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TORRES, HERNANDEZ & PUNTER, CPA, PSC
Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature
Municipality of Naguabo, Puerto Rico

Report on the Basic Financial Statements

We have audited the accompanying basic financial statements of the governmental activities, each major fund and the
aggregate remaining fund information of the Municipality of Naguabo of the Commonweaith of Puerto Rico (the Municipality),
as of and for the year ended June 30, 2014, and the related notes to the financial statements, which collectively comprise the
Municipality's financial statements as listed in the table of contents. These financial statements are the responsibility of
Municipality's management. Our responsibility is to express opinions on these financial statements based on our audit.

Management's Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the Municipality's preparation and fair presentation of the financiaf statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our audit opinions.

Basis for Qualified Opinion on Governmental Activities

Capital Assets

Management of the Municipality has not provided a subsidiary of capital assets that agreed with the amounts reported in the
governmental activities of the Governmental-Wide Financial Statements, and accordingly, the depreciation expense on those
capital assets is not supported. Accounting principles generally accepted in the United States of America require that those
capital assets be supported to present the net assets, net position and expense of the governmental activities. The amount by
which this departure would affect the assets, net position and expenses of the governmental activities cannot be reasonably
determinable.

Added Value Services, Provided by Leading Professionals, Obtaining a Reasonable Return on Investment

PO Box 4846, Carolina, PR 00984-4846 £
Tel. (787) 752-4545 Fax (787) 752-4644 Peer ReView
www.thpcpa.com @ﬁ?mgmmj

The Standard of Excellence




Qualified Opinion

In our opinion, except for the effects of the matters discussed in the "Basis for Qualified Opinion" paragraph before, the
financial statements refemmed o above present fairly, all material respects, the respective financial position of the
governmentat activities of the Municipality as of June 30, 2014 and the respective changes in the financial position thereof
for the year then ended in conformity with accounting principles generally accepted in the United States of America.

Unmodified Opinions

In our opinion, the financial statements referred to above present fairly, all material respects, the respective financial
position of each major fund and the aggregate remaining fund information of the Municipality as of June 30, 2014 and the
respective changes in the financial position thereof for the year then ended in conformify with accounting principles
generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America requires that the Management’s Discussion and
analysis on pages 4 through 14 and the Budgetary Comparison Schedule of the general fund and related notes on pages
66 through 67 be presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an essential part
of financial reporting for placing the financiat statements in an appropriate operational, economic, or historical context. We
have applied certain limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management's responses fo our inquiries, the
financial statements, and other knowledge we obtained during our audit of the financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Supplementary Information

Qur audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
Municipality's basic financial statements as a whole. The accompanying Financial Data Schedufe - Section 8 Housing
Choice Youchers Program, as required by the U.S. Department of Housing and urban Development, on pages 68 fo 70, and
the Schedule of Expenditures of Federal Awards, as required by U.S. Office of Management and Budget (OMB) Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations, on pages 71 through 73, are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The accompanying Financial
Data Schedule - Section 8 Housing Choice Vouchers Program and the Schedule of Expenditures of Federal Awards are the
responsibility of management and were derived from and relate directly to the underlying accounting and other records used
to prepare the financial statements. Such information has been subjected to the auditing procedures applied in the audit of
the financial statements and certain additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, Financial Data Schedule - Section 8 Housing Choice Vouchers Program and the Schedule of
Expenditures of Federal Awards are fairly stated, in all material respects, in relation fo the financial statements as a whole.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 18, 2015, on our
consideration of the Municipality's internal control over financial reporting and our test of its compliance with certain provisions
of laws, regulations, contracts and grant agreements and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Municipality's internal control over financial reporting and

compliance.

M%’Wetﬁm G 20

Torres, Herndndez & Punter, CPA, PSC
Certified Public Accountants

Carolina, Puerto Rico

March 18, 2015

Stamp #E156291 of the
College of CPA's of
Puerto Rico is affixed
to the original.




COMMONWEALTH OF PUERTO RICO MANAGEMENT’S DISCUSSION AND ANALYSIS
MUNICIPALITY OF NAGUABO, PUERTO RICO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

The following discussion and analysis of the Municipality of Naguabo of the Commonwealth of Puerto Rico
(Municipality)'s financial performance provides an overview of the Municipality’s financial activities for the fiscal
year ended June 30, 2014. Please read it in conjunction with the financial statements which follow this section.
FINANCIAL HIGHLIGHTS

Highlights for Government-wide Financial Statements

The government-wide financial statements report information about the Municipality as a whole using the economic
resources measurement focus and accrual basis of accounting:

o The assets of the Municipality, on a government-wide basis, exceeded its liabilities at the close of fiscal
year 2014 by $41,767,636 (net position).

¢ Revenues decreased by ($4,579,128) (13%) and expenses increased by only $302,744 (1%) in comparison
with year 2013, as restated.

« Net change in net position amounted to ($128,476), a decrease of ($4,881,872) with respect fo the prior
year.

Highlights for Fund Financial Statements

The fund financial statements provide detailed information about the Municipality’s most significant funds using the
current financial resources measurement focus and modified accrual basis of accounting:

e At the close of the current fiscal year, the Municipality’s governmental funds reported combined ending
fund balances of $3,343,194, an increase of $2,425,707 in comparison with the prior year.

¢ The General Fund reported an excess of revenues and other financing sources over expenditures and other
financing uses of $524,605 and an unassigned {deficit) fund balance of ($1,426,159). Net change in fund
balance increased by $2,386,668, when compared with prior year change.
General Financial Highlights
e The investment in capital assets as of June 30, 2014 was $42,870,862 (net of related debf).

_» Long-term debt general and special obligation bonds increased to $7,921,400, approximately (7%) with
respect to prior year.

¢ Al other long-term debts decreased and net reductions from payments amounted to $95,438.
« On abudgetary basis, actual revenues exceeded actual expenditures and transfers by $1,112,919.
» Revenues increase was mainly in Intergovernmental Revenues of $1,020,503 due to an intergovemmental

agreement with Puerfo Rico Health Depariment related to the CDT administered by the Municipality, for
which $1,211,510 were received this year.




COMMONWEALTH OF PUERTO RIco MANAGEMENT'S DISCUSSION AND ANALYSIS
MUNICIPALITY OF NAGUAEBO, PUERTO RICO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

OVERVIEW OF THE FINANCIAL STATEMENTS

The Municipality’s basic financial statements comprise three components: (1) management discussion and analysis
{presented here}, (2) basic financial statements, and (3) required supplementary information.

Government-wideg
j Financial ;
[f - Statements

Management
. Discussion and
' Analysis

OMPONENTS OF : o
THE FINANCIAL Bﬁgggrrgggal =L Frnd Statements
STATEMENTS :

Notes to the

o Required
1 Supplementary ' Financial
i Information L Statements

R e A i s : .

The Municipality’s basic financial statements consist of two kinds of statements, each with a different view of the
Municipality’s finances. The govemment-wide financial statements provide both long-term and short-term
information about the Municipality’s overall financial status. The fund financial statements focus on major aspects of
the Municipality’s operations, reporting those operations in more detail than the govemment-wide statements:

Basic Financial Statements
+ Government-Wide Financial Statements

The government-wide statements report information about the Municipality as a whole using accounting
methods similar to those used by private-sector businesses. They are prepared using the flow of economic
resources measurement focus and the accrual basis of accounting.

Statement of Net Position —The Statement of Net Position presents information on all of the Municipality's
assets, deferred outflows of resources, liabilities, and deferred inflows of resources, with the difference
between them reported as net position. Over time, increases or decreases in net position may serve as a
useful indicator of whether its financial position is improving or deteriorating. Other non-financial factors,
such as the condition of the Municipality's roads and other infrastructure may need to be considered to
assess the overall financial position of the Munigipality.

Statement of Activities — The Statement of Aclivities presents information showing how the Municipality's

net position changed during the year. All changes in net position {current year's revenues less expenses)

are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows. Thus, revenues and expenses are reported in this statement for some items that will only
result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

The Statement of Activities is focused on both the gross and net cost of various activities (including

governmental and business-type activities). This is intended fo summarize and simplify the reader's analysis

of the revenues and costs of various state activities and the degree to which activities are subsidized by

general revenues.

Both of these government-wide financial statements distinguish functions of the Municipality that are
principally supported by taxes and intergovemmental revenues (governmental activities) from other
functions that are intended fo recover all or a significant portion of their costs through user fees and charges
(business- type activities).




COMMONWEALTH OF PUERTO RICO MANAGEMENT'S DISCUSSION AND ANALYSIS
MUNICIPALITY OF NAGUABO, PUERTO RICO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

The governmental activities of the Municipality include general govemment, public works and sanitation;
public safety, culture and recreation, housing, welfare, and community development and education. These
activities are primarily financed through property taxes, other local taxes and intergovernmental revenues.

The government-wide financial statements can be found on pages 15-16 of this report.

+ Fund Financial Statements

Governmental funds are used to account for essentially the same functions reported as govemmental
activities in the governmeni-wide statements. However, unlike the govemment-wide statements, the
governmental funds financial statements focus on near-term inflows and outflows of spendabte resources,
as well as on balances of spendable resources available at the end of the fiscal year. Such information may
be useful in evaluating the Municipality’s near-term financing requirements.

In particular, unassigned fund balance may serve as a useful measure of a government’s net resources
available for spending at the end of the fiscal year. At the end of the current fiscal year, the Municipality's
governmental funds reported combined ending fund balances of $3,343,194. Approximately ($1.4) million of
this isn't available for spending at the govemment's discretion [Unassigned Fund Bafance {Deficit)]. The
remainder of fund balance is restricted, committed or assigned to indicate that is not available for new
spending because it has already been committed.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar information
presented for govemmental activities in the government-wide financial statements. By doing so, readers
may better understand the long-term impact of the government's near-term financing decisions. Both the
governmental fund balance sheet and the governmental fund statement of revenues, expenditures, and
changes in fund balances provide a reconciliation to facilitate this comparison between govermnmental funds
and governmental activifies.

The governmental fund statements focus on major funds. The Municipality’'s major funds are the general
fund (which accounts for the main operating acfivities of the Municipality) and funds that comply with a

minimum criterion (percentage of the assets, liabilities, revenues or expenditures). Funds that do not comply
with this criterion are grouped and presented in a single column as other governmental funds.

+ Nofes to the Financial Statements

Provide integral information needed to explain the basis for the numbers used within the Basic Financial
Statements and provide more defailed data.

+ Required Supplementary Information

Provides additional information to better Dnderstand the financial position of the Municipality and contains
the Budgetary Comparison Schedule for the General Fund.




COMMONWEALTH OF PUERTO RICO MANAGEMENT'S DISCUSSION AND ANALYSIS
MUNICIPALITY OF NAGUABO, PUERTO RICO FOR THE FiSCAL YEAR ENDED JUNE 30, 2014

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE
Statement of Net Position

Net position (assets over liabilities) may serve over fime as a useful indicator of a government's financial position. Net
position for the year had an increase of 0.08% with respect to prior year as restated. The most significant change
was an increase of the Investment in Capital Assets, Net of Related Debt by $1,902,689. Also, an increase in long
term liabilities by $1,096,838, with a decrease in current fiabilities by ($1,661,338), due to debts to the Department of
Treasury and the State Retirement Fund reported last year, that where paid in full this year.

The following Table presents a summary of the Statements of Net Position as of June 30, 2014 and 2013:

Commonweatth of Puerto Rico
Municipality of Naguabe, Puerto Rico
Statement of Net Position
As of June 30,
2014 2013

Currentand Non-Current Assels $ 8043906 § 7,868,842
Capifal Assets 46,237,345 47,000,942

Total Assets 54,281,251 54,869,784
Current Liabilifes 1,786,553 3,447,891
Deferred Revenues 604,126 683,539
L.ong-Term Liabiliies 10,122,936 9,026,098

Total Liabilities 12,513,615 13,167,528
Net Assets:

Investmentin Capital Assets,

Net of Related Debt 42,870,862 40,968,173
Restricted 3,573,674 5,017,265
Unresiricted (4,676,900} (4,283,182)

Total Net Position $ 41,767,636 § 41,702,256

The largest portion of the Municipality’s net position reflects its net investment in capital assets (e.g., land, buildings,
equipment, and infrastructure) for $42,870,862; total capital assets ($59,303,805) less accumulated depreciation
($13,066,460) and less any related outstanding debt ($3,366,483) used to acquire those assets. The Municipality
uses these assets to provide services to its citizens and consequently, these assets are not available for future
spending. The resources needed to repay the debt related to these capital assets must be provided from other
sources, because capital assets are not generally liquidated for the purpose of retiring debt.

Restricted net posifion represents resources that are subject to external restrictions on how they may be used.

Unrestricted net position is the part of the net assets that can be used to finance day-to-day operations without
constrains established by debt covenants, enabling legisfation or other legal requirements.

As of June 30, 2014 the Municipality presented unrestricted (deficit) net position of ($4,676,900). This balance was
affected by iong term obligations such as compensated absences $1,622,068 and other debts for the amount of
$579,468 for which the Municipality did not provide funding in previous budgets. Historically, such obligations have
been budgeted on a pay as you go basis without providing funding for their future liquidation.




COMMONWEALTH OF PUERTO RicO
MuNICIPALITY OF NAGUABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FiSCAL YEAR ENDED JUNE 30, 2014

Statement of Activities

The following Table compares the
revenues and expenses for the current
and previous fiscal year.

With respect to prior year, revenues
decreased by approximately $4.6 milfion
or 13%, principally on operating grants
and contributions, due to State
Assignments and FEMA funds that were
received last year only and are not
recurrent.

Expenses increased 1% or $302,744 in
comparison with 2013,  Significant
increases were registered on General
Administration and Solid Waste Disposal,
offset by a decrease in Public Works.

Table 2
Commonwealth of Puerto Rico
Municipality of Naguabo, Puerto Rice
Changes in Net Position
For Fiscal Year Ending June 30,
2014 2013
Revenues:
Program Revenues:
Operating Grants and Confributions $ 2339245 § 5538200
Capital Grants and Confributions - 993,294
General Revenues:

Properly Taxes 2,740,890 2,623,264

Volumen of Business Taxes 1,008,874 1,279,006

Sales and UsageTaxes 1,003,251 1,038,695

Contruction Excise Taxes 262,898 275,183

intergovernmental 7,401,156 7,256,897
Cther General Revenues 429,179 760,992

Total Revenues 15,186,493 19,765,621
Expenses:

General Administration 5,906,255 5,562,159
Public Safety 912,343 719,280
Public Works 1,496,100 1,787,872
Culture and Recreation 412,772 458,922
Health and Sanitation 1,698,768 1,775,955
Solid Waste Disposal 1,779,749 1,458,100
Human Services and Welfare 1,510,749 1,551,725
Urban Development 1,212,221 1,359,188
Interest Costs 386,012 339,024

Total Expenses 15,314,969 15,012,225
Changes in Net Position (128,476) 4,753,396
Net Position-Beginning, as Restated 41,396,112 36,948,860
Net Position-Ending $ 41,767,636 § 41,702,256




COMMONWEALTH OF PUERTO RICO MANAGEMENT'S DISCUSSION AND ANALYSIS
MUNICIPALITY OF NAGUABO, PUERTO RiCO FOR THE FiSCAL YEAR ENDED JUNE 30, 2014

Figure 1 presents revenues comparison by sources of the governmental activities during the past two years:

FIGURE 1

Commonwealth of Puerto Rico
NMunicipality of Naguabo, Puerto Rico
Revenues by Source-Governmental Activities
Fiscal Years Ended lune 30, 2014 and 2013

8,000,000
7,000,000
6,006,000

5,000,000
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4,000,000
3,000,000
2,000,000

1,000,000

Sources of Revenueas

Figure 2 presents expenses by function of the governmental activities during the fiscal year 2013-2014:

FIGURE 2

Commonwealth of Puerto Rico
Municipality of Naguabo, Puerto Rico
Expenses by Function
Fiscal Year 2014
{in Dollars)
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COMMONWEALTH OF PUERTO RIcO MANAGEMENT'S DISCUSSION AND ANALYSIS
MUNICIPALITY OF NAGUABO, PUERTO RICO FORTHE FISCAL YEAR ENDED JUNE 30, 2014

Approximately 48.7% of the Municipality’s revenues came from intergovernmental, 18% from property taxes, 15.4%
from grants and confributions, and 17.8% from other sources. The Municipality's expenses cover a range of
services. The largest expenses are General Administration with 43.6%, Public Works with 11.1%, Health and
Sanitation with 12.6%, and Human Services and Welfare with 11.2%. Program revenues of the Municipality covered
15% of total expenses.

The following table focuses on the cost of each of the Municipality's largest functions/programs as well as each
functions/program’s net cost (total cost less fees generated by the programs and program-specific intergovernmental

aid). Table 3

Commonwealth of Puerto Rice
Some of the ocost of Municipality of Naguabo, Puerto Rico

o s Net Cost of Municipality's Governmental Activities
governmental activities in 2014 Fiscal Years ended June 30,
was paid from  other

governments and organizations Total Cost of Services Net Cost of Services

that subsidized certain programs Functions/Programs 2014 2013 2014 2013
with grants and contributions General Administration $ 5906255 § 5562158 $ 5360631 § 4,120,913
(52,339,245). Other general |pypic saky 912,343 719,280 912343 719,280
revenues including property, |Public Works 1,496,100 1,787,872 1,493,361 1,232,670
. . Health and Sanitaion 1,698,768 - 1,698,768 -
usage, construction  exCiSe gy yaste Disposal 1,779,749 1,458,100 1,779,749 1,458,100
taxes, and intergovernmental {Human Services and Welfare 1,510,749 1,551,725 174,777 427,118
revenues Substanﬂa[ly covered |Urban Development 1,212,221 1,359,188 757,311 (2,051,251}
the $12,075724 net cost of |oher 386,012 2,114,979 386,012 2,114,979
Total $ 15,314,968  $ 15012225 $12975724  § 8,480,7H

services.

