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grants and contributions, and $454,211 (2%) arose from charges from services, miscellaneous
revenues and interest on deposits.

¢ The Municipality’s total expenses amounted to $28,605,467 for the fiscal ycar ended June 30, 2014,
of which $19,138,156 (67%) where incurred in providing direct services and benefits to citizens in
relation to public works, health and welfare, public safety, culture and recreation, community
development, and education. In addition, the Municipality incurred in $924.508 (3%) of its total
expenses, in intercsts related to its fong-term obligations, and $8,542,803 (30%) in pencral
government activities to support the Municipality’s functions and programs. The Municipality’s total
expenses include depreciation and amortization of capital assets in the amount of $2,126,047 for the
fiscal year ended June 30, 2014.

¢ The Municipality’s total net position increased by $97.861 during the fiscal year endcd June 30,
2014,

Governmental Funds® Hiphlights:

e The total fund balances of governmental funds amounted to $12,176,269 at June 30, 2014, of which
$6,681.942 are restricted and assigned, white $5,494,327 are presented as unassigned fund.

¢ The fund balanccs of governmental funds decreased by ($1,069,207) during the fiscal ycar cnded
June 30, 2014, principally due to an increase of expenses in several special revenue funds.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The purpose of financial reporting is to provide extemal uscrs of basic financial statemcnts with
information that will help them to make decisions or draw conclusions about the Municipality. There are
many external parties that use the basic financial statements of the Municipality; however, these parties
do not always have the same specific objectives, In order to address the needs of as many parties as
reasonably possible, the Municipality, in accordance with required financial reporting standards, presents
this Management’s Discussion and Analysis (MD&A) as an introduction to the accompanying basic
financial statements. This narrative represents an overview and analysis of the financial activities of the
Municipality for the fiscal year ended June 30, 2014. Because this MD&A is designed to focus on the
current year activities, resulting changes and currently known facts, we encourage readers to consider the
information presented in this MD&A in conjunction with the additional information furnished in the
accompanying basic financial statcments.

The Municipality’s basic financial statements include three components: (1) government-wide financial
statements (GWFS), (2) fund financial statements (FFS), and (3) notes to the basic financial statements
{(NBFS). This report also contains additicnal required information in addition to the basic financial
staternents themselves, These compoenents are described below.
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Major Governmental Funds

General fund (GF) — The GF is the principal operating fund of the Municipality. The GF’s total assets
amounted to 311,000,287 a¢ June 30, 2014. Such assets consist principally of: (1) Cash in commercial
banks ($9.794,031), (2) receivables of (569.250), and (3) shori-term amounts due from other funds
(31,133,739),

The GF’s total liabilities amounted to 85,475,797 at June 30, 2014, Such liabilities are composed mainly
of: {1) uncarncd revenues ($4,682.483), and (2) accounts payable, accrucd liabilities and amounts duc to
other governments ($793,312).

At the end of the currcnt fiscal year, restricted and assigned fund balances amounts to $3,267 and
$26,896, respectively. Unassigned fund balance of the GF amounted to 55,494,327, while total fund
balance reached $5.524,490.

Head Start- Special Programs Fund (SRHS)- The SRF-HS’s total assets amounted to $824,923 at June
30, 2014, which consist mainly of cash (§781,226), and intcrgovernmental receivable ($43,697). The
SRF-HS’s total liabilittes amounted to $824,923 at June 30, 2014.

Capital Improvement Fund (CIP)- The CIP’s total assets amounted to $3,717,189 at June 30, 2014,
which consist of cash with fiscal agent (52,141,932), and cash in commercial bank ($1,575,257). The
CIP’s total liabilities amounted to $160,013 at June 30, 2014, which are composed mainly of accounts
payablc. At the end of the current fiscal year, the CIP’s had total restricted fund balances amounted to
$3,557,176.

Debt service fund (DSF)- The DSF’s total assets amounted to $3,574,058 at June 30, 2014, which
cansist mainly of cash in fiscal agent ($3,462,970) and property and tax receivables amounting
($111,088). The DSF’s total liabilities amounted to $1,303,998 at June 30, 2014, which are mainly
composed of: (1) matured bonds due and payable ($985,000), and (2) matured interest due and payable
($320,998). At the end of the current fiscal year, DSF’s total fund balance reached $2.268,060.

Other governmental funds (OGF)- The OGF’s total assets amounted to $1,460,974 at June 30, 2014,
which consist mainly of cash and cash equivatents ($873,017), cash in fiscal agent of ($55,973), and
reccivables from intergovernmental grants and contributions ($531,984). The OGF's total liabilities
amounted to $634.431 at Junc 30, 2014, which are mainly composed of uneamed revenues ($5,092),
accounts payable ($130,861) and short-term arnounts due to other funds {$498,478). At the end of the
current fiscal year, OGF’s total fund balance reached $826,543.
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Analysis of Operating Results of Governmental Funds

Major Governmental Funds

General fund — The total fund balance of the GF increased by $416,641 during current fiscal year,
principaily due to a significant increase in intergovernmenial revenucs. Total revenues, expenditures and
other financing sources {net) amounted to $19,581,848, $19,747.757, and $582,550, respectively, for the
fiscal year ended June 39, 2014,

Approximately 69% (§13,424,584) of the GF’s total revenues for the current fiscal ycar came from
property, nunicipal license, construction excisc and sales and use taxes, whilc 29% ($5,703,863) resulted
from intcrgovernmental grants and contributions. Interest revenues, charges for scrvices and
miscellaneous revenues, amounting to $453,401, provided 2% of the total revenues for the current fiscal
year. Transfers from other governmental funds amounts to $950.439.

The largest expenses of the GF for the fiscal year ended June 30, 2014 were refated to: (1) general
administrative and operating costs ($8.158.716). which were classified as “general government™ and
accounted for 41% of total expenses, (2) public safety (§1,129.432), which accounted for 6% of total
expenses, {3) public works (55,957,464}, which accounted for 30% percent of total expenses, (4) health
and welfare (51,671,420), which accounted for 8% of total expenses, (5) cuiture and recreation
{$2,578.199), which accountcd for 13% of total expenscs and (6) education (8252,526) which accounts
1% of total expenses. Tansfer to other governmental funds amounts to ($367,889).

Head Start- Special Programs Fund (SRF-HSP) —Total revenues for the fiscal year ended June 30,
2014 were $4,300.797.

Total expenditures amounted to $4,300,797 for the fiscal year cnded June 30, 2014, SRF-HSP’s total
expenditures for the current fiscal year came from health and welfare.

