected on June by
individuals, organizations and entities but paid byth€ PRDT subsequentto June 10.

On June 30, 2013, the Commonwealth approved Acr No. 40 which among orher things, reduc€s the municipal sates
and use rd fiom l.5yo ro 1"/r 

^nd 
increasins th€ Commonweallh sales atrd use rax from 5.5% ro 6% efiedive

December 1,2013. This Acl was subsequently amended to chmge this effeclive dare ftom D€cember 1,2013 to
February l, 2014. In addition, subsequent to June 30, 2013 th€ Commonwealrh approv€d Acr No. t8 and 19 of
January 24, 2014 for rhe r€strucluring and creation of financing slructures fiom sales and use ta\ sources to
guarantee and pay municipal long lerm debt issuances.

NOTE L _ INTERGOVf,RNMENTAL REl'ENUf,S AND FEES, FINES AND CHARGES FOR
Sf,R!'ICES - GENERAL FUND

.1. l €rsovemmental revenues in the General Fund de comprised ofthe following:

$ 3.890.156

105,047

$ 1995,203

Amount ofmunicipal subsidies and equalization fund senl by CRIM
Reimbunement liom Commonwealth Government of Christmd Bonus
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NOTf, L . INTf,RGOVERNMENTAL Rf,!'ENUf,S AND Ff,f,S, FINf,S AND CHARGES FOR
Sf,RVICES - GENERAL FIIND - Continued

2 Fees, fines and charges forservices revenues reported inlhe general ftnd are comprised ofthe following:

Compensalion in lieu of tax fiom the Pu€no Rico
Electric Power Authority (PREPA)

Construction excise la
R€ntal incom€
Licens€s and permits
Fines
Other

$ 1,409,566
282,263

61,085
20.9t4

7,005
2t,6t9

-!___1,!921!r

NOTf, M, RETIR.EMENT PLAN

1. Plon desciption

As oI June 30, 2013 regular employees of the Municipality conlribute to a cost-shanng multiple employer

d€fined b€nefit redremenl plan administered by rh€ Employ€e's Retiremenl System of the Govemmenl of
Puerto Rico and its Instrumenlaliti€s (ERS). ERS covers all regul& tull-time public employees working for the

central sovemmenl, the municipalities of Pueno Rico and cenain public corporalions nol having lheir om
retiremenl syslems. The system provides reliremenl pensions, death, and disabilily benefits. Relirement benefits

depend upon age at retir€ment and number of years of credited service. Disabili, rctirement benefils are

available ro members of occupalional and non-occuPational disabililies. Benefits vest after len years ofplan
participalion.

The system operate lndet lct 117. aproved on Ma!.1J, .I9J./ effective on January l, 1952 and Act I of
February 16, 1990 fot employees that enlered as participants oflhe Plan slarling Ap.il I, 1990 ad ending

December ll. 1999. Reiirem€nt benefits are determined by the application of stipulated benefir ratios to the

m€mber's average compensarion. Average compensation is comPuted based on lhe highest 36 months of
compensalion recognized by ERS. The annuity, for which a plan member is eliSible, is limiled to a minimum of
$200 per month d a maximum of 75% ofthe averase compensation. ERS issues a publicly financial report

that includes financial stalements and required supplementary infomation ofthe Plan, which may be obtained

from rhe ERS.,.lcr,\b 305 of Septenbet 21, 1999 amended Ac|. No 117 of l95l and lct I oI Febtuaty 16,

.1990 to establish a new pension proeram (System 2000). The new pension program became effecrive on

January l, 2000. Employees participaring in the curent system as of December I l, 1999 may elect either lo
stay in the defined benefit plan or ransfer to lhe new prosram. P€rsons joining the govemm€nt on or affer

January l,2000 will only be allowed to become members ofthe new prosram.

System 2000 is a hybrid defined contribution pla,, ako known as a cash balance plm. There will be a pool of
pension assets, which will be invested by lhe System, logeth€r wilh those ofthe current defin€d b€nefil plan

Benefirs at reliremenl age will not be guara eed by the State govemment and will be subjected to the lotal
accumulaled balance ofthe savings account. The annuity will be baled on a formul4 which assumes thal each

year the employee's conlribution (with a mininum of8.275% of the emPloyee's salary up lo a mdimum of
l0%) will be invested in an account which will eilher: (l) earn a fixed.ate based on the two'year Constant

Maturity Treasury Nole or (2) eam a rate equalro 75% oflhe return ofthe Sysrem's investment portfolio (net

of manasem€nt fees), or (3) earn a combination of both altematives. lfrhe savings accounls balance is $10,000
or less attime ofrelirem€nl, the balance witlbe di$ributed bylhe System tolhe panicipanl as alump sum.
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NOTf, M -RETIRf,MENT PLAN - Cotrtinued

Padicipants receive p€riodic accounl stal€ments similar ro those of defined conrriburion plans showing their
accrued balances. Disabiljty pensions have not been granled under rhe new progiam. The emptoyer
contribulions (l1.275% ofrhe employee s salary) wiltbe used lo fund the currenl ptan. Under Sysi€m 2000 the
retirement age is reduced {iom 65 years to 60 for those emptoyees whojoined the current plan on or after Aprit
t,1990.

2. Fundins policr

The Act 447, as amended, is rhe authoriry under which obtigations ro contribure lo the plan by rhe ptan
members, employers and other contributing entities are esrablished or may be amended. plan membeB are
required ro ontribut€ 5.775% of eross salary up ro 96,600 plus 8.275ol" of gross salary in excess of $6,600
exc€pr for the Mayor or employee under a supplemenrarion plan, which conrributes 8.275% ofsross satary. As
ofJune 30,2012,lhe ERS has an unfunded actuarial accrued liabit;ty of approximalety $26.4 biltion. tn rhe
opinion of managemenl if measur€s are not implement€d to deal with rhis situalion, rhe ERS,S n€r assets will be
exhausted by the fiscal year 2015. In order to address this issue, among other measures, on Juty 6,
201l(efeclive July l, 201I) lhe Commonweahh Legislalure approv€d Act No. I 16 increasing the emptoyers,
contributions rate from 9.275yo to 10.275o/o of enl'ployee compensarion for fiscat year 20t2, an addirional l%
annually for each ofthe next four years, and I.25% annually for each ofthe five yeds rhereafter, reaching an
aggregat€ conlribution rate of 20.525% effeclive Jlrly I , 2020. Th€ purpose of rhis Acr is lo provide cash flow
and strength lhe System to adequately cover administrative expenses and payment of benefits.

