] OFICINA DEL COMISIONADO DE ASUNTOS MUNICIPALES
AREA DE ASESORAMIENTO, REGLAMENTACION E INTERVENCION FISCAL
AREA DE ARCHIVO DIGITAL

MUNICIPIO DE OROCOVIS
AUDITORIA 2013-2014

30 DE JUNIO DE 2014









rry

This page infentionally left blank.



BASIC FINANCIAL STATEMENTS AND
SUPPLEMENTARY INFORMATION

COMMONWEALTH OF PUERTO RICO TABLE OF CONTENTS
MUNICIPALITY OF OROCOVIS FoR THE FISCAL YEAR ENDED JUNE 30, 2014
Pages
PART | - Financial:
Independent AUGILOr'S REPOM..........cco vt ettt et es e et s a8 b1 b4 5t sneas 2- 4
Required Supplementary Information - Management's Discussion and Analysis..............ccoceeeeeecovivns 515

Basic Financial Statements:
Governmental-Wide Statements:
Statement of Net POSIION. ..o ecs s ettt ers s s e 16
StAtEMENE OF ACHVIIES ....vvevs e et et st s s 17
Governmental Funds Statements:
Balance Sheet — GOvernmental FUNGS................co.cimmiinm e st ssss 18

Reconciliation of the Govemmental Funds Baiance Sheet to the
SHAtEMENT OFf NET POSIION ..o ittt ettt ettt ee s e e re e sn e e e ee e e e e e 19

Statement of Revenues, Expenditures and Changes in Fund Balances — Govemmental Funds.......... 20

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balances of
Govemmental Funds to the Statement 6f ACHVIES ... e 21

Notes to the Basic Financial Statements ... i 22-64
Required Supplementary Information;

Budgetary Comparison Schedule — General FUNG ..o e 66

Notes to Required Supplementary Information — Budgetary Comparison Schedule — General Fund....... 67
Supplementary Information Required by U.S. Department of Housing and Urban Development:

Section 8 Housing Choice Vouchers Program:

Financial Data Schedule (RQ047} — Entity Wide Balance Sheet Summary..........ccccoocoveveeene oo, 69
Financial Data Schedule {RQ047) — Program Revenues and Expenses SUMMAry .........crrnneene. 70
Financial Data Schedule {RQ047) - Notes to Financial Data Schedules .......o.oev.vooveceeeeeeeeeees 7



BasiC FINANCIAL STATEMENTS AND
SUPPLEMENTARY INFORMATION

COMMONWEALTH OF PUERTO RICO TABLE oF CONTENTS
MUNICIPALITY OF OROCOVIS FOR THE FISCAL YEAR ENDED JUNE 30, 2014
Pages

PART Il - Schedule of Expenditures of Federal Awards and Reports Required by
Government Auditing Standards and OMB Circular A-133:

Schedule of Expenditures of FEAEral AWATTS...........c.covrinrvennis st 73-74
Notes to Schedule of Expenditures of FEderal AWards ... ettt enanes 75
Independent Auditor's Report an Internal Control Over Financial Reporting and on

Compliance and Other Matters Based on an Audit of Financial Statements Performed in

Accordance with Government AUItiNg SEBRTAITS..............cccoeeievcoece ettt e en s 76-77

Independent Auditor's Report on Compliance Requirements for Each Major Program and on
tnternal Control Over Comptiance in Accordance with OMB Circular A-133.....oov v 78-80

PART Ill - Findings and Questioned Costs:
Schedule of Findings and Questioned COSIS ... e ettt e e 82-85

Summary Schedule of Prior AUdItS FINAINGS .........ovviiiiiii i eeeeeeeeeeeeetees st r st s nb e 86-87



PART |

FINANCIAL



This page intentionally left blank.















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

As management of the Municipality of Orocovis of the Commonwealih of Puerto Rico {the “Municipality”), we offer the reader
of the Municipality's financial statements this narrative overview of the financial activities of the Municipality for the fiscal
year ended June 30, 2014. We encourage readers to consider the information presented here in conjunction with the
Municipality's financial statements {beginning on page 16).

HIGHLIGHTS

Financial Highlights

The assets of the Municipality exceeded its fiabilities at the close of the current fiscal year by $28.4 million {net
position).

e As of June 30, 2014, the Municipality's General Fund {the primary operating fund) reported a fund balance of
$654,406, an increase of $484,976 in comparison with the prior year, as restated.

e The Municipality's activities expenses show a decrease of $5.6 million in comparison with the prior year and
revenues show a decrease of $3.5 million dollars. These decreases were primarily to funds used for improvement
and construction of infrastructure on 2013. The results of activities for fiscal year 2013-14 produced a decrease of
net position of $340 thousand.

o The total cost of the Municipakity's mayor program {Head Start) amounted to $6.750 miilion and $6,950 million
duning fiscal year 2013-2014 and 2012-2013, respectively. This represented a decrease of $200 thousand {or
0.029%).

e The investment in capital assets for this year is $29.6 million representing a decrease of $34 thousand (or 0.12%)
in companison with prior year.

« Loans principal payments were approximately $574,000, decreasing long-term debt.
« Resources available for appropriation were $66,866 more than budgeted for the General Fund.

Municipality Highlights

¢ The Municipality completed multiple construction projects, totaling $756,423, for various buildings and recreaticnal
factiities.

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.

cortinue









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

GOVERNMENT-WIDE STATEMENT

Statement of Net Position

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

Table 1 Net Position (assets over liabilities) may

Commanwealth of Puarte Rico serve over time as a useful indicator of a

Municipality of Orocovis, Puerto Rico govemnments financial position. Net

Statement of Nat Position Position for the year decreased 3% with

As of June 30, respect to prior year. The most

2014 2013 significant changes were a decrease in

Long-Term Liabilities of {$2,971,301), an

Current and Non-Current Assets § 4184645 $ 506103 increase in  Current Liabilities of

Capital Assets 35,199,428 35213802 | $2,882,236 and a decrease in Restricted
Total Assets 39,384,073 40,274,833 | Net Position of {$1,143,515).

Current Liabilities 35213715 639,139 | The largest portion of the Municipality's

Unearned 648,167 308728 | net position reflects its investment in

Long-Term Liabilities 6,789,829 9.761,130 | capital assets (eqg. land, buildings,

Total Liabilitles 10,959,374 10909997 | equipment, and  infrastructure)  for

$29,654,743; tolal capital assets
($44,634307}  less  accumulated

Net investment in Capital Assels 29,654,743 20688977 | depreciation (39,434,879) and less any
Restricted (As Restated) 1.219,563 2363068 | related outstanding debt ($5,544,685)
Unrestricted (Deficit) (2,449,504} (2.687,209)| used to acquire or construct those

Total Net Position § 28424702 § 29364836 | ossels. The Municipality uses these

assels to provide services to its citizens
and consequently, these assets are not availabie for fulure spending. The resources needed to repay the debt related to
these capital assels must be provided from other sources, because capital assets are not generally liquidated for the
purposes of retiring debt.