Capital Improvements Funds (CIP)- The tota! fund balance of the CIP increased by $197,246 during
current fiscal year. Total expenditures amounted to $395,987 for the fiscal year ended June 30, 2014,

CIP’s total expenditures for the current fiscal year came from culture and recreation ($98,613), and public
works {$297,372).

Debt service fund (DSF) — The total fund balance of the DSF decreased by (1,022,956 during current
fiscal year. Total revenues, expenditures and other financing sources (net) amounted to $1.633,173,
$2,199,508 and ($476,621), respectively, tor the fiscal year cnided June 30, 2014,

Approximately 66% (%1,092,158) of DSF’s total revenues for the current fiscal year came from restricted
property taxes, while 34% ($560,205) came from restricted sales and use taxes and interest. DSF’s total
expenditures for the current fiscal year camc from principal and intercsts on bonds payable ($2,199,508)
and transfers to other funds of $844,510,












Commonwealth of Puerto Rico
Municipality of Peiiuelas
Statement of Activities
For the Year Ended June 30, 2014

Program Revenues

Net {Expense) Rev

enue and

Changes in Net Position

Operating Capital
Charges for Grants and Grants and Governmental
Functions/Programs Expenses Services Contributions Contribotions Activities
General govemment S BSI2ER03 § - L3 - 5 - 5 {H.542 503)
Public safery 160334 - - - (1.160.224)
Puhlic works 6.122.979 17.0%) - 1,323,720 (4. 782, 169)
Health and welfare 7564 5% - 5674021 - (1.895.504)
Culmre and recreation 3397040 - 23322 - (3.374.520)
Community development 631,337 - - 448 044 [183,493)
Education . 56665 - - - (256,665)
Interest on long-tenm debt 94 508 - - - {924 508)
Total governmental activities S 28,5367 3 17,000 S 5,606,543 5 1,771,764 (21,120,070)
General revenues and special items:

Properry tax 4932, 763
Municipal license ax 8.737.97%
Sales Lax G98.343
Construction cicse ax 407 860
Cirants and contributions oot restrivied B specitic programs 5,703,863
Inwcrest and investment carmings 38,718
Miscellanewus 398,403

Total peneral reventies 21.217,93]

Chanrge in net position 27,861

Net position - bepnning 26,466,526

Net position - ending 3 26564387

The notes to the financial statements arc an integral part of this statement.
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2014

d4)

The gereral government function/program reported in the accompanying statement of activities,
includes expenses that are, in essence, indirect or overhead expenses of the Municipality’s other
functions/programs. Even though some of these costs have been charged to other funds in the
governmental fund financial statements as indirect cost allocations permitted under some federal
programs, the Municipality has reported these indirect expenses as direct expenses of the general
government function. Accordingly, the Mumcipality does not allocatc general government
{indircct) expenses to other functions.

The effects of all interfund governmental activities (rcvenues, cxpenditures and other financing
sources/uses among povernmental funds) have been removed from the accompanying statements
of net position and activities,

The Municipality classifics all of its activitics as governmental activitics in the accompanying
GWFS. These arc activities generally financed through taxes, intergovernmental revenues and
other non-exchange revenues that can be used to support the Municipality’s programs or
services. These governmental activities are also generally reported in the governmental fund
financial statements.

The Municipality has no fiduciary activitics, which are thosc in which the Municipality would be
holding or managing net position for specific individuals or other external parties in accordance
with trust agrecments or other custodial arrangements. In addition, the Municipality has no
operations or activities that are primarily financed and operated in a manner similar to private
business enterprises, where the costs of providing goods or services o the general public is
financed primarily through user charges.

Governmental Fund Financial Statements

The accompanying GFFS are composed of: (1) the balance sheet — governmental funds and (2)
the statement of revenues, expenditures and changes in fund balances — governmental funds.
These financial statcments report the financial position and results of operations of the
Municipality’s governmental funds by presenting sources, uses and balances of current financial
resources. Some of these financial statements have a budgetary orientation and focus primarily
on: (1) the Municipality’s major funds, as defincd beiow, (2) the fiscal accountability and (3) the
individual parts of the Municipality’s government. Fiscal accountability represents the
Municipality’s responsibility to justify that its actions in the current year have complied with
public decisions concerning the raising and spending of public moneys in the shorl term (one
fiscal year).

Each governmental fund is considered an independent fiscal entity accounted for within a set of
self-balancing accounts that comprise its assets, deferred outflows of resources, labilities,
deferrcd inflows of resources. fund equity or deficit. revenue and expenditures. The
accompanying GFFS scgregate povernmental funds according to their intended purpose and are
uscd in demonstrating compliance with legal, financial and contractal provisions, The minimum
number of governmental funds is maintaincd consistent with legal and self-imposed managerial
requirements established by the Municipality. For financial reporting purposes, the Municipality
classifies its governmental funds within the following categones:
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 34, 2014

Cash in commercial banks of special revenue funds are restricted since its use is limited for the
specified purposes, which are established by applicable agreements or required by law.

Cash in fiscal agent in the debt service fund represent property and sales tax collections which are
retained and restricted for the payment of the Municipality’s debt service, as established by law.
Cash in fiscal agent in special revenue funds consists of unspent proceeds of bonds and notes, and
the balanceof interest and nonbearing accounts which are restricted for: (1) the acquisition,
construction or improvement of tnajor capital assets and the operations of federal and state funded
programs

h) Accounts Receivable

i)

In the accompanying GWFES, receivables consist of all revenues earned but not collected at June
30, -2014. Major receivable balances for the governmental activities include property taxes,
municipal license, and intergovernmental receivables.

Tax receivables in the general fund represent uncollected sales taxes. Tax recetvables in the debt
service fund consist of uncollected property and sales taxes, which are restricted for the payment
of the Municipality’s debt service, as established by law.

Intergoverninental receivables are comnposed of: (1} amounts owed to the Municipality for
reimbursement of expenditures incurred pursuant to federal and state funded programs which are
recorded in the general fund, special revenue funds and capital project funds.

These accounts receivables are stated net of estimated allowances for uncollectible accounts,
which are determined, based upon past collection experience, historical trends, current economic
conditions and the periodic aging ol accounts receivable.

Activities among funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as either “due io/from other funds™ (i.e. the current
portion of interfund loans) or “advances to/from other funds™ (i.e., the non-current portion of
interfund loans). All other outstanding balances between funds are reported as “due to/from other
funds”. Advances between funds, as reported in the GFFS, are offset by a fund balance reserve
account in applicable governmental funds to indicate that they are not available for appropriation
and are not expendable available financial resources.