FINANCIAL ANALYSIS OF THE MUNICIPALITY’S FUNDS

Governmental Funds

The focus of the Municipality’s governmental funds is Table 4

to provide information on near-term inflows, outflows 2

and balances of resources available for spending. Such Commonwealth of Puerto Rico

information is useful in assessing the Municipality’s Municipality of Naguabo, Puerto Rico

financing requirements. Fund balances for the Fund Balance

governmental funds are reported in classifications that As of June 30,

comprise a hierarchy based on the extent to which the

government honors constraints on the specific purposes 2014 2013

for which amounts in those funds can be spent. The |gund Balances:

following table presents a comparison of the 2014 and Nonexpendable $ S )

2013 fund balances. Restricted 3,386,323 3,774,934
Commitied 1,380,154 1,290,194
Assigned 3,547 5,279
Unassigned (1,427,330 {4,171,776)
Total $ 3343194 § 898,631

10




COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO, PUERTO RICO

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

At the end of the current fiscal year,
the Municipality’s govemmental
funds reported combined ending fund
balances of $3,343,194. Of this
amount ($1,427,330) isn't available
for spending at the govemments
discretion  (Unassigned  Fund
Balance). The remainder of fund
balance is restricted, committed or
assigned to indicate that is not
available for new spending because
it has already been committed. For
the fiscal year ended June 30, 2014,
the governmental funds reported
combined ending fund bafances of
$3,343,194, with a net increase of
$2,444,563 in comparison with the
prior year. This increase was due
primarily by a decrease in
unassigned fund balance (deficit).

The general fund is the operating
fund of the Municipality. Unassigned
fund balance {deficit) of the general
fund represents 100% of total ending
general fund balance.

GENERAL FUND BUDGETARY
HIGHLIGHTS

The general fund original budget for
the fiscal period 2013-2014
presented an immaterial difference
with respect to prior year budget with
a decrease of ($765,307), or 7%. The
Municipality does not include an
amendment to the budget the
positive and negative changes on
other revenues, principally a positive
change of  $1,020,503 from
intergovernmental revenues due fo

Tabie 5
Commonwealth of Puerto Rico
Municipality of Naguabo, Puerto Rico
General Fund
As of June 30,
Description 2014 2013
Revenues:
Properfy Taxes $ 2060720 § 1982214
Volume of Business Taxes 1,009,874 1,279,096
Sales and Usage Taxes 620,897 650,670
Intergovernmental 7,667,325 7,002,403
Construcion Excise Taxes 262,898 275,183
Miscellaneous 429179 760,992
Tofal Revenues 12,050,893 11,950,618
Expenditures:
General Government 5,147,694 5447778
Public Safety 813,100 620417
Public Work 1,220972 1,201,067
Cuiture and Recreation 346,610 393,013
Heatth and Sanitaion 1,698,768 1,690,659
Solid Waste Disposal 1,779,749 1,458,100
Human Services and Welfare 455,764 445 466
Capital Qutay 63,431 22,858
Total Expenditures 11,526,288 11,279,358
Net Transfer In {Ouf) 177,063 (242,391}
Other Financing Sources 1,685,000 -
Net Increase (Decrease) in Fund Balance § 2,386,668 § 428,869

an intergovernmental agreement with Puerto Rico Health Department related to the CDT administered by the
Municipality. Budget expenditures were amended during the year in accordance with functions estimates (see Figure

3 below).

1




COMMONWEALTH OF PUERTO RiCO

MUNICIPALITY OF NAGUABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

FIGURE 3
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Commonwealth of Puerto Rico
Municipality of Naguabo, Puerto Rico

Budgetary Comparison

Fiscal Years Ended June 30, 2014 and 2013

The positive variance of $1,112,919 between revised budget and actual results was due mainly fo the
aforementioned agreement with the Puerto Rico Health Department, and a decrease in expenditures during the year.
The Municipality reported more appropriations than expenditures in those functions for payments to purchase of
suppiies, professional and nonprofessional services.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets Table 6
Commonwealth of Puerto Rico
At the end of the fiscal year, the Municipality of Naguabo
Municipality has invested Capital Assets (Net)
$46,237,345 (net of accumulated As of June 30,
depreciation) in a broad range of
capital assets, including buildings, Governmental Activities
land, infrastructure, construction in
. . 2014 2013
progress and equipment. This amount
represents a net decrease of |[Non-depreciable assets:
($763,597) or 2% from the prior year. Land $ 19433560 § 19,433,560
The Municipality invested a total of | WorkofArt 1,500 1,500
$63,431 of capital assets during the Construction in Progress 4,849,455 4,849,455
fiscal year 2013-2014 from the . )
hase of Fumiture and Fixtures Depreciable assets:
pure : Buidings 16,007,459 16,436,558
Oth ects relat d- ; i and Infraskucture 5,377,304 5,564,252
maiﬁ{eﬁgﬂggs r%?e rga(;ipalr (annot Machinery, Equipmentand Vehicles 567,977 715,617
capitalized), were developed during Total § 46237345 § 47.000.942

the year 2014,
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COMMONWEALTH OF PUERTO RicO
MUNICIPALITY OF NAGUABO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
For THE FiscaL YEAR ENDED JUNE 30,2014

Figures 4 below presents the components of capital assets during the fiscal years 2014 and 2013:

FIGURE 4

Commonwealth of Puerto Rico

Components of Capital Assets
{in Dollars)

20,000,000
18,000,000
16,000,000
14,000,000
12,000,000
10,006,000
8,000,000
£,000,000
4,000,000
2000,000

2014 B2013

Municipality of Naguabo, Puerto Rico

Long-Term Debts Table 7

At year-end, the Municipality had _Commonwealth of Puerto Rico

$7,921,400 in general and special Municipality of Naguabo, Puerto Rico

obligations, an increase of 7% with Qutstanding Long-term Debt

respect to prior year. The following is As of June 30,

a summary of the Municipality's

outstanding debts as of June 30, 2014 2013

2014 and 2013:
General and Special Obligation Bonds $ 7921400 $ 6,920,000
Law Number 42 - MRCC 183,487 188,683
LIMS - MRCC - -
Law Number 146 - MRCC 70,091 73,985
Puerio Rico Depariment of Labor 5,186 67412
Claims and Judgements - 21,000
Christmas Bonus 126,834 133,612
Depariment of Treasury of Puerto Rico 193,870
Compensated Absenges 1,622,068 1,621,408

Total $ 10122936 $ 9,026,098
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COMMONWEALTH OF PUERTO RICO MANAGEMENT'S DISCUSSION AND ANALYSIS
MUNICIPALITY OF NAGUABO, PUERTO RICO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

Figure 5 presents the components of fong-term debts during the fiscal year 2014 and 2013:

FIGURE 5

Commonwealth of Puerto Rico
Municipality of Naguabo, Puerto Rico
Qutstanding Long-Term Debts

Dol

R R AT

8,000,000

7,000,600

6,000,000

5,000,000

4,000,000

R e S e e

3,000,000 -

2,000,000

1,000,000

2014 2013

More detailed information about the Municipality’s long-term liabilities is presented in Notes 9 and 10 to the financial
statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality’s selected and appointed officials considered many factors when setting the fiscal year 2013-2014
budget. One of these factors is the economy. Among economic areas considered are the population growth
estimates, personal income, housing statistics and unemployment rates. The Municipality’s unemployment rate now
stands at 14.5%, which compares with the Commonwealth rate of 13.1%.

The Municipality applied a conservative approach in development budget estimates. Amounts available for
appropriations in the General Fund for the fiscal year 2015 are $10.7 million, approximately $454,000 more than
fiscal year 2014. The Municipality expects a decrease of revenues in construction excise taxes, but also an increase
from intergovermnmental. Budgeted expenditures are expected to stabilize accordingly to the projected revenues.

CONTACTING THE MUNICIPALITY’S FINANCIAL MANAGEMENT
This report is designed to provide a general overview of the Municipality’s finances and to demonstrate the

accountability for the money it receives. If you have any questions about this report or need additional information,
contact the Municipality’s Finance Department at (787} 874-0520, or PO Box 40, Naguabo, PR 00718.

14




COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO
STATEMENT OF NET POSITION
JUNE 30, 2014
GOVERNMENTAL
ACTIVITIES
ASSETS:
Cash and Investments $ 2,627,388
Cash with Fiscal Agent 3,302,615
Receivables {net):
Sales and Usage Taxes 47,761
Due from Governmental Units 205,182
Federal Grants 1,860,690
Other 270
Capital Assets:
Land, Improvement and Construction in Progrese 24,284.515
Other Capital Assets [Net of Depreciation] 21,952,830
Total Capital Assets 46,237,345
TOTAL ASSETS 54,281,251
LIABILITIES:
Accounts Payable and Accrued Expenses 1,420,237
Accrued Interest 185,880
Due to Governmental Units 180,436
Uneamed Revenues - Volume of Business Taxes 604,126
Noncurrent Liabilities:
Due Within One Year 1,825,842
Due in More than One Year 8,297,004
TOTAL LIABILITIES 12,513,615
NET POSITION:
Net Investment in Capital Assets 42,870,862
Restricted for;
Capital Projects 329,911
Debt Service 1,702,038
Community Development Projects 1,541,724
Unrestricted {Deficif) {4,676,900)
TOTAL NET POSITION $ 41,767,626

The accompanying Notes to the Basic Financial Statements are an integral part of this statement.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2014
Program Revenues Net (Expense)
Operating Capital Revenues and
Charges For Grants and Grants and Changes in
Functions/Programs Expenses Services Contributions Contributions Net Position
Governmental Activities:
Mayor and Municipat Legislature $ 884,481 % - % - b - § (884.481)
General Government 5,021,774 - 545,624 - (4,476,150}
Public Safety 912,343 - - - {912,343)
Public Works 1,496,100 - 2,739 - (1,493,361)
Cuiture and Recreation 412,772 - - - {412,772)
Health and Sanitation 1,698,768 - - . {1,698,768)
Solid Waste Disposal 1,779,749 - - - {1,779,749)
Human Services and Welfare 1,510,749 - 1,335,972 - (174,777)
Urban Development 1,212,221 - 454,910 - (757,311)
Interest on Long-Term Debt 386,012 - - - {386.012)
Total Governmentat Activities ‘$ 15314969 § - 2,339,245 % - (12,975,724}
General Revenues:
Taxes:
PropertyTaxes, levied for General Purposes 2,060,720
PropertyTaxes, levied for Debt Service 680,170
Volume of Business Taxes 1,009,874
Sales and Usage Taxes 1,003,251
Canstruction Excise Taxes 262,898
Infergovernmental 7,401,156
Rent 141,029
Miscellaneous 288,150
Total General Revenues 12,847,248
CHANGES IN NET POSITION (128,476)
Net Position — Beginning of Year, As Restated 41,896,112
NET POSITION — ENDING OF YEAR $ 41,767,636

The accompanying Notes to the Basic Financial Statements are an integral part of this statement.
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COMMONWEALTH OF PUERTQ RICO
MUNICIPALITY OF NAGUABO

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION

JUNE 30, 2014

Total Fund Balances — Government Funds (Page 17)

Amount reported for Governmental Activities in the Statement of Net Position (Page 15)
are different because:

Capital Assets used in governmental activities are not financial resources and therefore
are not reported in the funds. in the current period, these amounts are:

Non Depreciable Capital Assels $ 24284515
Depreciable Capital Assets 25,676,396
Infrastructure Assets 9,342,804
Accumulated Depreciation (13,066,460

Total Capital Assets

Some of the Municipality's revenues will be collected after year-end but are ot available saon
enough ta pay for the current pericd's expenditures and therefore are unavailable in the funds:

Community Development Block Grants/States Pragram and Non Entitlements Grants

in Hawaii {State CDBG) 1,541,724
Child and Adult Care Food Program 14,757
Child and Adult Care Food Program - ARRA 135
Christmas Bonus ' 63,417

Total Unavailable Revenues

Some liabitities are not due and payable in the current period and therefore are not reported
its the funds. Those liabilities consist of:

General Obligation Bonds {7.231,400)
Christmas Bonus (126,834)
Law Number 146-MRCC (70,091)
Law Number 42-MRCC (183,487)
Puerto Rico Depariment of Labor and Human Resources (5,186)
Puerto Rico Treasury Department (193,870}
Compensated Absences (1,622,068)

Total Long-Term Liabilities

Totat Net Position of Governmental Activities {Page 15}

The accompanying Notes to the Basic Financial Statements are an integral part of this statement.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUAEO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

Net Change in Fund Balances — Government Funds (Page 19) $ 2,250,707

Amount reparted for Governmental Activities in the Statement of Activifies (Page 16}
are different because:

Governmental funds report capital cutlays as expenditures. However, in the Stalement of
Activities the cost of those assels is allocated over their estimated useful lives and reported
as depreciation expense. In the current period, these amounts are:

Capitat Outlays $ 63,431
Depreciation Expense (827,028)
Excess of Capital Outlays over Depreciation Expense (763,597)

Revenues in the Statement of Activities that do not provide current financial resources are
reported as revenues in the funds and vice versa:

Chrisimas Banus {3,389)
Community Development Block Grants/States Program and Non Entitlements Grants
in Hawaii (State CDBG) (317 484)
Child and Adult Care Food Program 2,107
Child and Adult Care Food Program - ARRA (40
Child Care and Development Block Grant (42,162)
Property Taxes (262,780)
Total of Revenues (623,748)

Repayment of fong-term principal is expenditure in the governmental funds, but issuing debt
reduced Noncurrent Liabilities in the Statement of Net Position. i the current period
repayments were 1,537,690

Bonds praceeds provide current financial resources to governmental funds, but issuing debt
increase Nencurrent Liabilities in the Statement of Net Position. In the current period,
proceeds received was (2,425,000)

Some expenses reported in the Statement of Activities do not require the use of current
financiaf resoucas and therefore are not reported as expenditures in governmental funds.

These activities consist of:

Decrease in Christnas Bonus 6,778
Decrease in Legal Claims 21,000
Increase in Debt to Puerto Rico Department of Labor 62,226
Increase in Debt to Puerto Rico Treasury Department {193,870}
Increasa in Compensated Absence {662)

Total Additional Expenses (104,528)

Change in Net Position of Governmental Activities (Page 16) $ {128,476)

The accompanying Noles to the Basic Financial Statements are an integral part of this statement.
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COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF NAGUABO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

1.

FINANCIAL REPORTING ENTITY

The accompanying financial statements present information on the financial activities of the Municipality of Naguabo
of the Commonwealth of Puerto Rico (Municipality) over which the Mayor and the Municipal Legislature, have direct or
indirect governing and fiscal control. These financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP).

A. Organization

The Municipality was founded in the year 1821, and operates as a governmental unit of the Commonwealth of
Puerto Rico, under the Law Number 81 of August 30, 1991, known as "Autonomy Municipalities Law of the
Commonwealth of Puerto Rico". The governmental system of the Municipality is composed of the executive and
legislative bodies. The Mayor is the Chief Executive Officer and is elected every four years in the general
elections of the Commonwealth of Puerto Rico. The iegislative body consists of 14 Legislators also elected in the
general elections of Puerto Rico for a four-year period.

The Municipality provides services such as: health, public works, sanitation, aids and services to low-income and
elderly citizens, public safety, housing and urban development, culture and recreation, planning, zoning and other
generat and administrative services. As a government entity, the Municipality is exempt from both federal and
state taxes.

B. Reporting Entity

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

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

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

A legally separafe, tax-exempt organization should be discretely presented as a component unit if all of the
following criteria are met: (1) the economic resources received or held by the separate organization are entirely or
almost entirely for the direct benefit of the primary government, its component units, or its constituents; (2) the
primary government, or its component units, is entitled to, or has the ability to otherwise access, a majority of the
economic resources received or held by the separate organization, and; {3) the economic resources received or
held by an individual organization that the specific primary government, or its component units, is entitled fo, or
has the ability to otherwise access, are significant to the primary government.
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COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
MunICIPALITY OF NAGUABO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

1. FINANCIAL REPORTING ENTITY - continuation

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

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

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

A. Financial Statement Presentation

The basic financial statements of the Municipality have been prepared in conformity with accounting principles
generally accepted in the United Stated of America as applicable to local governmental units (GAAP). The basic
financial statements include both government-wide (based on the Municipality as a whole} and fund financial
statements, which provide a more detailed level of financial information. Both the govemment-wide and fund
financial statements (within the basic financial statements) categorize primary activities as Governmental
Activities.

The financial information of the Municipality is presented in this report as follows:
Required Supplementary Information - Management’s Discussion and Analysis

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

Government-wide Financial Statements (GWFS)

While separate government-wide and fund financial statements are presented, they are interrelated. The GWFS
(the Statement of Net Position and the Statement of Activities) report information of ali the activities of the
Municipality. For the most part, the effect of interfund activity has been removed from these financial statements.
Exceptions to this general rule are payments in lieu of taxes where the amounts are reasonably equivalent in
value fo the interfund services provided and other charges between the government's Puerto Rico Electic Power
Authority function of the government. Elimination of this charges would distort the direct cost and program
revenue reported for the various functions concerned.
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COMMONWEALTH OF PUERTO RICO NOTES T0 THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF NAGUABRO FOR THE FiscAL YEAR ENDED JUNE 30, 2014

.2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

The focus of the Stafement of Net Position is designed to be similar to bottom line resulis for the Municipality's
Governmental Activities. This statement combines and consolidates governmental fund's current financial
resources (short-term spendable resources) with capital assets and long-term obligations. The Statement of Net
Position presents the reporting entities’ assets, deferred outflows of resources, liabilities, and deferred inflows of
resources, with the difference reported as net position. Net positions are classified as net investment in capital
assets, resfricted when consfraints are placed on them that are imposed by extemnal parties or by laws or
regulations, and unrestricted. Designations sclely imposed by the Municipality's management are not presented
as restricted net position.