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

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

As of June 30, 2014 the Municipality presented unrestricted (deficit) net position of ($2,449,594). This balance was affected
by long term obligations such as compensated absences $2,659,054 and other debts for the amount of $1,391,976 for which
the Municipality did not provide funding in previous budgets. Historically, such abligations have been budgeted on a pay as
you go basis without providing funding for their sture liquidation, The most significant variance from last year was a
($5,644,365) reduction in Urban Development expenses, due to the fact that the State Road Improvement Fund had virtually
no disbursements when compared to the prior year.

contiug
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COMMONWEALTH OF PUERTO RICO STATEMENT OF NET PoSITION
MuniciPALITY OROCOVIS JUNE 30, 2014
GOVERNMENTAL
ACTIVITIES
ASSETS:
Cash $§ 1,844,001
Cash wih Fiscal Agent 1,243,115
Receivables (Nef):
Federal Grants 910,877
Bue from Govemment Units 104,708
Properly Taxes 16,248
Sales and Usage Taxes 65,896
Capital Assets:
Land and Cons¥uction in Progress 9,150,919
Cther Capital Assets [Net of Accumulaied Deprediation) 26,048,509
Total Capial Assets 35,199,428
TOTAL ASSETS 39,384,073
LIABILITIES;
Accounts Payable and Accrued Expenses 375,399
Accrued Interest 91,223
Due b Governmental Unils 71,552
Unearned Revenues 648,167
Noncurrent Liabiliies:;
Due Wihin One Year 2,983,201
Due in More than One Year 6,789,829
TOTAL LIABILITIES 10,959,371
NET POSITION:
Net Invesimentin Capital Assets 29,654,743
Resrricied for:
Capital Projects 48,934
Head Start 378,308
Debt Service 529,332
Community Development Projects 264 979
Unrestricted (Defict) (2,449,594}
TOTAL NET POSITION $ 28,424,702

The accompanying Noles to the Basic Finandal Statements are an inlegral part of this stalement.



COMMONWEALTH OF PUERTO RICO STATEMENT OF ACTIVITIES

The accompanying Notes fo the Basic Financial Statements are an integral part of this statement,
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MUNICIRALITY OROCOVIS FOR THE FISCAL YEAR ENDED JUNE 30, 2014
Program Revenues Net {Expense)
Operting Capital Revenues and
Charges For Grants and Grants and Changes in
Functions/Programs Expenses Services Contributions _ Contributions Net Position
Governmental Activities:
Mayor and Munidpal Legislalure $ 949080 § - & - 8 - 8 {949,080}
General Government 5,505 292 881.100 424 508 - (4,199,584
Public Sakly 804,926 - 39,389 - {765,537}
Pubtic Works 3,294,084 - - - {3,254,084)
Cufture and Recreafon 876 907 - - - (976,807}
Heath and Saritaton 553,817 - - . (653.917)
Soid Wask Disposal 137,750 114,813 - - {22,937)
Hurman Services and Wolfare 1,224 461 - 962,853 - (261,508)
Urban Development 1,148,331 - 1,421523 - 272192
Public Insrucion 751774 - 5,595,045 - {1.922,689}
Reimbursement of Funds 188,520 - - - (188,520)
Intereston Long-Term Debl 330,218 - - - {330,218}
Total Governmental Activities § 22632220 3§ 8895813 § 5443418 § - (13,192,889}
General Revenues:;
Taxes:
ProperlyTaxes, levied lor General Purposes 830,312
PropertyTaxes, levied for Debt Service 258,903
Sales and Usage Taxes 870,653
Volume of Business Taxes 425998
Constructon Excise Taxes 304,518
inergovernmentl 8621434
Rent 56,432
Miscelansous T84 504
Total General Revenues 12,252,755
CHANGES IN NET POSITION (840,134}
Net Poson — Beginning of Year 29,364 836
NET POSITION - ENDING OF YEAR § 28,424,702






RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET

COMMONWEALTH OF PUERTO RICO To THE STATEMENT oF NET POSITION

MUNICIPALITY OF QROCOVIS

JUNE 30, 2014
Total Fund Balances — Government Funds {Page 18) $ 1802111
Amaunt reported for Governmental Activities in the Statement of Net Position {Page 16)
are different because;
Capital Assets used in governmenlat activities are not financial resources and therefore
are not reporled in the funds. In the cument period, these amounls are:

Non Depreciable Capilal Assels $ 9150919

Depreciable Capital Assets 35,483,388

Accumuiated Depreciation {9,434 879)

Tolal Capilal Assets 35,199,428
Some of he Municipality's revenues will be collected after year-end but are not available soon
enough to pay for he cument period's expenditures and therefore are unavailable in the funds:

SBGP 264 979

MRCC Liquidation 16,248

Christmas Bonus Reimbursement 104,708

Head Starl Program 336,258

Total Unavailable Revenues 722193
Some liabilities are not due and payable in the cument period and therefore are not reported
in the funds. Those liabilites consist of;
General Obligation Bonds {1,865,000)
Speciai Obligation Bonds {3,483,000}
Other Obligations (4,051,030}
Total Noncurrent Liabilities (9.399,030)

Total Net Position of Governmental Activities (Page 16) § 28424702

The accompanying Noles In the Basic Financial Stalemenis are an integral part of this statement.
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RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES OF

COMMONWEALTH OF PUERTO RICO GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
MuNIciPALITY OF QROCOVIS FOR THE FISCAL YEAR ENDED JUNE 30, 2014
Net Change in Fund Balances — Government Funds (Page 20) $ (131,163

Amount reported for Govemmenlal Activities in the Slatement of Activities (Page 17)
are different because:

Governmenlal funds reporl capital outiays as expenditures. Howewver, in the Statement of
Activities the cost of those assels is ailocated over their estimated useful lives and reporied
as depreciation expense. In the cument period, these amounts are;

Capilal Qutiays $ 756,423
Depreciation Expense {770,797)
Excess of Capital Oullays over Depreciation Expense {14,374)

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

Head Stert {1,000,692)
MRCC Liguidation 16,248
Christmas Bonus 2338
SBGP 175,408
Tolal of Revenues (806,698)
Bonds proceeds provide current financial resources lo govermmenlal funds, butissuing debt
increase Noncurrent Liabilities in the Slatement of Net Position. In the current period,
proceeds received was {49,998)
Repayment of iong-term principal is expenditure in the govemmental funds, hutissuing debt
reduced Noncurrent Liabilifies in the Statement of Net Position. In the current period
repayments were 613,524
Some expenses reported in the Statement of Activities do not require the use of curment
financial resouces and therefore are not reported as expendilures in govemmentat funds.
These activities consist of:
Increase in Christmas Bonus {4.678)
Decrease in Deferred Charges 11,665
Increase in MRCC Liguidation (276,328}
increase in Compensated Absence (282,084)
Tolal Additional Expenses (951425}

