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MUNICIPALITY OF SAN JUAN, Management’s Discussion and Analysis
CAPITAL CITY OF PUERTO RICO For the Fiscal Year Ended June 30, 2011

The Management of the Municipality of San Juan (the “Municipality”) provides the Municipality's comprehensive
annual financial report and the discussion and analysis of the Municipality's financial performance during the fiscal
year ended June 30, 2011.

Since the Management's Discussion and Analysis is designed to focus on the current year activities, resulting
changes and currently known facts, please read it in conjunction with the Municipality’s financial statements.

FINANCIAL HIGHLIGHTS

o The Municipality's net assets increased approximately $23.5 million.

o In the fund financial statements, total revenues increased approximately $36.1 million (or 5.2%) while
total expenditures increased approximately $11.4 million (or 1.5%).

o The General Fund (the primary operating fund} reflected, on a cument financial resource basis, a
decrease of deficit by $2.3 million.

o On a budgetary basis, the General Fund's actual expenditures were approximately $9.3 million less
than actual revenues.

o The Municipality issued bonds and notes amounting to approximately $107.2 million to finance an early
retirement termination benefit, capital improvements and the construction or acquisition of other capital
assets.

o The total net assets of the proprietary fund amounted to ($201,598) - excess liabilities over assets.

o The total net assets of the proprietary fund decreased by $201,598 during the period from inception
December 15, 2010 to June 30, 2011.

USING THIS COMPREHENSIVE ANNUAL FINANCIAL REPORT

This discussion and analysis is required supplementary information to the basic financial statements and is intended
to serve as introduction fo the basic financial statements of the Municipality. The basic financial statements are
comprised of three components: (1) government-wide financial statements, (2) fund financial statements, and (3)
notes to the financial statements. This report also contains required supplementary information (budgetary schedule)
and additional supplementary information (combining financial statements) in addition to the basic financial
statements themselves.

Government-Wide Financial Statements

The govemment-wide financial statements are designed to provide users of the financial statements with a broad
overview of the Municipality's finances in a manner similar to private-sector companies.

The Statement of Net Assets presents information on all of the Municipality's assets and liabilities, and their
difference reported as net assets. Fluctuations in net assets may serve as a useful indicator of whether the financial
position of the Municipality is improving or deteriorating.

The Statement of Activities presents information showing how the Municipality’s net assets changed during the most
recent fiscal year. All changes in net assets are reported as soon as the underlying event giving nse to the change
occurs, regardless of the timing of the related cash flows. Thus, revenues and expenses are reported in the
Statement of Activities that will only result in cash flows in future fiscal penods. The Statement of Activities is focused
on both the gross and net cost of varous activities, which are funded by the govemment’s general tax and other
revenue sources. This is intended to summarize and simplify the users’ analysis of cost of vanous govemmental
services.
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Both of the government-wide financial statements distinguish functions of the Municipality that are mostly supported
by taxes and intergovernmental revenues (govemmental activities) from other functions that are financed with debt
that is secured by a pledge of the net revenues from rent service charge of the Intemational Center. The
govemmental activities include general govemment, public safety, public works, culture and recreation, health and
welfare, urban development, economic development and education.

Fund Financial Statements

The fund financial statements provide detailed information about the Municipality's most significant funds, not the
Municipality as a whole. The Municipality has two categories of funds.

o Governmental fund financial statements - Governmental funds are used to account for essentially the same
functions reported as governmental activities in the goverment-wide financial statements. However, unlike
the govemment-wide financial statements, governmental fund financial statements focus on near term
inflows and outflows of spendable resources, as well as on balances of expendable resources available at
the end of the fiscal year. Such information is useful in evaluating the Municipality's near term financial
requirements.

Because the focus of govemmental funds is narrower than that of the government wide financial statements,
it is useful to compare the information presented for governmental funds with similar information presented
for govemmental activities in the govemment wide financial statements. By doing so, users of the basic
financial statements may better understand the long-term impact of the Municipality's near term financial
decisions. The Govermmental Fund Balance Sheet and the Governmental Fund Statement of Revenues,
Expenditures and Changes in Fund Balances (Deficit) provide a reconciliation to facilitate this companson
between governmental funds and governmental activities.

o Proprietary fund financial statements — Proprietary funds are used to account for activities that operate more
like those of business enterprises. Proprietary funds provide the same type of information as the
govemment-wide financial statements, only in more detail. Like the govemment-wide financial statements,
proprietary fund financial statements use the accrual basis of accounting. There are no reconciling items
between the govemment-wide financial statements and the proprietary fund financial statements. The only
proprietary fund operated by the Municipality is the intemational Center. The basic propnetary fund financial
statements can be found immediately following the governmental fund financial statements.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
govemment-wide financial statements and the fund 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, which inciudes reconciliation between the statutory fund balance for
budgetary pumoses and the fund balance for the General Fund as presented in the governmental fund financial
statements.
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Other Supplementary Information

The combining financial statements referred to earlier in connection with nonmajor governmental funds are presented
following the required supplementary information. The total columns of these combining financial statements camy
forward to the appiicable fund financial statement.

Infrastructure Assets

Historically, a government’s largest group of assets (infrastructure — roads, bridges, traffic signals, underground pipes
[unless associated with a utility), etc.) had not been reported nor depreciated in govemmentat financial statements.
Govemnmental Accounting Standards Board (“GASB") Statement No. 34 requires that these assets be valued and
reported within the govemmental column of the govemment-wide financial statements. Additionally, the govemment
must elect to either {a) depreciate these assets over their estimated useful life or {b) develop a system of asset
management designed to maintain the service delivery potential to near perpetuity. if the govemment develops the
asset management system (the modified approach) which perodically {at least every third year), by category,
measures and demonstrates its maintenance of locally established levels of service standards, the govemment may
record its cost of maintenance in lieu of depreciation. The information about the condition and maintenance of the
govemment infrastructure assets should assist financial statements users in evaluating a local govemment and its
performance over time.

The Municipality elected to depreciate infrastructure assets instead of using the modified approach.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

Condensed net asset information is presented below:

Management’s Discussion and Analysis
For the Fiscal Year Ended June 30, 2011

ASSETS
Capital assets $ 654505 $ 651401 $ 54816 § - $ 709221 $ 651401
Other assets 346,348 347,700 1528 - 347 574 347,700
Total aasets 1,000,951 985,101 56,144 R 1,057,085 999,101
LIABILITIES
Currrent liabilites 237762 245887 1274 - 239,038 245 687
Noncument liabilites 752,088 766,753 55,072 - 808,060 766,753
" Total iinbilities 500,750 1,012,440 56,348 N 1,047,096 1,012,440
NET ASSETS
Investad in capital assets, net
of retated debl 273,583 252,341 - 273583 252,341
Restrictsd for:
Debtsenice 38273 25024 - - 38273 25,024
Ofther purposss 14,590 18523 - - 14,590 18,523
Unrestricted (316.243) {309,227) (202) - (316,445) (308227}
Total net assets $ 10203 $ (13,339) $ 202) $ - § 10001 § (13,339
{ 3
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FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements.

Governmental Funds

The focus of the Municipality's governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the Municipality's financing requirements.
In addition, fund balance for govemmental funds provide classifications that comprise a hierarchy based primarily on
the extent to which the Municipality is bound to honor constraints on the specific purposes for which amounts in those
funds can be spent.

As of the end of the current fiscal year, the Municipality's govemmental funds reported combined ending fund
balances of $106.5 million, a net increase of $7.0 million in comparnison with the prior year. The combined fund
balances include nonspendable fund balances amounting to $26.5 million at June 30, 2011. This is the portion of
fund balances that cannot be spent readily with cash or is legally or contractually required not to be spent ($8.2
million) in the General Fund or they are not expected to be converted in cash soon enough to affect the current
period ($18.3 million). There are restricted fund balances amounting to $60.2 million. This is the portion of fund
balance that reflects resources that are subject to extemally enforceable legal restrictions 1) to pay for specific
program purposes ($15.4 million); 2) to pay for capital projects ($6.5 million; and 3) to pay for debt services ($38.3
million). There are committed fund balances amounting to $64.4 miliion that can only be used pursuant to constraint
formally imposed by the Municipal Legisiature by ordinances and resolutions 1) to pay for specific programs purpose
($0.2 million) and; 2) to pay for capital projects ($64.2 million). Accordingly, since there is an excess of
nonspendable, restncted and committed fund balances over total fund balances, a negative unassigned fund balance
of $44 6 million was reported in the governmental funds at June 30, 2011.

Governmental funds include the general fund, which is the main operating fund of the Municipality. As of June 30,
2011 and 2010, the General Fund has an accumutated deficit of $16,183,607 and $16,845,203 (as restated),
respectively. Key factors in the decrease of General Fund's deficit are as follows:

*
e

Increase of $6.8 million in total revenues.
Increase of $9.7 million in total expenditures.
Other financing sources of $25.4 million

A fund reclassification of $1.6 million

L/
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&
4

3

o

Increase of $6.8 million in total revenues was mainly due fo the increase of $7.6 million, $6.7 million and $5.3 million
in intergovermmental revenues, charges for services and construction excise tax, net of decrease of approximately
$12.6 million in property taxes.