The Statement of Acfivifies presents a comparison between direct expenses and program revenues for the
different Governmental Activities of the Municipality and for each function. Direct expenses are those that are
clearly identifiable with a specific function or segment. In addition, to the extent that indirect costs are allocated to
the various functions, the program expenses will include both direct and indirect costs. Program Revenues
include charges to customers or applicants who purchase, use, or directly benefit from goods, services, or
privileges provided by a given function or segment, and grants and contributions that are resfricted to meeting the
operational or capital requirements of a particular function or segment. Taxes and other items properly excluded
from program revenues are reported instead as general revenues.

Governmental Funds Financial Statements (GFFS}

The GFFS [the Balance Sheet, and the Statement of Revenues, Expenditures and Changes in Fund Balance}
provide information about the Municipality's funds. Separate statements for each fund category (Govemmental
Activities) are presented. The emphasis of fund financial statements is on major governmental funds, each
displayed in a separate column. Non-major funds are summarized into a single column.

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

The Municipality reports the following major govemmental funds:

General Fund - This is the general operating fund of the Municipality. It is used fo account for all
financial resources, except those required to be accounted for in another fund.

CDBG Fund - This is the fund used to account for all the transactions of the Community
Development Block Grants/States Program and Non Entitlements Grants in Hawaii (State CDBG).
The primarily objecfives of this program is to development of viable communities by providing
decent housing, a suitable living environment and expanded economic opportunities, principally for
persons of low and moderate income.

Capital Improvement Fund — Capital improvement fund is used to account for financial resources
to be used for the acquisition or construction of major capital facilities.

Deht Service Fund — This is used to account for the accumulation of resources for, and the
payment of fong-term debt principal and interests.

The non-maijor funds are combined in a single column in the GGFS. As a general rule the effect of interfund
activity has been eliminated from the GWFS.
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COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF NAGUABO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

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

The financial statements of the governmental funds are the following:

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

Statement of Revenues, Expenditures and Changes in Fund Balance - Reports information about the
inflows, outflows and balances of current financial resources of each major governmental fund for the fiscal
year ended June 30, 2014.

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

During the course of operations the Municipality has activity between funds for various purposes. Any residual
balances outstanding at year end are reported as due from/to other funds. While these balances are reported in
fund financial statements, certain eliminations are made in the preparation of the GWFS. Balances between the
funds included in Governmental Activities (i.e., the governmental funds) are eliminated so that only the net
amount is included as internal balances in the Govermnmental Activities column.

Further, certain activity occurs during the fiscal year involving transfers of resources between funds. In GFFS
these amounts are reported at gross amounts as transfers infout. While reported in GFFS, certain eliminations
are made in the preparation of the GWFS. Transfers between the funds included in Governmental Activities are
eliminated so that only the net amount is included as transfers in the Governmental Activities column.

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

Notes to the Basic Financial Statements .

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

Required Supplementary Information
The basic financial statements are followed by a section of required supplementary information. This section

includes a Budgetary Comparison Schedule — General Fund, which includes recongiliation between the statutory
fund balance for budgetary purposes and the fund balance for the General Fund as presented in the GFFS.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

B. Measurement Focus and Basis of Accounting

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

Government-wide Financial Statements

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

Governmental Funds Financial Statements

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

Property taxes, volume of business taxes, sales and usage taxes, construction excise faxes, and interest
associated with the current fiscal period are all considered fo be susceptible to accrual and so have been
recognized as revenues of the current fiscal period. Entitlements are recorded as revenues when all eligibility
requirements are met, including any time requirements and the amount is received during the period or within the
availability requirements have been met, and the amount is received during the period or within the availability
period for this revenue source {60 days of year-end). However, those resources not available for spending in the
current period and, therefore should be classified as a deferred inflow of resources. Expenditures-driven grants
are recognized as revenue when the qualifying expenditures have been incurred and all other eligibility
requirements have been met, and the amount is received during the period or within the availability period for this
revenue source {(within 60 days of year-end). Accordingly, such resources should be reported as uneamned
revenue in the liability section of the general fund’s Bafance Sheet. All other revenue items are considered to be
measurable and available only when cash is received by the Municipality.
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Expenditures are recorded when the related fund liability is incurred, as under accrual accounting. However, debt
service expenditures, as well as expenditures related to compensated absences, and claims an judgments, are
recorded only when payment is due. General capital asset acquisitions are reported as expenditures in
governmental funds. Principal and inferest on bands payable are recorded when they matured (when payment is
due), except for principal and interest of bonds due on July 1, 2014, which are recorded as governmental fund
liabilities of June 30, 2014 which is the date when resources were available in the debt service fund. Proceeds of
general long-term debt and acquisitions under capital leases, if any, are reported as other financing sources.

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

The measurement focus of the GFFS is on decreases of net financial resources (expenditures) rather than
expenses. Most expenditures are measurable and are recorded when the related governmentat fund liabilify is
incurred. Allocation of costs, such as depreciation and amortization, are recorded in the accompanying Statement
of Activities, but are not recorded in the accompanying GFFS.

C. Stewardship, Compliance, and Accountability
Budgetary Information

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

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

For budgetary purposes, encumbrance accounting is utilized to the extent necessary to assure effective
budgetary control and accountability and to facilitate effective cash planning and control. The encumbrances (i.e.,
purchase orders, contracts) are considered expenditures when incurred. For GAAP reporting purposes,
encumbrances outstanding at year-end are reported as assigned fund balances and do not constitute
expenditures or liabilities because the commitments will be honored during the subsequent year. In addition,
under the budgetary basis of accounting, revenues are recorded when cash is received.

The unencumbered balance of any appropriation at the end of the year will lapse at the end of such fiscal year.
Other appropriations, mainly capital project appropriations, are continuing accounts for which the Municipal
L egistature has authorized that an unspent balance from the prior year be carried forward and made available for
current spending.
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The Municipality follows these procedures, in accordance with law, in order to establish the budgetary data
reflected in the Budgetary Comparison Schedule — General Fund.

Original Budget

1.

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

The budget document is available for public inspection prior to its approval by the Municipal Legislature.

The Office of the Commissioner of Municipal Affairs examines the budget to verify if it complied with the

“law’s standards and sends it to the Mayor for any comments or recommendation before the limited date

establishes by the Law.

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

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

Final Budget

The final budgetary data presented in the Budgetary Comparison Schedule — General Fund reflects the following
changes to the original budget:

1.

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

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

The Annual Appropriation Ordinance adopts the budget at the character level of expenditure within
departments. As described above, the Mayor is authorized to make certain transfers of appropriations
within departments. Accordingly, the legal level of budgetary conirol by the Municipal Legislature is the
department Level.

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

1.

2.

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

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

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

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

D. Assets, Liabilities, and Net Assets

1) Cash and Investment, and Cash with Fiscal Agent

2)

The Municipality's cash and investment are composed of demand deposits in commercial banks, demand
deposits in the Governmental Development Bank of Puerto Rico (GDB}, and cash equivalents in commercial
banks. The Municipality has adopted the Staterent of Uniform Investment Guidelines for the Municipalities
of the Commonwealth of Puerto Rico, issued by the GDB as promulgated by Act No. 113 of August 3, 1995.
The Finance Director of the Municipality, follow the guidelines, is responsible for investing the available
resources in certificates of deposit and other short-term invesiments. Investments are made from the
available combined funds of the Municipality and, accordingly, it is not practical to disclose certificates of
deposit and other short-term investments individually by fund in the combined financial statements. Interest
eamed on cerfificates of deposit and interest bearing commercial bank accounts are recognized as revenue
in the General Fund. Cash

in the Special Revenue and Capital Project Funds are restricted; accordingly, resources available were not
used for pool investments. Cash Equivalents are investments with an original maturity of 90 days or less.

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

Receivables and Payables

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

Advance between funds, as reported in the fund financial statements, if any, are offset by a fund balance
reserve account in applicable governmental funds to indicate that they are not available for appropriation and
are not expendable available financial resources.
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3)

4

Receivables consist of all revenues eamed but not collected at June 30, 2014. These account receivables
are shown net of estimated allowances for uncollectible accounts, which are determined upon past collection
experience, historical trends, and current economic conditions. Intergovernmental receivables in the general
fund represent mostly sales and usage taxes, federal grant and contributions, property tax accounts that are
tevied by Municipal Revenue Collection Center (MRCC), a governmental entity created by the Government.
Intergovernmental receivables in the other governmental funds represent amounts owed to the Municipality
for reimbursement of expenditures incurred pursuant to federally funded grant and contributions and state
appropriations, and the amount in the debt service fund represents the distribution of property tax collected
which is resfricted for the debt service.

Accounts payable represent amounts, including salaries and wages, owed for goods and services received
prior to year-end.

Inventiories

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

Capital Assets

Capital assets, which include fand, buildings and improvement, machinery and equipment, motor vehicles,
and infrastructure assets {e.g., roads, bridges, sidewalks, and similar items), are reported in the applicable
governmental or business-type activities columns in the GWFS. Capital assets, other than infrastructure
assets, are defined by the govemment as assets with an initial, individual cost of more than $500 (amount
not rounded) and an estimated useful life in excess of two years. For improvements other than buildings, the
capital outlay must be greater than $10,000, extend the estimated useful life for ten years, and be greater
than 10% of the original cost of the asset. The Municipality reports infrastructure assets on a network and
subsystem basis. Accordingly, the amounts spent for the construction or acquisition of infrastructure assets
are capitalized and reported in the government-wide financial statements regardless of their amount.

In the case of the initial capitalization of general infrastructure assets (i.e., those reported by Governmental
Activities) the government chose to include all such items regardless of their acquisition date or amount.

The Municipality was able to estimate the historical cost for the initial reporting of these assets through back
trending {i.e., estimating the current replacement cost of the infrastructure fo he capitalized and using an
appropriate price-level index to deflate the cost to the acquisition year or estimated acquisition year). As the
government constructs or acquires additional capital assets each period, including infrastructure assets, they
are capitalized and reported at historical cost. The reported value excludes normal maintenance and repairs
which are essentially amounts spent in relation fo capital assets that do not increase the capacity or
efficiency of the item or extend its useful life beyond the original estimate. In the case of donations the
government values these capital assets at the estimated fair value of the item at the date of its donation.
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9)

Capital outlay is recorded as expenditures of the General Fund and other governmental funds and as assets
in the GFFS to the extent the Municipality capitalization threshold is met. Depreciation and amortization
expense is recorded only in the GWFS. Depreciable capital assets are generally depreciated or amortized
over their estimated useful lives under the straight-line method, except for equipment held under capital
leases which is depreciated over the shorter of its

estimated useful life or the lease term. No CAPITAL ASSETS YEARS
depreciation is recorded for fand and construction | Buildings and Site Improvements 40
in progress. The estimated useful lives of major | Infraestructure 40
capital asset categories are; Motor Vehicles, Furniture and Fixtures 5
Machinery and Eguipments 3-5

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

Impaired capital assets that will no longer be used by the Municipality, if any, are reported at the lower of
carrying value or fair value. Impairment losses on capital assets with physical damages that will continue to
be used by the Municipality are measured using the restoration cost approach. Impairments of capital assets
that are subject to a change in the manner or duration of use, or assets affected by enactment or approval of
laws or regulations or other changes in environmental factors or assets that are subject to technological
changes or obsolescence, if any, are measured using the service units approach.

The Municipality is prevented legally from entering into obligations extending beyond one fiscal year, and
most lease agreements entered by the Municipality contain fiscal funding clauses or cancellation clauses that
make the continuation of the agreements subject to future appropriations. The Municipality's lease
agreements do not include contingent rental payments no escalation clauses. Accordingly, lease payments
are recorded in the GWFS as expense when incurred.

Deferred Outflows/inflows of Resources

In addition to assets, the Statement of Financial Position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of resources,
represents a consumption of net position that applies to a future period and so will not be recognized as an
outflow of resources (expensefexpenditure) until then. The Municipality has no items that qualify for reporting
in this category.

In addition to liabifities, the Statement of Net Posifion will sometimes report a separate section for deferred
inflows of resources. This separate financial statement element, deferred inflows of resources, represents an
acquisition of net position that applies to a future pericd(s) and so will not be recognized as an inflow of
resources (revenue) until that time. The Municipality has no items that qualify for reporting in this category.

The Municipality has items, which arises only under a modified accrual basis of accounting that qualifies for
reporting in deferred inflows of resources. Accordingly, the items, unavaifable revenue, is reported only in the
governmental funds Balance Sheet. The govemmental funds report unavailable revenues from two sources:
Christmas Bonus Reimbursement from the Commonwealth and Federal Grants. These amounts are deferred
and recognized as an inflow of resources in the period that the amounts become avaitable.
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6)

7)

8)

Unearned Revenues

In the GWFS, uneared revenues arise only when the Municipality receives resources before it has a legal
claim to them. In the GFFS, arises when the foilowing situations occur: potential revenue does not meet both
the measurable and available criteria for revenue recognition in the current period.

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

The liabilities reported in the GWFS include the general and special obligation bonds, long-term notes, other
noncurrent liabilities (e.g., vacation, sick leave, claims and judgments, noncurrent liabilities to other
governmental entities and third parties, and landfilf post closure care costs). Bond premiums and discounts, if
any, are deferred and amortized over the iife of the bonds using the effective interest method. Bonds payable
are reported net of the applicable bond premium or discount, if any. As per GASB Statement No. 65, Bond
issuance Costs incurred are reported as expense in the fiscal year incurred.

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

Compensated Absences

The Municipality accrues accumulated unpaid vacation and sick leave and associated employee-related
costs when eamed {or estimated to be earned) by the empioyee. The Municipality's employees are granted
30 days of vacations and 18 days of sick leave annually. Vacations may be accumulated up to a maximum of
sixty (60} days and sick leave up to a maximum of ninety (90) days. In the event of employee resignation, the
employee is paid for accumulated vacation days up to the maximum allowed at the current rate. Separation
from employment prior to use of all or part of the sick leave terminates all rights for compensation, except for
employees with ten years of service who are entitled to sick leave pay up to the maximum aliowed. The
Municipality accrued a liability for compensated absences, which meet the following criteria: (1) the
Municipality's obligation relating to employee's rights to receive compensation for future absences is
attributable to employee's services already rendered; (2) the obligation relates to rights that vest or
accumulate; (3) payment of the compensation is probable; and (4) the amount can be reasonably estimated.

In accordance with the above criteria and requirements in conformance with GASB Accounting Standards
Codification Section C60, Compensated Absences, the Municipality has accrued a liability for compensated
absences, which has been earned but not taken by Municipality's employees, including its share of social
security and Medicare payments made on behalf of the employees in the accrual for vacation and sick leave
pay using salary rates effective at June 30, 2014. All vacation pay is accrued when incurred in the GWFS.
For the GWFS, the current portion is the amount estimated to be used in the following year. For the GFFS,
all of the compensated absences are considered long-term and therefore, are not a fund liabiity and
represents a reconciling item between the fund level and government-wide presentations. Also, GFFS record
expenditures when employees are paid for leave or the balance due in accrued upon the employee's
separation from employment.
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9) Claims and Judgments

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such as from
adjudicated or settled claims, is recorded in the General Fund when the liability is incurred. The Long-Term
Liabilities includes, when appropriate, an amount estimated as a contingent liability or liabilities with a fixed or
expected due date, which will require future avaitable financial resources for its payment.

10) Accounting for Pension Costs

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

For the purpose of applying the requirements of GASBS No, 27, as amended, the state government of the
Commonwealth is considered io be the sponsor of the Employees’ Retirement System of the Govemment of
the Commonwealth of Puerto Rico (ERS), a multiemployer cost-sharing defined benefit pension plan and
Defined Contribution Hybrid Program, in which the employees of the Municipality participate. The
Municipality is considered a participant, and not a sponsor, of these retirement systems since the majority of
the participants in the aforementioned pension trust funds are employees of the Commonwealth and the
basic financial statements of such retirement systems are part of the financial reporting entity of the
Commonwealth. Act No. 3 was enacted on April 4, 2013, amended the Act No. 447 for the purpose of
establishing a major reform of the ERS effective on July 1, 2013 (see Note 18).

11) Net Position/Fund Balance
A) Net Position

Net position represent the difference between assets, deferred outflows of resources, liabilities, and
deferred inflows of resources in the government-wide financial statements.

The GWFS utilize a net position presentation, which are categorized as follow:

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

Net investment in capital assets is comprised of the following:

Governmental
Activities
Capital Assets, Net of Accumulated Depreciation....................... $46,237,345
Qutstanding Balance on Related Debt...........ccoooovcvevnns (4,223,261)
Unspent Capital Debt Proceeds ..o 856,778
Net Investment in Capital ASSEBLS ............ceeeer e $42 870,862
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B)

s Restricted Net Posifion — These result when constraints placed on net assets use are either
externally imposed by creditors, grantors, contributors, and the like, or imposed by law through
constitutional provisions or enabling legislation.

o Unrestricted Net Position — These consist of net assets which do not meet the definition of the two
preceding categories. Unrestricted net position often are designated, to indicate that management
does not consider them to be available for general operations. Unrestricted net position often have
constraints on resources that are imposed by management, but can be removed or modified.

Net Position Flow Assumption

Sometimes the Municipality will fund outlays for a particular purpose from both restricted {e.g., restricted
bond or grant proceeds) and unrestricted resources. In order to calculate the amounts to report as
restricted — net position and unrestricted — net position in the GWFS, a flow assumption must be made
about the order in which the resources are considered to be applied. It is the Municipality's policy to
consider restricted — net position to have been depleted before unrestricted — net position is applied.