The Municipality is required ro conlribute I1.275% of Sross salary for fiscal year 20t3. As slated in the Acl,
percent increases applicable to municipalities for fiscal years 20ll-2012,20t2-2013 y 2013,2014 would be
financed through ihe Commonwealth's budset approved by rh€ Commonweatlh.s Lesistature. The
Municipality's actual contribulion for the cunent and the previous two fiscal yeaB, which is equal ro rhe
required contribulion, follows:

Fiscrl yearended: Law No.,l47 Svstem 2000

$ 98.2,19

$ 88.30,1

s 89-577

2013

2012

20t I

$ 123,559

$ 132.535

$ 15,{.844

In order to address its unfunded liability and rescue rhe Sysrem from insolv€ncy, on Aprit 4, 2013 the
Commonweallh ofPueno Rico enacted Act No. 3 of20ll. representing a comprehensive reform ofrhe ERS.

NOTf, N _ POSTEMPLOYMENT BENf,FITS

In addition to the pension benefils descnbed in Note M. as ofJlrne 30,2013 the Municipatiry is r€quired lo cover
annually the 3% increase in rhe retirement plan ofils relired employees. as required by Commonw€alrh,s laws. AIso,
the Municipalily is required to finance costs related to rhe application of certain ..Specjal Laws,' issued by rhe
Commonweahh Gov€mment. Those Sp€cial Laws granted increas€s in pensions and other b€nefits to relired
employees of the Municipali(y such as m€dicines bonus, Chrjstmas bonus and dealh benefits. For the fiscal year
2013, costs related to these posl€mploymenr benefits amounted io $84,630. These benefirs are recorded as
expenditures in rhe general tund.
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NOTE O _ COMMITMENTS

1. Constuction

As ofJune 30, 2013, the Municipality has commirme s of$1,047.079 for design, construction, improvements
or rcnovation ofcertain municipal facilities.

2. Encunbmncet

The Municipality has encumbrances outsranditrg which represeni the enimated amount ofexpenditures required
lo complet€ contracts, purchase orders and oths commitm€nls in pmcess of comptetion at fis.al y€ar-end.
Outstanding encuinbranc€s as of June 30,2013 in rlle generat fund represeflt unassign€d amounls that are
encumbered and are classified by management as alsigned tund balance. Purpose claslificarion foltows:

General [und-
assigned fund

Public works and sanitation
Public Safety
Sports, culture and recreation
W€lfare and community developm€nt

s [5,972
.1,1,606

1,,159

t,957
t3,527

_!______1!2f2-L

Fund balanc€ ofmajor and other govemmenlal tunds (special revenu€, capital project and debt service tund,
is classified as resdcted, som€ or all ofwhich may be encumbered. Encumbrances of restricled tund batance
are not reponed separately from this classification because lhe encunbrance does not tunher restricr the
purpose forwhich the resour€€s may b€ used.

NOTE P_ CONTINGf,NCIES

t. FederuI and Connonweolth Gron6

Prcjects financed by the Federal and Commonwealrh Granrs are subject to audirs by grantors and olher
govemmental agenci€s in order lo determ,ne thal the expenditures comply with the conditions ofsuch gmnts.It
is lhe Municipalir's opinion that no additional mat€ial unrecorded liabiliiies will arise fiom audits previously
performed or to perform.

2. Lingotions

The Municipality is, at pres€nt, a defendant in a numberoflegal maners rhar arise in the ordinary course ofth€
Municipalily's activities. There are cases whereby the Municipality is a defendant or codefendanr thal will be
cov€red by insunnce, certain cases whereby the legal counsel has not derermined an ourcom€ and orher cases
that would not be cover€d by insurance. However, il is the opinion ofthe Municipality and lhe legal counsel
that based on lheir experi€nce, such actions and lhe potential liabilities will not impair the Municipality's
finmcial position.
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NOTE R- SUBSf,OUENT EVf,NTS

TheCommonweallhofPuenoRicoisfacingafinancialcrisisduelolimitedliquidily,generalfunddeficit,a
,i.*Uf" "."*, "ra.n, 

* underfunded gov-mment pension svstem and an economv recession since 2006 As a

;;;ii;f,h.." .""".., "*dn 
ralings asencies have been consistentlv downgradins rhe commonwealth's md ceriain

;l;-";;;i;,'' -",",at oblie;io;bonds rarings. In order to address these matters rhe Conrmonw€alth began to

i'J. r.gii"i", to iro* is go,".menral pension svstem, provide tiquiditv ro ihe Govemme al Development

;;k ;i P,..," tuco ("cns'!, ns fiscal ase , and srrensth sinking tunds ro assess fmanci'r nakers rhe

c"..".*""r,r, *,i."i, ,hat rirese conecrive actions, atong others ro be iinplemented, will have a posiiive impact

on theCommonweahh itself, CDB, the municipal,ties and its citiuns:

l. Pension Syste Relom

ln order ro address its untund€d l,abilitv and rescue the Svsl€m from insolvencv, on April 4' 2013 th€

i".lnon*.rrtt of pr".to rico enacted Act No. I of2013, represe ing a compreheffive refom ofth€ ERS'

e.iN". : O*.*" 
"n*,t,e 

on July 1,2013 and amends the provisions oflhe difrerenr benefits strucrures under

the ERS, includinS, but nol limiled to, the following:

a. Moves all pardcipants (employee, under lhe defined benefit pension plans (Act 447 and Act 1) and the

defined cdribution Dlan (Svstem 2000) to a new hvbid plan('New Plan')'

b. For active panicipants of the contributorv defined ben€fit prograins under Acl No' 4'17 of | 95 I and Acl

No. I of 1i90. ail retn€m€nt benefits accrued thmugh June 30, 2013 will be fiozen, and thereafter' all

fuiurebenefitswillaccrueundertheNewPla'-Panicipantswillreceiveapensionatretirementase
.q,i*r"nt to *rt* rt .y rture accrued under Act 447 and Act I up to June 30, 20 I 3 ' and a supPlemental

antruily correspondinglo contribulions made after Julv l, 20ll'

c,Panicipantsundersystem2000willnolongerreceivealump-sumpaymentuponrelirement.butmth€.a
iir"tim! ann,iry calculated at r€tirement based on a factor that wilt incorporate the individual's lif€

exp€ctancy and a mte of r€turn.