Caﬁital Assets

Capital assets used in governmental activities include tand and land improvements, buildings,
structures and building improvements, machinery and equipment, furniture and fixtures, licensed
vehicles, construction in progress, and infrastructure. These assets are capitalized and reported in
the accompanying statement of net position. Infrastructure assets are gencrally stationary in
nature and inciude roads, bridges, streets and sidewalks, drainage systcms and other similar
assets.

The Municipality defines capital assets as assets with an individual cost of 325 or more at the
date of acquisition or construction, and with useful lives extending beyond one year. All assets

39
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2014

m)

The liability for compensated absences is reported in the statement of net position. A liability for
compensated absences is reported in the GFFS only if they have matured. for example, as a result
of employec resignations and rctircments.

Long-term Debt

The. long-term liabilities reported in the accompanying statcments of net position include the
Municipality’s bonds, notes. oblipation under capital leases. compensated absences and legal
elaims and judgements.

All long-term debt to be repaid from governmental resources is reported as liabilities in the
accompanying statcment of nct position. Principal and interest payments on bonds due in July 1
of the following fiscal year are recorded as fund liabilities in the GFFS when resources are
available in the debt service fund (generally at June 30). In the GFFS, the face amount of debt
1ssucd is reported as other financing sources when issued.

n) Accounting for Pension Costs

For the purposc of applying the scquircments of GASB Statement No. 27, Aceounting for
Pensions by State and Local Government Employers (GASB No. 27), the Commonwealth of
Puerto Rico is considered to be the sponsor of the Empioyees” Retirement System of the
Government of Puerto Rico and its Instrumentafities (ERS) and System 2000. the two retirement
systems in which the employees of the Municipality participate. Accordingly, the Municipaliity 1s
considered a participant and not a sponsor of these retirement systems since the majority of the
participants in the aforementioned pension trust funds are part of the financial reporting entity of
the Commonwealth. Accordingly, no portion of the net pension obligation (NPQ) related to ERS
has been allocated to the Municipality in the accompanying basic financial statements. The basic
financial statements of the Commonwealth account for the total amount of the net pension
obligation of ERS, including any amount that may be allocated to the Municipality.

According to GASB No. 27, the Municipality accounts for pension costs from the standpoint of a
participant in a multiple-cmployer cost-sharing plan. Accordingly, pension costs recognized in
the accompanying basic financial statements are equal to the statutorily required contributions,
with a liability recorded for any unpatid required contributions.

Risk Management

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

The Municipality carries insurance coverage for death and bodily injuries caused by automobile
accidents. This insurance is obtained through the Automobile Accidents Compensation
Administration (“ACAA”, by its Spanish acronym), a discretely component unit of the
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 3¢, 2014

F)

e Inter-fund loans — Represent resources (assets) provided by one governinental fund to other
governmental fund with a requirement and commitment for repayment (reimbursement),
which are recorded as “due from' in the lender governmental fund and “due fo” in the
borrower governmental fund. For amounts not expected to be collected, inter-fund
receivables/payables are reduced to their estimated realizable (settlement) value, and the
portion of the inter-fund loan that is not expected to be repaid is reported as a “transfer-in"
from the governmental fund that provided the loan.

o Imter-fund transfers (transfers-in/(out)) — Represent flows of asscts (permancnt reallocation
of financial resources among governmental funds) without equivalent flows of assets in
return and without a requirement for repayment. Transfers are reported as “other financing
uses” in the governmental fund making wansfers and as “other financing sources” in the
governmental fund receiving transfers.

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

In the GFFS, inter-fund activity has not been eliminated. as permitted by GAAP.
Use of Estimates

The preparation of the accompanying basic financial statements in conformity with GAAP
requires management {o make significant estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date
of the basic financial statements, and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from those estimates.

Future Adoption of Accounting Pronouncements
The GASB has issued the following standards that have effective dates afler June 30, 2014:

s (FASB Statement No. 68 Accounting and Financial Reporting for Pensions—an amendment of
GASB Statement No. 27 (Issued 06/12). The primary objective of this Statement is to improve
accounting and financial reporting by state and local governments for pensions. It also
improves information provided by state and local governmental employers about financial
support for pensions that is provided by other entities. This Statement results from a
comprchensive review of the effectivencss of existing standards of accounting and finangial
reporting for pensions with regard to providing decision-useful information, supporting
assessments of accountability and interperiod equity, and creating additional transparency.
This Statement is effective {or fiscal years beginning after June 15, 2014.

* (GASB Statement No. 69 Government Combinations and Disposals of Government Operations
{Issued 011/13) This Statcment cstablishes accounting and financial reporting standards related
to government combinations and disposals of government operations. As used in this
Statement, the term government combinations includes a variety of transactions referred to as
micrgers, acquisitions, and transfers of operations. The requiremcnts of this Statement are
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to the Municipality, except for property assessed of less than $3,500 {at 1957 market prices), for
which no payment is made.

CRIM is responsible for the billing and collections of real and personal property taxes on behalf of
the Municipality. Prior to the beginning of each fiscal year, CRIM informs the Municipality of the
estimated amount of property tax expected to be collected for the ensuing fiscal year. Throughout the
year, CRIM advances funds to the Municipality based on the imitial estimated collections. CRIM 1s
required by law to prepare a settlement statement on a fiscal year basis, whereby a comparison is
made between the amounts advanced to the Municipality and amounts acrually collected from
taxpayers. This settlement has to be completed on a preliminary basis not later than each December
31. If CRIM remits to the Muntcipality property tax advances, which are less than the property tax
actually-collected, an additional property tax receivable is recorded at June 30. However, if advances
exceed the amount actually collected by CRIM, an intergovernmental payable is recorded at June 30.

Law No. 81 provides for the levy of an annual special tax of 1.03% of the assessed value of all real
and personal property not exonerated from taxation. Such special tax is levied and collected by
CRIM. Collections of this special tax are remitted to the Commonwealth’s debt service fund for
payment of debt service on general obligations of the Commonwealth.

n addition, 1.50% of the total personal and real property taxes collected by CRIM is restricted for
the Municipality's debt service requirecmenis and is retained by GDB for such purposes.