Fund Balance
Fund Balance Classification

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

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

Fund Balance Flow Assumption

Sometimes the Municipality will fund outlays for a particular purpose from both restricted and
unrestricted resources (the total committed, assigned, and unassigned fund balance). In order to
calculate the amounts to report as restricted, committed, assigned, and unassigned fund balance in the
GFFS a flow assumption must be made about the order in which the resources are considered to be
applied. 1t is the Municipality’s policy to consider restricted fund balance to have been depleted before
using any of the components or unrestricted fund balance. Further, when the components of unrestricted
fund balance can be used for the same purpose, committed fund balance is depleted first, followed by
assigned fund balance. Unassigned fund balance is applied last.
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Fund Balance Pblicy

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

Restrictions of Fund Balance

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

Policy on Committing Funds

It is the policy of the Municipality that fund balance amounts will be reported as “Committed Fund
Balance” only after formal action and approval by Municipal Legislature. The Municipal Legisiature has
the authority fo separate funds for specific purposes. Any separate fund as Committed Fund Balance
requires the adoption of a resolfution by a simple majority of votes. The adoption of the resolution should
be carried out before June 30 of the fiscal year to implement. If the actual amount of the commitment is
not available through June 30, the resolution should establish the process or formula required to
calculate the exact amount as scon as information is available in the following fiscal year.

For example, the Municipal Legislature may approve a motion prior to year-end financial statements, if
available, up to a specified doltar amount as Committed Fund Balance for capital projects. The exact
dollar amount to be reported as Committed Fund Balance for capital projects may not be known at the
fime of approval due fo the annual financial audit not yet being complefed. This amount can be
determined at a later date when known and appropriately reported within the year-end financial
statementis due to the Municipal Legislature approving this action before year-end.

It is the policy of the Municipality that the Municipal Legislature may commit fund balance for any reason
that is consistent with the definition of Committed Fund Balance contained within GASBS 54. Examples
of reasons to commit fund balance would be to display intentions to use portions of fund balance for
future capital projects, stabilization funds, or to earmark special General Fund revenue streams unspent
at year-end that are intended to be used for specific purposes.

After approval by the Municipal Legislature, the amount reported as Committed Fund Balance cannot be
reversed without ufilizing the same process required to commit the funds. Therefore, it is the policy of
the Municipality that funds can only be removed from the Committed Fund Balance category after
resolution and approvat by the Municipal Legislature.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
Policy on Assigning Funds

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

Policy on Unassigned General Fund Balance

It is the goal of the Municipality to achieve and maintain an Unassigned General Fund Balance equal to
10% of budgeted expenditures. The Municipality considers a balance of less than 5% to be a cause for
concemn, barring unusual or deliberate circumstances, and a balance of more than 15% as excessive.
An amount in excess of 15% is to be considered for reservation to accumulate funding for the purchase
of machinery and equipment, for capital projects, andfor reduces tax levy requirements, and shall be
determined in conjunction with the annual budget process. in the event that the Unassigned General
Fund Balance is less than the policy anticipates, the Municipality shall plan to adjust budget resources in
the subsequent fiscal years fo restore the balance. Appropriation from unassigned General Fund
balance shall require the approval of the Municipal Legislature and shall be only for specific
disbursements, such as one-time expenditures and capital asset purchases, and not for ongoing
expenditures unless a viable plan designated to sustain the expenditures is simultaneously adopted. The
Municipality hasn't met its GASB 54 fund balance targets at June 30, 2014.

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

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

This space is intentionally left in blank.
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C} Components of Fund Balance

CAPITAL OTHER TOTAL
GENERAL SBGP IMPROVEMENT DEBT GOVERNMENTAL GOVERNMENTAL
FUND FUND FUND FUND FUNDS FUNDS
Nonspendable $ - % - § - § - % - ¥
Restricted For:
Improvement and Censiuction of Facilites - - 1,186,689 - - 1,186,689
Capital Qutiay - - - - 1,144,516 1,144,516
Welfare - - - - 43578 43,579
Debt Repay ment - - - 1,012,039 - 1,012,039
Total Restricted - - 1,186,680 1,M2,039 1,188,085 3,386,823
Committed For:
General Govemment - - - - 1,380,154 1,360,154
Totat Committed - - - - 1,380,154 1,380,154
Assigned For:
General Govemment - - - - 3547 3547
Total Assigned - - - - 3547 3,547
Unassigned: {1,426,159) - - - (1,171) (1,427,330}
Total Fund Balances $ (1,426159) § - § 1,186,688 § 1,012,039  § 2,570,625 § 3,343,194

E. Interfund Transactions

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

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

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

The Municipality carries commercial insurance to cover property and casualty, theft, tort claims and other losses.
Insurance policies are negotiated by the Puerto Rico Treasury Department and costs are allocated among alt the
municipalities of Puerto Rico. Also, principal officials of the Municipality are covered under various surety bonds.
Cost of insurance allocated to the Municipality and deducted from the gross property tax collections by the MRCC
for the year ended June 30, 2014 amounted fo approximately $242,885.

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

The Municipality obtains workers compensation insurance though the State Insurance Fund Corporation {SIFC),
a component unit of the Commonwealth of Puerto Rico. This insurance covers workers against injuries, disability
or death because of work or employment-related accidents, or because of illness suffered as a consequence of
their employment. Cost of insurance allocated to the Municipality and deducted from the gross property tax
collections by the MRCC for the year ended June 30, 2014 amounted to $183,934.

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

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

G. Use of Estimates

The preparation of the basic financial statements in conformity with GAAP requires management fo make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent
assets and liabilities at the date of the basic financial statements and the reported revenue and expenses during
the reporting period. Actual result could differ from those estimates.

H. Reclassifications

Various reclassifications have been made in the accompanying basic financial statements which affect the
comparability with the basic financiat statements issued for previous fiscal years.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
l.  Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board (CASB) issued the following pronouncements that have effective
dates after June 30, 2014:

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

The primary government of the Commonwealth, as wefl as its component units and the municipalities, are
considered "cost-sharing” employers of the Retirement Systems; therefore, they would report its allocated
share of the Commonwealth’s resulting Net Pension Liability from Statement 67 as follows:

e Based on the their respective individual proportion to the collective net pension liability of all the
governments participating

« The proportion should be consistent with the methed used to assess contributions (percentage of
payroll). The use of their respective long term expected contribution effort fo Retirement Systems
divided by those of alf governments in the plan, is encouraged.

The provisions of this Statement are effective for financial statements for periods beginning after June 15,
2014 (FY2014-2015). Earlier application is encouraged. The Commonwealth and the Retirement Systems
are in the process of evaluating the impact of this Statement on its agencies and component units and also
on the municipalities of the Commonwealth. The information to adopt this Statement will be based on the
new actuarial reports to be prepared under the new Statement No. 67.

GASB Statement No. 69, Government Combinafions and Disposals of Government Operafions. This
Statement establishes accounting and financial reporting standards related to government combinations and
disposals of government operations. As used in this Statement, the term government combinations includes
a variety of transactions referred to as mergers, acquisitions, and transfers of operations.

The distinction between a government merger and a government acquisition is based upon whether an
exchange of significant consideration is present within the combination transaction. Government mergers
include combinations of legally separate entities without the exchange of significant consideration. This
Statement requires the use of carrying values to measure the assets and fiabilities in a government merger.
Conversely, government acquisitions are transactions in which a government acquires another entity, or its
operations, in exchange for significant consideration. This Statement requires measurements of assets
acquired and fiabilities assumed generally to be based upon their acquisition values. This Statement also
provides guidance for transfers of operations that do not constitute entire legally separate entities and in
which no significant consideration is exchanged. This Statement defines the term operations for purposes of
determining the applicability of this Statement and requires the use of carrying values to measure the assets
and liabilities in a transfer of operations.
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A disposal of a government's operations results in the removal of specific activities of a government. This
Statement provides accounting and financial reporting guidance for disposals of government operations that
have been transferred or sold. The requirements of this Statement are effective for government combinations
and disposais of government operations occurring in financial reporting periods beginning after December
15, 2013 (FY 2014-2015), and should be applied on a prospective basis.

GASB Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date—
an amendment of GASB Statement No. 68. This Statement eliminates a potential source of understatement
of restated beginning net position and expense in a govermnment's first year of implementing GASB Statement
No. 68, Accounting and Financial Reporting for Pensions. To correct this potential understatement,
Statement 71 requires a state or local government, when transitioning to the new pension standards, to
recoghize a beginning deferred outflow of resources for its pension contributions made during the time
between the measurement date of the beginning net pension liability and the beginning of the initial fiscal
year of implementation. This amount will be recognized regardless of whether it is practical to determine the
beginning amounts of all other deferred outflows of resources and deferred inflows of resources related to
pensions. The provisions are effective simultaneously with the provisions of Statement 68, which is required
to be applied in fiscal years beginning after June 15, 2014 (FY 2014-2015).

The Municipality has not yet determined the effect these statements will have on the Municipality's basic
financial statements.

3. CASH AND INVESTMENTS

Cash in Banks

Puerto Rico laws authorize governmental entities to invest in direct obligations or obligations guaranteed by the
federal government or the Commonwealth of Puerto Rico (Stafement of Uniform Investment Guidelines for the
Municipalities of the Commonwealth of Puerto Rico, issued by the GDB as promulgated by Act No. 113 of August 3,
1995). The Municipality is also allowed to invest in bank acceptances, other bank obligations and cerfificates of
deposit in financial institutions authorized fo do business under the federal and Commonwealth laws. During the year,
the Municipality invested its funds in interest bearing bank accounts.

The Municipality follows the practice of pooling cash. At June 30, 2014, the cash are maintained in commercial banks
with a balance of $2,627 388 of which $1,634,509 in the General Fund, $239 in the CDBG Fund, $9 in the Capital
Improvement Fund, and $992,631 in Other Governmental Funds. The balance in cash account is available to meet
current operating requirements and any unresfricted excess, if any, is generally deposited in accounts with
commercial banks. Any deficiency in the cash account is assumed by the general fund and covered through future
budgetary appropriation.

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

Cash with fiscal agent in the debt service fund consists principally of property tax collections amounting to $1,887,919
that are restricted for the payment of the Municipality's debt service, as required by law. Cash with Fiscal Agent in
General Fund consist of $162,608, in Capital Improvement Fund consist of $382,901 and in other governmental funds
consist principally of $269,187 of unspent proceeds of bonds that are restricted for the acquisition, construction or
improvement of major capital assets. The amounts deposit in GDB is maintained in interest bearing accounts and is
not collateralized.
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Municipality follows the provisions of GASB Accounting Standards Codification Section C20, Cash Deposit with
Financial Institutions, related with cash deposit and interest-eaming investment contract with financial institutions.
Accordingly, the following is essential information about credit risk, interest rate risk, custodial credit risk, and foreign
exchange exposure of deposits and investments of the Municipality at June 30, 2014:

Credif Risk

This is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. At June 30, 2014, the
Municipality has invested only in cash in banks of $2.6 million which are insured by the FDIC, generally up to a
maximum of $250,000. As previously mentioned, public funds deposited by the Municipality in commercial banks must
be fully collateralized for the amounts deposited in excess of the FDIC coverage. No investments in debt of equity
securities were made during the Fiscal Year ended June 30, 2014. Therefore, the Municipality's management has
concluded that the credit risk related to any possible loss related to defaults by commercial banks on the Municipality's
deposits is considered low at June 30, 2014.

Custodial Credit Risk

This is the risk that, in the event of the failure of a depository financial institution, the Municipality will not be able to
recover its cash and investments or will not be able to recover collateral securities that are in the possession of an
outside party. Pursuant to the Investment Guidelines for the Govermnment adopted by GDB, the Municipality may
invest in obligations of the Government, obligations of the United States, certificates of deposit, commerciat paper,
banker's acceptance, or in pools of obligations of the municipalities of Puerto Rico, which are managed by GDB. At
June 30, 2014, the Municipality has balances deposited in commercial banks amounting to $2.6 million which are
insured by the FDIC up to the established limit and the excess are fully collateralized as explained above. Deposits in
GDB, amounting to $3.3 million are uninsured and uncollateralized. However, no losses refated to defaults by GDB on
deposit transactions have been incurred by the Municipality through June 30, 2014. It is management's policy to only
maintain deposits in banks affiliated to FDIC to minimize the custodial credit risk, except for GDB. Therefore, the
Municipality's management has concluded that at June 30, 2014, the custodial credit risk associated with the
Municipality’s cash and cash equivalents is considered low.

Interest Rate Risk

This is the risk that changes in interest rates of debt investments will adversely affect the fair value of an investment.
The Municipality manages its exposure to declines in fair values by: (1) not including debt or equity investments in its
investments portfolio at June 30, 2014, (2} limiting the weighted average maturity of its investments in certificates of
deposit to periods of three months or less, and (3) keeping most of its banks deposits and certificates of deposit in
interest bearing accounts generating interest at prevailing market rates. Therefore, at June 30, 2014, the interest risk
associated with the Municipality's cash and cash equivalent is considered fow.

Foreign Exchange Risk

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

The due from governmental units for the fiscal year ended June 30, 2014 corresponds to $63,417 from Puerto Rico
Treasury Department for the Christmas Bonus, $140,391 from Puerto Rico Department of Labor and Human
Resources for Act Number 52, and $1,374 from other state assignments.

5. ACCOUNTS RECEIVABLE - FEDERAL GRANTS

The due from federal grants of the Other Governmental Funds for the fiscal year ended June 30, 2014 corresponds to
$20,129 from the Section 8 Housing Choice Vouchers Program, and $45,505 from Child Care and Development Block
Grant.

6. UNEARNED REVENUES

Government-wide Statement of Net Position does not report deferred inflows of resources, but report uneamed
revenues for resources receive before it has a legal claim to them. Governmental funds Balance Shest report
unearmned revenues in connection with cash collected for revenues that are not considered to be available to liquidate
liabilities of the current period as follows:

Governmental Funds:

Volume of Business Taxes $ 604,126
Total Unearned Revenues $ 604,126

7. DEFERRED INFLOW OF RESOURCES

Governmental funds Balance Sheetf report deferred inflows of resources in connection with receivables for revenues
that are not considered to be available to liquidate liabilities of the current period (unavailable). Governmental funds
also defer revenue recognition in connection with resources that have been received, but not yet eamed. At the end of
the current fiscal year, the various components of deferred inflows of resources reported in the basic financial
statements were as follows:

Governmental Funds:

Chrisimas Bonus - Commonwealh  $ 63,417
Federal Grants:
CDBG Fund 1,541,724
Child Care Food Program 14,892

Total Deferred Inflows of Resources $ 1,620,033

This space is intentionally left in blank,
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8. INTERFUND RECEIVABLE, PAYABLES AND TRANSFERS
A. Interfund Receivable and Payable Balances

Due toffrom Other Funds at June 30, 2014 are summarized as follows:

INTERFUND INTERFUND
RECEIVABLE PAYABLE AMOUNT
Capital ImprovementFund ~ General Fund $ 20,869
Other Governmental Funds ~ General Fund 1,323,715
Generat Fund CDBG Fund 57,515
Capital ImprovementFund ~ Other Governmental Funds 182,910
Total $ 1,565,000

B. Interfund Transfers

Transfers are indicative of funding for capital projects or debt service, and subsidies of various operations.

INTERFUND TRANSFERS WITHIN THE GOVERNMENTAL FUNDS
SOURCES TRANSFERTO . AMOUNT PURPOSE
General Fund Other Governmental Funds  § 10,456 Operating Purpose
General Fund Debt Service Fund 60,481 DebtPayments
Debt Service Fund General Fund 248,000 Equity Transfer
Total $ 318,937

9. DUE TO OTHER GOVERNMENTAL UNITS

As of June 30, 2014, balance due to other governmental units of the General Fund is to the Puerto Rico Retirement
Administration ($69,8686), and the Puerto Rico Aqueduct and Sewer Authority ($110,570).

This space is intentionally left in blank.
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10. CAPITAL ASSETS

Capital Assets activities for the fiscal year ended June 30, 2014 was as follows:

BALANCE BALANGE
JULY 1, JUNE 30,
DESCRIPTION 2013 ADJUSTMENT INCREASES DECREASES 2014
Non-Depreciable Capital Assets:
Land $ 19,433,560 % - % -3 - § 19,433,580
Work of Art 1,500 - - - 1,500
Canstruction in Progress 4,849,455 - - - 4,849,455
Total Non-Depraciable Capital Assels 24,284,515 - . - 24284515
Depreciable Capital Assets:
Buildings and Buildings Improvements 21,454,974 - - - 21,454,974
Infrastructure 9,342,894 - - - 9,342,804
Vehicles, Machinery and Equipment, and
Furniture and Fixtures 4,157,991 - 63,431 - 4,221,422
Tolal Depreciable Capital Assets 34,955,855 - 63,431 - 35,019,290
Less Accumulated Depreciation:
Buildings and Buildings Improvements (5,0118,418) - (429,029) - (5,447,515}
Infrastructure (3,778,642) - (186,858) - (3,965,500}
Vehicles, Machinery and Equipment, and
Furniture and Fix tures (3,442,374} - (211,071) - (3,653,445)
Total Accumulated Depreciation (12,239,432} - (827.028) - (13,066,460)
Total Deprecizble Capital Assels (Nef} 22,716,427 - (763,597) - 21,852,830
CAPITAL ASSETS, NET $ 47,000,942 % - §  (763597) & - § 46,237,345

Depreciation expenses were charged to govemmental functions/programs as follows:

AMOUNT

Mayor and Municipal $ 248,108
General Government 49,622
Public Safety 99,243
Publc Works 206,757
Culiure, Recreation and Education 66,162
Health and Welfare 109,995
Urban and Economic Development 47,141

Total Depreciaion Expenses $ 827,028
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11. NONCURRENT LIABILITIES
A. General Obligations Bonds and Special Obligations Bonds
The principal long-term obligations of the Municipality are general obligation bonds and special obligation bonds
issued to finance the construction and improvements of public facilites and purchase of machinery and
equipment. The Municipality's obligations long-term debt retirements are appropriated and paid from resources
accumulated in the Debt Service Fund {See Note 12).