d. N€w participanls und€r the New Ptan will receive a lifelime annuitv based on the accumulated balance of
their individual accounrs (emplov€es' contnbutions plus a return on investment)

e. Eliminares the possibil,ty ofaccruing a merit pension (pavable once the panicipant has achiev€d 30 vears

ofcreditable service) after June 30,2013.

f. lncreases employee contributions fiom 8.275%lo a minimum of 10 000%'

g- AfterJulyl,2013allemploversmustco ribule l2'275% of€mplove€ contribulion with an additional1%

;uauy'up to June 10, iO l r; aner rulv t , 20 l 6 add h ional l-25"h annuallv for each of the five vears

thereaftir, ieaching an aggr€gate contriludon rate of 20 525% etreclive J ulv l 
' 

2020 These contributions

wilt be used to increase ihe sysr€m,s assers, reduce the actuarial d€ficir and enable the system 10 comply

wiih tutlrre obligations.
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NOTE R- SUBSEQUENT EVENTS - Cootinued

h. Retirement age will be modifi€d as follows:

1) Act 447 rcgular employe€s: age 58lo 61,

2) Act 447 hish ftk employ€€s (state and municipal police, firefighters and custody ofiicials): ftom
ag€ 50 to 55 years,

l) Act 305 (System 2000) resular employees: ase 60 ro 65; hish risk employees remains the sam€
(55 years).

Act I employees will remain rhe same (65 yeats for resular employees and 55 for hish risk employees.
For new employees under th€ New Plan will r€lire after 67 years (relirement age will be 67 for regular
employ€es and 58 for hish risk employe€s.

i. Modifies Special Law b€nefits as follows:

I ) R€duction in Chlislmas bonus fiom $600 to $200 (cuEenl retirees),

2) EliminatioD ofsumm€rbonus of$100 (cunenl relne€s),

3) No change in medical plan contribution of up to $1,200 and m€dicin€ bonus of Sl00 (current

retirees)

4) Eliminates Special Law b€nefits to tuturE retir€es.

Employerc will contribute $2,000 per retiree and tuture retir€e (originally under Act 447 and Acl l); the

System will ben€fit fiom the savings genemted between this employer co ribulion and the Sp€cial Law
benefits paid oui to relirees.

j. Giv€n lhese changes to Special Laws, the minimum monthly pension for curent retire€s was increas€d

fiom $400 lo $500.

Disability b€nefiB will be eliminated and substituted for a mandatory disability insurance policy.

Survivor b€nelits will b€ modified.

In addition to lhe previously scheduled measures, the ERS reform plan a,so ssum€s an eslimated $140

million incremental conlrjbdion ftom th€ general tund (1.4% of geneml tund exPenses for fiscal year

2014) to be included in the Conmonwealth's proposed budg€t for the fiscal year 2014 and lhereaft€r. The

Common\r€alth projecls thal the combined impact ofth€se measures will allow the retirement syslem to
increas€ the liquidity and so,vency and meer the revised tulure obligations.

k.

l.
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NOTE R-SUBSEQUf,NT f,VENTS - Contitrued

2. Sales and use .L\es ActNo.l8and19of2014

In order to address the fiscal and credit crisis of lhe Commonwealh of Puerto Rico, the CDB liquidily and the

dimcuk filcal situalion ofthe municipalilies of Pueno Rico, on Januar/ 24, 2014 th€ Coinmonwealth approved
Act No. l8 and 19. Those Act's provides for the restructuring and crealion offinmcing structures ftom sales

and use tax sources 10 guarantee and pay municipal long term debt issuances. As a resuh ofrhis legislation the

municipalities of Pueno Rico may improve its credil capacity alons with maintaining sufficient resources fo.

a. Act No. 18 of January 24, 2014

The purpose ofthis Acl is lo creale a special tund called "Municipal Administrarion Fund" ("FAM') under

custodyofthe Gov€mmenlal D€velopmeflt Bank of Pueio Rico ("GDB")lhat pemits th€ Municipalities lo
guaranre€ and pay long term d€bt and provide tunds for its general operations ln addnion, this Acl
improves the financing capacity of the Pu€no Rico Sales Ts Financing Corporation ("COF|NA"), a
Commonw€alih tund administered by GDB and the P.R. secretary of Treasury. The Acl includes

provisions for municipalities thal do not want lo be covered by lhe Act. Special rules apply for those

municipaliti€s. The Act is effecrive on F€bruary l,2014.

The 6% conesponding 10 lhe Commonweallh's sales and use rax will be deposited in COFINA Fhtu these

fiinds during a tnnsitory period from February l, 2014lo June 30, 2014lhe CommonNeallh will d€posil

$41.440,184 in lh€ FAM to be dislributed to the MuniciPaliti€s as followsi

..2%willb€deposiledinaMunicipalDevelopmentFundtobedistribuledtothemunicipaliri€s,

. .2% will be deposited in a Municipal Redemption Fund to guarantee and repav lhe

municipalilies long l€rm debt and,

. .l% will be deposited in a Munic,pal Impmvement Fund to finance capilal improvem€nl

projectsi these funds will be disldbuled b6ed on l€gislation fiom lh€ Commonwealth's

Legislature.

After July t, 2014, the 6% conesponding lo the Commonwealth's sales and use tax will be deposired in

COFINA- From these tunds the Commonweallh wiu d€positj% in th€ FAM. Dislriburion to

municipalities will depend on whelher the municipalilies signed an agr€€ment to be covered or not cov€red

by the Act's provisions. The Municipality ofLuquillo signedth€ agEement lo be covered.

For municipaliries covered by the agreement the.5% will be dislributed as follows:

. .2% will be deposiled ,n lhe Municipal Developm€nt Fund to be dhlribured to the

municiPalities,

. .2% will be deposited in a Mutr;cipal Redemption Fund to then be deposited in the

municipaliti€s seneral tund (he municipalilies has the oPtion lo maintain funds in the

Municipal R€demption Fund or to hansfer tunds fi'om lhe Mu cipal Development Fund to

incred€ its debl mdgin and issue loans to be obtained from fin cial institutions)

.l% will be deposiled in a Municipal Improvement Fund ro finance capital improvement projecls; these

firndswillbe disiributed b6ed on legislation fiomlhe Comnonwealth's Legislature.