The Additional Lotery System of the Commonwealth (the “Additional Lottery™) is an operational
unit reported as an enterprise fund of the Commonwcalth, which currently opcrates several betting
alternatives to the citizens of Puerto Rico. The Additional Lottery is required every year to distribute
a portion of its excess of revenues over expenses as follows:

1. Thirty five percent (35%) of its net earmngs (defined as the excess of revenues over expenses
less an amount earmarked for the Fund for Rent and Home Improvement Subsidy Program for
the Low-Income Qualifying Elderly) is earmarked to the municipalities of thc Commonwealth, of
which a maximum of $26 million, on an annual basis, is distributed to the Municipal
Equalization Fund held by CRIM to cover operating expenses and permanent improvements of
the municipalities.

ii. An additional amount not exceeding $16 million, on an annual basis, is distributed to the
Municipal Equalization Fund, provided it is within the 35% corresponding to the municipalities
of the Commonwealth. When the accumulated municipal appropriations from the municipalities”
Puerto Rico Health Reform are covered up to June 30, 1997, these resources will be assigned to
the Health Insurance Administration, a component unit of the Cominanweaith.
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6.

INTERGOVERNMENTAL RECEIVABLE AND PAYABLE

Intergovernmenial receivables and payables recorded in the accompanying GWFS and GFFS are as

follows:

Intergovernmental receivables:

Puerte Rico Office of the Commissioner of
Municipal AfMairs- Commanity Development
Block Grants Program

Homeland Security

Pucno Rico Department of Labor - Act. Mo, 532

Puerio Rico Administration for Integral Care
and Development of Children

Harard Mitigation Grants Program

Total intergovermnental receivables

Fatergovernmental pyyables:

Pucrto Rico Aqueduct and Sewer Awthonity
State Department of Labor

State General Service Administration

Stsie Department of Treasury

Uthers

Total intergovernimental pavables

Other Taotal Statement
Head Start
General - Special Governmental Governmental of net
Programs
Fund Fund Funds Funds position
§ - S - 5213.07M $213,071 213071
R - 43473 48473 48 473
- - 43907 43,907 43,907
- $43.697 543,697 $43,697
- - 226,533 226,533 226,533
S - 543,697 $531.984 $575,681 $575.681
$133.185 g - S - $133,185 $133185
58.677 - - 58677 58677
1.456 - - 1.456 1,456
4,128 - - 4128 4,128
1,692 - 1,992 1,992
199,438 3 - $ - 199,428 $199,438

[ntergovernmental receivables and payables represent the pending settlements of the aforcmentioned

intergovernmental transactions.

This Space Has Been Left Blank Intentionally
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b)

The Act No. 447, as amended, was the authority under which obligations to contribute to the Plan
by the Plan members, employers and other contributing entitics were established or amended.
Plan members were required to contribute 5.775% of gross salary up to $6,600 plus R.275% of
gross salary in excess of $6,600 except for the Mayor or employee under a supplementation plan,
which contributed 8.275% of gross salary. In order to address the unfunded actuarial accrued
liability of the System, on July 6, 2011 (effective July 1, 2011) the Commonwealth Lcgislature
approved Act No. 116 increasing the employers’ contributions rate from 9.275% to 10.275% of
employec compensation for fiscal year 2012, an additional 1% annually for cach of the next four
years, and 1.25% annually for each of thc five years thereafter, reaching an aggregate
contribution rate of 20.525% effective July 1, 2020. The purpose of this Act was to provide cash
flow and strength the System to adequately cover admimistrative expenses and payment of
benefits. The Municipality was requircd to contributc 9.275% of gross salary until the fiscal ycar
cnded on June 30, 2013. As stated in the Act, percent incrcases applicable to municipalities for
fiscal years 2011-2012, 2012-2013 y 2013-2014 would be financed through the Commonwealth’s
budget appraved by the Commonwealth’s Legislature.

Act No. 3 of 2013 (beginning July I, 2013)

In order to address its unfunded liability and rescuc the System from insolvency, on April 4, 2013
the Commonwealth of Puerto Rico cnacted Act No. 3 of 2013, representing a comprehensive
reform of the ERS. Act No. 3 became effective on July 1, 2013 and amends the provisions of the
different benefits structures under the ERS, including, but not limited to, the following;

»  All participants {cmployees) undcer the defined benefit pension plans {Act 447 and Act 1)
and the defined contribution plan (System 2000} were moved to a new hybrid plan (*New
Plan™),

e For activc participants of the contributory defined benefit programs under Act No, 447 of
1951 and Act No. | of 1990, all retirement benefits accrued through June 30, 2013 were
frozen. Thereafter, all future benefits will accrue under the New Plan. Participants will
receive a pension at retirement age equivalent to what they had accrued under Act No.
447 and Act 1 up to June 30, 2013, and a supplemental annuity corresponding to
contributions made after July 1, 2013,

» Participants under System 2000 will no longer rcceive a lump-sem payment upon
retirement, but rather a lifetime annuity calculated at rctirement based on a (actor that
will incorporate the individual’s life expectancy and a rate of retum.

e New participants under the New Plan will rcceive a lifctime annuity based on the
accummulated balance of their individual accounts (employees’ contributions pius a return

on investment).

¢ Elimtnated the possibility of accruing a merit pension (payable oncc the participant had
achicved 30 years of creditable service) after June 30, 2013.

» Increascd employec contributions from 8.275% to a minimum of 10.00%.
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®  After July I, 2013 all employers must contribute 12.275% of cmployee contribution with
an additional 1% annually up to June 30, 2016; after July 1, 2016 an additional 1.25%
annually for each of the five years thereafter, reaching an apgregate contribution rate of
20.525% effective July 1, 2020. These contributions wil§ be used to increase the System’s
asscts, reduce the actuarial deficit and cnable the System to comply with future
obligations.

e Retircment age was modified as follows:
o Act No. 447 regular employees: age 58 to 61,

o Act No. 447 high risk employees (statc and municipal police, firefighters and
custody offictals): from age 50 to 55 years,

o Act No. 305 (System 2000} rcgular employees: age 60 to 65; high risk employces
reinains the same (55 vears).

e Act | employces remaincd the same (63 years for rcgular employees and 55 for high risk
employces. For new cmployees under the New Plan will rctire after 67 years (retirement
age will be 67 for regular employees and 58 for high risk employees).

e Due to changes to Speeial Laws, the minimum monthly pension for current retirces was
increased from 5400 1o $300.

e Disability benefits were eliminated and substituted for a mandatory disability insurancc
policy. Beginning July 1, 2013, each employee must contribute to this insurance plan
.25% of his or her monthly salary, up to a monthly maximum of $5,000. Therefore, the
maximum monthly employee contribution will be $12.30 (85,000 x .25%).

*  Survivor benefits were modified.