Change in Net Position of Governmental Activities (Page 17}

$ _ [(340134)

The accompanying Notes (o 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 QROCOVIS 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 Orocovis of
the Commonwealth of Puerte Rico {Municipality) aver 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 1825, and operates as a govemmental unit of the Commonweaith of
Puerto Rico {Commonwealth}, under the Act Number 81 of August 30, 1991, known as “Autonomy Municipalities
Law of the Commonwealth of Puerto Rico". The govemmental system of the Municipality is composed of the
executive and legislative bodies. The Municipality is governed by a Mayor and is elected every four years in the
general elections of the Commonwealih. The legislative bady (Municipal Legislature) consists of 14 Legislators also
elected in the general efections 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
general and administrative services. As a govemment 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 pimary government is such that exclusion would cause the reporting entity's financiat
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
critena 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 o 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 organizaticn 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 separate, tax-exempt organization should be discretely presented as a component unitif all of the following
criteria are met; {1) the ecoriomic 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 constituenits; (2) the primary
government, or its component units, is entitled to, or has the ability to otherwise access, a majarity 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 entitied to, or has the ability

to otherwise access, are significant to the primary government.
continye
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COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF DROCOVIS 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 entities as component units to better assess the accountabiiity 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 to exclude.

There are two methods of presentation of the compenent unit in the financial statements: blending - the financial
data of the component unit’'s balances and transacticns in a manner simitar to the presentation of the Municipality's
batances 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 governmental, 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 leved 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 infroduces the basic financial
statements and provides an analytical overview of the Municipality’s financial activities.

Government-wide Financial Statements (GWFS)

White separate govemment-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 all 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
to the interfund services provided and other charges between the government's Puerto Rico Electric Power
Authority function of the government, Efimination of this charges would distort the direct cost and program revenue
reported for the various functions concemed.

continue
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COMMONWEALTH OF PUERTO Rico NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF OROCOVIS For THE FiSCAL YEAR ENDED JUNE 30, 2014

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - cantinuation

Child Care Food Program Fund — Accounts for the revenue and expenditures related to the Child and
Adult Care Food Program.

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, conseguently, 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 — Repaorts information about the inflows,
outfiows and balances of current financial resources of each major govemmentat 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#o 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 efiminated so that only the net amount
is included as internal balances in the Governmental Activities column.

Further, certain activity occurs during the fiscat year involving transfers of resources between funds. In GFFS these
amounts are reported at gress amounts as transfers infout. While reported in GFFS, certain efiminations 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 Sheet) and results of operations (Statement of Revenues,
Expenditures and Changes in Fund Bajances) 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 fo aid management in demonstrating compliance with lega,
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 indudes reconciliation between the statutory
fund balance for budgetary purposes and the fund balance for the General Fund as presented in the GFFS.

continue
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COMMONWEALTH OF PUERTO RICO NOTES T0 THE BASIC FINANCIAL STATEMENTS
MunicIPALITY OF QROCOVIS FOR THE FiSCAL YEAR ENDED JUNE 30, 2014

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
B. Measurement Focus and Basis of Accounting

The accounting and financial reporting treatment is determined by the applicable measurement focus and basis of
accounting. Measurement focus indicates the type of rescurces being measured such as current financiat 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 eamed 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, grants, entilements 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 veluntary nonexchange transaction) and,
therefore, should be classified as a deferred inflow of resources until such time as the resources are first permitled
to be used. Receipts on any type of revenue sources coliected in advance for use in the foltowing 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 avaitable.
Revenues are considered to be available when they are collectible within the cument peried or socon 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 pened. Revenues that the
Municipality eams by incuming obligations are recognized in the same period as when the obligations are
regognized. At June 30, 2014, all revenues sources met this availability criterion.

Property taxes, volume of business taxes, sales and usage taxes, construction excise taxes, and interest associated
with the current fiscal period are all considered to be susceptible to accrual and so have been recognized as
revenues of the current fiscal period. Entilements 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
reguirements 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 peried for this revenue source {within 60
days of year<end). Accordingly, such resources should be reported as uneamed revenue in the liability section of
the general fund's Balance Sheet. All other revenue items are considered to be measurable and available only
when cash is received by the Municipality.

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

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

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 interest on bonds 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 Sheet - 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 tiabilities are generally not accounted for in the accompanying Balance Sheet -~ Governmental 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 govemmental fund liability is
incurred. Allocation of costs, such as depreciation and amortization, are recorded in the accompanying Statement
of Activities, but are not recorded in the accompanying GFFS.

C. Stewardship, Compliance, and Accountability
Budgetary Information

The Municipality's annually adopts the Budget Resoclution 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 ihe fund Jevel. 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-appropniated for expenditures in the following fiscal year.

The Municipality's Budget Resolution provides transfer autharity (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) fo the Management and Budget Director to amend (re-
appropriate) each new year's budget, to the extent of outstanding encumbrances, and/or unexpended projeci/grant
appropriations at year end. Municipality's Legislature action is required for {1) use of the budgeted Legisiature
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 appropniations, are continuing accounts for which the Municipal
Legislature has authonzed that an unspent balance from the prior year be carried forward and made available for
current spending.

contirug

27












COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

9)

Capital outlay is recorded as expenditures of the General Fund and other governmental funds and as assets
in the GFFS 1o the extent the Municipality capitalization threshold is met. Depreciation and amortization
expense is recorded only in the GWFS. Depreciable capilal assets are generally depreciated or amortized over
their estimated useful lives under the straight-ine method,
except for equipment held under capilal leases which is CAPITAL ASSETS YEARS
deprecialed over the shorter of its estimated useful life or the o

lease term. No depreciation is recorded for land and Buidings - 50-60

' Improvement Other Than Buildings 45

construction in progress. The estimated useful lives of major | | eociructure 50
capital asset categones are: Vehidles and Furniture 5-10
Machinery and Equipment 10-15

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 vanous 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 Municipaiity, 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 ¢hanges 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, iease payments are recorded in
the GWFS as expense when incurred.

Deferred Outflows/Anflows of Resources

In addition to assets, the Statement of Net 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 quakify for reporting in this
category.

in addition to liabilities, the Statement of Net Position wil 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 period{s) and so will not be recognized as an inflow of
resources (revenue} until that fime. The Municipality has no items that qualify for reposting in this category.

The Municipality has items, which arises only under a modified accrual basis of accounting that qualifies for
reporling in deferred inflows of resources. Accerdingly, the items. unavaifable revenue, is reporled only in the
governmental funds Bafance Sheet. The governmental funds report unavaiable revenues from two sources:
Christmas Bonus Reimbursement from the Commonwealth and Federal Grants. These amounts are deferred
and recognized as an infiow of resources in the period that the amounts become available.

continue
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - contnuation
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 liabifity is incurred. The Noncurrent
Liabilities includes, when appropriate, an amount estimated as a contingent liability or liabilities with a fixed or
expected due date, which will require future available financial resources for its payment.