The increase of intergovernmental revenue was related to the increase in contributions in lieu of taxes from PREPA
duning the current year. The increase in charges for services is directly related with the approval of new medical and
facilities charge rates and fees. The increase in construction excise tax is mainly due to the investment in the public
sector for buildings and infrastructure in San Juan. The decrease in property tax revenues was mainly due to the
difference of prior year and current year incentive plan collections.

The increase of $9.7 million in expenditures was mainly due to increases in general government expenditures such
as insurance, workmen compensation, pension cost and utilities.

Other financing sources amounting to $25.4 million result from the proceeds of long-term debt issued.

( 1
1 1%
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During the current year the Municipality undertook a comprehensive evaluation of its fund structure according to the
modifications made by GASB Statement No. 54 to the definitions of special revenue funds and the types of activities
the Municipality may choose to report in those funds. As a result of such evaluation, on July 1, 2010 the Municipality
recorded a prior-period adjustment of $1.6 million to reclassify vanous funds previously recorded within the general
fund that were reclassified as non-major special revenue funds.

Govemmental funds also include the Debt Service Fund. The fund batance of the Debt Service Fund as of June 30,
2011 and 2010 amounted to $38.2 million and $25.0 miilion, respectively. The increase of $13.2 million in the fund
balance of the Debt Service Fund is the result of revenues from the special ad valorem tax restricted for debt service
and accounted for in the Debt Service Fund of $84.5 million net of payment of principal and interest of $71.3 million.

Proprietary Fund

The propnetary fund financial statements present the financial position, results of operations and cash flows of the
Intemational Center fund (InCF), which accounts for the leasing operations and maintenance of a real estate
property. The most significant transactions related to this fund during the current fiscal year were the issuance of $55
million in revenue bonds used fe finance the acquisition of the real property currently owned by the fund.

At June 30, 2011, the total assets of the proprietary fund amounted to $56.1 million of which $54.6 million represents
capital assets, net of accumulated depreciation, while $1.5 million represents cash in commercial banks. The total
liabilities at year-end amounted to $56.3 million, consisting principally of revenue bonds payable of $55.0 milfion, and
interest payable of $1.3 million.

From the period of inception, December 15, 2010 to June 30, 2011, the propnetary fund collected rental service
charges amounting to $1.5 miflion, while the operating expenses of the fund amounted to $0.5 million.

GENERAL FUND BUDGETARY HIGHLIGHTS

The Municipality approved an onginal budget for the General Fund of $495.3 million. During the year, there was one
amendment to include changes in revenues that were identified during the course of the fiscal year based on current
developments that affected the Municipality's finances. [n addition, there were transfers of appropriations between
the original and final budget due to changes in departments’ budgeted expenditures.

On the budgetary basis, actual revenues of the General Fund for the fiscal year ended June 30, 2111 were $520.3
million while actual expenditures were $511.1 million. Accordingly, as a result of the tighter confrols impased by the
Municipality’s management, there was an excess of actual revenues over expenditures of approximately $9.3 million.

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

The Municipality’s investment in capital assets as of June 30, 2011 and 2010 amounted to approximately $709.2
million and $651.4 million, respectively, net of accumulated depreciation. This investment in capital assets includes
land, buildings, sites, improvements, equipment, intangibles, infrastructure, works of art, vehicles and construction in
progress. Infrastructure assets are items that are normally immovable and of value only to the Municipality, such as
roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar items.

¢ 1
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119,328 $ 97,555

Land T8 100,704 § 97555 $ 18624 § - $

Works of art 2,224 2,224 - - 2,224 2,224
Buiidings and building improvements 261,327 262,939 35,992 - 297,319 262,939
Site improvements 74,368 79,112 - - 74,368 79,112
Infrastructure 174,604 171,441 - - 174,604 171,441
Equipment and vehicles 12,815 9,361 - - 12,915 9,361
Construction in progress 28,463 28,768 - - 28,463 28,769

Total $ 654605 % 651401 % 54616 $% - $ 709,221 $ 651,401

The increase in the Municipality's capital assets was 8.9% over fast year. Actual expenditures to purchase or
construct capital assets from the Municipality's governmental activities for the fiscal years ended June 30, 2011 and
2010 were $39.8 million and $48.5 million, respectively.  The acquisition of capital assets from the Municipality's
business-types activities amounted $55.0 million for the fiscal year ended June 30, 2011. Depreciation charges from
the Municipality's governmental and business-type activities amounted to $37.1 million and $34.4 million for the fiscal
years ended June 30, 2011 and 2010, respectively.

The Municipality finances a significant portion of its construction activities through bond issuances. The proceeds
from bond issuances designated for construction activities are committed in its entirety for such purposes and cannot
be used for any other purpose. As of June 30, 2011 and 2010, the Municipality has approximately $70.0 million and
$74.6 million, respectively, of unexpended proceeds from bond issuances that are restricted or committed to future
construction activities.

Additional details regarding the Municipality's capital assets can be found in Note 8 to the financial statements.

Debt Administration

The Puerto Rico Legislature has established a limitation for the issuance of general obligation municipal bonds and
notes for the payment of which the good faith, credit and taxing power of each municipality may be pledged.

Based on the current total net assessed valuation of real and personal property in San Juan provided by the
Govemmental Development Bank for Puerto Rico {"GDB") of approximately $28.7 billion, the legal debt limit margin
of the Municipality as of June 30, 2011, was $2.9 billion. The Municipality's available legal debt margin as of June
30, 2011, was calculated by GDB to equal $2.5 billion after subtracting from the legal margin the amount of $394.1
million in outstanding general obtigation debt as of June 30, 2011, and adding to the legal margin the amount in its
Redemption Fund of $35.5 million as of June 30, 2011.

The applicable law also requires that in order for a municipality to be able to issue additional general obligation bonds
and notes such municipality must have sufficient “payment capacity.” Act No. 64 of July 3, 1996, as amended,
provides that a municipality has sufficient “payment capacity” to incur additional general obligation debt if the deposits
in such municipality's Debt Service Fund and the annual amounts collected with respect fo such municipality's
Special Additional Tax (as defined below), as projected by GDB, will be sufficient to service to maturity the
Municipality's outstanding general obligation debt and the additional proposed general obligation debt (“payment
capacity”). The rating assigned is BBB/Stabie by Standard & Poor's investor Services.

The Municipality is required under applicable faw to levy the Special Additional Tax in such amounts as shall be
required for the payment of its general obligation municipai bonds and notes. In addition, principal of and interest on
all general obligation municipal bonds and notes and on all municipal notes issued in anticipation of the issuance of
general obligation bonds issued by the Municipality constitute a first lien on the Municipality's Basic Tax revenues.

[ )
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MUNICIPALITY OF SAN JUAN, Notes to Financial Statements

CAPITAL CITY OF PUERTO RICO As of June 30, 2011
1. Organization and Reporting Entity

A. Organization

The Municipality of San Juan {the *“Municipality") was founded in 1521 and is the largest municipality and the
Capital City of the Commonwealth of Puerto Rico. The Municipality's govemmental system consists of
executive and legislature bodies. The Municipality is govemned by a Mayor and a seventeen-member Municipal
Legislature who are elected for a four-year term.

The Municipality provides public safety, public works, culture and recreation, health and welfare, urban
development, education, economic development, and other miscellanecus services to its citizens.

The accompanying basic financial statements present the financial position of the govemmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the Municipality at
June 30, 2011, in conformity with Accounting Principles Generally Accepted in the United States of America
(USGAAP), as prescribed by the Governmental Accounting Standards Board (GASB). In addition, the
accompanying basic financial statements present the changes in the financial position (results of operations) of
the govemmental activities, the business-type activities, each major fund, and the aggregate remaining fund
information for the fiscal year ended June 30, 2011, in conformity with USGAAP. Furthermore, the basic
financial statements referred to above present the cash flows of the proprietary fund for the period from
inception December 15, 2010 to June 30, 2011 in conformity with USGAAP.

B. Reporting Entity

A reporting entity is compnsed of the primary govemment, component units and other organizations that are
included to ensure that financial statements are not misleading. The primary govemnment consists of all funds,
departments, boards and agencies that are not legally separate from the Municipality and for which the
Municipality is financially accountable.

Pursuant to the provisions of GASB Statement No. 14, The Financial Reporting Entity, as amended by GASB
Statement No. 39, Determining Whether Certain Organizations are Component Units - an Amendment of
GASB Statement No. 14, the Municipality's management has ccnsidered all potential component units (whether
govemmental, not-for-profit, or profit-oriented) for which it may be financially accountable, and other legally
separate organizations for which the Municipality is not financially accountable but the nature and significance
of their relationship with the Municipality may be such that exclusion of their basic financia! statements from
those of the Municipality would cause the accompanying basic financial statements to be misleading or
incomplete. Accordingly, a legally separate organization would be reported as a component unit of the
Municipality if all of the following critena are met:

1) The Mayor appoints a voting majonity of an organization's goveming body and, either (1) the
Municipality has the ability to impose its will on that organization or (2) the organization has the
potential to provide specific financial benefits to, or impose specific financial burdens on, the
Municipality.