The actual combined employer and employee contributions for the current and past two years,
which are equal to the statutory required contributions, are as follows:

Fiseal year

- ended June 30, Total
2014 $ 319,060
2013 368.568
2012 453,064
Totals $ 1,140,692

) Act No. 32 of 2013 (beginning July 1, 2013)

On June 25, 20113, Act No. 32 was approved in order to amend Act No. 447 of 1957 by creating a
new Article 5-117 Additional Uniform Contribution { AUC), with the purpose of solving the cash
flow deficit of the System. For each ftscal vear, beginning on July 1, 2013, the ERS will: 1)
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTQ RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 39, 2014

General and Special Obligations:

82,630,000 rent bond sertes of 1999 payable in annual installments ranging
from $150,000 to §245,000 through July 2019, interest ranging 5.00% 10 7.81%

$1.760,000 rent bond series of 2000 payable in annual installments ranging
from $45,000 to $130,000 through July 2026, interest ranging 5.00% to 7.00%

$1,300,000 rent bond series of 2001 payable in annual installments ranging
from $35,000 to $105,000 through July 2027, interest at 5.00% to 8.00%

$1,070,000 rent bond series of 2001 payable in annual instatlments ranging
from $70,000 to $110,000 through July 2018, intcrest ranging 5.00% to 8.00%

$135,000 rent bond series of 2002 payable in annual installments ranging from
$5,000 to £10,000 through July 2027, interest rating at 5.00% to 7.00%

$475,000 rent bond series of 2002 payable in annual instaliments ranging from
$20,000 to 45,000 through Juty 2022, interest ranging 5.00% to 7.00%

$1.965,000 rent bond series of 2002 payable 1 annual instaliments ranging
from 855,000 to $160,000 through July 2027, interest at 5.00% to 7.00%

£2,085,000 rent bond series of 2002 pavable in annual installments ranging
from $65,000 to $165,000 through Juiy 2026, interest at 5.00% to 7.00%%

$1,115,000 rent bond series of 2004 payable in annual installments ranging
from $30,000 to $85,000 through July 2028, interest ranging 5.00% 10 6.50%

31,195,000 general obligations bonds series of 2004 payable in semi annual
installments ranging of $125.000 to 3$150,000 through July 2015, interest
ranging of 5.00%

$1,730,000 general obligations bonds series of 2005 payable in semi annual
installments ranging of $45,000 to $120,000 through July 2031, interest of
5.00%

$3.021,000 general obligation bonds series of 2005 payable in semi annual
installments ranging of $10,000 to $281,000 through July 2030, interest ranging
of 5.00%

$3.685,000° gencral obligation bonds scries 2005  payable in semi annual
installments ranging from $100,000 10 $ 250,000 through July 2031, interest
ranging of 5.00%

Quistanding
Amount

§ 1,075,000

1,055,000

890,000

390,000

75,000

270,000

1,410,000

1,415,000

825,000

150,000

1,385,000

2,906,000

2,945,000



















MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2014

14.

Commitments

The Municipality has reported, outstanding encumbrances amounting to $26.896 as assigned fund
balance in the general fund at June 30, 2014. The municipality intends to honer these encumbrances,
which will continue to be liquidated under the current year’s budget during a lapse of period that
extends into the subscquent fiscal year.

Constriiction Commitments

The Municipality has commitments at June 30, 2014 of approximately $1,244,000 for construction,
improvements or renovation of certain capital assets.

SUBSEQUENT EVENTS

Management has evaluated subscquent events throngh March 29, 2015, the date the financial
statements were available to be issued.

End of Notes to Basic Financial statements
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Required Supplementary Information
Budgetary Comparison Schedule — General Fund
Fiscal Year Ended June 30, 2014
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COMMONWEALTH OF PUERTQ RICO
MUNICIPALITY OF PENUELAS

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

: Federal
Federal Grantor / Pass-Through Granter / CFDA Entity Identifying Federal
Program or Cluster Title Number Number Expenditures
U.S. DEPARTMENT OF HOMELAND
SECURITY:
Pass-Through Governor’s Office —
Governor’'s Authorized Representative (GAR)
Disaster Grants — Public Assistance 97.036 N/IAYV 96,775
4017-DR-PR
Hazard Mitigation Grant 07.067 1919-DR-PR 210,530
Total Departiment ¢f Homeland Security 307,305
U.S. DEPARTMENT OF HEALTH AND
HUMAN SERVICE:
Pass-Through the Administration for Intcgral
Care and Development of Children of the
Commonwealth of Puerto Rico:
241-2013-000208/
Head Start 93.600 241-2014-000139 3,600,657
Early Head Start 247970
Total Head Start 3,848,627
Total U.S. Department of Health and Human
Service 3,848,627

TOTAL EXPENDITURE OF FEDERAL AWARDS

$ 6,441,747

See accompanying Notes to Schedule of Expenditures of Federal Awards
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

NOTE 1 - GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the
Municipality of Pcriuclas, Puerto Rico (Municipality) and is presented on the modificd accrual basis. The
information in this schedulc is presented in accordance with the requirements of OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some amounts presented in
this schedule may differ from amounts presented in, or used in the preparation of, the general-purpose
financial statements. The reporting entity is defined in Note (I) (A) to the general-purpose combined
financial statcmcnts,

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality’s
accounting records and is not intended to present financial position or the results of operations,

The Municipality in accordance with the terms records the financial transactions and conditions of the
grants, which are consistent with accounting principles generally accepted in the United States of America.

Expenditures are recognized in the accounting period in which the liabtlity is incurred, if measurable or
when actually paid, whichever occurs first.

NOTE 3 - FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the program name, review of grant
contract nformation and the Office of Management and Budget's Catalogue of Federal Domestic
Assistance.

NOTE 4 - PASS-THROUGH GRANTOR’S NUMBER

State or local government redistribution of federal awards to the Municipality, treated as if they were
received directly from the federal government. OMB Circular A-133 requires the schedule to include the
name of the pass-through entity and identifying number assigned by the pass-through entity for federal
awards received as a sub reeipient, Numbers identified as N/AV are not available.

NOTE 5 - MAJOR PROGRAMS

Major programs are identified in the Summary of Auditor’s Results Section of the Schedule of Findings and
Questioned Costs.
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PEDRO C. ORTIZ LEDEE

CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

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

1 have audited, in accordance with the auditing standards generaily accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of each major fund, and the
aggregate remaining fund information of Municipality of Pefiuelas, Pucrto Rico (Municipality), as of and
for the fiscal year ended June 30, 2014, and the related notes to the financial statements, 1 was engaged to
auydit the financial statements of the governmental activities. These financial statements collectively
comprise the Municipality’s basic financial statements and have issued my report thereon dated March 29,
2015. I did not express an opinion on the governmental activities because I was unable to obtain sufficient
and compctent cvidential matter related to the capital assets.