16} Accounting for Pension Costs

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

For the purpese of applying the requirements of GASBS No, 27, as amended, the state govemment of the
Commonwealth is considered fo be the sponsor of the Employees' Retirement System of the Government of
the Commonwealth of Puerto Rico {ERS), a multiemployer cost-sharing defined benefit pension plan and
System 2000, a hybrid defined contribution plan, in which the employees of the Municipality pariicipate. 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 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 17).

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:

»  Net Invested in Capifal 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 to 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
retated to the acquisition, construction or improvements of capital assets has been reduced by any
related unspent debt proceeds and any related unamortized debt issuance costs. In addition, the
outstanding debt atfributed 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
Capital Assets, Net of Accumulated Depreciation..................... $35,199,428
Qutstanding Balance on Related Debt.........cc.ooocveeeiececin, {5,722,000)
Unspent Capital Debt Proceeds.........cc.co.ooovveovvivnveenes e e 177,315
Net Investment in Capital ASSELS ..o e $20.654,743

continue
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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 Legislature.
Having reviewed the requirements for assigning fund balance, therefore, is the policy of the Municipality
that Mayor shall have the authority to assign fund baiance of the Municipality based on the intentions of
the use of funds by the Municipat 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 Batance equal to
10% of budgeted expenditures. The Municipality considers a balance of less than 5% to be a cause for
concem, barring unusual or deliberate circumstances, and a balance of more than 15% as excessive. An
amount in excess of 15% is fo be considered for reservation to accumulate funding for purchase of
machinery and equipment, for capital projects, and/or to reduce the tax levy requirements, and shall be
determined in conjunctior with the annual budget process. In the event that the Unassigned General Fund
Balance is less than the policy anticipates, the Municipality shalf plan to adjust budget resources in the
subsequent fiscal years to 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 assets purchases, and not for ongeing expenditures unless a viable
plan designated to sustain the expenditures is simullaneousiy adopted. The Municipality hasn't met its
GASB 54 fund balance largets at June 30, 2014.

FPrioritization of Fund Balance Use
In circumstances where expenditure is for a purpose that quantities are available in multiple fund baiance
classifications, the order in which the resources will be used shall be as folfows: Restricted Fund Balance,

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

This space is intentionally left in blank,
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COMMONWEALTH OF PUERTO RICO NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF OROCOVIS FoRr THE FISCAL YEAR ENDED JUNE 30, 2014

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
. Use of Estimates

The preparation of the basic financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disctosures ¢of contingent assets and
liabilities at the date of the basic financial slatements and the reported revenue and expenses duning 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 financial statements issued for previous fiscal years.

I.  Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board {(GASB) issued the foliowing pronouncements that have effective
dates afler 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 Slate 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 pensicens through pension plans administered as trusts or similar arangements
that meet certain criteria. Statement No. 68 requires govemments providing defined benefit pensions {0
recognize their long-term obilgation 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 note disclosures and required supplementary
information.

The primary govemment of the Commonwealth, as well as its component units and the municipalities, are
considered “cost-sharing” employers of the Retirement Systems; therefore, they would report its afiocated
share of the Commonwealth's resulting Net Pension Liability from Statement 67 as follows:

» Based on their respective individual proportion to the collective net pension iiability of all the
governments participating

= The proportion should be consistent with the method used 1o assess contributions (percentage of
payroll). The use of their respective long term expecied contribution effort to Retirement Systems
divided by those of all govemments in the plan, is encouraged.

The provisions of this Statement are effective for financial statements for periods beginning after June 15, 2014
(FY2014-2015). Eartier application is encouraged. The Commgonwealth 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 actuanal
reports to be prepared under the new Statement No. 67.

GASB Statement No. 69, Governmeni Combinations and Disposals of Govemment Operations. This
Siatement establishes accounting and financial reporting standards related to government combinations and
disposals of govemment operations. As used in this Statement, the term government combinations includes a
variety of fransactions referred to as mergers, acquisitions, and transfers of gperations.

continug
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3. CASH AND INVESTMENTS - continuation

Municipality follows the practice of pooling cash. At June 30, 2014, the pool cash account in interest bearing commercial
banks accounts had a balance of $1.8 million of which $902,732 in the General Fund, $34,186 in the Head Start Fund,
$2.739 in the SBGP Fund, $252,925 in the Child Care Food Program Fund, and $651,419 in Other Governmental
Funds, all was deposited in Popular Bank of Puerio Rico. The balance in the pooled cash account is available to meet
current operating requirements and any unrestricted excess, if any, is generally deposit in accounts with commercial
banks. Any deficiency in the pooled cash account is assumed by the general fund and covered through future budgetary
appropriation,

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

Cash with fiscal agent in the debt service fund consists of property tax collections and sales and usage taxes amounting
to $1,018,555 that are restricted for the payment of the Municipality's debt service, as required by jaw. Cash with Fiscal
Agent in other governmental funds consist principally of $224,560 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 coliateralized.

Municipality follows the provisions of GASB Accounting Standards Cedification Section C20, Cash Deposit with
Financial Institutions, related with cash deposit and interest-earning investment contract with financial institutions.
Accordingly, the following is essential information about credit risk, interest rate risk, cusindial credit risk, and foreign
exchange exposure of deposits and investments of the Municipality at June 30, 2014;

Credit 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 equivalents of $1.8 million consisting of depasit in commercial bank accounts,
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 securilies were made during the Fiscal Year ended June 30, 2014.
Therefore, the Municipality's management has concluded that the credit risk related to any possibie loss related to
defaults by commerciat 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 wili not be able to
recover its cesh and investments or will not be able to recover collateral secunties that are in the possession of an
outside party. Pursuant to the investment Guidelines for the Commonwealth adopted by GDB, the Muricipality may
invest in obligations of the Commonwealth, obligations of the United States, certificates of deposit, commercial paper,
banker's acceptance, or in poals 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 $1.8 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 $1.2 miliion are uninsured and uncollateralized. However, no losses related to defaults by GDB on
deposit transactions have been incurred by the Municipality through June 30, 2014, 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 custedial credit risk associated with the
Municipality's cash and cash eguivalents is considered low.

cominue

4






COMMONWEALTH OF PUERTO RiCO NOTES TO THE BASIC FINANCIAL STATEMENTS
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7. INTERFUND RECEIVABLE, PAYABLES AND TRANSFERS
A. Interfund Receivable and Payabie Balances

During the course of operations, numerous transactions occur between the Municipality's funds for goods provided
and services rendered and for the reimbursement of expenditures. Related interfund receivables and payables are
classified as ‘Due from Cther Funds™ and “Due to Cther Funds® on the Bafance Sheet and Statement of Net Position
and will be settled within one year. Due toffrom Cther Funds at June 30, 2014 are summanzed as follows:

INTERFUND INTERFUND
RECEIVABLE PAYABLE AMOUNT
General Fund Head Start Fund 5 21
General Fund SBGP Fund 95,652
General Fund Oer Fund 188,770
Total $ 284,443

B. Interfund Transfers

During the course of the fiscal year, transactions occur between the Municipality's funds for operating subsidies.
Related interfund receipts and disbursements are classified as “Transfers In” and “Transfers Out” on the Statement
of Revenues, Expendifures/Expenses, and Changes in Fund Balances/Net Position. The transfers are routine and
consistent with the activities of the funds. Principality, transfers are indicative of funding for capital projects or debt
service, and subsidies of various operations.