2) The economic resources, for which the Municipality is entitied, either received or held by the
separate organization, are entirely or almost entirely for the direct benefit of the Municipality or its
constituents.

The Municipality's management has concluded that, based on the aforementioned criteria, there are no legally
separate entities or organizations that should he reported as component units of the Municipality for the fiscal
year ended June 30, 2011.
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2.  Summary of Significant Accounting Policies

The basic financial statements of the Municipality have been prepared in conformity with generally accepted
accounting principles as applied to local governmental units in the United States of America (USGAAP).

The Municipality's basic financial statements consist of govemment-wide statements, including a statement of
net assets and a statement of activities, and fund financial statements, which provide a more detailed level of
financial information.

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

GASB No. 55 incorporated the hierarchy of USGAAP for state and local governments into the Governmental
Accounting Standards Board's (GASB) authoritative literature. The requirements in this Statement codify all
USGAAP for state and local govemments so that they derive from a single source.

GASB No. 56 incorporated into the Govemmental Accounting Standards Board's (GASB) authoritative literature
certain accounting and financial reporting guidance presented in the American Institute of Certified Public
Accountants’ Statements on Auditing Standards. This Statement addressed three issues not included in the
authontative literature that establishes accounting pninciples—related party transactions, going concem
considerations, and subsequent events.

A. Government-wide {GWFS) and Fund financial statements (FFS}
Financial information of the Municipality is presented in this report as follows:

1) Management’s discussion and analysis infroduces the basic financial statements and provides an
analytical overview of the Municipality's financial activities.

2} The GWFS (i.e., the statement of net assets and the statement of activities) reports information
on all activities of the Municipality.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segments are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges fo
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and 2} grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general
revenues.

The effects of all inter-fund activities (assets, liabilities, revenues, expenditures and other
financing sources/uses among governmental funds) have been eliminated from the govemment-
wide financial statements.

3) The govemmental fund financial statements (GFFS}) {i.e., the balance sheet and the statement of
revenues, expenditures and changes in fund balances) provides information about the financial
position and results of operations of the Municipality's govemmental funds by presenting
sources, uses and balances of current financial resources. Some of these financial statements
have a budgetary orientation and are aimed to demonstrate the fiscal accountability and the
individual parts of the Municipality's govemment. Fiscal accountability represents the
Municipality's responsibility to justify that its actions in the cument fiscal year have complied with
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public decisions conceming the raising and spending of public moneys in the short term
(generally one fiscal year).

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

By definition, the Municipality's general fund is considered a major governmental fund for
financial reporting purposes. In addition, any other govemmental fund would be classified as a
maijor governmental fund in the GFFS if it meets both of the following criteria:

e Ten percent critenion -lis total assets, liabilities, revenues or expenditures of that
individual governmental fund are at least 10 percent of the corresponding element total
(assets, liabilities, revenues or expenditures) for all governmental funds.

e Five percent criterion -ts total assets, liabiliies, revenues or expenditures of that
individuat governmentat fund are at least 5 percent of the corresponding element total
(assets, liabilities, revenues or expenditures) for all governmental and enterprise funds.

For the purposes of applying the aforementioned major fund critena, no efiminations of interfund
balances have been made. In the case of govemmental funds, total revenues for these
purposes means all revenues, including operating and non-operating revenues (net of
allowances for uncollectible accounts), except for other financing sources. Total expenditures for
these purposes mean all expenditures, including operating and non-operating expenditures,
except for other financing uses.

In the case of enterprise funds, when applying the aforementioned major fund critenia, revenues
and expenses include all operating statement revenues and expenses (both operating and
nonoperating) including capital contributions, special items, but not extraordinary items.

The Municipality adopted the provisions of GASB Statement No. 54, Fund Balance Reporting
and Govemmental Fund Type Definitions (GASB No. 54}, which modified the interpretations of
certain terms within the definition of the special revenue funds and the types of activiies the
Municipality may choose to report in those funds. GASB No. 54 also clarified the capital projects
fund type definition for betler alignment with the needs of preparers and users. Definitions of
other govemmental fund types were also modified for clarity and consistency.

Pursuant fo the provisions set forth by GASB No. 54, the Municipality reported the following
govemmental funds in the accompanying GFFS:

General Fund - is the Municipality's main operating fund used to account for and report all
financial and reported resources and govemmental activities, except for those required to be
accounted for in another fund. 1t is presumed that the Municipality's govemmental activities have
been reported in the general fund except for transactions for which one of the foilowing
compelling reasons has required the use of another fund: (1) legal requirements, (2) USGAAP
requirements or {3) the demands of sound financial administration requiring the use of a
governmental fund other than the general fund. Its revenues consist mainly of taxes, licenses
and permits, intergovernmental, charges for services and other.
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Debt Service Fund - is a major govemmental fund used to account for and report for the
accumulation of financial resources that are restricted for, and the payment of, principal and
interest for: {1) bonds payable for which debt service payments are legally mandated to be
accounted for in a debt service fund and (2) certain special long-term obligations for which the
Municipality is being accumufating financial resources in advance to pay principal and interest
payments maturing in future years.

The outstanding balance of certain general long-term obligations for which debt service
payments do not involve the advance accumulation of resources (such as certain notes payable,
obligations under capital leases, accrued compensated absences, landfill obligation, ctaims and
judgments, net pension liability and other long-term obligations) are only accounted for in the
accompanying govemment-wide statement of net assets. The debt service payments of such
obligations are generally accounted for in the governmental fund which accounted for the
financial resources used for the payment of such debts. Principal and interest due on July 1 of
the following fiscal year are accounted for as a fund liability, if resources are available as of June
30 for its payment.

Special Revenue Funds - are non-major funds (reported within other govemmental funds) used
to account for and report the proceeds of specific revenue sources (other than trusts for
individuals, private organizations, or other govemments or for major capital projects) that are
legally restricted or committed to expenditure for specified purposes other than debt service or
capital projects. Resources resticted or committed to expenditure for purposes normally
financed from the general fund are generally accounted for in the general fund provided that all
applicable legal requirements can be appropriately satisfied and the use of special revenue
funds is not required unless they are legally mandated.

Capital Project Funds — are non-major funds {reported within other govemmental funds) used to
account for and report financial resources that are restricted or committed to expenditure for
capital outlays, including the acquisition or construction of major capital faciiities, including those
outlays financed by general obligation bond proceeds (other than those financed by proprietary
funds or in trust funds for individuals, private organizations, or other govemments). The use of
the capital projects funds has been limited to major capital acquisitions, construction or
improvement activities that would distort financial resources trend data if not reported separately
from the other Municipality's operating activities. The routine purchases of minor capitalizable
assets (such as fumiture, office equipment, vehicles and other minor capital assets or
improvements) have been reported in the govemmental fund from which financial resources
were used for the payment.

The Municipality perodically 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 intemal funds currently
used by the Municipality in the day-to-day accounting procedures have not been reported as
individual govemmental funds in the accompanying fund financial statements. Accordingly, the
accompanying fund financial statements include only the minimum number of funds consistent
with legal and operating requirements and, consequently, certain types of similar intemal funds
have been combined into single funds in the accompanying fund financiat statements.

4) The proprietary fund financiai statements (statement of net assets — proprietary fund, statement
of revenues, expenses and changes in fund net assets — proprietary fund, and statement of cash
flows — proprietary fund) present the financial position, results of operations and cash flows of the
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Internationai Center fund {InCF), which accounts for the leasing operations and maintenance of a
real estate property acquired on December 15, 2010 through the issuance of revenue bonds
amounting to $55,071,940.

In addition to the required financial reporting requirements referred to above, the accompanying
basic financial statements are accompanied by the Reconciliation of the Balance Sheet -
Govemmental Funds, and Reconciliation of Statement of Net assets — Propnetary Fund to the
GWFS Statement of Net Assets; and the Reconciliation of the Statements of Revenues,
Expenditures\Expenses and Changes in Fund Balances\Net Assets — Governmental Funds and
Proprietary Funds to the GWFS Statement of Activities.

5 The notes to the financial statements provide information that is essential to a user's
understanding of the basic financial statements.

6) Regquired supplementary information such as the Budgetary Comparison Schedule — General
Fund and the Notes to the Budgetary Comparison Schedule — General Fund.

B. Measurement focus, basis of accounting and financial statement presentation

Government-wide financial statements — The accompanying GWFS are prepared using the economic
resources measurement focus and the accrual basis of accounting. Subject to the additional rules and
limitations detailed beiow, revenues (including interest on deposits and investments) are generally
recorded when eamed and expenses are generally recorded when a liability is incurred, regardless of the
timing of related cash flows.