5l
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NOTf, R- SUBSEQUENT EVENTS - Continued

For municipalities not covered bythe agreementth€.5% willbe distributed as follows:

.2olo wiu be d€posited in the "Municipal Development Fund". Secrion 4 ofrhe Act requires
amounts deposited in the Municipal Developmenl Fund of municipalities not covered by the
Act to be r€distribded to the municipalities covered by the Act,

.2% will be deposit€d in a "Municipal Redemption Fund" lo guamnl€e and repay long term
d€bt rhrcugh any financial institurion ( each semesrer rhe municipalities may transfer ro th€ir
general tund the tunds in excess of d€bt service requirements),

.1% wi,l be deposited in a "Municipal Improvement Fund" lo finance capilal improvement
prcject$ these tunds wiu be distributed bas€d on legislation fiom the Commonwealth's
Legislatur€.

b. Act No.19 ofJrnurry24,2014

The purpole ofthis Act is to creal€ the "Municipal Finance Corporation" ("COFIN') a public corporalion
and a €omponent unil oflhe Govemmental Development Bank of Pueno Rico ("GDB") which may issue,

pay or refinance long-term debt of municipalities. Principal and inlerest ofthese bonds and loans will be

guaranreed wilh the municipal sales and use lax (lol"). The Acl includ€s pmvisions for municipaliri€s that

do not want to be covered by rhe Acl. Special rules apply for lhose municipalilies. The Act is effective on

February 1,2014.

Ailer July l, 2014 the lolo conesponding to the municipalides'sales and use tax will be deposited in

COFIN. From these tunds CoFIN will deposit to the CoFIN's sinking tund the greater of .l% ofrh€ l%
municipal sales ard use lax or an Antrual Renlal Fee ("RIA"). The RFA for fiscal year 2014-2015 will be

$65.541.281 ad ther€aner will be I.5% ofthe RFA oflhe preceding fiscal period. The excess oflhe
required deposit to the COFIN'S sinking tund (.7% ofthe l% oflhe municipal sales a,d use ts) will be

rransfer€d ro rhe general tund ofmunicipalili€s cov€red by lhe agreement or to lhe Municipal Redemption

Fund as decided by rh€ municipality. Before lhe trasf€r oflhe .7% to the municipalilies covered by the

Act, COFIN will transfer the 1"/o municipal sales and use lax to the municipaliiies nol covered by the Act.
These municipalities cannot obtain loans guaranleed by COFIN's sinking tund.

Ifal any moment the required deposits lo the COFIN's sinking tund were nol sufficient lo pay lhe principal

and intercst of any outstanding obligation, the deficiency wiU be covered by appropriations of the

Commonw€allh's general tund budgei.

As stared above the purpose ofAct 18 and 19 of20t4 is to provide a financial structure to guarantee and pav

long lerm debr to the municipalities while maintainiflS adequal€ calh flows for its operalions, as wellas provide

liquidily lo the GDB.
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NOTf, R- SUBSf,QUENT f,Vf,NTS - Continued

Notwithsianding ihe above correclive actions, on February 4,201,1 Standard & Pools Ratings Services ('S&P')
lowered ils rating on th€ Commonweallh ofPueno Rico's general obligation (GO) debt to'BB+' Irom 'BBB- and the
Commonweallh's appropriation securcd debt and Employee Relirement System (ERS) debl to'BB'. ln addition,
S&P downgraded the GDB to 'BB', and lhe rating remains on Credilwatch wilh negalive implicalions. S&P have
nor taken a rating action on sales tax-secured debl of COFINA, but have relained their negalive outlook on rheir
COFINA ratings reflecting S&P's view ofrhe economic oudook and that COFINA sal€s tax is not subject lo the
prior diversion ofrevenue for general obligation debl service payments. The downgrades follow S&P's evalualion
of liquidily for the Commonwealth, including whal they believe is a reduced capacily 10 a

ccess liquidily from GDB. S&P also believe that the Commonweallh's access to liquidiiy and ro th€ market eilher
through GDB or olher means will remain constrained in the medium lerm. As S&P,lhe rating is not lowerdue lolhe
prcgress the curent administalion has made in reducing operating deficils and recenl success with reform oflh€
public employee and leacher pension systems- They view rhose reforms as siSnificanr which could cont.ibure ro a
susrainable palh ro fiscal slabiliry.

In addition, on February 7,2014 Moody's Inveslors Service ("Moody's") has downgraded the general obligation
(GO) raline ofihe Commonwealth ofPue(o R;co, the Pension tundine bonds and CDB senior notes to B, from
Bm3- Other mtings thal are capped by or linked to the Commonwealth's GO raring were also dowgraded two
notches, wirh rhe exceprion oflhe Puerro Rico Aqueduct and Sewer Authority (PRASA) Reve,rue Bonds, which
w€re downgraded to B, fiom Bal. Ar lhe sam€ lime, Moody's downgraded the Puerto Rico Sales Tax Financing
Corporalion! (COFINA'S) senioFlien bonds to Baal fiom A2 and ils junior-lien bonds to Ba, from A3. The
outlooks for mtings on the GO and the related bonds, as well as the COFINA bonds, are negalive. Downsrade is

based among olher Commonweahh's problems in years of deficit financing, pension uidertunding, budSetary
imbalance and seven years ofeconomic recession. As a result, Commonwealth's debt load and fixed cosls are high,
irs liquidity is nanow, and its market access has become constrained. Moody's recognizes major actions laken to
stabilize Comnonwealth finances, including siSnificant refom 1o main pension syslem, and ta\ ,ncreases to reduce

budget deficit.