INTERFUND TRANSFERS WITHIN THE GOVERHNMENTAL FUNDS
SOURCES TRANSFER TO AMOUNT PURPOSE
General Fund Debt Service Fund $§ 334,207 DebtPaymenk
Other Governmental Funds General Fund 101,273 Rermbursement of Expendiures Incurred
Debt Service Fund General Fund 479,225 Equily Transkr
General Fund Other Governmental Funds 70,059 Maiching Requirements
Total $ 964,764

8. DUE FROM/TO GOVERNMENTAL UNITS

The due from governmentat units for the fiscal year ended June 30, 2014 comesponds o $102,369 from Puerto Rico
Treasury Department for the Christmas Bonus.

As of June 30, 2014, balance due to other gevernmental units of the General Fund for services rendered to the
Municipafity, cansists of the following:

AMOUNT

Water and Sewer Aufhority $ 720
Employees Refrement Sysem 33,832
Tolal Due b Governmengl Units $ 71552

continue
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10. 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 bends
issued to finance the construction and improvements of public facilities 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 11).

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

lasue Qriginal Maturity Interest Balance
Type of Obligation and Purpose Date Borrowing Date Rate Amount
General Obligation Bonds:
Property Taxes income:
General Construction 1990 § 441,000 2016 5.00% 3 30000
General Constuciion 2007 665,000 2031 7.00% 595,000
General Construction 2008 655,000 2031 7.50% 555,000
General Constructon 2013 295,000 200 6.00% 1o 7.50% 260,000
General Constiction 2012 500,000 Undeermined” 3754 500,000
Total General Qbligation Bonds 1,840,000
Spedial Obligation Bonds:
General Revenues:
Purchase of Equipment 2002 1,220,000 2016 1.28% b 8.00% 260,000
General C onstruction 2013 660,000 2020 6.00% b 7.50% 505,000
Subtotal 165,000
Sales and Use Taxes:
General Constuction 2008 2,855,000 2024 7.50% 2,285,000
Purchase of Equipment 2008 310,000 2014 1.50% 60,000
Purchase of Equipment 2011 453,000 2015 7.50% 287,000
General Constniction 2012 210,000 2026 6.00% 1 7.50% 190,000
General Construciion 2013 215,000 2020 6.00°% b 7.50% 195,000
Subtotal 3,017,000
Total Special Obligation Bonds 3,782,000
Total Genera and Special Obligation Bonds $ 5722000
" These terms will be determined by the Joan granior upon completon of the consiruclion actv fties.

Variable interest rates on bonds are reviewed penodically by GDB and are based on the fluctuation of GDR'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 tndustrial Incentives Acts and, which qualify for benefits provided by the former Section 936 of the US Intemal
Revenue Cods.

According to Sections 103 and 148 thraugh 150 of the US Internat Revenue Code and Seciions 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 depasits that generate yields lower than
the rates applicable to the debt service payments.

continue
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10. NONCURRENT L!ABILITIES - contnuation
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 Noncurrent Liabilities

Foltowing are the other noncurrent liabilities as of June 30, 2014 and comesponding change during the fiscal year;

BALANCE RETIREMENTS BALANCE AMOUNT'S AMOUNT'S

JULY 14, NEW AND JUNE3), DUEWITHIN DUEAFTER

DESCRIPTION 2013 ISSUES  ADJUSTMENT 2014 ONE YEAR NEXT YEAR

Law Mumber 146MRCC $ 6395 % -5 (3,366) § 60587 § 3% § 57,22

Law Number 42MRCC 857803 - {12,158) 845 645 25,454 820,191
Deferred Credils (PPA) 11,665 . {11,665) - -
MRCC Liguidation - 276,328 . 276,328 276,328

Christmas Bonus 204,738 209,416 {204,738) 209,416 208,415 .

Compensated Absences 2,376,570 549,450 (267,366) 2,656,054 1,845,637 813417

TOTAL $ 3515129 § 103519 § (498293 § 4051000 § 2300201 § 169089

Borrowing from MRCC

On July 1, 2007, the Municipality entered into a repayment agreement with the GDB and MRCC to repay the
uncollectible property tax sale authorized by the enacted Law Number 146. The original amount of debt is $84,149
to be paid during 25 years plus annuaf interest of 6.22%.

On July 1, 2002, the Municipality entered into a repayment agreement with the GDB and MRCC {o repay the
uncollectible property tax sale authorized by the enacted Law Number 42. The original amount of debt is $,049,742
to be paid during 30 years pius annual interest of 6.1875%.

Christmas Bonus

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

Compensated Absences

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

continue

46






COMMONWEALTH OF PUERTO RICO NOTES TO THE BasiC FINANCIAL STATEMENTS
MuNICIPALITY OF OROCOVIS FOR THE FISCAL YEAR ENDED JUNE 30, 2014

1.

12.

DEBT RETIREMENT - continuation

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 o 6.0% while the municipal SUT is
reduced to 1.0%, effective February 1, 2014,

Through this legislation a mechanism under which the SUT callections entitled to receive the Commonwealth of Puerto
Rico each fiscal year, after complying with the deposits in the Tax Fund requires by Act No. 91-2006, 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 Government Development Bank of Puerlo Rico.

Also, on February 1, 2014 was enacted the Act No. 19 that creates the Municipal Financing Corporation (COFIM, by
Spanish actonyms). The COFIM, attached to the Government Development Bank (GDB}, with the power fo 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 colfected 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 amaunt,
or municipal SUT corresponding 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 impese and collect property taxes from any natural or legal person that,
at January 1% of each calendar year: (1) is engaged in trade or business and is the owner of personal or reat 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 Jevy, administration and collection of the corresponding tax contribution. Reat property taxes are assessed by the
MRCC as January 1t of each year.

The personal property tax is self-assessed by the taxpayer on a return, which is to be filed and paid in full by May 15 of
each year with the MRCC and based on current values as of Decernber 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 contribution
is levied each year over the appraised value of the real property at the beginning of the calendar year.