Ali revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchange-like
transactions are generally recorded when the exchange takes piace. In exchange transactions, each
party to the transaction receives and gives up essentially equal values. An exchange-like transaction is
one in which there is an identifiable exchange and the values exchanged, though related, may not be quite
equal. The accompanying basic financial statements include exchange-like transactions such as license
fees, fines, penalties, forfeitures, permits, charges for services, and most miscellaneous revenues, which
are recorded as revenues when collected because they are generally not measurable until actually
received.

The Municipality groups its non-exchange transactions into the following four classes in the accompanying
basic financial statements: {a) derived tax revenues, (b) imposed non-exchange revenues, (c) govemment
mandated non-exchange transactions, and (d} voluntary non-exchange transactions.

In the case of derived tax revenue transactions, which result from assessments that the Municipality
places on exchange transactions, receivables and revenues are recorded when the underlying exchange
has occurred.

In the case of imposed non-exchange revenue transactions (such as property taxes and municipal license
taxes), which result from assessments made by the Municipality on non-govemmental entities, including
individuals, other than assessments on exchange transactions, receivables are generally recorded in the
period when an enforceable legal claim has anisen. Property taxes and municipal license are generally
recorded as revenues (net of amounts considered not collectible) in the fiscal year when resources are
required fo be used for the first fiscal year that the use of the resources is permitted.

For govemment-mandated non-exchange transactions (such as intergovernmental grants and
contributions), receivables and revenues are generally recorded when all eligibility requirements imposed
by the provider have been met. For the majority of grants, the Municipality must expend resources on the
specific purpose or project before the provider reimburses any amounts. Therefore, revenue is generally
recognized as qualifying reimbursable expenditures are incurred.
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For voluntary non-exchange transactions (such as donations and certain grants and entitiements)
receivables and revenues are generally accounted for in the same manner as government-mandated non-
exchange transactions discussed above.

Events that are neither exchange nor non-exchange transactions are recorded when it is probable that a
loss has been incurred and the amount of loss is reasonably estimable.

Interests on deposits are recorded when eamed since these revenues are considered both measurable
and available at June 30, 2011. Receipts of any type of revenue sources collected in advance for use in
the following fiscal year are recorded as deferred revenues.

According to GASB No. 34, all general capital assets and the unmatured long-term liabilities are recorded
only in the accompanying Statement of Net Assets. The measurement focus and the basis of accounting
used in the accompanying GWFS differ significantly from the measurement focus and basis of accounting
used in the preparation of the accompanying GFFS. Therefore, the accompanying GFFS include
reconciliations, as detailed in the accompanying table of contents, to better identify the relationship
between the GWFS and the GFFS.

Governmental fund financial statements — The accompanying GFFS are reported using the current
financial resources measurement focus and the modified accrual basis of accounting. Revenues are
generally recognized as soon as they are both measurable and available. Revenues are considered to be
available when they are coliectible within the current fiscal year or soun enough thereafter to pay liabilities
of the current fiscal year. For this purpose, the Municipality generally considers most revenues (municipal
licenses taxes, construction excise taxes, sales and use taxes, inferests on deposit, intergovemmental
grants and contributions and certain charges for services) to be available if collected within 90 days after
June 30, 2011, At June 30, 2011, all revenue sources met this availability criterion.

Property taxes are all considered susceptible to accrual if commonly collected within 60 days following the
end of the fiscal period, unless unusual circumstances justify a greater period. The Municipality
understands that the unusual criteria was met through the approval of Act No. 94 by the Legislature of
Puerto Rico which established an incentive plan for the payment of real and personal property tax dues.
This Act provides an amnesty to all property tax payers forgiving all penalties, charges and interest of the
unpaid principal of past-due property tax liability. The period that tax payers have to enjoy for such
benefit extends until October 11, 2011. The unpaid property taxes covered under this Act are those
related to fiscal year 2010 and earlier (for personal property) and for 2009 and eariier (for real property).
In addition, the Municipality created the Municipal Intemal Revenue Enforcement Division {ARIM), within
the Finance Department, dedicated exclusive to improve revenues through aggressive collection
methods, including the prosecution of cnminal charges to those taxpayers who violates the tax law. The
incentive plan and ARIM justify the extension of the collection period for revenue recognition purposes
from 60 to 360 days following June 30, 2011, as defined in NCGA Interpretation 3. The extension of the
collection period is only applicable for the year ended June 30, 2011. The Municipality will continue with
the collection periad of 60 days beginning in July 1, 2011 unless other unusual circumstances anse.

Other revenue sources considered susceptible to accrual include municipal license taxes, sales and use
taxes, construction excise taxes, intergovemmental grants and contributions, interest on deposits, and
charges for services. These principal revenue sources meet both measurability and availability criteria in
the accompanying GFFS.

In a manner similar to the GWFS, but subject to and limited by the availability criteria discussed above, all
revenues, expenses, gains, losses, assets and liabilites resulting from exchange, exchange-like
transactions are also generally recorded when the exchange takes place while all revenues, expenses,
gains, losses and assets resulting from non-exchange transactions are recorded when an enforceable
legal claim anises or when all eligibility requirements imposed by the provider have been met.
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C. Assets, liabilities and net assets
1} Cash, cash with fiscal agent and restricted cash:

The Municipality's cash is composed of: (1) cash on hand, and (2) demand depesits in commercial
banks and in the Govemment Development Bank of Puerto Rico (GDB).

Cash with fiscal agent in the debt service fund represents special additional property tax collections
retained by the Govermment of Puerto Rico, deposited in GDB, and restricted for the payment of the
Municipality's debt service, as established by law. Cash with fiscal agent in the other governmental
funds consists of unused proceeds of bonds and notes committed for the acquisition, construction or
improvements of major capital facilities and other capital assets.

Restricted cash and cash equivalents in other govermmental funds represents morigage escrow
deposits, reserve for replacement and residual receipts deposited with the mortgagee, and are
recorded at fair value.

Restricted cash and cash equivalents in the proprietary fund represents resources set aside for the
payment of the Municipality's debt service related to intemational Center, as established in the bond
indentures.

2} Receivables and payables.

Activity between funds that are representative of lending/borrowing arangements outstanding at the
end of the fiscal year are referred to as either “due to/ffrom 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.”

The carrying value of advances between funds, as reported in the fund financial statements, if any, are
offset by nonspendable fund balances of the same amounts in the applicable govemmental funds to
indicate that such resources are not considered current available financial resources at June 30, 2011
since they are not expected to be converted to cash soon enough after the current fiscal year-end.

Receivables consist of all revenues eamed but not collected at June 30, 2011. These accounts
receivable are stated net of estimated allowances for uncollectible accounts, which are determined
based upon past collection expenience, historical trends, current economic conditions and the periodic
aging of accounts receivable. Intergovemmental receivables in the general fund represent mostly
contributions from the Puerto Rico Electric Power Authority (*PREPA”) as payment in lieu of taxes.
Intergovemmental receivables in the other govemmental funds represent amounts owed to the
Municipality for reimbursement of expenditures incurred pursuant to federally funded programs and the
amount in the debt service fund represents the distribution of property tax collected which is restricted
for the debt service.

Pursuant to the provisions of GASB Statement No. 48, Sales and Pledges of Receivables and Future
Revenues of Intra-Entity Transfers of Assets and Future Revenues (GASB 48), transactions in which
the Municipality is wiling to exchange an interest in its expected future cash flows from collecting
specific receivables or specific future revenues for immediate cash payments, generally, a single lump
sum are either regarded as a sale or as a collateralized borrowing resutting in a fiability depending on
its continuing involvement with those receivables or future revenues. Accordingly, a transaction will be
reported as a coliateralized borrowing unless the criteria indicating that a sale has taken place are met.
If it is determined that a transaction involving receivables should be reported as a sale, the difference
between the carmying value of the receivables and the proceeds should be recognized in the period of
the sale in the accompanying Statement of Activities and Statement of Revenues, Expenditures and
Changes in Fund Balances - Govemmental Funds. If it is determined that a transaction involving
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3)

4)

9)

6)

7)

future revenues should be reported as a sale, the revenue is deferred and amortized, except when
specific criteria are met.

According to the criteria set forth by GASB. No. 48, there were no transactions involving receivables
that should be reported as a sale as of and for the fiscal year ended June 30, 2011.

inventories:

fnventories in the GFFS have been recorded using the consumption method and are stated at the
lower of cost {first-in, first-out method) or market. Inventories consist primary of supplies held for
consumption and medicines used in providing health care services.

The camying value of inventories are offseted by nonspendable fund balances of the same amounts in
the applicable govemmental funds to indicate that such resources are not considered current available
financial resources at June 30, 2011 since they are not expected to be converted to cash after the
current fiscal year-end.

L oans receivable and affowance for loan losses:

Loans receivable in the GFFS are presented at their net realizable value {outstanding principal
balance reduced by an allowance for uncollectible loans). The aflowance for uncollectible loans has
been determined based upon past collection experience, histoncal trends, current economic conditions
and the penodic aging of the loans receivable. The carmying value of loans receivable is offset by
nonspendable fund balance in the same amount in the other govemmental funds to indicate that such
resources are not considered current available financial resources at June 30, 2011 since they are not
expected to be currently converted to cash after the current fiscal year-end.