Internal Control over Financial Reporting

In planning and performing my audit of the financial statements, [ considered the Municipality’s internal
control over financial reporting to determine the audit procedures that are appropriate in the circumstances
for the purpose of expressing my opinions on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Municipality’s internal control. Accordingty, 1 do not express an
opinion on the effectiveness of the Municipatity’s internal controtl.

My consideration of internal control was for the limited purpose described in the preceding paragraph and
was not design to identify all deficiencies in internal control that might be material weakncsses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. However, as described in the accompanying Schedute of Findings and Questioned Costs, 1
identified certain deficiencies in internal control that I consider to be material weakncsscs.

A deficiency in imternal control cxists when the design or operation of a controf does not altow management
or employees, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a timely basis. A maferial weakness is a deficiency, or comnbination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrccted on a timely basis, [ consider the
deficiency described in the accompanying Schedule of Findings and Questioned Costs to be matenal
weaknesses. Finding 2014-001.

P.0O. Box 352, Palmer Street, No. 66 North, Guayama, P.R. 00785
Tel (787) 864-5490 — fax (787) 864-3590 — cpapedroci@hotmail.com






PEDRO C. ORTIZ LEDEE

CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUTRED BY OMB CIRCULAR A-
133

Teo the Honorable Mayor and

Member of the Municipal Legislature
Municipality of Pefiuelas, Puerto Rico

Report on Compliance for Each Major Federal Program

I have audited Municipality of Pefiuelas, Puerto Rico (Municipality) compliance with the types of
compliance requirements described in the OMB Circular A-133 Compliance Supplement that could have a
direct and material effect on cach Municipality’s major federal programs for the fiscal year ended June 30,
2014. The Municipality’s major federal programs are identified in the summary of auditor’s results section
of the accompanying Schedule of Findings and Questioned Costs.

Management’s Responsibility

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

Auditor’s Responsibility

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

I believe that my audit provides a reasonable basis for my opinion on compliance for each major federal
program. However, my audit does not provide a legal determination of Municipality’s compliance.

Basis for Qualified Opinion on Major Federal Programs

As identified in the findings numbers listed in the table below and described in the accompanying Schedule
of Findings ard Questioned Costs, thc Municipality, did not comply with rcquirements regarding the
following:
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-
: 133 (CONTINUED)

Basis for Qualified Opinion on Major Federal Programs (continued)

Compliance Finding
Awarding Agency Federal Program Requirement Number
14.871- Section 8
Housing and Urban Housing Choice Special Test- Utility
Development VYouchers Allowance Schedule 2014-002
14.871- Scction 8 Special Test- Rolling
Housing and Urban Housing Choice Forward Equity
| Development Vouchers Balances 2014-003
Health and Human
Services 93.600- Head Start Cash Management 2014-004
Department of 10.558- Child and Adult
Agriculture Care Food Program Period of Availability 2014-006

Compliance with such requircments is necessary, my opinion, for the Municipality to comply with the
requircments applicable to the programs.

Qualified Opinion on Major Federal Programs

In my opinion, cxcept for the noncompliance described in the ~Basis for Qualified Opinion on Major
Federal Programs” paragraph, the Municipality, complied, in all material respects, with the types of
compliance requircments referrcd to above that could have a direct and material effcct on each of the major
federal programs listed in the “Basis for Qualified Opinion on Major Federal Programs™ paragraph for the
year ended June 30, 2014.

Unmogified Opinion on Each of the Other Major Federal Programs

In my opinion, thc Municipality complicd, in all material respects, with the types of compliance
requircments referred to above that could have a direct and material effect on the other major federal
program identified in the summary of auditor’s results section of the accompanying schedule of findings
and questioned costs for the vear ended June 30, 2014,

Other Matters

The results of my auditing procedures disclosed other instances of noncompliance, which arc required to he
reported in accordance with OMB Circular A-133 and which are described 1n the accompanying Schedule
of Findings and Questioned Costs as item 2014-005. My opinion on each major federal program is not
modified with respect to these matters.

Municipality’s response to the noncompiiance findings identified in my audit are described in the
accompanying Schedule of Findings and Questioned Costs. Municipality’s response was not subjected to
the auditing procedurcs applied in the audit of compliance and, accordingly I express no opinion on the
response.
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-
133 (CONTINUED)

Report on Internal Control over Compliance

Management of thc Municipality is responsibic for cstablishing and maintaining cffective internal control
over compliance with the types of compliance requirements referred to above. In planning and performing
my audit of compliance, [ considered Municipality’s internal control over compliance with the types of
requirements that could have a direct and material effect on ¢ach major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control over compliance in
accordance with OMB Circular A-133, but not for the purposc of cxpressing an opinion on the cffectiveness
of internal control over compliance. Accordingly, 1 do not express an opinion on the effectiveness of the
Municipality’s internal control over compliance.

My consideration of intcrnal control over compliance was for the limited purpose described in the
prceeding paragraph and was not designed to identify all deficiencies in intcrnal control over compliance
that might be material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as discussed below, I identified certain
dcficiencies in internal control over compliance that T consider to be matcrial weaknesses and significant
deficiencies.

A deficiency in internal control over compliance exists when the design ot operation of a control over
compliance does not allow management or cmployees, in the normal course of performing their assigned
functions, to prevent or detcet and correct noncompliance with a type of compliance rcquirement of a
federal program on a timely basis. A material weakness in internal controf over compliance is a deficiency,
or cownbination of deficiencies, in internal control over compliance, such that there is a reasonable
possibility that material noncompliance with a type of compliance requirement of a federal program will not
be prevented, or detected and corrected on a timely basis. I considered the deficiencies in internal control
over compliance described in the accompanying schedule of findings and questioned costs as items 2014-
002, 2014-003, 2014-004 and 2014-006 10 be material weaknesses.

A significant deficiency in internal control over compliance 18 a deficiency, or a combination of
deficicneies, in internal control over compliance with a typc of compliance rcquirement of a fedcral
program that is less severe than a material weakness in internal control over compliance, yct important
enough to merit attention by those charged with governance. 1 consider the deficiencics in internal control
over compliance described in the accompanying schedule of findings and questioned costs as item 2014-
005 to be significant deficiencies.