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

Issue Original Maturity Interest Batance
Type of Obligation and Purpose Date Borrowing Date Rate Amount
General Obligation Bonds:
Property Taxes Income:
General Constuction 1998 $ 576,000 2023 4.50% $ 250,000
General Constructon 1996 514,000 2020 4.50% 205,000
Operational Purpose 2002 370,000 2016 1.38% 115,000
General Construction 2000 239,000 2025 4.50% 144,000
General Construction 2003 285,000 2027 4.73% 210,000
Operational Purpose 2005 475,000 2014 1.63% 60,000
Operational Purpose 2005 1,140,000 2019 1.63% 555,000
Operafional Purpose 2009 1,035,000 2015 4.75% 355,000
Purchase of Equipment 2012 104,000 2019 3.75% 77,400
Operational Purpose 2014 1,685,000 2038 6.00% 1,685,000
Operational Purpose 2014 740,000 2027 6.00% 740,000
Total General Obligation Bonds 4,436,400
Special Obligation Bonds:
General Revenues:
General Consfruction 1997 400,000 2016 1.63% 70,000
Subtotal 70,000
Sales and Usage T axes:
Operational Purpose 2008 505,000 2015 1.63% 180,000
Purchase of Equipment 2009 670,000 2015 1.63% 230,000
General Construction 2012 3,160,000 2031 6.00% 3,005,000
Subtotal 3,415,000
T otal Special Obligation Bonds 3,485,000
Total Generat and Special Obligation Bonds $ 7,921,400
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11. NONCURRENT LIABILITIES - continuation

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

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

B. Legal Debt Limit and Legal Debt Margin

On March 9, 2009, the Commonwealth of Puerto Rico approves Law Number 7 that provides for revision of the
valuation of property subject to taxation and imposes special property taxes for the Commonwealth. The
Municipality debt limits are 10% of valuation of property subject to taxation, plus the balance of the special ad
valorem taxes in the Debt Service Fund. In addition, before any new bonds are issued, the revenues of the Debt
Service Fund should be sufficient to cover the projected debt service requirement. Additional legal debt margin
was determine for the issuance of the special obligations bonds that are paid through retention made by the
MRCC from monthly advance of annual property tax and subsidy send to the Municipality.

C. Other Long-Term Debts

Following are the other noncurrent liabilities as of June 30, 2014 and corresponding change during the fiscal year.

BALANCE RETIREMENTS BALANCE AMOUNT'S AMOUNT'S

JULY 1, NEW AND JUNE30, DUEWITHIN DUEAFTER

DESCRIPTION 2013 ISSUES  ADJUSTMENT 2014 ONE YEAR NEXT YEAR

Law Number 146-MRCC $ 73985 § -3 (3894) § 70,091 s § 66197

Law Number 42-MRCC 188,683 - (5,196) 183,487 5,523 177,964

Christmas Bonus 133,612 126,834 {133,612) 126,834 126,834 -
Puerto Rico Depariment of Labor

and Human Resources 67,412 - (62,226) 5,186 5,186

Claims and Judgments 21,000 {21,000} - -

Department of Treasury of Puerto Rico 246,648 {52,778) 193,870 58,305 136,565

Compensated Absences 1,621,406 126,432 {124,770 1,622,068 824,900 797,168

TOTAL $ 2106098 $ 498914 § {403476) S 220153 $ 1024642 $ 1,1768%

MRCC

On July 1, 2002, the Municipality entered into a repayment agreement with the GDB and MRCC to repay the
uncollectible property fax sale authorized by the enacted Law Number 42. The fotal amount of debt is $227,770 fo
be paid during 30 years plus annual interest of 6.1875%.

On July 1, 2007, the Municipality entered info a repayment agreement with the GDB and MRCC to repay the

uncollectible property tax sale authorized by the enacted Law Number 146, The total amount of debt is $97,362 to
be paid during 25 years plus annual interest of 2.504%.
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11. NONCURRENT LIABILITIES - continuation
Christmas Bonus

This amount represents the estimated accrued Christmas bonus accumulated as of June 30, 2014 and payroll
refated benefits, representing the benefit to employees to be paid during the first week of December 2014.

Department of Labor and Human Resources

On June 30, 2011, the Municipality entered into a repayment agreement with the Department of Labor and
Human Resources to repay the unemployment benefit as of June 30, 2011. The repayment agreement is payable
in monthly aggregate installments of principals and interest of 8.00% of $6,144.83. The original amount of debt is
$221,213.96 under the agreement to be paid during 3 years.

Department of Treasury of Puerto Rico
On June 5, 2013, the Municipality entered into a repayment agreement with the Department of Treasury of Puerto
Rico for contributions retained and no remitted as of December 2012. The repayment agreement is payable in

monthly aggregate installments of principals and interest of 10.00% of $6,255.25. The original amount of debt is
$248,648.93 under the agreement to be paid during 4 years.

Compensated Absences

This amount represents the estimated accrued vacation benefits, accrued sick leave benefits and payroll related
benefits, representing the Municipality's commitment to fund such costs from future operations.

D. Changes in General Long-Term Debts

The following is a summary of changes in long-term debts for the year ended June 30, 2014

BALANCE RETIREMENTS BALANCE AMOUNTS AMOUNTS

JULY 1, NEW AND JUNE 30, DUEWITHIN DUE AFTER

DESCRIPTION 2013 ISSUES  ADJUSTMENT 2014 ONE YEAR NEXT YEAR
General Obligation Bonds  § 2,420,000 § 2425000 $  (408,600) $ 4436400 $ 486200 § 3,950,200
Speciat Obligaton Bonds 4,500,000 - (1,015,000) 3,485,000 315,000 3,170,000
Oter Obligatons 2,106,098 496,214 (403476) 2,201,636 1,024,642 1,176,894
TOTAL $ 9,026,008 §$ 2923914 § (1,827,076) $10,122,936 § 1,825,842 § 8,297,094

space is intentionally left in blank.

1




COMMONWEALTH OF PUERTO RicO NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF NAGUABO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

11. NONCURRENT LIABILITIES - continuation
E. Debt Compliance

There are a number of limitafions and restrictions contained in the various bond indentures. The Municipality
believes it is in compliance with all significant limitations and restrictions.

The annual requirements to amortize the general long-term debts outstanding as of June 30, 2014 are as follows:

General Obligation Bonds Special Obligation Bonds Other Noncurrent Ohligations
YEARENDING  PRINCIPAL INTEREST PRINCIPAL INTEREST PRINCIPAL INTEREST TOTAL
JUNE 30, PAYMENT PAYMENT PAYMENT PAYMENT PAYMENT PAYMENT PRINCIPAL INTEREST
015 $ 486,200 § 238152 § 35000 § 2625 & 104842 § 0747 § 1825842 § 500,724
N6 456,800 245,531 350,000 209,250 74174 237 879,974 478,018
07 298,500 223,519 100,000 193,900 81,288 16,026 479,788 433436
M8 269,100 208,367 110,000 186,550 10,525 11,623 389,625 406,540
2019 281,800 193,467 115,000 178,675 10,941 11,111 407,741 383,253
020-2024 908,000 773,168 705,000 756,175 61,933 46,850 1,674,933 1,576,203
2252029 697,000 506,483 1,005,000 460,425 77,058 23199 1,779,058 996,107
2030-2034 430,000 313877 765,000 84,879 63,807 7,232 1,278,807 405,984
20352039 610,000 120,751 - - 797,168 - 1,407,168 120,751
TOTAL $ 4436400 $ 2823306 $ 3485000 § 2301675 §  22015% § 176,035 § 10,1293 § 5,301,016

12. DEBT RETIREMENT

Revenues of the debt service fund consists of the ad-valorem property taxes which are recognized as revenue when
collected from taxpayers and reported by the MRCC of the Commonwealth of Puerto Rico to the Municipality (See
Note 13).

These property taxes are accumulated by the MRCC in costs of the general obligations bonds issued by the
Municipality {See Note 11). Payments are made to the Government Development Bank of the Commonwealth of
Puerto Rico from such accumulated funds by the MRCC.

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

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

Through this legislation a mechanism under which the SUT coliections entitlied fo receive the Commonwealth of
Puerto Rico each fiscal year, after complying with the deposits in the Tax Fund requires by Act No. 91-2008, shail be
deposited in a special fund created for the benefit of, and assigned to the municipaiities. This special fund is called the
"Local Government Fund” ("LGF"), which will be guarded by the Government Development Bank of Puerto Rico.
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12.

13.

DEBT RETIREMENT - continuation

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

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

PROPERTY TAXES

The Municipality is authorized by Act No. 81 to impose and collect property taxes from any natural or legal person
that, at January 1st of each calendar year: (1) is engaged in trade or business and is the owner of personal or real
property used in trade or business, or (2) owns residential real property with a value in excess of $15,000 (at 1957
market price). The MRCC is responsible for the assessment of all real and personal property located within the
Municipality and for the levy, administration and collection of the corresponding tax contribution. Real property taxes
are assessed by the MRCC as January 1%t of each year.

The personal property tax is seli-assessed by the taxpayer on a return, which is to be filed and paid in fuli by May 15
of each year with the MRCC and based on current values as of December 31 of previous year. Real property tax is
assessed by the MRCC on each piece of real estate and on each building or residence. The property tax confribution
is levied each year over the appraised value of the real property at the beginning of the calendar year. The real
property assessment is based on the current value existing in the year 1957.

The MRCC is responsible for the billing of real property taxes and collections of both, personal and real property taxes
on behalf of all the municipalities of Puerto Rico. Prior to the beginning of each fiscal year, the MRCC informs the
Municipality of the estimated amount of property taxes expected to be collected for the ensuing fiscal year.
Throughout the year, the MRCC advances funds to the Municipality based on the initial estimated collections. The
MRCC is required by law to prepare a setflement statement on a fiscal year basis, whereby a comparison is made
between the amounts advanced to the Municipality and amounts actually collected from taxpayers. This settlement
has to be completed on a preliminary basis not later than three months after fiscal year-end, and a final settlement
made not later than six months after year-end. If the MRCC remits to the Municipality property taxes advances, which
are less than the tax actually collected, a receivable from the MRCC is recorded at June 30. However, if advances
exceed the amount actually collected, a borrowing from MRCC is recorded at June 30. At the time of the preparation
of the financial statement, the difference between the advances and the final setflement to the General Fund is
pending of final determination.

43




COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF NAGUABO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

13,

14,

PROPERTY TAXES - continuation

The tax rate for fiscal year 2014 is 9.83% for real property and 6.53% for personal property of which 1.03% of both are
for the redemption of public debt issued by the Commonwealth of Puerto Rico and 8.80% and 5.50%, respectively,
belongs to the Municipality. Taxpayers pay 9.63% for real property and 6.33% for personal property and the remaining
0.20% is paid by the Commonwealth’s Secretary of the Treasury as a subsidy. As part of Act No. 83 of August 30,
1991, as amended, the exempt amount to be paid by the Puerto Rico Secretary of the Treasury to the Municipality
was frozen as of January 1, 1992. The remaining percentage is distributed as follows: {(a) 6.00% and 4.00%,
respectively, represents the Municipality's basic tax rate that is appropriated for general purposes and therefore
accounted for through the general fund. A portion of such amount is deposited in an equalization fund together with a
percentage of the net revenues of the Puerto Rico electronic lottery and a subsidy from the Gommonwealth of Puerto
Rico. The remaining portion belonging to the Municipality of 2.80% and 1.50%, respectively, represents the ad-
valorem property taxes withheld by the MRCC and restricted for debt service, which is accounted for through the debt
service fund (See Note 12). The Municipality has not reached the maximum statutory tax rate limit for the basic tax
while there is no limitation for the ad-valorem tax rate.

As previously mentioned, on March 9, 2009, the Commonwealth of Puerto Rico approves Act Number 7 that provides
for revision of the valuation of property subject to taxation and imposes special property taxes for the Commonwealth.
The effect of this Law was an increase in the valuation of the real properties and in the exemption granted for the
residential units occupied by their owners by multiply both amount by ten, Accordingly, the residential units occupied
by their owners are exempt from real property taxes on the first $150,000 assessed value. For such exempted
amounts, the Puerto Rico Secretary of the Treasury assumes payment of the basic tax to the Municipality (6.00%},
except for residential units assessed at less than $35,000 on which a complete exemption is granted. As part of Law
No. 83 of August 30, 1991, as amended, the exempt amount to be paid by the Puerto Rico Secretary of the Treasury
to the Municipality was frozen as of January 1, 1992. The Municipal Revenue Collection Center, instead of the
property taxpayer, becomes the source of payment in these cases.

In addition, the law grants a complete exemption from personal property taxes up to an assessment value of $50,000
to retailers with an annual net sales volume of less than $150,000. The MRCC advances to the Municipality, on
monthly payments, 100% of the contribution assessed over property for each fiscal year. In accordance to Law, these
advances will be contributions by the MRCC from taxpayers. The MRCC periodically informs to the Municipality the
amounts collected from taxpayers and applied to outstanding advances.

The Municipality records as revenue in the general fund the property tax contribution when received from monthly
advances from MRCC. Due to the fact that collections of property tax are applied to the advances of property tax paid
by the MRCC, the amortization of the advance at end of year was not available due to that is in process of verification

by external auditors.
The fiscal impact for the future years has not been determined by the Municipality's management.
VOLUME OF BUSINESS TAXES

The volume of business taxes is levied each year based on the prior year's gross revenues for all commercial and
industrial organizations doing business in the Municipality and which are not fotally or partially exempt from this tax
under the Industrial Incentives Acts of the Commonwealth of Puerto Rico. This is a self-assessed tax based on the
business volume in gross sales as shown in the tax return that is due five working days after April 15 of each year.
Entifies with sales volume of $3 million or more must include audited financial statements together with the tax return.
During the fiscal year ended June 30, 2014, the tax rates were as follows:

a. Financial institutions and savings and loan associations — 1.50%
bh. Other organizations — 0.50%
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15.

Taxes are payable in two equal semi-annual installiments on July 1 and January 1 following the date of levy. If they are
paid with declaration on or before the due date, the taxpayer is granted a 5% of discount. The volume of business tax
receivable represents filed tax retums that were uncollected as of June 30, 2014. Collections of taxes during current
fiscal year corresponding of the tax return based on the prior year gross sales are applicable to the next fiscal year
and recorded as unearned revenues in the General Fund.

SALES AND USAGE TAXES

Municipality imposes a Sales and Usage Taxes of 1.0% collected and belong to the Municipality on the sales price of
a taxable item or on the purchase price of all usage, storage or consumption of a taxable item (changes as per Act
Number 18 of 2014). All merchants required fo collect the Sales and Usage Taxes, are required to file a monthly Sales
and Usage Taxes Retum Fom, no later than the 20% of the following month from the month being reported. The Act
also provides for restrictions on the use of the resources to be invested in solid waste and recycling programs, capital
improvements and health and public safety costs.

The amount collected by the Puerto Rico Secretary of Treasury will be deposited in accounts or special funds in GDB,
subject to restrictions imposed and distributed as follows:

a. 0.2% will be deposited in a “Municipal Development Fund" fo finance costs as restricted by the Act;

h. 0.2% will be deposited in a “Municipal Redemption Fund” te finance loans to municipalities subject to
restrictions imposed by the Act; and

c. 0.1% will be deposited in a “Municipal Improvement Fund" to finance capital improvement projects. These
funds will be distributed based on legislation from the Commonwealth’s Legislature.

Sales tax receivable represents filed sales tax returns that were collected subsequent to June 30, 2014, but pertaining
fo the current year period. '

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

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

Through this legislation a mechanism under which the SUT collections entitled to receive the Commonwealth of
Puerto Rico each fiscal year, after complying with the deposits in the Tax Fund requires by Act No. 81-2006, shall be
deposited in a special fund created for the benefit of, and assigned to the municipalities. This special fund is called the
"Local Government Fund" ("LGF"), which will be guarded by the Govemment Development Bank of Puerto Rico.

Also, on February 1, 2014 was enacted the Act No. 19 that creates the Municipal Financing Corporation (COFIM, by
Spanish acronyms). The COFIM, attached to the Government Development Bank (GDB), with the power to issue
bonds or use other mechanisms to pay or refinance debt incurred by municipalities, the payment of principal and
interest is backed by the municipat SUT.
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17.

18.

SALES AND USAGE TAXES - continuation

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

CONSTRUCTION EXCISE TAXES

Municipality imposes and collects municipal construction excise taxes to most natural and legal persons and any
governmental instrumentality that carry out activities related to construction, expansion, major repairs, relocations,
alterations and other types of permanent improvements to residential, commercial and industrial buildings, and any
structures within the territorial area of the Municipality. The tax is also applicable to infrastructure projects, the
installation of machinery, equipment and fixtures, and other types of construction-refated activities.

The construction excise tax generally is a self-assessed tax imposed over the cost of the project, net of certain
exemptions such as the costs associated with the acquisition of land, existing buildings and improvements, project
design and other engineering fees, licenses and permits, consulting and legal fees. The general tax rate is paid by the
taxpayer before the beginning of the construction project. Tax rate are fixed at 4.0%.

Al single-family residential construction projects not related to housing development projects, condominiums, or any
similar projects, are partially exempt from construction excise taxes. In addition, a portion of all single-family
residential improvement projects are exempt from construction excise taxes.

Taxes are payable before beginning construction or any activity related to the construction. Collections of taxes during
current fiscal year, applicable to the next fiscal year, are recorded as deferred revenues in the General Fund.

INTERGOVERNMENTAL REVENUES

Intergovernmental revenues consist primarily of funds received from the Commonwealth of Puerto Rico, “in lieu of tax’
payments from the Quasi-public Corporation, Puerto Rico Electric Power Authority, and federal financial assistance
received from federal government.