Other assets:

The carrying value of other assets are offset by nonspendable fund balance in the same amount in
the general fund to indicate that such resources are not considered cument available financial
resources at June 30, 2011,

Real Estate Held for Sale:

Rea! estate held for sale is camied at the lower of the estimated fair value or historical cost. The
estimated historical cost is determined by a third-party professional assessment or based upon an
appraisal, minus estimated disposal costs. Subsequent declines in the value of real estate held for
sale is charged to expenditure/expense.

The carrying value of real estate held for sale is offset by nonspendable fund balance in the same
amount in the other govemmental funds to indicate that such resources are not considered current
available financial resources at June 30, 2011 since they are not expected to be currently converted
to cash after the current fiscal year-end.

Deferred charges:

Deferred charges in the accompanying Statement of Net Assets consist of bond issuance costs, net of
accumulated amortization of $2.5 million. Deferred charges are amortized over the term of the related
debt using the straight-line method. in the GFFS, bond issuance costs are recorded in the current
penod as expenditures, whether or not withheld from the actual debt proceeds received.

0 }
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The liability for compensated absences recorded in the accompanying statement of net assets is
limited to leave that: (1) is attributable to services already rendered on or before June 30, 2011 and (2)
is not contingent on a specific event that is outside the control of the Municipality and the employee
{such as iliness). Compensated absences that relate to future services or are contingent on a specific
event outside the control of the employer or the empioyee are accounted for in the penod when those
services are rendered or those events take place. The liabitity for compensated absences includes
salary-related costs, which are directly and incrementally related to the amount of salary paid to the
employee (such as employer's share of Social Security taxes and Medicare taxes).

The vacation policy of the Municipality provides for the accumulation of regular vacations at a rate of
2.5 days per month (30 days per year) per employee up to a maximum of 60 days. Employees
accumulate regular sick leave at a rate of 1.5 days per month (18 days per year) up to a maximum of
90 days. All vacation and sick leave days accumulated by employees in excess of 60 days and 90
days, respectively, are paid to employees each year, if not consumed, as required by law.

Upon termination of employment, an employee receives compensation for all accumulated unpaid
regular vacation leave at the current rate. In the case of regular sick leave, if the employee terminates
his or her employment before reaching 10 years of services, such reguiar sick leave is not paid to the
employee, if not consumed. After 10 years of services, any regular sick leave balance is paid to the
employee. Accumulated vacation time is fully vested to the employee at any time.

12) Claims and judgments:

The estimated amount of the liability for claims and judgments, which is due on demand, such as from
adjudicated or settled claims, is recorded in the general fund when they mature (generally, when
payment is due). Those liabilities are recorded in the accompanying statement of net assels as
incurred, pursuant to the provisions of FASB Accounting Standards Codification 450, Contingencies.

13) Estimated Liability for Municipal Sofid Waste Landfill Closure and Post-closure Costs:

The estimated liability for municipal solid waste landfill closure and post-closure care costs (including
monitoring and maintenance) include an estimate of all post-ciosing care costs to be incurmed after the
close of the Municipality's solid waste landfill under the provisions of GASB Statement No. 18,
Accounting for Municipal Solid Waste Landfill Closure and Post-closure Care Costs (GASB No. 18).

in the accompanying government-wide Statement of Net Assets, this liability was recognized over the
useful life of the landfill prior to its closing in 2000, even though such costs are being incurred after the
close of the landfill. The estimated of closing and post closing costs were determined using current
costs. The liability is adjusted annually to reflect the effects of inflation, advances in technology,
changes in regulations or similar changes.

At the govemmental funds’ level, landfill closure and post-closure care costs are recorded in the
Statement of Revenues, Expenditures and Changes in Fund Balances — Governmental Funds as
expenditures when they mature (generally, when payment or related disbursements are due).

14) Termination benefts:

Termination benefits are accounted for under the provisions of GASB Statement No. 47, Accounting
for Termination Benefits. Accordingly, the Municipality generally recognizes a liability and an expense
for voluntary termination benefits (early-retirement incentives) in the accompanying GWFS when the
offer is accepted and the amount can be estimated. A liability and expense for involuntary termination
henefits (for example, severance benefits) is generally recognized when a plan of termination has
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been approved by the Municipal Legislature, the plan has been communicated to the employees, and
the amount can be estimated.

In the accompanying GFFS, liabilities and expenditures for termination benefits are generally
recognized to the extent the liabilities are normally expected to be liquidated with expendable
available financial resources (when they mature, generally when payment or related disbursements
are due).

Termination benefits for which the benefit terms establish an obligation to pay specific amounts on
fixed or determinable dates are measured at the discounted present value of expected future benefit
payments (including an assumption regarding changes in future cost levels during the periods
covered by the employer's commitment to provide the benefits).

Fund balances:

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

Pursuant to the provisions of GASB No. 54, the accompanying GFFS report fund balance amounts
that are considered nonspendable, such as fund balance associated with inventories. Other fund
balances have been reporied as restricted, committed, assigned, and unassigned, based on the
relative strength of the constraints that controt how specific amounts can be spent, as described as
follows:

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

b.  Restricted - Represent resources that can be spent only for the specific purposes
stipufated by constitutional provisions, external resource providers (externally imposed by
creditors or grantors), or through enabling legislation (that is, legislation that creates a
new revenue source and restricts its use). Effectively, restnctions may be changed or
lifted only with the consent of resource providers.

c. Committed - Represent resources used for specific purposes, imposed by formal action of
the Municipal's highest level of decision making authority (Municipal Legislature through
resolutions and ordinances) and can only be changed by a similar law, ordinance or
resolution, no later than the end of fiscal year.

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

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

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

The Municipality reports resources constrained to stabilization as a specified purpose (restncted or
committed fund balance in the general fund) only if: (1) such resources meet the other criteria for
those classifications, as described above and (2) the circumstances or conditions that signal the need
for stabilization are identified in sufficient detail and are not expected to occur routinely. However,
the Municipality has not entered into any stabilization-like arrangements, nor has set aside matenal
financial resources for emergencies and has not established formal minimum fund balance amounts
as of and for the fiscal year ended June 30, 2011.

In situations when an expenditure is made for a purpose for which amounts are available in multiple
fund balance classifications, the Municipality uses restricted resources first, and then unrestricted
resources. Within unrestricted resources, the Municipaiity generally spends committed resources
first, followed by assigned resources, and then unassigned resources as they are needed.

16} Net Assets:

Restricted net assets have been reported pursuant to the provisions of GASB Statement No. 46, Nef
Assets Restricted by Enabling Legislation (GASB No. 46). Those net assets consist of net resources
restricted by external parties (such as debt covenants, creditors, grantors, contributors, laws or
requlations of other govemments, etc.), or net assets for which constraints are imposed by
constitutional provisions or enabling legislation.

Enabling legislation consists of legislation that authorizes the Municipality to assess, levy, charge or
otherwise mandate payment of resources (from extemal resource providers). Enabling legislation
establishes restrictions if it includes a legally enforceable requirement that those resources be used
only for the specific purpeses stipulated in the legislation. A legally enforceable enabling legislation
restriction is one that a party external to the Municipality (such as citizens, public interest groups, or
the judiciary) can compel the Municipality to honor. The Municipality periodically reevaluates the
legal enforceability of an enabling legislation to determine if any of the resources raised by the
enabling legislation are used for a purpose not specified by the enabling legislation or if the
Municipality has other cause for consideration.

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

Internally imposed designations of resources, including earmarking, are not reporied as restricted net
assets. These designations consist of management's plans for the use of resources, which are
subject to change at the discretion of the Municipal Legislature.

Net assets are classified in the accompanying Statement of Net Assets within the following four
categories;
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a. Invested in capital assets, net of related debt — This net asset category consists of capital

assets, net of accumulated depreciation and amoriization, reduced by the outstanding
balances of bonds payable, notes payable and other debts that are attributed to the
acquisition, construction or improvement of those assets. For the purposes of determining
the outstanding debt attnbuted to capital assets, the total long-term debt related to the
acquisition, construction or improvement of capital assets has been reduced by any related
unspent debt proceeds and any related unamorlized debt issuance costs. Accordingly, all
non-capital iong-term debts (such as a portion of bonds and notes payable) have been
excluded from the computation since these were originally issued for certain purposes other
than the acquisition, construction or improvement of capital assets. In addition, the
outstanding debt attributed to capital assets does not include accrued interest payable, non-
capital accrued liabilities, inter-fund loans and other financial assets.

Net assets restricted for debt service — This net asset category consists of net resocurces
restricted by bond indentures, debt covenants, and certain laws and regutations to cover the
debt service payments of bonds and notes payable.

Net assets restricted for other purposes - This net asset category consists of net resources
externally restricted by creditors, grantors, contributors, laws and regulations to cover specific

program purposes.