Funhermore, on February ll,201,1 Fitch Ratings Fitch Ralings has downgraded the ratings, amons olher

instrumentalities, for the Commonweahh general obligation (GO) bonds and ERS pension tunding bonds from BB

from BBB-. The curent action does not affect the rating! thal Fitch assigns to bonds issued by COFINA, since those

bonds are secured by the Commonweallh's sales and use la.x and insulated from th€ Commonwealth's general credit
strain. Fitch r€ported lhat recent downsrades have triggered new liquidity requirements and lowered expeclalions for
the market available for the Commonwealth's d€bt going forward, lhoud there have been no sisnificant negalive

developmenrs regarding the Commonw€alth's finances or economy since November 2013. In addilion, the repo.t
recognizes that the Commonwealth\ management has responded quickly and decisiv€ly to challenges that have

arhen in recent years and the curent admin;stEtion hd made significanr progess in addressins lonssrandins credit

These downgrades may have a sisnificanl impact in the economic envircnment of Puerto Rico and the

Commonwealth Govemment, its instrumentalities and the municipalities in critical ar€as such as access io markets

and liquidity for the curenr fiscal year and thereafter. It is the opinion ofthe Commonwealth's and MuniciPali, of
L'rquillo's maragement thal the coneclive actions laken and lo be laken in curent and fiscal periods lhereafter will
lower the impacr ofthis decision dd cause a positive lummund on the Commonweahh's and the Municipality's
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NOTf, A-BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING

The Municipal budget is prepared for the General Fund following the requiremenrs oflhe Autonomous Municipal
Law of 1991, as amended. It is developed ulilizing elements of perfomance -based program budgeting and zero-
based budgeting and includes estimates of revenues and olher sources for ensuing fiscal year under laws existing at
the rime the budgel is pr€pared-

Budget am€ndments are approved by th€ Municipal Legislalure. C€rtain budger transfers wirhin rhe timilations and
restrictions ofthe Municipal Law can be approved by the Mayor or by the Municipal Legislalure. The budget
comparison schedule provides informarion about the origina, budgel, the amended budget and the acluat resuhs,
under the budgerary basis of accounling.

The budg€tary basis ofaccounting is different from GAAP. Revenues are g€nerally rccorded when cash is received
and expenditures aregenerally recorded when the Elared expenditure is incuned orencumbered. The encumbrdces
(that is, purchase orden, contracts) m considered expendilur€s when a commihent is inade. On a cAAp besis
encumbmnces outslanding at yeaF end are reporied in the govemmental tunds slatemenrs as assigned fund balance
since lhey do nol conslilute expenditures or liabilities while on a budgetary basis encumbrances are recorded as
expenditures of rhe cu.rent year. Encumbrance appropriations lapse on€ year aner the end of rhe fiscal year.
Unencumb€red appropriations are lapsed at year-end. Th€ legal level of budselary cont.ol (lhe l€vet ar which
expenditures may not l€gally exceed approp.ialions) is at the function level-

The presentation of the budgetary data excludes other approprialions such as capital projecrs, debr s€rvice and
special revenue tunds because projecls are funded on a muhi-year nature, generally requiring several years to
complete or effective budg€tary conlrol is allematively achieved through gen€ral oblisation bond indentures and
legal and contractual grant agreement provisions.

NOTf, B - BUDGET TO GAAP RECONCILIATION

The accompanying budgetary comparison schedule presenls comparisons of the o.iSinal and final legally adopted
budget with actual data on a budgetary basis. Since accounting principles applied for the purpos€s of developing
data on a budgetary basis difier significantly from those used to present accouniing principles generally accepted in
lhe United States. the following budgetto GAAP reconciliation is presented:
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_ BudSer ro GAAP differences:

: Ersh ofaccourting difler.nces:

_ R.! e, ues recorded ior findciat reporrin8 purposes bDtnor in budgelarybasisl

Tim ing diff.r.nces:

- Cuo.nt year encumbmnces recordeil as expendnures for budSetary reporring
purposes:

Prior yed encumbmrces recorded 6 exp€nditures for financiat reponing
puaoses:

_ 
Netchrnge in fuod bdar.e (cAAp ba3is):

COMMONWEALTH OF PUf,RTO RICO
MUNICIPALITY OT LUQUILLO

NOTf,S TO REQUIRf,D SUPPLf,MENTARY INFORMATION -
BUDCETARY COMPARISON SCHf,DULE. Gf,NERAL FUND

June J0.2013

NOTE B - BUDGf,T TO GAAP RECONCILIATTON _ Conrinued

f,rce$ ofrev€nues rnd otherfinancirg soorces ov.r expenditures and other rinrncing
uses (brdgetrry basis):

Revenues recorded in hudgelar) basis purposes bLtl nol in financial reponinS:

Expenditures reco.ded in budgetary hasis but not for finocial reponinE purposes:

Erpendilurcs recorded for financial reponing purposs burnor in budgela).basis:

s .390,06E

278.009

(r56,2r0)

87.45t

(9E,730)

170,169

( t61,599)

$ 509-158
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NOTE A_ BASIS OF PRESENTATION

The accompanving findcial dara schedure (FDS) is a rriar balance of $e secrion s Housing choic€ voucher
Progran adminislered bv ihe Municiparirv- The FDs was created in order to srandardize the fi;ncial info.marion
r€po-rt€d by Public Housing Authorilies (pHA) ro the Reat Esrare Assessment Center (REAC), as requned by th€
uniform Financial R€porting srandards (LTRS). REAC is the us Depanm€nl ofHousing and urban Development
(HLID) nalional management center cr€ated to assess rhe condnion of HUD owned an; assisted pmpenie;. The
UFRS are rules to implem€nl requirements of 24 CFR, pan 5, Subparr H, for the electronic fili;g ;f financial
infomalion lo Ht Jt)

NOTE B_SUMMARY OT SIGNIFICANT ACCOUNTING POLICII'S

In accordanc€ wilh the guidelines for reponing and atiesrarion requirem€nrs of UFRS, rhe accompanying FDS is
included as infomation supplementary ro the financial statements. tt is prepared using the accrual basis of
accounting, as required by REAC regulations.
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SCHEDULE OF EXPENDITURES OF FEDERAI AWARDS



COM}ION'$'EALTII OF PUERTO RICO
ltt t\tcIPAtlI I OF Lt Ot X t O

SCHf DI'LE OF LIPf i\DITI RIS OF iIDTILTI A[ANN\
TISCAL YLAR f,NDfD JTINf, 3{'. 2OIf,

red.nr cnrror/P!$ rhrouqh i:$T'cBnrnr/pMnn Tnl. $;-#r

Par*d.li,o4hF@mfoh

comEilyDlvdophb'Blockcful'
stblotlU,s,D.,thmdldEoudnq

P,i*d-duu!h prosms tom
PRDtrfutofjusle

,AGPosrr Clrrdl
Ed*.IdBFeMdfii,]JdEAssi$m*cmlPlolm

Pa*dahlDlhpl@u}m
P R Tmf6c S.fdv Compismn

sfuIdcomui'yH4hwys'rdy

Psrddrou8bpl.g4Fom

rm Bt(k cmr Pioglh lEcB6)

Pxld{nougbeoehsGon:

seeci,rft(8msrf6.A!!'€Tl].lIIPdBGm6fqsnpp.dvts.Pic.