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

PENSION PLAN
Description of the Plan

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

As of June 30, 2013, the ERS has an unfunded actuarial accrued liability (UAAL) of approximately $22,981 million,
representing a 3.1% funding ratio. In the opinion of management and based on information prepared by consulting
actuaries, it is estimated that starting in fiscal year 2015, the ERS's assets will be less than its obligations (including
bonds payable but excluding its UAAL) resulting in a deficit net position. In addition, annual cash flow estimates for the
foreseeable future are presently estimated to continue to reduce the net position unless other measures are taken.

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

To improve the liquidity and solvency of the ERS, the Commonwealth enacted Act No. 32 of June 25, 2013, which
provides for incremental annual contributions from the Commonwealth General Fund beginning in fiscal year 2014
and up to the fiscal year 2033. This additional contribution will be determined annually based on actuarial studies to
be performed by the ERS's actuaries. An appropriation for such additional contribution of approximately $120 million
was included in the Commonwealth's budget for the fiscal year 2014. However, as a result of budgetary constraints at
the present time management believes that approximately $90 million of this amount will not be collected as expected
during fiscal year 2014. Further, this additional contribution was reduced to $28.2 million for the Commonwealth’s
proposed budget for the fiscal year 2015.

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

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

Furthermore, Act No. 3 was enacted on April 4, 2013, amended the Act No. 447 for the purpose of establishing a
major reform of the ERS effective on July 1, 2013. Employees participating in the current system (ERS} should be
retired as of June 30 2013 in order to obtain the current benefits. Also, Act No. 3 amended the Act No. 305 of
September 24, 1999 that's created a Defined Contribution Hybrid Program known as System 2000, incorporating the
provisions of the system to Chapter 5 of the ERS. The System 2000 applied to employees joining the ERS on or after
January 1, 2000.
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Follow are the principal amendment of Act No. 447 by Act No. 3:
Chapter 3 of the Act No. 447, established the following date of retirement:

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

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

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

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

Participant of the Program

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

The membership of the System shall be constituted by every person who holds a regular position as a career, trust,
temporary employee or with probationary personnel status in any executive department, agency, administration,
board, commission, office, or instrumentality of the Executive Branch, by the Justices of the Peace, the regular
employees and officials of the Judiciary Branch, and by all regular officials and employees of the municipalities,
including the mayors. Temporary municipal employees shall not participate in the Retirement System.

Membership in the Retirement System shall be optional for the Governor of Puerto Rico, for all the Secretaries of
Government, heads of public agencies and instrumentalifies, the Governor's aides, the members of commissions and
boards appointed by the Governor, the members of the Legislative Assembly of Puerto Rico, for the employees and
officials of the Legisiative Assembly of Puerto Rico, the Office of Legislative Services and the office of the
Superintendent of the Capitol, and the Comptroller of Puerto Rico. These officials may, at any time, request to be
discharged from, or readmitted into-the System. The period of services rendered to the Government while separated
from the System, shall be credited as creditable service, provided said officials pay the individual and employer
contributions, plus interest, that correspond to the period of separation, to the system.

As of July 1, 2013, every employee who is a participant of the System, including mayors, regardless of the date when
he/she was first appointed to the Govermnment of the Commonwealth of Puerfo Rico, its instrumentalities,
municipalities or participating employers of the System, shall become part of the Defined Coniribution Hybrid
Program.
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Notwithstanding the fact that a superannuation retirement annuity is payable for life, if annuitants return to the service,
the payment of their annuity shall be suspended. After an annuitant separates from service, payment of the
suspended annuify shall resume and he/she shall also have the option to withdraw the contributions made since the
date he/she returned fo service up until he/she separates from service if, after returning to service, he/she worked less
than five (5) years or accrued contributions for less than ten thousand dollars ($10,000). In the event the annuitant
worked five (5) years or more and contributed ten thousand dollars ($10,000) or more, after returning to service,
hefshe shall be entitled, after hisfher separation from service and after reaching the age established in Section 5-110
of Act No. 447, to receive an additional annuity computed pursuant to Section 5-110 of this Act, on the basis of the
contributions made since the date said annuitant returned to service untit his/her separation from it.

Annuity for Years of Service

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

Public Officers in High-Risk Positions may voluntarily opt to retire after reaching the age of fifty-five (55) and thirty (30}
years of service. Retirement shall be mandatory on the date the participant reaches both thirty (30) years of service
and the age of fifty-eight (58). Provided, that the Superintendent of the Puerto Rico Police, the Chief of the Firefighter
Corps or the corresponding appointing authority may grant dispensations authorizing members of this group to work
for an additional maximum period of two (2) years performing the functions assigned to them; provided that their
health and safety are not compromised. Such a request for dispensation shall be made by the member, not later than
ninety (90) days before hisfher retirement date. It is hereby provided that the Superintendent of the Puerto Rico
Police, the Chief of the Firefighter Corps or the comesponding appointing authority shall make the necessary
regulatory provisions to comply with this Act.

Retirement shall be optional for the members of the System in active service, on and after the date they have attained
the age of fifty-five (55) years and have completed at least twenty-five (25) years of creditable service; and for
members of the System who having reached the age of fifty-eight (58) years, and have completed at least ten (10)
years of creditable service. The members of the Police Corps or the Firefighting Corps shall also have the option to
avail themselves of a retirement annuity on and after the date on which they have attained the age of fifty (50) years
and have completed at least twenty-five (25} years of creditable service.

Any participant whose separation from the service occurs prior to having attained the age of fifty-eight (58) years, who
shall have completed at least ten (10} years of creditable service, and who shall have not applied for, nor received
reimbursement of accumulated contributions shall be entitled to receive a deferred retirement annuity. Said
participants shall receive a deferred retirement annuity which shall commence upon attaining the age of fifty eight (58)
years or after attaining the age of fifty (50) years in the case of policemen or firemen, and fifty-five (55) years in the
case of the other participants, if they have completed at least twenty-five (25) years of service in one case or the
other.
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The amount of the annuity shall be one and one-half percent (1.50%) of the average compensation multiplied by the
number of years of creditable service up to twenty (20) years, plus two percent (2%) of the average compensation
multiplied by the number of years of creditable service in excess of twenty (20) years. Said annuity shall be payable in
full to the members who retire at the age of fifty-eight (58) years or more, and to the members of the Police Corps [or]
the Firefighting Corps who retire at the age of fifty (50) years or more and who have completed at least twenty-five
(25) years of creditable service.

Merit Annuity — Plan members are eligible for merit annuity with a minimum of 30 years or more of credited service,
The annuity for which the plan member is eligible is limited to a minimum of 65% and a maximum of 75% of the
average compensation. As a result of the enactment of Act No. 3 of April 4, 2013, effective July 1, 2013, merit
annuities will no longer be avaitable to participants who joined the ERS after April 1, 1990.

Deferred Retirement Annuify — A participating employee who ceases to be an employee of the Commonwealth after
having accumulated a minimum of 10 years of credited service qualifies for retirement benefits provided hisfher
confributions to the ERS are left within the ERS until attainment of 58 years of age.

The amount of the superannuation retirement annuity of mayors who are participants of the System shall be computed
on the basis of the highest salary hefshe may have received while discharging hisfher government duties in the
following manner.

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

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

The maximum superannuation retirement annuity to be granted under this subsection shall be ninety percent (90%) of
the highest salary that the mayor may have received. The payments of the retirement annuity shall begin on and after
the date of separation from service, but never before the mayor has aftained fifty (50) years of age.

Retirement shall be optional for any participant of the System in active service who shall have completed at least thirly
(30) years of creditable service. Said participant shall be entitled to receive the Metit Annuity for thirty (30) years or
more of service in accordance with subsections (b) and (c) of this section thereof. Participants of the System under
the Coordinating Plan and receiving Social Security benefits, who have not attained sixty-five {65) years of age, shall
receive a merit annuity to be computed as provided for hereinafter:

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

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

(3) Years in excess of thirty (30) may only serve as basis to calculate the average compensation
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As per Act No. 447 the following provisions shall apply to employees who participate in the System that (i) began fo
work before January 1, 2000, (ii) as of June 30, 2013, are not participants of the Retirement Savings Account Program
established in Chapter 3 of this Act and (jii) as of June 30, 2013, do not meet the requirements of years of service and
age to retire that are required in Chapter 2 of this Act:

(1)

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

(i} If, as of June 30, 2013, the participant is 57 years of age, the retirement will be optional when he/she
reaches 59 years of age and has completed at least 10 years of service.

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

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

Retirement Age for participants who joined the System for the first time between April 1, 1990, and
December 31, 1999 — For participants who, as of June 30, 2013, have not reached the age of 65 and
completed at least 10 years of service, retirement shall be optional when the participant reaches 65 years of
age and has completed 10 years of service.

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

For Public Officers in High-Risk Positions who began to work between April 1, 1980, and December 31,
1999, and who, as of June 30, 2013, are not 55 years old and have completed 25 years of service, or who
have not completed 30 years of service, regardless of their age, retirement shall be optional when they reach
55 years of age and have completed 30 years of service.

Public Officers in High-Risk Positions who separate from active service before meeting the requirements of
age and service provided in subsection (a)(3) or (a)(4) of this Section may only receive their accrued pension
when they meet the following age and service requirements:

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

(i) If the participant joined the System for the first time between April 1, 1990, and December 31, 1999,
after he/she meets the age and service requirements established in subsection (a) 2 of this Section.
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Pension Computation

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

(i) The average salary of employees who began to work before April 1, 1990, shall be the one established in
definition number 15 of Section 1-104 of Act No 447.

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

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

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

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

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

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

Those participants who began to work on or after January 1, 2000, or those who as of June 30, 2013, were
participants in the Retirement Savings Program and who as of June 30, 2013, could retire from service because they
are sixty (60) years old, may retire on any later date and they shall be entitied to receive the annuity that could be
acquired with the balance of the contributions under the Retirement Savings Account Program and those accrued -
under the Defined Contribution Hybrid Program.

The savings accounts under the Retirement Savings Account Program of employees who joined the System for the
first time on or after January 1, 2000, shall be rolled over to the Defined Contribution Hybrid Program. Be it provided
that if, as of June 30, 2013, the employees have not reached the age of sixty (60), they shall be entitled to the annuity
established in Section 5-110 of Act No. 447 when they meet the following age requirements:
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() If as of June 30, 2013, the participant is 59 years old, the retirement will be optional when he/she has
reached 61 years of age. :

(i) ¥ as of June 30, 2013, the participant is 58 years old, the retirement will be optional when he/she has
reached 62 years of age.

(ii) If, as of June 30, 2013, the participant is 57 years old, the retirement will be optional when hefshe has
reached 63 years of age.

(iv) If, as of June 30, 2013, the participant is 56 years old, the retirement will be optional when hefshe has
reached 64 years of age.

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

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

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

be amended by law.

Contributions of Participants of Defined Benefit Program

Contribution requirements are established by law and are as follows:

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

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

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

All other between $82 and $100 per month.

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

Non-Coordinated Plan (Supplementation Plan} — Prior to July 1, 2013 on the non-coordinated plan, the participating
employee contributes 8.275% of the monthly salary and does not have any change on the pension benefits upon
receiving social security benefits. After July 1, 2015 the contribution was 10.00% of salary.
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Contributions of Participants of Hybrid Program

Contribution requirements are established by law and are as follows:

(a) Every participant of the Hybrid Program shall compulsorily have to confribute ten percent (10%) of his/her

salary while he/she is an employee.

(b} Contributions under the Plan of Coordination with Social Security benefits — The participants of the System

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

(1) Effective July 1, 2013, shall contribute seven percent (7%) of their monthly salaries up to five-hundred
fifty dollars ($550) and ten percent (10%) of their monthly salaries in excess of said amount.

(2) Effective July 1, 2014, shall contribute eight point five percent (8.5%) of their monthly salaries up to five-
hundred fifty doffars ($550) and ten percent (10%) of their monthly salaries in excess of said amount.

(3) Effective July 1, 2015, shall contribute ten percent (10%} of their full monthly salaries.

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

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

Employer Contributions to the System (ERS and Hybrid Program})

On July 6, 2011, the Commonwealth enacted Act No. 116, increasing the employers’ contributions rate from 9.275%
{0 10.275% of employee compensation for fiscal year 2011-2012, an additional 1% annually for each of the next four
years, and 1.25% annually for each of the five years thereafter, reaching an aggregate contribution rate of 20.525%
effective July 1, 2020.

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

July 1, 2013 Twelve point two hundred seventy-five percent {12.275%) of the salary of each participant
July 1, 2014 Thirteen point two hundred seventy-five percent (13.275%) of the salary of each participant
July 1, 2015 Fourteen point two hundred sevenfy-five percent (14.275%) of the salary of each

participant
59




COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
MunicIPALITY OF NAGUABO FOR THE FISCAL YEAR ENDED JUNE 30, 2014

18. PENSION PLAN - continuation

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

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

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

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

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

It is provided that the established increases applicable to the municipalities for fiscal years 2012-2013 and 2013-2014,
shall be included in the budget petition submitted by the Office of Management and Budget to the Legislative
Assembly.

Death, Disability or Terminal lliness Benefits

Death of a Participant in Active Service

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

Death of a Pensioner

If a pensioner dies without having consumed all of histher pension payment contributions, his/her designated
beneficiaries or, absent such designation, his/her heirs, shall continue receiving the monthly pension payments until
the contributions of the participant are completely consumed.

Separation from Service for Disability or Terminal lliness

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

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

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

Additional Benefits Program

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

Except for those persons who retire under Chapter 5 of Act No. 447 of May 15, 1951, as amended, every person who
was receiving a pension or benefit under Act No. 447, or the pension plans superseded by it, or any other law
administered by the Administrator of the ERS, excluding any person who is receiving a pension or benefit under Act
No. 12 of October 19, 1954, as amended, shalf be entitled to receive the following benefits:

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

{b) A Christmas Bonus equal to two hundred dollars ($200), which shall be paid no later than December 20 of
each year; and

(c) A Govermnment contribution for health benefits for employees covered by health benefit plans under Act No.
95 of June 29, 1963, as amended, of one hundred dollars ($100) monthly for pensioners of the Employees
Retirement System of the Government of the Commonwealth of Puerto Rico, but it shall not exceed the total
amount of the corresponding fee to be paid fo any employee.

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

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

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

61




COMMONWEALTH OF PUERTO RicO NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF NAGUABO FOR THE FiSCAL YEAR ENDED JUNE 30, 2014

18.

19.

20.

PENSION PLAN - continuation

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

Annual Contribution FISCAL DEFINED HYBRID

_ . . , YEAR BENEFIT PROGRAM ACT NO.3
The Municipality’s contributions during those years are recognized
as total pension expendituresfexpenses in the cafegory of 014§ 6440 § 67205 § 287,304
administration as follow: M3 166,428 167,674 -

Total employee contributions to the above-mentioned plans during the year ended June 30, 2014 and 2013 amounted
to approximately $727,255.

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

The Employee’s Retirement System of the Government of the Commonwealth of Puerto Rico provides additional

information of the Defined Benefit Program and Hybrid Program. They issue a publicly available financiat report that

includes financial statements and required supplementary information for ERS, as a component unit of the
Commonwealth. That report may be obtained by writing to the Administration at PO Box 42003, Minillas Station, San
Juan, PR 00940-2003.

HEALTHCARE COSTS

During the year ended June 30, 2000 the Governor of the Commonwealth of Puerto Rico required to the municipalities
of Puerto Rico an annual contribution to subsidy the cost of the implementation and administration of the Healthcare
Reform. Such contributions are required to be disbursed from general fund operafing budget. Total contributions made
by the Municipality amounted to approximately $365,618 for the fiscal year ended June 30, 2014.

CONTINGENCIES
A. Claims and Judgments

The Municipality is, at present, a defendant in a number of legal matters that arise from alleged improper
application of policies and negligence in the ordinary course of the Municipality's activities. The legal counsel of
the Municipality has advised that at this stage in the proceedings of lawsuits he cannot offer an opinion as to the
probable outcome.

In addition, the Municipality is a defendant or co-defendant in several legal proceedings, which are in discovery
stage. Certain of these claims are covered by insurance. Legal counsel with the information currently available
cannot determine the final outcome of these claims. Accordingly, the financial statements do not include
adjustment, if any, that could result from the resolution of this legal proceeding. However, it has been the
Municipality's experience that such actions are settled for amounts substantially less than the claimed amounts.
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B. Federal Grants

In the normal course of operations, the Municipality receives grants from various Federal and State agencies. The
grant programs are subject to audit by agents of the granting authority, the purpose of which is to ensure
compliance with conditions precedent to the granting of funds. Any liability for reimbursement which may arise as
the result of these audits is not believed to be material.

21. COMMITMENTS
A. Operating Leases

The Municipality leases equipment under various operating lease agreements, which generally have terms of one
year or less and are automatically renewed for the same term. Rental expendituresfexpenses recorded in the
general fund for the year ended June 30, 2014, amounted to approximately $12,000. Management believes that
the summary of the future minimum rental commitments under noncancelable equipment lease with terms
exceeding one year is not material to the basic financial statements taken as a whole.