Unrestricted net assets — Generally, this category consists of the excess of liabilities over
related assets that are neither extemally nor legally restricted, neither invested in capital
assets. Assets reported within this category often have constraints that are imposed by
management but can be removed or modified.

When both restricted and unrestricted resources are available for use, it is the Municipality's policy to
generally use restricted resources first, and then unrestricted resources as they are needed.

17) Interfund and intra-entity transactions:

The Mun

a

Inthe G

icipality has the following types of transactions among funds:

Transfers - Represent flows of assets (permanent reallocation of financial resources among
govermmental funds) without equivalent flows of assets in return and without a requirement
for repayment. Inter-fund transfers are reported when incurred as other financing uses
(Transfers-out) in the governmental fund making transfers and as other financing sources
(Transfers-in} in the govemmental fund receiving transfers.

Intra-Entity Transactions - Represent amounts provided with a requirement for repayment,
which are recorded as “due from” in the lender govemmental fund and “due to" in the
borrower govemmental fund. For amounts not expected to be collected within a reasonable
period of time, inter-fund receivables/payables are reduced fo the estimated realizable value
and the amount that is not expected to be repaid is reported as an operating transfer from
the govemmental fund that made the loan.

FFS, inter-fund activity has not been eliminated, as permitted by USGAAP.

18) Accounting for Pension Costs and Post-Employment Benefits:

On July 1, 2007, the Municipality adopted the provisions of GASB Statement No. 50, Pension
Disclosures (GASB No. 50), which amended GASB No. 27, Accounting for Pensions by State and
Local Government Employers (GASB No. 27) by requinng disclosure of how the contractually

-



MUNICIPALITY OF SAN JUAN, Notes to Financial Statements
CAPITAL CITY OF PUERTO RICO As of June 30, 2011

required contribution rate is determined by govemments participating in multi-employer cost-sharing
pension plans.

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

For the purpose of applying the requirements of GASB No. 27, the state govermment of the
Government of Puerto Rico is considered to be the sponsor of the Employees’ Retirement System of
the Govemment of Puerto Rico and Its Instrumentalities (the “System™ and System 2000, a multi-
employer cost-sharing defined benefit pension plan and a hybrid defined contribution plan,
respectively, in which the employees of the Municipality participate. The Municipality is considered a
participant, and not a sponsor, of these retirement systems since the majority of the participants in the
aforementioned pension trust funds are employees of the Government of Puerto Rico and the basic
financial statements of such retirement systems are part of the financial reporting entity of the
Govermment of Puerto Rico.

19) Risk financing.

The Municipality cames commercial insurance to cover property and casualty, theft, tort claims and
other losses. Insurance policies are negotiated by the Puerto Rico Treasury Department and costs
are allocated among all the municipalities of Puerto Rico. The Department of Treasury pays the
insurance premiums on behalf of the Municipality and then is reimbursed each year through monthly
equal payments made by the Municipality.

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

The Municipality obtains workers' compensation insurance coverage through the State Insurance
Fund Corporation (SIFC), a component unit of the Commonweatth of Puerto Rico. This insurance
covers workers against injuries, disability or death because of work or employment-related accidents,
or because of iliness suffered as a consequence of their employment.

The Municipality obtains unempioyment compensaticn, non-occupational disability, and drivers'
insurance coverage for its employees through various insurance programs administered by the
Commonwealth of Puerto Rico's Department of Labor and Human Resources (DOL). These
insurance programs cover workers against unemployment and provide supplementary insurance
coverage for temporary disability, or death because of work or employment-related accidents or
because of iliness suffered as a consequence of their employment. Unemployment compensation,
non-occupational disability and drivers’ insurance premiums are paid directly to DOL on a cost
reimbursement basis.

The Municipality also obtains medical insurance coverage from several health insurance companies
for its employees. Different health insurance coverage and premium options are negotiated each
year by the Department of Treasury on behalf of the Municipality. The current insurance policies
have not been canceled or terminated at June 30, 2011. Premiums are paid on a monthly basis
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22)

23)

directly to the insurance company. In the past three years, the Municipality has not settled claims
that exceeded insurance coverage.

Cost of insurance allocated to the Municipality for the fiscal year ended June 30, 2011 amounted to
approximately $10 million. The current insurance policies have not been cancelled or terminated.
Workers' compensation insurance covenng all municipal employees for the fiscal year ended June 30,
2011 amounted to approximately $9 million.

Direct charges:

Pursuant to and determined by an internal cost aliocation plan, certain costs initiaily bome by the
general fund are then billed as direct charges to other funds of the Municipality. Revenues from these
charges are accounted for in the government-wide Statement of Activities as general government and
in the Statement of Revenues, Expenditures and Changes in Fund Balances (Deficit) as charges for
services in the general fund. The comesponding expenses appear as function/program costs in the
Statement of Activities.

Use of estimates:

The preparation of financial statements in conformity with USGAAP requires management to make
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 financial statements, and the reported
amounts of revenues and expenses during the reported period. Actual results could differ from those
estimates.

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.

Future adoption of accounting pronouncements:
The GASB has issued the following statements that have effective dates after June 30, 2011:

a. GASB Statement No. 60, Accounting and Financial Reporting for Service Concession
Arrangements (GASB 60). The requirements of this Statement are effective for the fiscal
year commencing on July 1, 2011.

b. GASB Statement No. 61, The Financial Reporting Entify (GASB 81). The requirements of
this Statement are effective for the fiscal year commencing after June 15, 2012.

c. GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements (GASB 62). The
requirements of this Statement are effective for the fiscal year commencing on July |, 2012.

d.GASB Statement No. 63, Financial Reporting of Deferred Qutflows of Resources, Deferred
Inflows of Resources, and Net Position (GASB 63). The requirements of this Statement are
effective for the fiscal year commencing after December 15, 2011.

e. GASB Statement No. 64, Derivative Instruments: Application of Hedge Accounting
Termination Provisions, an amendment of GASB Statement No. 53 (GASB 64). The
requirements of this Statement are effective for the fiscal year commencing after June 15,
2011.

The impact of these statements on the Municipality's basic financial statements has not yet been
determnined.




MUNICIPALITY OF SAN JUAN, Notes to Financial Statements

CAPITAL CITY OF PUERTO RICO As of June 30, 2011
3.  Deposits

The Municipality's deposits at June 30, 2011 are composed of: (1) demand deposits in commercial banks and
(2) demand deposits in the Govemment Development Bank for Puerto Rico (GDB, fiscal agent).

The Municipality follows the practice of pooling cash. At June 30, 2011, the pool cash account in commercial
banks had a balance of $47.5 million of which $3.6 million, $10.5 million, and $33.4 million have been recorded
in the general fund, the non-major capital project funds and the non-major special revenue funds, respectively.
The balance in the pooled cash account is available to meet cument operating requirements and any
unrestricted excess, if any, is generally invested in certificates of deposit with commercial banks. Any
deficiency in the pooled cash account is assumed by the general fund and covered through future budgetary
appropniations.

Under the laws and regulations of the Govermment of Puerto Rico, public funds deposited by the Municipality in
commercial banks must be fully collateralized for the amounts deposited in excess of the federal depository
insurance generally provided by the Federal Deposits Insurance Corporation (FDIC). Al securities pledged as
coltateral are held by agents designated by the Secretary of the Treasury of the Govemment of Puerto Rico,
but not in the Municipality's name.

Cash with fiscal agent in the debt service fund consists principally of property and sales tax collections
amounting to $102.9 million that are restricted for the payment of the Municipality's debt service, as required by
law. Cash with fiscal agent of $5.0 million in the general fund consists mainly of contributions awarded by the
Puerto Rico Electric Power Authonty that are restricted for the acquisition, construction and improvement of
certain minor infrastructure assets. Cash with fiscal agent amounting to $30.2 million in other govemmental
funds consist principally of unspent proceeds of bonds that are restricted for the acquisition, construction or
improvements of major capital facilities and other capital assets.

Cash in commercial banks in other govemmental funds, amounting to $43.9 million, represents the balance of
interest and non-interest bearing accounts restricted to finance the operations of various federal and state
funded programs and a revolving loan program. Restricted cash in other govemmental funds amounting to
$2.5 million represents mortgage escrow deposits, reserve for replacement and residual receipts deposited
with the mortgagee.

Restricted cash in commercial banks of $1.5 million in the proprietary fund represents resources set aside for
the payment of the Municipality's debt service related to Intemational Center, as established in the bond
indentures.

The Municipality follows the provisions GASB Statement No. 40 (GASB No. 40), Deposit and Investment Risk
Disclosure, an Amendment to GASB Statement No. 3. Accordingly, the following is essential information about
credit nisk, interest rate risk, custodial credit nsk, and foreign exchange exposure of deposits and investments
of the Municipality at June 30, 2011:

A. Credit risk — This is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. No investments in debt or equity securities were made dunng the fiscal year ended June
30, 2011. Therefore, the Municipality's management has concluded that the credit risk related to any
possible loss related to defaults by commercial banks on the Municipality's deposits and certificates of
deposits is considered low at June 30, 2011.