^RR,{ftrdce.edDeEl@omlBl6iGalrD&l ccDF Pnsdr cru!&r:
suhbb't|l'D.erdfrhldff{hh,

P!5*d.dIdgh,,rymlt@:

De'' cats - Pub[c asnrtu! (pEdad'ny Dt r&d Drsc(.)

Tn.:aooeby,Brctsetitrt!,.]Dln01dl[$htJuld

l,ff



NOTE A BASIS OF PRESENTATION

Ite accompm)_in8 schedule of Expendnu.es of Federal Awdds includes fie federal Bra, a*iliry ofthe Municipariry
under_prcsr-arns ofrhe fedeBlao!emmmr for $e tear ded Jue 30.201j. Tle infom;ion inrhisichedule is presenEd$ h rhe requrremenjs ot OMB Circuld A-133. Audits oI States, Locot Gokranents and t\.o proltOrAzhl:arim. Thercfo.e. some mounl' presenled n rhir schcdule ma) Aitf", f... ,r," -"ri " 

o_r*r"O in. o, *.a i"
rhe prepmtion of. the basic finmciar sratemmrs Beause rhe schedure presenrs onrl a 

'erecrea dnioi or the opemrionsof the Municipaliry. it is not imended ro and does not prcsent rhe financiat posir;o, -a "r,a,is;, 
in n* ^*a or fi"

Municipalily.

NOTE B_SUMMARY OF SIGNIFICANT ACCOUNTINC POLICIES

kpenditures.reported on fte Schedute e repo(ed on the modified accrual bsis of dcounring. excep for Section 8
tlomin€ choice voucher?rcsra,n (HCv). Expenditures are reosnized {hen rhe rcrared liabirb is'incuned forloN;ns $e
cosl pr;nciples contained in oMB circuttu A-87 co", p/i,c iptes for stale, Locot and !tuliaa Tr;bat Goyernmehts, *herein
certain lr?6 of expenditures e not atlowable or m tim;ted d to reimbuuemenr. Expmdnu* fb. HCV pmeram de
reponed on a statubry baris as requied bt rhe U.S. Deparmenr of Ilousing and Urbe be,elopmenr. Such exp;nditures
should equal the nel ACC subsidy for the pHA s fiscalperjod.

The c^aialog of Fedeml Domesric Assistuce (CFDA) Numher is a program idenrificarion number. The firsr t$o digirs
idenril, ihe federal departmenr or agencv rhar adminisre^ rhe pro8; a.d ihc lasr *Ee numbe^ ee assigned b)

state or local Bolemment redistibutions of fedemt aseds ro the Municipalit), knosn as "pds rhmuSh awards . shoDld
b€ irealed bv the Municipalirv as fiough rhev {ere r€ceiled direcrly fmm the fedeml gove,*enl. oiB circure A-E3
.equires fte $hrdule lo- include the nme ofrhe p6s thmugh enrity and the idstfyinB nmber assi8ned by th€ p6s-
throueh enrity for rhe fedqal asdds receiled 6 a sub recipimi. Numbers idmrified; N/A arc not appticabre md
numbeB idertified as N/AV enor a,ailable

NOTE C _ Rf,CONCILIATION OF f,XPf,NDITURf,S PRf,Sf,NTED IN THE SCHf,DULf, OF
f,XPf,NDITURES OF FEDf,RAL AWARDS TO THf, f,XPf,NDITURf,S PRESENTED IN THE BASIC
FINANCIAL STATEMENTS

14.8?l
t4.22E
t6.138

ARRA - I6,803
20.500

ARRA 8I,I28
93.{)44
93.053
93_575

ARRA 93,7I3
9? O1i(

Toral federrl awuds expendntrres:
Addnional mouni Borded d
expendiiurs under modified accrual b6is
for S€ction 8 HCv Prcgm:
Notr-feddal.*fds exp€ndiiuresi
Reimburme.t of posrm aweds
suplu to the fede@l €ency
Total expe.ditures. tund sbrements:

$-
t,4E{,636

t79.fi9
45,530
43,972
7,045

141,025

37,93t
2t4.067
21.t91

2341,A27

,112.158

,ll2,l5E

12,1t6
ll;

s 2Jrl,9lE s .181.,t71
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Lipez-Vega, CPA, PSC

Cenified Pubtic Accounraots / Matragement Advisoni

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL

STATEMENTS PERFORMED IN ACCORDAN CE WITH GOVENUMENT AUDITING STANDA RDS

To the Honorable Mayor
ed the Muicipal Legislatur€
Municipality of Luquillo
Luquillo, Puedo Rico

we have audired, in accordance wirh rhe audiring srandards generalty accepred in the unired states ofAmerica and fie
standards applicable to financial audits conlain€d i. G overnmekt Auditins Stahdar.l: issued by the Comptrolter General
oflhe United States, the financial stalemenls of lhe govemm€nlal activiries, eactr majJ fiind, a $e aggregate
remaining tund informarion of Municipaliry of Luquillo, as of and for rhe year ended Ju;€ 30, 2011, and fi;;e[kd
notes 10 the financial sratements, which collecrivety comprise Municipality ofLuquiuo,s basic financial sratemenrs and
have issued our report thereon dated June 30.2013.

Intemal Control over Financial Reponing

In planning and perfoming ou, audir of the financial starem€nrs, we considered Municipality of Luquillo,s inremat
control over financial rcponins (inremal control) 0o derermine ih€ audir procedres ihat are appropriare in rhe
ciromstances for the purpose of expressins ou. opinions on rhe financial stateme s, but nor foi rhe purpose of
€xpressing an opinion on the effectiv€n€ss of Municipatity of Luqui o,s intemat conlrot. Accordingly, we do not
express an opinion on the effecriv€n€ss of Municipality ofLuquilto,s intemal control.