Municipality’s response to the intermal control over compliance findings identificd in my audit arc
described in the accompanying Schedule of Findings and Questioned Costs. Municipality’s response was
not subjected to the auditing procedures applied in the audit of compliance and, accordingly I express no
opinian on the response.

The purpose of this report on internal control over compliance is solely to describe the scope of my testing
of internal control over compliance and the resuits of that testing based on the requirements of OMB
Circular A~133. Accordingly, this report is not suitable for any other purposc.

a0 C @i"—&"
PeAre € Cheter Lecée, CFA
Lreewse Number $200

Guavama, Poeric R
March 29, 2615
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

Management Response
and Corrective Action

2014-002

SECTION 8 HOUSING CHOICE VOUCHERS (CFDA 14.871) U.S.
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

SPECIAL TEST- UTILITY ALLOWANCE SCHEDULE

The Program did not updated the utility allowance schedule.

During the utihty allowance schedule test, I noted that the Program has not
rcvicwed the utility rates data within the last twelve (12) months to
ascertain if there has been a changc of ten percent or more in utility rates.

Code of Federa! Regulations, 24 CFR, Scction 982.517 (4} (c) states that
the PHA must review its schedule of utility allowance each year, and must
revise its allowance for a utility category if there has been a change of 10
percent {10%) or more in the utility rate since the last time the utility
allowance schedule was revised. The PHA must maimtain information
supporting its annual review of utility allowance and any rcvisions made in
its utility allowance schedule.

The Program does not document that {here has not been a change of 10%
or more in the utilities, during the fiscal year 2013-2014, in order to rcvise

the schedule.

The Program is not in compliance with Code of Federal Regulation 24,
Section 24 CFR, Section 982.517 (4} (c).

I rccommended management to revise and update annually, if necessary,
its utility allowance schedule as required by this compliancc requirement.

Nong

The Municipality is in the processs to procurc scrvices in order to review
the utility allowance schedule.

implementation Date:  June 2015

Responsible Person:  Mrs. Nancy Rivera
Program Coordinator
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JLNE 30, 2614

SECTION IIl - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT -

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

2014-003

SECTION 8 HOUSING CHOICE VOUCHERS (CFDA 14.871) U.S,
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

SPECIAL TEST- ROLLING FORWARD EQUITY BALANCES

The Program considered HAP revenues in the calculation of the
admimistrative fecs cquity.

During the examination of the accounting records, I noted that during the
months of November 2013 and December 2013, the Program recorded
approximately, $60,961 of HAP (VO) revenues as administrative tees. This
situation caused that the Program reported a zero HAP reserve in the VMS
and a ncgative HAP reserve of $33,370 in the un-audited financial
information, for the fiscal year ended June 30, 2014, submitted through the
FASS-PH system.

Code of Federal Repulations, 24 CFR, Section 982.158 {a) (b) states that
the PHA must maintain complcte and accurate accounts and other records
for the program in accordance with HUD requiremcnts, in a manner that
permits a speedy and effective audit. The records must be in the form
required by HUD, including requirements governing computerized or
clectronic forms of record-keeping. Also, the PHA must farnish to HUD
accounts and other records, reporis, documents and information, as
required by HUD.

The Program’s internal control over the accounting records failed to assure
that the Program’s equity were properly calculated.

The Program is not in compliance with Code of Federal Regulation 24,
Section 982.158 (a) (b).

I recommended management to prepare an analysis, supported by adequate
accounting records, of thc HAP and the administrativc fee equitics
accounts and adjust or correct any errors on these accounts.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION 111 - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

QUESTIONED COSTS

Management Response
and Corrective Action

2014-003 (CONTINUED)

SECTION 8 HOUSING CHOICE YVOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

SPECIAL TEST- ROLLING FORWARD EQUITY BALANCES

None

The Program accounting siaff was instructed to classify properly the
Federal cash collected between administrative fees or HAP revenues. Aiso,
the Program acounting staff made the accounting adjustments to correct the
misleading revenue classification mentioned in the Condition. The audited
financial information to be submitted through the FASS-PH system for the
fiscal year ended June 30, 2014 includc the effect of the adjustment made
to gorrect the revenue classification error. Also, the Program accounting
statf will ammend the HAP and Administrative reserves in the VMS.

Implementation Date:  Apri} 20135

Responsible Person: Mrs. Nancy Rivera
Program Coordinator
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 348, 2014

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

2014-004

HEAD START (CFDA NO. 93.600) US. DEPARTMENT OF
HEALTH AND HUMAN SERVICES; PASS THROUGH
COMMONWEALTH OF PUERTO RICO- ADMINISTRATION
FOR CARE AND INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACUDEN)

COMPLIANCE AND INTERNAL CONTROL
CASH MANAGEMENT

The Program maintained high levels of adjusted bank balances during
fiscal year 2013-2014.

During the cash management test, T noted that the Head Start program
maintained an average cash balance of approximately $217,608 in bank
reconctliations during (iscal year 2013-2014,

Code of Federal Regulation 45, Section 92,20 (b) (7) states that the
Program must maintain proccdures for minimizing the time elapsed
between the transfer of funds from the U.S. Treasury and disbursemcnt
made by grantees and sub grantees when advance payment procedures are
used.

The Program did not maintain appropriate cash management procedures in
order to disburse the funds requested to the pass-through entity in a timely
manner.

The Program is not in compliancc with Code of Federal Regulation 45,
92.20 (b) (7).

I recommended management to continue strengthening its disbursement
procedures to minimize the time between the transfer of funds by the pass
through entity and the disburscments made by the Program. Also, the
Program should reimburse, in a timely manner, the payroll loans granted
by the Municipality.o the Program.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

SCHEDULF. OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION II1 - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
QUESTIONED COSTS

Management Response
and Corrective Action

2014-004 (CONTINUED)

HEAD START (CFDA NO. 93.600) U.S. DEPARTMENT OF
HEALTH AND HUMAN SERVICES; PASS THROUGH
COMMONWEALTH OF PUERTQ RICO- ADMINISTRATION
FOR CARE AND INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACUDEN)

COMPLIANCE AND INTERNAL CONTROL
CASH MANAGEMENT

None

The requisition of funds system established by the Commonwealth of
Puerto Rico Child Care and Development Administration {ACUDEN) has
been designed to request funds on a monthiy basis. Therefore, each month,
wc complcte and submit the request of funds form provided by ACUDEN,
requesting funds based on cash rcceived to date, cash outlay obligations
and a forecast of expenditures for the next month (payroll, fringe benefits,
contractual services, etc.). The funds requested and received from
ACUDEN each month are disbursed during each month period principally
to pay the payroll and fringe benefits or to rewmburse it to the General
Fund, to pay the monthly portion of contractual services, and to pay for
other expenditures related to the Program administrative and programmatic
activitics. Therefore, is our opinion that the requisition of funds system
established by the Pass-through Grantor, that is the non-federal entity that
should exercise sound cash management in funds transfers to subgrantees,
has been followed by us in compliance with the grant agreement clauses.