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 eslimated collections. The MRCC is required
by law to prepare a seflement 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 settiement has to be completed cn a
preliminary basis not later than three months after fiscal year-end, and a final settlement made not tater than six months
after year-end. If the MRCC remits to the Municipality properly taxes advances, which are less than the tax actually
colfected, 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 setlement to the General Fund is pending of final determination.
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12. PROPERTY TAXES - continuation

The tax rate for fiscal year 2014 is 8.53% 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 7.50% and 5.50%, respectively,
belongs to the Municipality. Taxpayers pay 8.33% for real property and 6.33% for personal property and the remaining
0.20% is paid by the Commonwealih's Secrefary 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 fogether with a percentage of the net
revenues of the Puerto Rico electronic lottery and a subsidy from the Commonwealth of Puerto Rico. The remaining
portion belonging 1o the Municipality of 1.50% represents the ad-valorem properly taxes withheld by the MRCC and
restricted for debt service, which is accounted for through the debt service fund (See Note 11). The Municipality has
reached the maximum statutory fax 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 Puertc 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, 1392. The Municipal Revenue Collection Center, insiead 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
1o 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.

13. 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 totally 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 retum that is due five working days after April 15 of each year.
Entities with sales volume of $3.0 miflion or more must indude audited financial statements together with the tax return,
During the fiscal year ended June 30, 2014, the tax rates were as follows:

a. 1.50% for financial institutions and savings and loan associations.

b. 0.40% for all other organizations.

confinue
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16.

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 Depariment 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 corresponding 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 that carry out
aclivities related to construction, expansion, major repairs, relocations, alterations and olher types of permanent
improvements to residential, commercial and industrial buildings, and any structures within the territonial area of the
Municipality. The tax is also applicable to infrastructure projects, ihe installation of machinery, equipment and fixtures,
and other types of construction-related 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 tand, existing buildings and improvements, project
design and other engineering fees, licenses and permits, consulting and legal fees. The tax is paid by the taxpayer
before the beginning of the construction project. The activities covers by this tax and the exemption granted are as
follows:

a. All construction will pay 3% of construction excise taxes.

b.  All construction projects carried out by state, federal and municipal govemments will pay 4% of construction
excise taxes.

c. Al construction projects carried out by not-for-profit organization educational institutions have full exemption
to the construction excise {axes.

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 Commonweaith of Puerto Rico, “in lieu of tax”
paymenis from the Ouasi-public Corporation, Puerto Rico Electric Power Authority, and federal financial assistance
received from federal govemment,

Grants and subsidies received from the Commonwealth of Puerto Rico and federal agencies indude, among others, a
general subsidy for urban development and capital improvements. Intergovemmental 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.

continue
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17. PENSION PLANS - continuation

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, 1989
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.

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 o the date that the Participant reaches the age of
fifty-five {55) years. {Public Officers in High-Risk Positions shall mean the Commonwealth of Puerte Rico
Palice, the Municipal Police, the Commonwealih 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 Public Officers in High-Risk Positions, for whom it shail 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 regutar 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 instrumentalities, the Governor's aides, the members of commissicns and
boards appointed by the Governor, the members of the Legislative Assembly of Puerto Rico, for the employees and
officials of the Legislative 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 penod of services rendered to the Government while separated
from the Systern, shall be credited as creditable service, provided said cofficials pay the individual and employer
contributions, plus interest, that correspond to the period of separation, to the system.

continue
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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 o 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 wili no
longer be avaitable to participants who joined the ERS after April 1, 1990.

Deferred Refirement Annuity — A parlicipating employee who ceases to be an employes of the Commonwealth after
having accumulated a minimum of 10 years of credited service qualifies for retirement benefits provided hisfher
contributions 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 his/her 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%), pius

{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 grarifed under this subsection shali be ninety percent (90%!) of
the highest safary 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 attained fifty (50) years of age.

Retirement shall be optional for any participant of the System in active service who shall have completed at least thirty
{30} years of creditable service. Said participant shall be entitied to receive the Merit 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
aftained fifty-five (55} years of age or more, sixty-five percent (65%) of the average compensation.

(2) Forthose who have completed thirty {30) years or more of creditable services and have attained 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

As per Act No. 447 the following provisions shall apply to employees who participate in the System that {i} began to
work before January 1, 2000, i) 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 refire that are reguired in Chapter 2 of this Act;
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17. PENSION PLAN - continuation

{c} 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 hefshe shall have 1o contribute such sums, fixed in dollars or a percent of the salary, that the
Administrator, with the approvat of the Board, determines that are needed to provide the disability benefit,
provided the contribution required by the Administrator is equal 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. 118, increasing the employers’ contributions rate from 9.275% fo
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 thereafler, reaching an aggregate contribution rate of 20.525% eflective
July 1, 2020.

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

July 1, 2013 Twelve point two hundred seventy-five percent (12.275%) of the salary of each
parlicipant

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 seventy-five percent (14.275%) of the salary of each
participant

July 1, 2018 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,
shafl be included in the budget petition submitted by the Office of Management and Budget to the Legislative Assembly.
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Death, Disability or Terminal iliness Benefits

Death of a Participant in Active Service

Upon death of any person wha is rendering services and who had coninibutions 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 his/her 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 coltect from the contributions any debt the participant may have with the
System.

Death of a Pensioner

li a pensioner dies withoul having consumed all of hisher pension payment contributions, hisfher designated
beneficiaries or, absent such designation, hisher 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 fo total and permanent disability, due to disability pursuant to Act No. 127 of June 27, 1958, as amended,
or due to terminal illness, as determined by the Administrator, shall be distributed to 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

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 persen is partially or totally and
permanently disabled, shall be made by the insurance company that issues the insurance policy covering 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 estabtished 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, shall be enfitled to receive the following benefits:

{a) AMedication Bonus equal to one hundred ($100}), which shall be paid no later than July 15 of each year;
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(b) A Christmas Bonus equal to two hundred doflars ($200), which shali be paid no later than December 20 of
each year, and

{c) A Govermment contribution for heaith benefits for employees covered by health benefit plans under Act Na. 95
of June 29, 1963, as amended, of one hundred doliars ($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 to 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 1o 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 cerfification 1o 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 addifional contribution.

The funds to cover the contribufion described above, with respect to pensioners of the Central Gavernment, 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 to cover the contribution described
in Section 2 with respect {o their pensioners.

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.

{ Contributi
Annual Contribution FISCAL OQEFINED  HYBRID

The Municipality's contribufions during those years are recognized as YEAR BENEFIT PROGRAM ACT NO.3

tota! pension expenditures/expenses in the category of administration 2014 3§ -8 - § 14552
as follow: 2013 109,374 78029
212 57,465 0,354

Total employee contributiens to the above-mentioned plans during the
year ended June 30, 2014, 2013 and 2012 amounted to approximately $486,155.