21. COMMITMENTS - continuation

B. Solid Waste Disposal Contract

The Municipality has a solid waste disposal contract with M.R. Waste, Inc. until June 30, 2019, to provide the
service for the recollection, management and disposal of solid waste. In the contract it was established that the
Municipality is committed to pay M.R. Waste Inc. $9.99 per unit served applied to a starting minimum of 12,163
units with annual increase of 0.04% up to fiscal year to be ended at June 30, 2019. Expenditure for the year
ended June 30, 2014 for this service amounts to $1,533,750.

in addition, the Municipality is committed to pay an additional cost for recollection of such solid wastes for special
activities such as festivals promoted by the Municipality. Future commitments are scheduled as follows:

__ Year __Amount
2015 $1.458,100
2016 1458100
2017 1,458 100
2018 1.458100
2019 1.458.100
Total ' $7.290.500

C. Other Commitments

At June 30, 2014, the general fund had a deficit of $1,301,813 which will be covered with future budgetary
appropriations of the general fund. Also, the other governmental fund had a deficit of $1,171. The deficits result
from the accrual of expenditures without accruing intergovemmental revenues for reimbursement of expenditures.
As required by current standards, the Municipality recorded intergovernmental revenues for reimbursement-
based (expenditure-driven) grants on GFFS when alt applicable eligibility requirements have been met and the
resources are available. Any amount not covered by the corresponding award will be covered with future
budgetary appropriations of the general fund, if necessary
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22. NET POSITION / FUND BALANCES RESTATEMENTS

Net Position f Fund Balance

For the year ended June 30, 2014, the Municipality adjusted a debt to a Governmental Entity, which resulted in
an increase in the Net Position / Fund Balance of General Fund at June 30, 2013.

23. NEW ACCOUNTING STANDARDS

GOVERNMENT A}
ACTIVITIES
Net Position, as Previousty Reported,
AtJure 30, 2013 $  41,702,25%
Adjustment to Due to Govemmental Unis 193,856 GENERAL
Beginning Net Position, as Restated, FUND
At July 1, 2013 $ 41,896,112 Fund Balance (Deficif), as Previously Reported,
At June 30, 2013 $ (4,006,683
Adjustment lo Due to Governmental Units 193,856
Beginning Fund Balance, as Restated, AtJuly 1,2013  §  (3.812827)

The provisions of the following Governmental Accounting Standards Board (GASB) Statement have been

implemented for the year ended June 30, 2014:

GASB Statement No. 67, Financial Reporting for Pension Plans — an amendment of GASB Statement No. 2.
The objective of this Statement is to improve financial reporting by state and local govemmental pension plans.
This Statement results from a comprehensive review of the effectiveness of existing standards of accounting and
financial reporting for pensions with regard to providing decision-useful information, supporting assessments of
accountability and interperiod equity, and creating additional transparency. This Statement replaces the
requirements of Statements No. 25, Financial Reporting for Defined Benefit Pension Plans and Note Disclosures
for Defined Coniribution Plans, and No. 50, Pension Disclosures, as they relate to pension plans that are
administered through trusts or equivalent arrangements (hereafter jointly referred to as irusts) that meet certain
criteria. The requirements of Statements No. 25 and No. 50 remain applicable to pension plans that are not
administered through trusts covered by the scope of this Statement, and to defined contribution plans that provide
postemployment benefits other than pensions.

The major fundamental change, among others related to the application and determination of certain
measurement assumptions in valuing pension plans, is switching from the existing “funding-based” accounting
model, where currently the Annual Required Contribution {(ARC) is compared to the actual payments made and
that difference determines the Net Pension Obligation; to an “"accrual basis" model similar to current FASB
standards, where the Total Pension Obligation (Actuarially determined) is compared to the Net Plan Position (or
assets) and the difference represents the Net Pension Liability. This particular Statement will be applicable to the
three Retirement Systems of the Commonwealth of Puerto Rico, not to the rest of the Commonwealth’s agencies
or any of the Commonwealth's component units. The impact of this Statement will be establishing its new net
pension liability for the Commonwealth to an amount resembling the existing actuarial deficiency in the
aforementioned Retirement Systems which at June 30, 2013 amounted to approximately $34 billion.
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GASB Statement No. 70 (“GASB 70", Accounling and Financial Reporting for Nonexchange Financial
Guarantees, requires a state or local govemment guarantor that offers a nonexchange financial guarantee to
another organization or government to recognize a liability on its financial statements when it is more likely than
not that the guarantor will be required o make a payment to the obligation holders under the agreement.

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

GASB 70 does not have any impact on the Municipality’s financial statements.
24. SUBSEQUENT EVENT
In preparing these financial statements, the Municipality has evaluated significant transactions for potential recognition

or disclosure through March 18, 2015, the date the financial statements were issued. Based on such analysis, no
additional transaction need to be recorded or disclosed.

END OF NOTES
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MUNICIPALITY OF NAGUABO

REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

BUDGETARY FUND BALANCE (DEFICIT), JULY 1, 2013, AS
RESTATED

Resources (Inflows):

Property Taxes

Volume of Business Taxes
Sales and Usage Taxes
Intergovernmental Revenues
Consfruction Excise Taxes
Rent

Miscellaneous

Total Resottrces (Inflows)

Amounts Available for Appropriation

Charges to Appropriations (Outflows):

Mayor and Municipal Legislature
General Government

Public Safety

Pubfic Works

Culture and Recreation
Health and Sanitation

Sokid Waste Disposal

Human Services and Welfare
Urban Development

Capital Outlays

Transfer to Other Funds

Total Charges to Appropriations
BUDGETARY FUND BALANCE (DEFICIT), JUNE 30, 2014

The accompanying Notes to Budgetary Compatiscn Schedule - General Fund are an integral part of this statement.

Actuai Amounts
{Budgetary Basis)
Budget Amounts (See Acompanying Variance with
Qriginal Final Notes) Final Budget
$ (3374,324) § (3,374,324) § (3,374,324)

© 2,060,719 2,060,719 2,060,720 1
968,925 968,925 1,008,874 40,949
670,000 670,000 620,897 {49,103)
5,435,312 5,435,312 6,455,815 1,020,503
345,765 345,765 262,898 (82,867)
151,772 151,772 141,029 (10,743}
588,200 588,200 288,150 {300,050)
10,220,693 10,220,693 10,839,383 618,690
6,846,369 6,846,369 7,465,059 618,690
666,858 637,748 636,373 1,375
3,739,162 4,230,131 4,202,341 27,290
1,023,145 874,245 813,100 61,145
1,532,796 1,325,670 1,230,540 95,130
453,082 442,282 353,410 88,872
464,566 454,566 365,883 88,683
1,538,886 1,538,886 1,533,750 5136
655,748 520,715 448,476 72,238
29,000 79,000 71,154 7,846
117,450 117,450 70,937 46,513
10,220,693 10,220,693 9,726,464 494,229

$ (3,374,324) § (3,374,324 § (2,261,405) 1,112,919
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COMMONWEAL TH OF PUERTO RICO
MUNICIPALITY OF NAGUABC

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

Budgetary Reporting

The Budgetary Comparison Schedule - General Fund is presented as Required Supplementary Information in accordance with GASE
Accounting Standards Codification Section 1700, The Budget and Budgetary Accounting. Formal and legal budgetary control is based upon

major classes of expenditures known as functions.

Explanation of Differences Between Budgetary Inflows and Outflows and GAAP Revenues and Expenditures

Sources/Inflows of Resources:

Actual Amounts {Budgetary Basis) "Available for Appropriation” from the

General Fund

Budgetary Comparison Schedule {See Page 66) $ 7,465,059
Difference — Budget io GAAP:
Non-Budgstary Revenues (Medical Diagnostic and Treatments Center) 1,211,510
The: Fund Balance (Deficit) at the Beginning of Year is a budgetary resource but is nota
Curreni-Year Revenue for financial reporting purposes 3,374,324
Total Revenues as Reported on the Statement of Revenues, Expenditures, and
Changes in Fund Balance - Governmental Funds {See Page 19} $ 12,050,893
Uses/Outflows of Resources:
Actual Amounts (Budgetary Basis) "Total Charges to Appropriation® from the ’
Budgetary Comparison Schedule (See Page 66) § 9726464
Difference — Budget to GAAP:
Encumbrances for supplies and equipment ordered but not received are reported
in the year the order is placed for budgetary reporting purposes (74,268)
Payments of encumbrances of prior year that are expenditures for financial reporting '
purposes but are not outflows for budgetary purposes 134,541
Non-Budgetary Expenditures {(Medica) Diagnostic and Treatments Center) 1,173,042
Non-Budgetary Expenditures {Proceed of Bond Expenditures}” ' 637,446
Transfers to other funds are outflows of budgetary resources but are riot
{70,837)

expenditures for financial reporting purposes

Total Expenditures as Reposted on the Statement of Revenues, Expenditures, and
Changes in Fund Balance - Govemmental Funds (See Page 21)

END OF THIS SECTION
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM
FINANCIAL DATA SCHEDULE (RQ047)

ENTITY WIDE BALANCE SHEET SUMMARY

JUNE 30,2014

Line ited No. _
Assels Value
Current Assets - Cash
113 Cash-Other Restricted $ 65,252
100 Total Cash 65,252
Receivables:
122 Accounts Receivable - HUD _ 1,159
_120 Total Receivables, Net of Ailowance- - |
for Doubtfui Accounts 1,159
190 Total Assets _ $ 66411
Current Liabilities:
332 Accounts Payable - PHA Frojects 3 26,950
333 Accounts Payable - Other Govermental 30,754
310 Total Current Liabllities 57,704
Equity:
512.1 Unrestricted Net Position ) | 8,707
513 Total Equity / Net Position 8,707
600 Total Liabilities and Equity / Net Position 3 66,411

The accompanying Notes to Financial Data $chedute are an integral part of this Supplementary Infarmaticn
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COMMONWEALTH OF PUERTO RICCG
MUNICIPALITY OF NAGUABO

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM
FINANCIAL DATA SCHEDULE {RQ047}
Program Revenue and Expenses Summary

JUNE 30, 2014

Line ited No.

Assets

70600
71400
71500

70000

Expenses

91160
91500
91600
91800
91900

91000

96900

97000

97300
97350

90000

97000

110030
11040
1170
1180
11190
1210

Value

HUD PHA Operating Grants $ 633017
Fraud Recovery 3,734
Other Revenue 11,654
Total Revenues 648,405
Administrative:

Administrative Salaries 55,296
Employee Benefit Contribution - Administrative 12,088
Cifice Expense 2,320
Travel 2,886
Cther 106
Total Cperating - Administrative 72,686
Excess of Operating Revenug Over

Operating Expenses 575,709
Operating Expenses
Housing Assistance Payment 603,388
HPA Portability - In 10,671
Total Expenses 692,755
Excess (Deficieny) of Total Revenue Over

(Under) Total Expenses (44,350)

Memo Account Information

Beginning Equity 64,863
Prior Period Adjustment {11,806)
Administrative Fee Equity 8,707
Housing Assistance Payment Equity

Units Months Available 1,452
Number of Unit Months Leased 1325

The accompanying Notes to Financial Data Schedute are an integral part of this Supptementary Information
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SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM —

COMMONWEALTH OF PUERTO RICO NOTES T0 FINANCIAL DATA SCHEDULES (RQ047)
MUNICIPALITY OF NAGUABO FOR THE FISCAL YEAR ENDED JUNE 30, 2014
1. BASIS OF PRESENTATION

The accompanying Financial Data Schedule (FDS) includes the Section 8 Housing Choice Vouchers Program
activities of the Municipality of Naguabo of the Commonwealth of Puerto Rico (Municipality). The information in the
FDS is presented in accordance with the requirements of HUD's Uniform Financial Reporting Standards for HUD
Housing Programs. Because the FDS presents only a selected portion of the operations of Municipality, it is not
intended to and does not present the financial position, or change in net position of the Municipality.

Therefore, some amounts presented in this Schedule may differ from amounts presented in, or used in the
preparation of, the basic financial statements. The Municipality reporting entity is defined in Note (1) (A) to the basic
financial statements.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Assets, Liabilities, Net Assets, Revenues and Expenses reported on the FDS, are reported on the full accrual basis of
accounting. They are recognized following the HUD's Uniform Financial Reporting Standards for HUD Housing
Programs.

RELATIONSHIP TO BASIC FINANCIAL STATEMENTS

Assets, Liabilities and Net Assets are presented in the Municipality's Statement of Net Position. Revenues and
Expenses are reported in the Statement of Activities.

END OF NOTES
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COMMONWEALTH OF PUERTOQ RICO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

MuNICIPALITY OF NAGUABO FOR THE FISCAL YEAR ENDED JUNE 30, 2014
FEDERAL PAass-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
(GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES

U.S. Department of Agriculture:
Direct Program:

Water and Waste Disposal System for
Rural COMMUNIEES ....vovvvevce e 10.760 $ 195289

Pass-Through Puerto Rico Family Department -
Administration for the Childhood Care and Integral

Development:
Child and Adult Care Food Program ............cecevevveinn. 10.558 CCC-193 9313
Total U. S. Department of Agriculture..............ooov....... 204,602

U.S. Department of Housing and Urban Development;

Direct Program:

Shelter Plus Care Program..........coueeeeeeeeeeeeeeeenenenene 14.238 44,190
Housing Opportunities for persons with AIDS.............. ‘ 14.241 37,181
Section 8 Housing Choice Vouchers..........ccoevvueeennee. 14.871 704,807

Pass-Through State — Office of the Commissioner of
Municipal Affairs:

Community Devefopment Block Grant/States Program

(SBGP) and Non Enfiflerments Grants in Hawaii
(Stated Administered Small Cities Program) ............... 14.228 2013-005101 / 005258 772,394

Pass-Through Puerto Rico Family Department —
Administration for the Childhood Care and Integral
Development:

Emergency Solutions Grants Program ...........cce.ee..... 14.231 N/AV 3,548

Total U.S. Department of Housing and Urban
Development.......c.ccecieeveecee e 1,562,120

continue
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COMMONWEALTH OF PUERTO RICO
MunIcIPALITY OF NAGUABO

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

FEDERAL GRANTOR f PASS THROUGH
GRANTOR f PROGRAM OR CLUSTER TITLE

U.S. Department of Health and Human Services:

Pass-Through Administration for the Childhood Care
and Integral Development:

" Child Care and Development Block Grani.....................
Total U.S. Department of Health and Human Services

TOTAL EXPENDITURES OF FEDERAL AWARDS.........

FEDERAL PASS-THROUGH
CFDA ENTITY IDENTIFYING FEDERAL
NUMBER NUMBER EXPENDITURES
93.575 2013-000042 $ 141617

141,617

$ 1,908,339

The accompanying Notes to Schedule of Expenditures of Federal Awards are an integral part of this schedule.
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COMMONWEALTH OF PUERTO RICO NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
MUNICIPALITY OF NAGUABO . . . FOR THE FISCAL YEAR ENDED JUNE 30, 2014

1.

BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards {the Schedule) includes the federal grant activities of
the Municipality of Naguabo of the Commonwealth of Puerto Rico (Municipality). The information in this Schedule is
presented in accordance with the requirements of Office of Management and Budget (OMB) Circular A-133, Audits of
States, Local Govemments, and Non-Profit Organizations. Because the Schedule presents only a selected portion of

" the operations of Municipality, it is not intended to and does not present the financial position, or change in net assets

of the Municipality.

Therefore, some amounis presented in this Schedule may differ from amounts presented in, or used in the
preparafion of, the basic financial statements. The Municipality reporting entity is defined in Note (1) (A) to the basic
financial statements. All federal financial awards received directly from federal agency as well as federal financial
awards passed-through other govemment agencies are included on the Schedule.

SUMMARY OF SIGNIFICANT ACCOUNTING PO!_](;_IES_ _
A. Expenditures reported on the Schedule are reported on the modified accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in OMB Circular A-87, Cost Principles for

State and Local Government, wherein certain types of expenditures are not allowable or are limited as to
reimbursement. '

B. Negative amounts, if any, shown on thelScﬁédu'Ié represent adjustments or credits made in the normal course of
business fo amounts reported as expenditures in prior years.

C. Pass-through entity identifying numbers are presented where available.
FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the program name, review of grant contract

information and the Office of Management and Budget's Catalogue of Federal Domestic Assistance.

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS

Expenditures of federal awards are reported in the'MUhit;ip'ality’_s Statement of Revenues, Expenditures and Changes
in Fund Balances — Governmental Fund in the Other Governmental Funds column.

* END OF NOTES
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TORRES, HERNANDEZ & PUNTER, CPA, PSC
Ceriified Public Accountants

INDEPEN[ﬁENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANGE WITH GOVERNMENT AUBITING STANDARDS

To the Honorable Mayor and
Municipal Legislature
Municipality of Naguabo

We have audited, in accordance with the auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroiler General of the
United States, the financial statements of the governmental activities, each major fund and the aggregate remaining fund
information of the Municipality of Naguabo of the Commonwealth of Puerto Rico, {from now on the Municipality) as of and for
the year ended June 30, 2014, and the related notes to the financial statements, which collectively comprise the Municipality's
basic financial statements, and have issued our report thereon dated March 18, 2015. Our report was qualified because the
Municipality did not provide a subsidiary of capital assets that agreed with the amounts reported in govermmental activities of
the Governmental-Wide Financial Statements and, also, the depreciation expense of those assets is not supported. In
addition, no construction in progress is reported.

Internal Control Over Financial Reporting

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

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was not designed to
identify all deficiencies in internal control that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. However, as described in the accompanying schedule
of findings and questioned costs, we identified certain deficiencies in internal control over financial reporting that we consider to
be material weaknesses and other deficiendies that we consider to be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, fo prevent, or detect and correct, misstatements on a timely basis. A
material weakness is a deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibitity that a material misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. We consider the deficiencies described in the accompanying schedule of findings and questioned costs, as items
#14-04 and #14-05 to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance. We consider the deficiencies described
in the accompanying schedule of findings and questioned costs, as items #14-01 through #14-03, to be significant deficiencies.

Compliance and Other Matters

‘As part of obtaining reasonable assurance about whether the Municipality's financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial statement
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Compliance and Other Matters (Continued)

amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed instances of noncompliance or other matters
that are required to be reported under Government Auditing Standards and which are described in the accompanying schedule
of findings and questioned costs, as items #14-01 through #14-05.