A deliciencv in iktemal coktrcl exists when rhe d€sign or operarion of a contror does nol alow management or
emplov€€s, in the normalcourse ofperforming theirassiSned tunctions, to prevent, o. detecr and correcr, misstarements
on a timelv basis. A ,r/etial wakness is a deficiency. or a combinarion ofdeficienci€s, in inremal control such thar
th€re is areasonable possibilily that a maierial misslatement of the enliry's financial stat€ments will notbe prevented, or
detected and corrected on a timelv bash. A rigrdcazr dertcien-y is 

^ 
defitiency, or a combinalion of deficiencies. in

intemal control rhar is less severe lhan a material weak ess, yer imponant enough to merit anendon by ihose charged

our consideration ofinl€mal conrrol war for rhe limired purpose described in rh€ firsr paragraph ofrhis section and was
nol desisned to idenliry all deficiencies in inremal contrclthat mighr be maleriat w€sknesses or sisnificant d€ficienc;es
and the.efore, material weakness€s or significanr deficiencies may exisr fiar qere not idetrtified. Given rhese
limirations, during our audit we did not identiry any deficiencies in inlemat conrrol rhat we consider to be material
weaknesses. However material weaknesses may exis hat have not been identified. we did idediry cenain deficiencies
in intemal conlrol, described in the accompanyins schedule offind;ngs and quesrioned costs, as item 13-0r,lhat we
consider to be sisnificant deficiencies.
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:'.|ii l1;i;;i:;;,i;i;;.ompriance. Accordrngrr' rhr! 

''rmmunicdio'1 
:i not suitabre ra. &y orher purpose

March 30,2014

St mp No-2675800 of lhe Pueno Rico
Soci€ty of Cedified public Accountanis
was affixcd to dle record copy ofthis report.
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L6pez-Yega, CPA, pSC

Cenified Public Accolntants / Management Adviso.s

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY

OMB CIRCULAR A-I33

To the Honorable Mayor
and the Municipal Legislalure
Municipality of Luquillo
Luquillo, Puerio Rico

Report on Complianc€ for Each Major Fedemt proslm

w€_rrave audired Mmiciparitv of Luqui o's complianc€ with th€ tvpes ofcomplianc€ requirements described in the
oMR.circular. A' r 33 conpriance supplenent thar corlrd have a direct and mar€riar efT; - .u"n or naut";puti y orLuquillo's major federal prosrams for the year ended June 30,2013. Municipatity or L"qrirr"l. .";". r.a."r i.g;..are id€ntified itr lhe summary of audiror's r€sutts s€clion of the ac"o.p-ying 

".ma,ir. 
ofnrai,g" *a qu.s;on.U

Manage ne nt's Respons ibi I iry

Manag€neft is r€sponsibre for compriance with rhe requirements ofraws, regulations, contr.cts, and gralrs appricabre
to its fed€ral progams.

Au.li tu s Respons ibi I ity

our responsibilitv is ro €xpress an opinion on compriance for each of Municipaliry of Luquilro,s major federal
programs based on our audir ofthe typ€s ofcomptiance requiremenrs refered to atove. we cinduaea our audit of
compliance in_accordanc€ lith audiring standdds g€n€nrv accepred in the united stares ofAmenc4 the standards
applicable ro financial audits co ained in Gowrn* Aud msstanda s, issued by rh€ compirolrer Gen€rar oftheunited statesi and oMB circnrar A-r33, ,1u.tits of stares Loit aovernnens, ud-nbn-proJif ctrsaneatiorc. Those
srandards and oMB circular A-133 rcquire thar we pian and perform rhe audir ro obrain re$onabre assunnc€ abour
whether noncompliance wirh the rypes of comptiance requirements *r"""a t" "t*. ir,J -.ra have a direcl andmare,al eltect on a maJor federai program occuned. An audil includes examining, on a rest basis, evidence about
Municipalitv ofLuquillo's compriance wirh rhose requiremenrs and performing su.rrrdr". p-."au*" u","" -nria"r"anecessary in the circumslances_

we believ€ ihat our audir prcvides a reasonabre baris for our opinion on complianc€ for each major federar program.
Hosever. our audir does nor pro\ide a te8at derenn inar ion ot Vunicipatir) ofL;qui o.s comptianci.

opinion on Each Majot Fedenl Ptosra

In.ou opinion. Munhipalir).ofLuquirro compried. in ar mareriar rcsp€crs. wirh rhe rvpes ofcomprianc€ requiremenrs
rerened ro above rhar courd hale a dircci and mareriar etrecr on each of irs major fedemr programs for rhe year ended
June 30,2013.

6:l
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJORpRocRAM AND oN INTERNAL coNTRoL ovER coMpLTANCE Requinio irv
OMB CIRCULAR A-I33 (CONTINUED)

Report on Inlemal Controt Over Comptiance

Manageme ofthe Municipality ofLuquillo is responsible for estabtishing and mainrainine effecrive inremal controt
over compliance wirh the rypes ofcomptiance requiremenrs rerened ro abo;e. ln pr-,ing ;;J p..fo..;ng ou. 

"uait 
or

:""L1_,li^::" ):..:ljg.Id rhe 
,Municip"ri,y or Luquiro.s in,emar con,ror ;,". .J;ril; snh ,he rypes orrequrremen* rhar courd hare a direcr and mareriar effecr on emh major rederar proEram lo deremine rt. iuairing

procedures rhal are appropriare in rhe circumsknces for trre purpose ofexpressing an Jpinion on comprunce ror each
majo. federal pmsram and ro l€st and reporr on inremal controt over compirance in u""J,a*"" *i , ove ci.",h e_
l1l-o,l.l-lll l:l l* purpose or expressins an opinion on trre errectiveness or;.".J _"rcr ove. compriance.
Accordrngrv we do not express an opinion on the effecriven€ss of Municiparirv of Luqui o,s inremar conr;or ov€r

A deficiencv in inremar conror over compriance exisrs when rhe d€sian or operation ofa control over compriance does
not allow management or emptoyees, in rhe normal coune ofperroming r ir as"ign"a nn"i;o.i ro p,.,"nt o, a.t""t
and (orrrcr nomomplnnce wirh a r$e ofcomptianc€ requiremenr of a-federat p.ir". ., 