B. Inferest rate risk — This is the risk that changes in interest rates of debt investments will adversely affect
the fair value of an investment. The Municipality manages its exposure to declines in fair values by: (1)
not including debt or equity investments in its investments portfolio at June 30, 2011, (2} limiting the
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weighted average maturity of its investments in certificates of deposit to periods of three months or less
and (3) keeping most of its banks deposits and certificates of deposit in interest bearing accounts
generating interest at prevailing market rates. At June 30, 2011, the interest rate risk associated with
the Municipality's cash is considered low since there is no investment in certificates of deposits, debt
securities or any type of investments that could be affected by changes in interest rates.

C. Custodial credif risk — In the case of deposits, this is the risk that in the event of a bank failure, the
Municipality's deposits may not be recovered. The Municipality has adopted, as its custodial credit risk
policy, the Stafement of Uniform Investment Guidelines for the Municipalities of the Govemment of
Puerto Rico, issued by the Govemnment Development Bank for Puerto Rico as promulgated by Law No.
113 of August 3, 1995. Accordingly, the Municipality is only allowed to invest in obligations of the
Government of Puerto Rico, obligations of the United States of Amenca, certificates of deposit,
commercial paper, bankers’ acceptances or in pools of obligations of the municipalities of Puerto Rico,
which are managed by GDB. At June 30, 2011, the Municipality has balances deposited in commercial
banks amounting to $50.1 million which are insured by the Federal Deposit Insurance Corporation
(FDIC) up to a maximum of $250,000. In addition, those public funds deposited in commercial banks
are fully collateralized for the amounts deposited in excess of the federal depository insurance. All
securities pledged as coliateral are held in the Municipality's name by the agents of the Secretary of
Treasury of the Government of Puerto Rico. Deposits of GDB, amounting to $139.0 million ($202.1
million bank balance) are uninsured and uncollateralized. However, no losses related to defaults by
GDB on deposit transactions have been incurred by the Municipality through June 30, 2011, ltis
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,
2011, the custodial credit nsk associated with the Municipality's cash and cash equivalents and
certificates of deposits are considered low.

D. Foreign exchange risk — This is the risk that changes in exchange rates will adversely affect the value
of an investment or a deposit. Accordingly to the aforementioned investment guidelines, adopted by
the Municipality, the Municipality is prevented from investing in foreign securities or any other types of
investments for which foreign exchange risk exposure may be significant. Accordingly, management
has concluded that the foreign exchange risk related to the Municipality's deposits is considered low at
June 30, 2011.

4, Receivables
A. Property Tax

The Municipality is authorized by Act No. 81 to impose and collect property taxes from any natural or legal
person that, at January 1 of each calendar year: (1) is engaged in trade or business and is the owner of
personal or real property used in trade or business or (2} owns residential real property with a value in
excess of $15,000 (at 1957 market prices).

Personal property taxes are self-assessed by taxpayers every year using the book value of personal
property assets owned by the taxpayer at January 1 (lien; levy date) and reporting such taxable value
through a personal property tax retumn filed on May 15 {due date and collection date} subsequent to the
assessment date. The total personal property tax rate in force at June 30, 2011 was 8.53 percent (of
which taxpayers pay 8.33 percent and the remaining 0.20 percent is paid by the Department of Treasury,
as a subsidy).

v,
on
Lo ]

el






MUNICIPALITY OF SAN JUAN, Notes to Financial Statements
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B. Sales Tax

The Municipality imposes a sales and usage tax within the territonal fimits of the Municipality pursuant to
the Intemal Revenue Code of the Govenment of Puerto Rico. This is a self-assessed tax consisting of
one and a half percent (1.5%) on the sale price of a taxable item or on the purchase price of all usage,
storage or consumption of a taxable item. 1t is collected monthly in a tax return that is due ten calendar
days after the end of each month.

A portion of the sales tax amounting 0.2% is restricted for the payment of long-term debt and is recorded
in the debt service fund. The remaining portion of 1.3% is recorded in the general fund since is available
for general operating purposes.

Sale tax receivable represents sales tax levied that were collected subsequent to June 30, 2011, but
pertaining to current year period.

C. Construction excise tax

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

The construction excise tax generally is a self-assessed tax imposed at a five percent (5%) over the cost of
the project, net of certain exemptions such as the costs associated with the acquisition of land, project
design and other engineering fees, licenses and pemmits, legal and accounting fees, and most marketing
and advertising costs, The tax is paid by the taxpayer at the beginning of the project.

All single-family residential construction projects not related to housing development projects,
condominiums, or any similar projects, are exempt from construction excise taxes for the first $100,000 of
the project construction costs. in addition, all single-family residential improvement projects are exempt
from construction excise taxes for the first $25,000 of the project improvement costs. All projects carried
out on buildings and structures classified as historical treasures by the Puerto Rico Planning Board have
an exemption of 3.75 percent (3.75%) in the tax rate applicable to construction excise taxes.

Construction excise tax receivable represents taxes that were collected subsequent fo June 30, 2011, but
pertaining to current year pefiod.











































MUNICIPALITY OF SAN JUAN, Notes to Financial Statements
CAPITAL CITY OF PUERTO RICO As of June 30, 2011

become plan members of ERS at the date of employment, while it is optional for officers appointed. ERS
members, other than those joining it after March 31, 1990, are eligible for the benefits described below:

Retirement Annuity
ERS members are eligible for a retirement annuity upon reaching the following age:

Policemen and firemen; Other employees:
50 with 25 years of credited service 95 with 25 years of credited service
58 with 10 years of credited service 58 with 10 years of credited service

ERS members are eligible for monthly benefit payments determined by the application of the stipulated
benefit ratios fo the member's average compensation. Average compensation is computed based on the
highest 36 months of compensation recognized by ERS. The annuity, for which a member is eligible, is
limited to a minimum of $300 per month and a maximum of 75 percent of the average compensation.

Merit Annuity

ERS members are eligible for merit annuity with a minimum of 30 years or more of credited service. The
annuity for which the pian member is eligible is limited to a minimum of 65 percent and a maximum of 75
percent of the average compensation.

Deferred Retirement Annuity

A participating employee who ceases to be an employee of the Municipality after having accumulated a
minimum of ten years of credited service qualifies for retirement benefits provided hisfher contributions are
left in ERS unitil reaching 58 years of age.

Coordinated Plan
On the coordinated pian, by the time the employee reaches 65 years old and begins to receive social
security benefits, the pension benefits are reduced by the following:

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

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

(c) All other between $82 and $100 per month.

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

Non-Coordinated Plan
On the non-coordinated plan the participating employee does not have any change on the pension benefits
upon receiving social security benefits.

Reversionary Annuity

An ERS member, upon retirement, could elect to receive a reduced retirement annuity giving one or more
benefit payments to his’her dependents. The life annuity payments would start after the death of the refiree
for an amount not less than $240 per year or greater than the annuity payments being received by the
retiree.

Occupational Disability Annuity

A participating employee, who as a direct result of the performance of histher occupation is totally and
permanently disabled is eligible for a disability annuity of 50 percent of the compensation received at the
time of disability.
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Non-occupational Disability Annuity

A participating employee, totally and permanently disabled for causes not related to his/her occupation and
with no less than 10 years of credited service, is eligible for an annuity of 1.50 percent of the average
compensation of the first 20 years of credited services, increased by 2 percent for every additional year of
credited service in excess of 20 years.

Death Benefits
Occupational:
(a) Surviving spouse — annuity equal to 50 percent of the participating employee’s salary at the date
of the death.

(b) Children - $10 per month for each chitd, minor or student, up to a maximum benefit per family of
$100.

Non-occupational:

Beneficiary — the contributions and interest accumulated as of the date of the death plus an amount
equal to the annual compensation at the time of the death.

Refunds
A participating employee who ceases his/her empioyment with the Municipality without the right to a
retirement annuity has the right to a refund of the contributions to ERS plus any interest eamed thereon.

B. Hybrid Defined Contribution Pension Plan
On September 24, 1999, Public Act No. 305 was enacted to establish a defined contribution plan,
known as System 2000, to cover employees joining ERS on or after January 1, 2000.

Employees that participated in the defined benefit plan as of December 31, 1399, had the opportunity to
elect to either stay in the defined benefit plan or transfer to System 2000. Employees that joined the
Municipality on or after January 1, 2000, were only allowed to become members of System 2000.

System 2000 is a hybrid defined contribution plan administered by the Retirement Systems
Administration of the Commonweaith of Puerto Rico, aiso known as a cash batance plan. Under this
new plan, there is a pool of plan assets, which is invested by the System, together with those of the
cost-sharing multi-employer defined benefit plan. Neither the Commonwealth nor the Municipality
guarantee benefits at retirement age. The annuity is based on a formula which assumes that each
fiscal year the employee's contribution (with a minimum of 8.28 percent of the employee's salary up to a
maximum of 10 percent) is invested as instructed by the employee in an account which either: (1) earns
a fixed rate based on the two-year Constant Maturity Treasury Notes, (2) eams a rate equal to 75
percent of the retum of the ERS’ investment portfolio (net of management fees), or (3) eamns a
combination of both alternatives. Participants receive periodic account statements simitar to those of
defined confribution plans showing their accrued balances. Disability benefits are not granted under
System 2000, rather are provided to those participants that voluntanily elect to participate in a private
insurance long-term disability program. The employers’ contributions (9.28 percent of the employee's
salary) with respect to employees under System 2000 will continue and will be used to fund the cost-
sharing muiti-employer defined benefit plan.