These amounts represented the 100% of the required contribution for the corresponding year. Additionafly, 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 Pragram. They issue a publicly available financial 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.
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20. COMMITMENTS - continuation
B. Construction and Improvement Commitments

The Municipality had encumbrances at June 30, 2014 for the construction, improvements, or renovation of severai
municipal facilities in the following funds:

Amount
143825 Commitled by Improvement of Streets and Sidewalks
18700 Restricled to Improvement of Sireets and Sidewalks

Encumbered For Reported within Fund Balance Classification

General Fund Resurfacing of Streets and Other Improvements &

Non Major Funds Resurfacing of Streets and Other mprovements

C. Solid Waste Dispesal Contract

The Municipality has a solid waste disposal contract with the Municipality of Barranquitas, Puerte Rico until June
30, 2015, with automatic annual renewal, to provide the service for disposal of sofid waste. In the contract it was
established that the Municipality is committed to pay the amount of $25 through $300 per motor vehicle that
transported solid waste depending on their capacity. Expenditure for the year ended June 30, 2014 for this service
amounts 1o $138,000, approximately.

Future commitments are scheduled as follows;

Year Amount

2015 $ 138,000
2016 138,000
2017 138,000
2018 138,000
2019 138,000
Tota § 690,000

21. FUND BALANCES RESTATEMENT

The following reconciles the June 30, 2013 Fund Balance, as previously reported to Beginning Fund Balance, as

restated, July 1, 2013 for the varigus funds:

STATE ROADS OTHER
IMPROVEMENT GOVERNMENT AL
FUND FUNDS
Fund Balance, 2s Previously Reporied,
At June 30, 2013 ) {53,690) $ 740,576
Reclassificaion of Non-Major Fund 53,690 {53,650
Beginning Fund Balance, as Restaied,
At July 1, 2013 $ - § 686,888

This reclassification did not constitute a change in accounting principle.
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

COMMONWEALTH OF PUERTO RICO BUDGETARY COMPARISON SCHEDULE — GENERAL FUND
MUNICIPALITY OF QROCOVIS FoR THE F1SCAL YEAR ENDEO JUNE 30, 2014
1. Budgetary Reporting

The Budgetary Comparison Schedule — General Fund is presented as Required Supplementary Information in
accordance with GASB Accounting Standard 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

General Fund
Sources/inflows of Resources:
Actual Amounts (Budgetary Basis) "Available for Appropration” from the
Budgelary Comparison Schedule {See Page 66) 5 13220514
Difierence ~ Budget ip GAAP:
GASB 54 Reclasification of Revenue 174
Transfers from Other Funds are a budgetary resource but are not a Cumment-Year Revenue
for financial reporiing purposes (580,498)
The Fund Balance (Deficit) at the Beginning of Year is a budgetary resource butis nota
Curent-Year Revenue for financial reporiing purposes (196,702)
Total Revenues as Reporiad on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 20) $ 12443488
Uses/Outflows of Resources:
Actual Amounts (Budgetary Basis) "Total Charges o Appropriation” from the
Budgetary Comparison Schedule (See Page 66) b 12610540
Difference — Budget b GAAP:
Encumbrances for supplies and equipment ordered but not received are reporied
in the year the order is placed for budgelary reporting purposes {386,359)
Payments of encumbrances of prior year that are expenditures for financial reporting
purposes but are not outflows for budgelary purposes 314,829
Transkers D other funds are outfiows of budgetary resources but are not
expenditures for financial reporting purposes {404,266)
Totat Expenditures as Repored on the Stalement of Govemmental Funds Revenues,
Expenditures and Changes in Fund Balance {See Page 20) $ 12,134,744

END OF THIS SECTION
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SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM —
FiNANCIAL DATA SCHEDULE (RQD80)

COMMONWEALTH OF PUERTO RICO ENTITY WIDE BALANCE SHEET SUMMARY
MUNICIPALITY OF OROCOVIS JUNE 30, 2014
Line Item No.
Assefs Value
Current Assets - Cash:
111 Cash - Unrestricted $ 76,860
113 Cash - Other Restricted 23,950
100 Total Cash 100,810
150 Total Current Assets 100,810
Fixed Assets:
164 Furniture, Equipment & Machinery - Administration 33414
166 Accumulated Depreciation {10,227)
160 Total Capital Assets, Net of Accumulated Depreciation 23,187
190 Total Assets 123,997
200 Deferred Quiflow of Resources
290 Total Assets and Deferred Qutflow of Resources $ 123997

Liabilities and

Equity Value
Liabilities:
Current Liabilities:
312 Accounts Payable <=90 days $ 6,110
3o Total Current Liabilities 6,110
300 Total Liabilities 6,110
400 Defermed Inflow of Resources -
Equity
508.4 Net investment In Capital Assets 23,187
5114 Restricted Net Position 23,950
5124 Unrestricted Net Pasition 70,750
513 Total Equity - Net Assets / Position : 117,887
600 Total Liabilities, Deferred Inflow of Resources and Equity -
Net Assets / Position S 123,997

The accompanying Moles to Firancial Data Schedule are an integral part of this Supplemeniary Information.
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SECTION 8 HouSING CHOICE VOUCHERS PROGRAM —
FiNANCIAL DATA ScHEDULE (RQQ80)

COMMONWEALTH OF PUERTO RiCO PROGRAM REVENUES AND EXPENSES SUMMARY
MUNICIPALITY OF OROCOVIS FOR THE FiSCAL YEAR ENDED JUNE 30, 2014
Line ltem No.

Revenues Value
70600 HUD PHA Operating Grants $ 240644
70000 Total Revenue 240,644

Expenses:

Administrative:
94100 Administrative Salaries 24,765
91500 Employee Benefit Confributions - Administrative 5,683
91600 Office Expenses 2922
91900 Other 603
91000 Total Operating - Administrative 33973
96900 Total Operating Expenses 33,973
97000 Excess of Operating Revenue over Operating Expenses 206,671
97300 Housing Assistance Payments 206,328
97400 Depreciation Expense 4,091
90000 Total Expenses 244 392
10000 Excess (Deficiency) of Total Revenue Over (Under) Total § (3748)

Expenses e

Memo Account Information:
*11030 Beginning Equity § 121635
*11170 Administrative Fee Equity 3 93,937
*11180 Housing Assistance Payments Equity 3 23,950
11190 Units Months Available 564
11210 Number of Units Months Leased 536

The accompanying Notes io Financial Data Schedule are an integral part of this Supplemenlary information.
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COMMONWEALTH OF PUERTO RICO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

MuNiGIPALITY OF OROCOVIS For THE FISCAL YEAR ENDED JUNE 30, 2014
FEDERAL PASS-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES

U.S. Department of Agriculture:
Pass-Through Puerto Rico Family Department —
Administration for the Childhood Care and Integral
Development:

Chifd and Adult Care Food Program ... 10.558 CCC-252 § 722208

Pass-Through USDA-Rural Development:

Community Facilities Loans and Grants....................... 10.766 63-007-690660065 49 999
Total U. S. Department of Agriculture.............c.coccovee. 772,207

U.S. Department of Housing and Urban Development:
Direct Program:
Section 8 Housing Choice Vouchers Program .............. 14 871 240,302