" 
i..ry r*;.. e ,",urrwearness rn rntmar conhor over compriance is a deficiencv, a combinarion ofdeticiencies, in intemar conrror over

:Ll]l,j:-.t .",:l rhar, rhere is a.rcasonabte possibility thar materiat noncomptiance 
"iir, " typ. .r *Inpri*""

requrrement or a tedemt program "i nor be prevenred. ordelected and conecred. on a timel) basis.

our con-sidemrio of inremar contror over m,,priance was for rhe rimir€d purpose described in the firsr paragraph of
l: ::::ti 1l :* mr desisned ro idenrrry. a[ deficiencies in intemat contror over comptiance d,at mgi,t tedeflcrencres. srgnrhcanr dericiencies, or mal.riar weaknesses. we did nor idenriry any deficiencies in inremar ;ntrol
overcompliance lhat we consid€rto be maleriat weaknesses, as defined abov€.

we nocd cenain other man€rs lhar we reponed to managemenr ofrhe Municiparily of Luquilro in a separale rett€. dated
March 30. 2014

The Municip_ality of Luquillot response ro the fi"dings idenrified in our audit are described in rhe acmmpanying
sch€dule offindings and qu€stioned costs. We did not audil Municipahy of Luqutrr.t ."rpo,r. *0, u."o.airgry, *.
express no opinion on rhe responses.

Ldpex-Vega, CPA, PSC

Certified Public Ac@untats / Mana{ement Advisors
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INDEPENDENT ATJDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAI CONTROL OVER COMPLIANCE REOUIRED BY

OMB CIRCULAR A.IJ] (CONTINI.JED)

Thh report is intended sorelv for the information and use of management and federar awarding ag€ncies and pass-
through entities. However, this report is a maner ofpublic record and 

-itl 
dist ibull., r" "rilr;t i]

@Pc>
torurur/,o(:p/

San Juan, Puerto Rico
March 30,2014

Slamp No. 2675801 oflh€ Pueno Rico
Societyof Certified Public Accountants
was afiixed to the record copy ofthis rcport.

Iipez-Vega, CPA, PSC

Certificd Public Accou;b.k / Manaaemm Advisors
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Section I - Summary of Auditor,s Resutts

Financial Statements

Type of audltor's report issued:

lnterna I control over fina ncia I repo(ing:
I\,,laterial weakness identifi ed?
Significant deficiencies identified not considered to be
material weaknesses?

Noncompliance material to fi na ncia I statements note.j?

Federal awards

lnternal Control over major programs:
N4aterial weakness identif ied?
Significant deficiencies identified not considered to be
material weaknesses?

Type of auditor's report issued on compliance for major
programs:

Any audit findings disclosed that are required to be reported
in accordance with Circular4-133, Section .510(a)?

ldentitlcation of maior oroprams:

CFDA Number

Yes NoX

Yes None reported X

Unmodified

Yes NoX

unmodlfled

Yes

Yes X
Yes

NoX

None reported

NoX

Name of Federal Program or Cluster

!4.228
L4.877

Dollar threshold used to distinguish
between lype A and Type B programs

Auditee qualified as low risk auditee?

Community Development Block Grant - State's program

Section 8 Housing Choice Voucher program

$300.000
Yes No X
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Section lt - Financial Statements Ftndings

Statement of Condiiion

13-O1

Flnanctal Reporting - Accounting Records

During our examination of the [4unicipality.s accounting s]stem, we notedthat the-Municipatity's accounting record l.or Lo""f. St"r"'"io i.j"rrir"ilooes not provide modified accruat basis financiat ,tuor""t" elo, in.accounting system does not offer subsidlarjes t p.O*" gor"r|._uni*i;J
financial-slatements. fhe computerjled system provided by the Office of
::, -.r:rT,TioT, for Municipat Affairs (OCAM) anO manuar sfreilmarntatned by finance department personnel do nof provide flnlncialrntormation to generate the basic financial stal"r"nt" .in"" u," O"!in_n-in!balances were not properly presented jn the accou nting system.

I!:1"f9r.", l!" tt4unicipality,s hires the professionat services of tocataccounling firms to perform the required aaiustment entries to converi'itsaccounlng records from cash basis to modified and then to a""rr"i ti"i"and-compile the necessary information as required by Gem and tfre iawNo. 81-

Cfiapter V I, Anicte a.O1O of State Act Number 81 of August 30, 1991,states that the t\4unicipatity should maintain an effectivi ;;J;;;iJ;
accou nting system.

The Municipality did not establish effective internal control over thetan-sactions recorded on its accounting record". lf"o, tn" i""ornitnl ouilrs not summarized in the form of a double-entry Ceneral Ledger recorO?.

1l:-lY.l"l9l*,,9:. accounting system did nor provjde updated andcomprele tinancial information lhat presents the financial position anOifreresul!l operalions and the chante in fund balances. Such intormation iinecessary to take management decisions.

We recommend the [4unicipality.s [Ianagement to imptemenl internalcontrol and procedures in order to maintiin 
" d"rb[ ;"r,y ;;;;l;;;system that contains accurate information pertaining to autfrorizaiions]obligations, unobtigated balances, assets, tiab;i:ties, outtays 

- 
o-iexpenditures, interfund transactjons. etc.
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Section ll - Financial Statements FindtnEls

Management Response

13-O1 (Continued)

None

The Municipality maintains two set ofaccounting records; a manualslstem
and a.omp_uterired slstem provided by the Office of the Commissio; r i;;Municipal Affairs {OCAi!,|). Actually. all of the transactions were recorded in
:9th :y:lels. but the manirat system is the primary financiat record forrnanctat statemenls 

.prepaEtion 
purposes at the end of each fiscal year

oue. ro ine lact that the computeriled system real accounts bala;ces
cafiied forward from prior years were affecteO ty accounting errors ln itrefirsl years ofthe slstem operation.

Nevertheless, as part of the corrective action plan, the Commissioner for
MunicipatAff€irc ("0CAt\,4') consider atternative" t" irpr*" it" 

""""r"tirgsystem, including the acquisition of new accounting software, anjtherefore, we wil hope to sotve our accounting system cJnOition ini neaifuture.

lmplementation Date:

Responsible Person:

Not available at this moment

N4r. lsmael Ortiz Bonilta
Finance Depanment Director
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