The Municipality's Response to Findings

The Municipality's responses to the internal controt over compliance findings identified are described in a separate document
(Corrective Action Plan) prepared by the Municipality. The Municipality's responses were not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on it.

Purpose of this Report

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

Zyuaa;’mméﬁ Punter, CPA P50

Torres, Hernandez & Punter, CPA, PSC
Certified Public Accountants

Carolina, Puerto Rico
March 18, 2015

Stamp #E156292 of the
College of CPA's of

Puerto Rico is affixed
to the original.
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TORRES, HERNANDEZ & PUNTER, CPA, PSC
Certified Public Accountants

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM AND REPORT ON
INTERNAL CONTROL OVER COMPLIANCE OF FEDERAL AWARDS REQUIRED BY OMB CIRCULAR A-133

To the Honorable Mayor and
Municipal Legislature
Municipality of Naguabo

Report on Cormpliance for Each Major Federal Program

We have audited the Municipality of Naguabo of the Commonwealth of Puerto Rico, (from now on the Municipality) compliance
with the types of compliance requirements described in the OMB Circular A-133 Compliance Supplement that could have a
direct and material effect on each of the Municipality's major federal programs for the year ended June 30, 2014. The
Municipality's maijor federal programs are identified in the summary of auditor's results section of the accompanying schedule
of findings and questioned costs.

Management’s. Responsibility

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

Auditor's Responsibility

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

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

Basis for Qualified Opinion on Section § Housing Choice Voucher Program and the Community Development Block
Grant/States Program (SBGP)

As described in the accompanying schedule of findings and questioned costs as items #14-04, and #14-05, the Municipality
did not comply with requirements regarding Equipment and Real Property Management that are appticable to the Community
Development Block Grant/States Program (SBGP), and the Municipality did not comply with requirements regarding Cash
Management that is applicable to Section 8 Housing Choice Voucher Program. Compliance with such requirements are
necessary, in our opinion, for the Municipality to comply with the requirements applicable to those programs.
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Qualified Opinion on Section 8 Housing Choice Voucher Program and the Community Development Block Grant/States

Program (SBGP) (Continued) .

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

Other_Matters

The results of our auditing procedures also disclosed other instances of noncompliance with those requirements, which are
required fo be reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of
findings and questioned costs as items #14-01 through #14-03. Our opinion on each major federal program is not modified
with respect to those matters.

The Municipality's responses to the compliance findings identified are described in a separate document (Corrective Action
Plan) prepared by the Municipality. Municipality's response was not subjected to the auditing procedures applied in the audit of
compliance and, accordingly, we express no opinion on the response.

Report on Internal Control Over Compliance

3

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

compliance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding paragraph and
was not designed to identify all deficiencies in infemal control over compliance that might be material weaknesses or significant
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified. However, as
discussed below, we identified certain deficiencies in internal control over compliance that we consider fo be material
weaknesses and significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
noncompliance with a type of compliance requirement of a federal program on a timely basis. A material weakness it intemal
control over compliance is a deficiency, or combination of deficiencies, in internal contro! over compliance, such that there is a
reasonable possibility that material noncompliance with a type’ of compliance requirement of a federal program wilf not be
prevented, or detected and corrected, on a timely basis. We consider the deficiencies in internal control over compliance
described in the accompanying schedule of findings and questioned costs as items #14-04 and #14-05 fo be material
weaknesses. "

A significant deficiency in intemal control over compliance is a deficiency, or a combination of deficiencies, in internal control
over compliance with a type of compliance requirement of a federal program that is less severe than a material weakness in
internal control over compliance, yet important enough to merit attention by those charged with governance. We consider the
deficiencies in intemal control over compliance described in the accompanying schedule of findings and questioned costs as
items #14-01 through #14-03 to be significant deficiencies.
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Report on Internal Control Over Compliance {Continued)

The Municipality's responses to the internal controt over compliance findings identified are described in a separate document
(Corrective Action Plan) prepared by the Municipality. The Municipality's was not subjected to the auditing procedures applied
in the audit of compliance and, accordingly, we express no opinion on the responses.

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

Torres, ’Hernénde Punter, P{P 29?
Certified Public Accountants

Carolina, Puerto Rico

March 18, 2015

Stamp #E156293 of the

College of CPA's of

Puerto Rico is affixed
to the original.
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COMMONWEALTH OF PUERTQ RICO
MUNICIPALITY OF NAGUABOQ

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2014

Part | - Summary of Audit Results;

Financial Statements

The independent auditor's report on the financial statements expressed a qualified opinion.

Internal Control Over Financial Reporting:

Material weaknesses identified? X yes : no
Significant deficiencies identified? - _X__yes none reported
Noncompliance material to the Statement

noted? o ____Yes X_no
Federal Awards
Internal control over major programs:

Material weaknesses identified? X __yes no
Significant deficiencies identified? yes X___ none reported

The independent auditor's report on compliance with requirements applicable to major federal awards program expressed a
qualified opinion.

The audit disclosed findings to be reported in

accordance with OMB Circular A-133, Section

510(a). X __yes no
Municipality's major awards during the year ended June 30, 2014 were:

CFDA #14.228 - Community Development Block Grant/States Program (SBGP),
CFDA #14.871 - Section 8 Housing Choice Voucher Program

A threshold of $300,000 was used to distinguish between iype A and type B programs, as those terms are defined in OMB
Circular A-133, Section 520 (a}.

Municipality qualify as a low risk auditee? ) yes X _no
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO :
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30. 2014

Part Ii - Findings Related fo the Financial Statements:

FINDING NUMBER 14-01: SUPPORTING DOCUMENTS OF DISBURSEMENT TRANSACTIONS INCOMPLETE

CONDITION: Of a sample of twenty-five (25) disbursements examined,
1. Supporting Evidence for one (1) disbursement made was not found.

CRITERIA: As an appropriate internal control procedure disbursement’s supporting documents should be requested
as evidence of protecting municipal interests. To comply with Chapter 4, sections 2, 14 and 15 of OCAM Ruling for
Municipal Administration, which states municipal officials, are responsible for the legality, correciness, completeness
and propriety of all dishursements authorized for payment. It also states that the official should carefully check that all
supporting documents are complete in order to approve a payment.

CAUSE: The Municipality's intermal control procedure to: assure that all disbursements prepared were filed with all
supporting documents as the quotations required by law, invoice, dishursement voucher and receiving reports, was not
effective enough during this fiscal year. Supporting Documents were not properly verified by the municipal employees
preparing them to assure this information was available before the actual payment is made.

EFFECT: The Municipality is not in compliance with:
Instance:

—

Chapter 8, Part lll, Section 1, of the OCAM Ruling for Municipal Administration,
2. Chapter 4, Section 2(a), of the OCAM Ruting for Municipal Administration,

3. Chapter 4, Section 15 of the OCAM Ruling for Municipal Administration and

4. Chapter 4, Section 15 of the OCAM Ruling for Municipal Administration.

RECOMMENDATION: To strengthen control procedures to assure all purchases and the ultimate disbursements are
reviewed in terms of supporting evidence and ﬁ!edWit‘hialI_'req_uijre_‘d'supporﬁng documents, including the written quotations
and receiving reports. oo :

MANAGEMENT RESPONSE: See corrective actionplan., . .
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2014

Part Il - Findings Related to the Financial Statements: {Continued)

FINDING NUMBER 14-02: SUPPORTING DOCUMENTS OF DISBURSEMENT TRANSACTIONS WERE NOT
STAMPED AS CANCELLED PAID

CONDITION: One {1) disbursement out of a sample of twenty-five (25} was not cancelled as paid.

CRITERIA: Sound Government management requires that supporting documents of disbursement transactions be
identified as paid to avoid duplication of payment in the future.

CAUSE: The Municipality’s internal conirol procedure to assure that all disbursements prepared were identified as paid
was not effective enough during this fiscal year.

EFFECT: If invoices and other supporting documents of the disbursements are not identified as paid, payment of
invoices already paid could be made.

RECOMMENDATION: The municipality should strengthen control procedures fo ascertain that all disbursement
vouchers and its supporting documents are properly identified as “canceled paid®, to avoid the possibility of paying
twice.

MANAGEMENT RESPONSE: See corrective action plan.

Part 1ll - Findings and Questioned Costs Related to Federal Awards:

Presentation follows compliance requirements included in the Compliance Supplement of OMB Circular A-133
*Audits of States, Local Govemments, and Non-profit Organizations®.

A - Activities Allowed or Unallowed

FINDING NUMBER 14-03: DISBURSEMENT ORDER MADE AFTER INVOICE DATE

FEDERAL PROGRAM: CFDA #14.228 - Community Development Block Grant/States Program (SBGP)
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Part I} - Findings and Questioned Costs Related to Federal Awards: (Continued)

A - Activities Allowed or Unallowed {Continued}

FINDING NUMBER 14-03: DISBURSEMENT ORDER MADE AFTER INVOICE DATE (CONTINUED)

CONDITION: Of a sample of nine (9) disbursements examined:

v One (1) dishursement order was prepared after the invoice date.

CRITERIA: As an appropriate internal control procedure, a purchase order should be made in order to request a
service or purchase goods as evidence of protecting municipal interests. Also, to comply with OMB ~ A-87, which
states that municipal officials are responsible for the legality, correctness, completeness and propriety of all
disbursements authorized for payment.

Also, Title 24 - Housing and Urban Development, Volume 1 of the Code of Federal Regulations, Part 85,
“Administrative Requirements for Grants and Cooperative Agreements to State and Local Governments (Common
Rule)’, Subpart C —~“Changes, Property, and Subawards", Section 20 (b)(6) requires that federaf award dishursement
be supported by appropriate documentation

CONTEXT: We select nine (9) disbursements made during the fiscal year 2013-2014 and verified the supporting
documents for the disbursements selected.

CAUSE: The Municipality's internal control procedure to assure that all disbursements prepared have the appropriate
authorizations from municipal officials and properly reviewed by the pre-intervention officer was not effective enough
during this fiscal year.

EFFECT: The Municipality is not in compliance with OMB-Circutar A-87 and could result in questioned costs.

RECOMMENDATION: To strengthen control procedures to assure all dishursements are properly authorized by
municipal officials and filed with all required supporting documents.

QUESTIONED COSTS: None

MANAGEMENT RESPONSE: See corrective action plan.
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Part Ill - Findings and Questioned Costs Related to Federal Awards: (Continued)

B - Allowable Costs/Costs Principles

No Conditions Detected.

C - Cash Management

FINDING NUMBER: 14-04; FEDERAL ASSISTANCE NOT USED TO COVER IMMEDIATE EXPENDITURES

FEDERAL PROGRAM: #14.871 - Section 8 Housing Choice Voucher Program

CONDITION: Municipality requested federal financial assistance and was not used to cover immediate expenditures
incurred. '

CRITERIA: Nofice PIH 2011-67 states that Disbursements will continue to be schedule to arrive at PHA's bank on
the first business day of which is the date on which PHA’s issue their Housing Assistance Payments checks to
property owner. This schedule ensures that PHS's do not receive advances from HUD for more than each PHA's
immediate disbursement need. '

CONTEXT: We selected three deposiis received by the Municipality during the year. Then we verified the checks
disbursed beginning the same date of the amount deposited. We verified the time frame used by the Municipality to
disburse all the amount deposited and determine if the Municipality is in compliance with the cash management
requirement. Also, we verified the bank accounts in order to determine if the amount on bank is reasonable or not.

CAUSE: The Municipality does not have adequate internal control procedures in order to made payments on the
first business day of the payment period.

EFFECT: The federal programs department is requesting funds in excess of the immediate expenditures incurred or
their immediate program needs, not complying with 45 CFR, Part 74, Subpart C, Section 74.21, mentioned above.
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Part lll - Findings and Questioned Costs Related to Federal Awards: (Continued)

C - Cash Management (Continued)

FINDING NUMBER: 14-04: FEDERAL ASSISTANCE NOT USED TO COVER IMMEDIATE EXPENDITURES
(CONTINUED)

RECOMMENDATION: To strengthen the system for requesting federal funds to be adequate enough to satisfy
immediate expenditures incurred by each federal programs, and to avoid maintaining excessive cash balances in bank
accounts. Also to assure that each disbursement is identified to specific needs detailed on funds request.

QUESTIONED COSTS: None.
MANAGEMENT RESPONSE: See corrective action plan.

D - Davis - Bacon Act

No Conditions Detected.
E - Eligibility
No Conditions Detected.

F - Equipment and Real Property Management

FINDING NUMBER 14-05: PROPERTY RECORDS OF FEDERAL AWARD (Finding Also Applies to the
Financial Statements)

FEDERAL PROGRAMS: CFDA #14.228 - Community Development Block Grant/States Program (SBGP)

CONDITION: According to Code of Federal Regulations (CFR), Title 24, Housing and Urban Development, Part 85,
Subpart C, Section 85.32, (d){1); (2): _
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Part lll - Findings and Questioned Costs Related to Federal Awards: (Continued)

F - Equipment and Real Property Management (Continued)

FINDING NUMBER 14-05: PROPERTY RECORDS OF FEDERAL AWARD (Finding Also Applies fo the
Financial Statements}{CONTINUED})

1. Property records must be maintained that include a description of the property, a serial number or other
identification number, the source of property, who holds title, the acquisition date, and cost of the property,
percentage of federal participation in the cost of the property, the location, use and condition of the property,
and any ulimate disposition data including the date of disposal and sale price of the property, and

2. A physical inventory of the property must be taken and the results reconciled with the property records at
least once every two years.

As indicated on auditors’ reports of prior fiscal years, the Municipality does not have available complete property
records, based on a physical inventory counts. At present, records are maintained by the property office, by
dependency, with a description of the property items, amount of items, property number assigned, cost, the property
items acquired during the year, items retired from property records, and final balance. The records do not provide
information as to acquisition dates, disbursement order number, property transfer, and if property was acquired with
state or federal funds. Also, property records lack information on Municipal building and facilities, land lots acquired,
and the amount of construction in progress for the buildings and facilities in construction stages is not accurately
maintained as of June 30, 2014. Therefore, there is no reasonable assurance that property records includes all
property physically in existence and owned by the Municipality, and excludes all property not in existence or
damaged, as of June 30, 2014.

CRITERIA: As an appropriate internal control procedure, and to comply with CFR 24, Title 85, Subpart C, Section
85.32, which states that a complete set of records should be maintained in order to assure all balances are correct
and properly recorded.

CAUSE OF CONDITION: There is no uniform control procedure requiring a standard and complete set of property
records, as required by Common Rule.

EFFECT: Accurate and complete financial information of property is not available.
RECOMMENDATION: The Municipality should perform a physical inventory and reconcile it with the present
accounting records, adjust any differences found and identify if property item as are acquired with state or federal

awards. Also, to implement a procedure that includes the recording of every property items purchased or
constructed in the subsidiary records before use it.
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Part Ill - Findings and Questioned Costs Related to Federal Awards: (Continued)

F - Equipment and Real Property Management

FINDING NUMBER 14-05: PROPERTY RECORDS OF ALL FEDERAL AWARDS (Finding Also Applies to the
Financial Statements)(CONTINUED)

QUESTIONED COSTS: None
MANAGEMENT RESPONSE: See correcfive action plan.

G - Matching, Level of Effort and Earmarking
N/A.

H - Period of Availability of Federal Funds

'No Conditions Detected.

| - Procurement and Suspension and Debarment

No Conditions Detected.
J - Program Income
No Conditions Detected.

K - Real Property Acquisition and Relocation Assistance

- N/A

L - Reporting

No Conditions Detected

M - Subrecipient Monitoring
N/A

N - Special Tests and Provisions

No Conditions Detected

86




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

(1) Audit Findings that have been Fully Corrected:

FISCAL YEAR 2013
Finding Number 2013-001
CFDA Numbers N/A
Questioned Cost None
Statius Corrected
Finding Number 2013-003
2013-007
CFDA Numbers N/A
Questioned Cost None
Statius Corrected
Finding Number 2013-004
2013-008
CFDA Numbers N/A
Questioned Cost None
Statius Corrected
Finding Number 2013-005
2013-009
CFDA Numbers N/A
Questioned Cost None
Statius Corrected

Material Weakness in Prepared Financial Statements

Material misstatements in prior year audited financial statements that
required significant adjusiments to the assets, fiabilities, revenues
and interfund expenditures.

Material Noncompliance and Material Weakness in Prepared
Schedule of Expenditures of Federal Awards

Material misstatements refated to the expenditures presented of all
Federal Program

Material Weakness and Material Non Compliance — Reporting
Package of Single Audit

Municipality did not submit the Data Collection Form and Reporting
Package to the Federal Audit Clearinghouse of fiscal year ending
June 30, 2013 during the required period.

Material Weakness and Material Non Compliance

Municipality did not submit the required Financial Report o the US
Housing and Urban Development of fiscal year ending June 30, 2013
during the required period. The unaudited version was submitted on
August 28, 2013, Although, the audited Financial Report were not
submitted on due date of March 31, 2014.
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(1) Audit Findings that have been Fully Corrected (Continued)

Finding Number 2013-010 Special Test and Provisions
Municipality didn't use the appropriate utiity allowance for one unit
leased. The Municipality used the 2 bedrooms utility allowance rate
instead of the 4 bedrooms rate, according to the annual
reexamination file

CFDA Numbers NfA
Questioned Cost None
Statius Cormrected

(2) Audit Findings not Corrected or Partially Corrected:

FISCAL YEAR 2013

Finding Number 2013-002 Material Weakness in Prepared Financial Statements
Municipality did not provide a subsidiary of capital assefs that agreed
with the amounts reported in the governmental activities of the
Governmental Wide Financial Statements.

CFDA Numbers N/A

Questioned Cost None

Statius Not Corrected

Finding Number 2013-006 Cash Management
Payments made to four owners within one through three months after
scheduled day as required by HUD.

CFDA Numbers 14.871

Questioned Cost None

Statius Not Corrected
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