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

Community Development Block Grant/States Program
(SBGP) and Non Entitiements Grants in Hawaii
{Stated Administered Smali Cities Program)............... 14,228 N/AV 436,239

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

Emergency Solutions Grant Program............c.ccccccouunn. 14.231 NIAV 2,695

Total U.S. Depariment of Housing and Urban
DeVelOPMENL.........coc et 679,236

U.S. Department of Justice:
Pass-Through Puerto Rico Office for Public Security:

Public Safety Partnership and Community
Palicing Grants ...........occeeeeereeici e ireeererenecnecncenes e 16.710 20,587

Total U. S. Department of Justice........ccve o, 20,587

confinue
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COMMONWEALTH OF PUERTO RICO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

MuNICIPALITY OF OROCOVIS FoRr THE FISCAL YEAR ENDED JUNE 30, 2014
FEDERAL PASS-THROUGH
FEDERAL GRANTOR [ PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES

U.S. Department of Health and Human Services:
Pass-Through Puerto Rico Famity Department —
Administration for the Childhood Care and Integral
Development:
Head Start Program ..., 93.600 02-CH-8944/06AD 6,750.487

Total U.S. Department of Health and
HUMAN SBIVICES .o eete e e e e 8,750,487

U.S. Depariment of Homeland Security:
Pass-Through Puerto Rico Office for Public Security;

Disaster Grants — Public Assistance (Presidentially

Declared Disasters} .. oo, 97.036 N/AY 132,793
Total U. S. Department of Homeland Security............ 132,793
TOTAL EXPENDITURES OF FEDERAL AWARDS........ $ 8355310

The accompanying Notes to Scheduls of Expenditures of Federal Awards are an integral part of this schedule,
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COMMONWEALTH OF PUERTO RICO NOTES TO SCHEQULE OF EXPENDITURES OF FEDERAL AWARDS
MUNICIPALITY oF OROCOVIS 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 Orocovis 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 Governments, 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 amounts presented in this Schedule may differ from amounts presented in, of used in the preparation

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 directty from federal agency as well as federal financial awards passed-

through other government agencies are included on the Schedule.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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 the Schedule represent adjusiments or credits made in the normal course of
business to 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 Municipality's Statement of Revenues, Expenditures and Changes

in Fund Balances — Govemmental Fund as follows: Head Start Fund — $6,750,487, SBGP Fund - $436,239, Child Care
Food Program Food ~ $722,208 and Other Govemmental Funds $446,376.

END OF NOTES
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COMMONWEALTH OF PUERTO RICO SCHEDULE OF FINDINGS AND QUESTIONED COSTS
MuNicIPALITY OF OROGOVIS FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION Il - FINANCIAL STATEMENT FINDINGS

Our audit disclosed no findings that are required to be reported herein under the Government Auditing Standards.

conlinue
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COMMONWEALTH OF PUERTC RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

MUNICIPALITY OF OROCOVIS FOR THE FiSCAL YEAR ENDED JUNE 30, 2014
SECTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
FINDING REFERENCE NUMBER  2014-002
FEDERAL PROGRAM HEAD START PROGRAM (33.600)
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH PUERTO RICO DEPARTMENT OF FAMILY - ADMINISTRATION FOR
THE CHILDHOOD CARE AND INTEGRAL DEVELOPMENT
AWARD NUMBER 02CH994411
COMPLIANCE REQUIREMENT REPORTING
TYPE OF FINDING MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS
CRITERIA According to the Grant Agraement, the program shall submit the Ciose Qut Report to the Pass-
Through Agency not later than 20 calendar days following the ciose date of the program.
CONDITION During our Reporting test we noted that the Municipality submitted the Close Out Report on
Aprit 25, 2014; almost two months after the close of the program year, which is February 28.
QUESTIONED COSTS Not determined
INFORMATION TO PROVIDE
PROPER PERSPECTIVE The accounting records were complete after the close out date of February 28.
CAUSE The accounting records were not available and complete with the information needed to prepare

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

lhe reports on a timely basis.

Municipality was unable to verify if they were complying with the matching requirements, for
which deficiencies are mentioned on finding Number 2014-001. This deficiency might lead to a
reduction of funds in subsequent years or other administrative sanctions from Lhe Pass-Through

Agency.

We recommend management to implement immediately proper internal controls in order to
assure lhat the accounting records are complete and reconciled,

Fiscal procedures were updated and should be reviewed annually, SAGE system is used as the
official accounting system as required in the Fund Delegation Agreement and to ensure that the
accounting information meets Lhe federal requirements. A timetable for closing will take place as
a measure cf continuous monitoring to verify that the information is available to the assigned
dates.

March 2015

Jorge Torres Coién, Administrative Assistant, Head Start Program

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

COMMONWEALTH OF PUERTO RICO
MuNICIPALITY OF QOROCOVIS

{1} Audit Findings that have been Fully Comected:
NONE

{2) Audit Findings not Corrected or Partially Corrected:

FISCAL YEAR 2013

Finding Number 2013-001 Reporting
The Municipality submitted the Close-Out Report on July 23, 2013 aimost
six {B) months afler the close of the program year.

CFDA Number 93.600

Questioned Cost None

Auditee Comments

Pending of final determination of the Administration for the Chitdhood Care and Integral
Development of the Puerto Rico Family Department.

Finding Number 2013-002 Special Test and Provisions
Delay in final inspections relating to Housing Rehabilitation.
CFDA Number 14.871
Questioned Cost None
Auditee Comments Pending of final determination of US Department of Housing and Urban Development.
Finding Number 2013-003 Special Test and Provisions
Any annual inspections for three tenant,
CFDA Number 14.871
Questioned Gost None

Auditee Comments

Pending of final determination of US Department of Housing and Urban Development.

FISCAL YEAR 2012

Finding Number 2012101 Special Test and Provisions
The Municipality used a utility allowance schedule of 2010 for the
reexamination.

CFDA Number 14.871

Questioned Cost None

Auditee Comments

Pending of final determination of US Department of Housing and Urban Development.

continue
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COMMONWEALTH OF PUgrRT¢ Rico SUMMARY SCHEDULE OF PRiDR AuDITS FINDINGS
MUNICIPALITY OF OROCOVIS, PUERTO RICD FOR THE FISCAL YEAR ENDED JUNE 30, 2014

(2) Audit Findings not Corrected or Partially Corrected: - continuation

FISCAL YEAR 2011
Finding Number 2011-1I0%  Davis-Bacon Act
No documentation of pracedures performed to venify that wages paid are not
less than Lhe prevailing wages.
CFDA Number 93.600
83.708
Questioned Cost None
Auditee Comments Pending of final determination of the Administration for the Childhood Care and integral

Development of lhe Puerto Rico Family Departmant.
(3} Corrective action taken is significantly different from corrective action previously reported:
NONE
(4) Awudit findings is no longer valid:

NONE

END OF SCHEDULE
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