Implementation Date:  Not Applicable

Responsibic Person:  Mrs. Wanda Jaime
Program Director
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

2014-005

HEAD START (CFDA NO. 93.600) US. DEPARTMENT OF
HEALTH AND HUMAN SERVICES; PASS THROUGH
COMMONWEALTH OF PUERTO RICO- ADMINISTRATION
FOR CARE AND INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACUDEN)

COMPLIANCE AND INTERNAL CONTROL
REPORTING

The Program did not submit in a timely manner, the financial reports to the
pass-throupgh entity.

During the reporting test, T noted that the 2014 Final Liquidation Report, of
the Head Start and Early Head Start Program were not submitted, to the
pass-through entity, {ifteen (15) days after the end of the program year.
The due date for these reports was March 15, 2014 and the Program
submitted the reports in April 1, 2014,

Code of Federal Regulation 45, 92.20 {b) (1) states that the grantees and
subgrantees financial management system must assure accurate. current,
and complete disclosure of the financial resuits of the financially assisted
activitics in accordance with the financial reporting requirements of the
grant or subgrant. In addition, Clause Nine, states that after the end of the
program year, the Municipality will submit 1o the pass-through entity, in
fificen (15) days after the end of the closing vear, a trial balance, a
statement of revenues and expenditures, the financial report SF-425 and a
budget liquidatson for the closing period.

Internal controls and procedurcs failed to assurc that closing year
procedurcs were made, in a timely manner.

The Program failed to submit to the pass through entity, in a timely

manner, the ciosing year reports in accordunce with the Clause Nine of the
grant agrcement.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEARENDED JUNE 30, 2014

SECTION 11l - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

RECOMMENDATION

QUESTIONED COSTS

Manapement Response
and Corrective Action

2014-005 (CONTINUED)

HEAD START (CFDA NO. 93.600) US. DEPARTMENT OF
HEALTH AND HUMAN SERVICES; PASS THROUGH
COMMONWEALTH OF PUERTO RICO- ADMINISTRATION
FOR CARE AND INTEGRAL DEVELOPMENT OF CHILDHOOD
(ACUDEN)

COMPLIANCE AND INTERNAL CONTROL

REPORTING

The Program should continuc strengthening its procedures and controls to
ensure that the accounting system information s updated and the closing
year procedures are madc in a timely manner.

None

The Program accounting staff was instructed to prepare and submitt on a
timely basis required financial reports.

Implementation Date:  April 2015

Responsible Person:  Mrs. Wanda Jaime
Program Dircctor
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 130, 2014

SECTION HI - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CONTEXT

CRITERIA -

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

2014-006

CHILD AND ADULT CARE FOOD PROGRAM (CFDA NO. 10.558)
U.S. DEPARTMENT OF AGRICULTURE; PASS THROUGH
COMMONWEALTH OF PUERTO RICO- DEPARTMENT OF
EDUCATION

COMPLIANCE AND INTERNAL CONTROL
PERIOD OF AVAILABILITY
The Program disbursed funds for goods after the period of availabihty.

During the grant disbursement test, | examined ninc (9) disburscment
vouchers, for the purchase of food and I noted that seven (7) invoices
amounting t¢ $181,715 were paid, afler of the period of availability. The
purchase orders related to this invoiccs were from the budget obligations of
program year 2012-2013.

Code of Federal Regulation 7, Section 3016.23 (b) states that a grantee
must liquidate all obligations incurred under the award not later than 90
days after the end of the funding period (or as specified in a program
regulation) to coincidc with the submission of the annual Financial Status
Report (SF-269). The Federal agency may cxtend this deadline at the
request of the grantee.

The Program does not maintained adequate internal controls to monitor the
outstanding obligations which are scheduled to be paid during the period of
availability.

The Program is not in compliance with Code of Federal Regulation 7,
Subpart C, Section 3016.23 (b).

I recommend managemcnt to establish adequate internal controls, to assure
that the purchases orders arc prepared in a timely basis and that are

liquidated during the period of availability.

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAT. PROGRAM

REQUIREMENT
NONCOMPLIANCE

Management Response
and Corrective Action

2014-006 (CONTINUED)

CHILD AND ADULT CARE FOOD PROGRAM (CFDA NO. 10.558)
U.S. DEPARTMENT OF AGRICULTURE; PASS THROUGH
COMMONWEALTH OF PUERTO RICO- DEPARTMENT OF
EDUCATION

COMPLIANCE AND INTERNAL CONTROL

PERIOD OF AVAILABILITY

The transactions mentioned in the Finding were for necessary and
reasonable obligations related to purchase orders placed duning the fiscal
year 2012-2013 in order to provide nonprofit food service {acquisition of
food) to enrolled Head Start participants. Also, such funds were obligated
and disbursed to meet the Child and Adult Care Program (C&ACFP) meal
service requirements. But, although the compilation and pre-audit of
documents related fo transactions related to the acquisition of food to our
[ead Start Centers is very complex, we will instruct our Program fiscal
staff to strength the interal control and procedures in order to accelerate
the payment process.

Implcmentation Date:  April 2015

Responsible Person:  Mrs. Wanda Jaime
Program Director
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF PENUELAS

SUMMARY SCHEDULE OF PRIOR YEARS FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2014

The following schedule contains the original number and title of each of the findings of federal awards
included in the Repori on Compliunce with Requirements Applicable to Each Major Program and
Internal Control over Compliance in Accordance with OMB Circular A-133 and the Schedule of Prior
Years® Audit Findings for the Fiscal Year ended June 30, 2014. The following legend indicates the
current status of the prior years’ audit findings:

ORIGINAL
FINDING CFDA
NUMBER NUMBER TITLE
12-04 14.871 Eligibility
Full corrective action was taken.
11-06 14.871 Eligibility
Full corrective action was taken.
11-07 93.600  Reporting
No corrective action has been taken.
The auditor reissued the finding for the current year,
Finding refercnce 2014-005
10-10 93.600  Reporting

No corrective action has been taken.
The auditor reissued the finding for the current year.
Finding reference 2014-005
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