System 2000 reduced the retirement age from 65 years fo 60 for those employees who joined the
current plan on or after January 1, 2000.
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Funding Policies

The authority under which obligations to contribute to ERS and System 2000 by the plans’ members,
employers and other contributing entities (i.e., state or municipal contributions) are established or may be
amended by law by the House of Representatives, the Senate and the Govemnor of the Commonwealth of
Puerto Rico.

The contribution requirement to ERS is established by law and is not actuarially determined. These
contributions are as follows:

Municipality and other employers 9.28 percent of applicable payroll
Employees:
Coordination plan: 5.78 percent of gross salary up to

$6,600 per year, plus 8.28 percent
gross salary in excess of $6,600.
Supplementation  plan: 8.28 percent of gross salary. This is
the only choice available fo
policemen, firemen and mayors

The contribution requirement to System 2000 is also established by law and is not actuarially determined.
These contributions are as follows:

Municipality and other employers 9.28 percent of applicable payroli

Employees: 5.78 percent of gross salary up fo
$6,600 per year, plus 8.28 percent of
gross salary in excess of $6,600.

During the fiscal years ended June 30, 2009, 2010 and 2011, the Municipality and the participating
employees contributed at least 100 percent of the required contributions to ERS and System 2000. The
combined actual contributions made by the Municipality and its participating employees to ERS and System
2000 amounted to $13.8 million, $14.3 million and $13.8 million for the fiscal years ended June 30, 2011,
2010 and 2009 respectively.

Historically, the state govemment of the Commonwealth of Puerto Rico has reported ERS and System 2000
in its basic financial statements as pension trust funds. Accordingly, the Commonwealth is currently
assuming any actuanal deficiency that may exist or anse related to the Municipality's participating
employees because ERS does not aliocate to the Municipality any actuarial deficiencies pertaining fo
participating municipal employees. The Municipality is only required by law to make statutory contributions
at the rates detailed below.
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not included in the financial statements, the amount estimated as a probable receivable would represent
future available financial resources for expenditures.

It is management's opinion, based on the advice of legal counsel, that the potential claims against the
Govemnment of Puerto Rico and certain taxpayers will materially improve the financial condition of the
Municipality.

20. Subsequent Events

On December 12, 2011, the Municipality's Legislature approved the issuance of revenue anticipation notes
amounting to $57 million to cover the payment of various operating expenses charged to the general fund's
budget for the fiscal year ending June 30, 2012. These notes are payable with financial resources arising
from municipal license tax and sales taxes collections to be made during the fiscal year 2011-2012. The
notes shall accrue interests at a rate per annum equal to 2.5 percentage points over the 90-day London
Interbank-Offered Rate (LIBOR).

On February 21, 2012, the Municipality's Legislature approved the issuance of general obligation bonds
amounting to $25.7 million fo cover the last instaliment of the Municipality's voluntary early retirement
program in accordance to Municipai Resolution No. 41, Series 2006-2007 and other costs associated with
certain special laws related to the retirement systems sponsored by the Municipality. These bonds are
payable with financial resources arising from future property tax collections (the Additional Special
Contribution} levied by law for these purposes. The bonds shall accrue interests at a rate per annum equal
to 2.5 percentage points over the London Interbank-Offered Rate (LIBOR).
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MUNICIPALITY OF SAN JUAN, Notes to Budgetary Comparison Schedule - General Fund
CAPITAL CITY OF PUERTO RICO As of June 30, 2011

1. Stewardship, Compliance and Accountability

A. Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in
accordance with USGAAP, and represents departmental appropriations recommended by the Mayor and
approved by the Municipal Legislature prior to the beginning of the fiscal year. Amendments to the budget
require the approval of the Municipal Legislature. Transfers of certain appropriations within the budget,
known as Mayor's Executive Orders, do not require the approval of the Municipal Legislature. The
Municipality prepares its annual budget including the operations of the general fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase orders,
contracts) are considered expenditures when incurred. For USGAAP reporting purposes, encumbrances
outstanding at year-end are disclosed in the notes of the financial statements as other significant
commitments 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 fiscal year will lapse at the end of such
fiscal year. Other appropriations, mainly capital project appropriations, are continuing accounts for which
the Municipal Legislature has authonized that an unspent balance from the prior year be camied forward
and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule — General Fund is the budget
resolutions at June 30, 2011 representing the orginal budget. There was one supplemental appropriation
for the year ended June 30, 2011.
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MUNICIPALITY OF SAN JUAN,
CAPITAL CITY OF PUERTO RICO FUNDS DESCRIPTIONS
As of June 30, 2011

Citizen Participation Funds - These funds account for and report resources received by the CRIM restricted to
expenditures for citizen's organizations for the construction or improvements of capital assets on their communities.

Various Bond Issue Funds - These funds account for and report rescurces from various bond issues before 2008
committed to expenditures for the construction or acquisition of major capital facilities and other capital assets.

2009 Bond Issue Funds — These funds account for and report rescurces from 2009 bond issues committed to
expenditures for the construction or acquisition of major capital facilities and other capital assets.

2010 Bond Issue Funds - These funds account for and report resources from 2010 bond issues commitied to
expenditures for the construction or acquisition of major capital facilities and other capital assets.

2011 Bond Issue Funds - These funds account for and report resources from 2011 bond issues commitied to
expenditures for the construction or acquisition of major capital faciliies and other capital assets.

Loan Guarantee Fund - This fund accounts for and report resources from the loan agreement with the US
Department of Housing and Urban Development under a variable rate note guaranteed pursuant to Section 108 of
the Housing and Community Development Act of 1974, as amended, restricted to expenditures for the construction
or acquisition of major capital facilities and other capital assets.
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MUNICIPALITY OF SAN JUAN
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PART Il
INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS THAT COULD HAVE A

DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLLANCE IN ACCORDANGE WITH OMB CIRCULAR A-133



















SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2011
PART IV — SUMMARY OF AUDITORS' RESULTS

1. The independent auditors’ report on the basic financial statements expressed an unqualified opinion.
2. Significant deficiencies in intemal control over financial reporting were identified.
3. Instances of noncompliance considered material to the financial statements were disclosed by the audit.

4. Significant deficiencies in internal control over compliance with requirements that could have a direct and
maternial effect on major federal award programs were identified.

5. The independent auditors' report on compliance with requirements applicable to major federal award
programs expressed an unqualified opinion.

6. The audit disclosed findings required to be reported by OMB Circular A-133.

7. The Municipality's major programs were:

CFDA
Name of Federal Program Number
Section 8 Housing Choice Vouchers 14.871
Lower Income Housing Assistance Program -

Section 8 Moderate Rehabilitation 14.856
Section 8 Moderate Rehabilitation Single Room Occupancy 14.248
Housing Opportunities for Persons with AIDS 14.241
HOME Investment Partnership Program 14.238
Community Development Black Grants/Entitlement 14.218
Community Development Block Grants ARRA 14.253
HIV Emergency Relief Project Grants 93.914
Minority AIDS Initiative 83514
Workforce Investment Act ("WIA") 17.258, 17.258, 17.260
Workforce Investment Act ("WIA") ARRA 17.258, 17.258, 17.260
Head Start 83.600
Head Start ARRA 83.708
Early Head Start Expansion ARRA 93.700
Community Service Block Grants 83.589
Cormmunity Service Block Grant ARRA 93.710
Federai Transit - Capital Investment Grants 20.500
Federal Transit - Formula Grants (Urbanized Area Formula Program) 20.507

8. A threshold of $3,000,000 was used to distinguish between Type A and Type B programs as those terms
are defined in OMB Circular A-133.

9. The Municipafity did not qualify as a low-risk auditee as that term is defined in OMB Circular A-133.







MUNICIPALITY OF SAN JUAN
CAPITAL CIiTY OF PUERTO RICO

PART V
FINDINGS 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

f
{ 101

‘T-’



THIS PAGE INTENTIONALLY LEFT BLANK




MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS 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

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Finding Number 11-01
Department
Accounting and Finance
Cateqory
Intemal Control
 Condition
The Municipality closed its fiscal year ended June 30, 2011 with a fund balance deficiency in the general fund of
approximately $16.8 million. In 2011, the Municipality reduced the deficit by $662,000 and established a long-term
financial plan to amortize the deficit in a period no longer than 40 years.
Criteria

in accordance with the “Reglamento para la Administracién de Municipios” Chapter 1V, Section 19, the Finance
Director has the responsibility of overseeing financial operations to prevent deficits in any municipal fund.

Effect

The continued occurrence of this situation may result in possible significant fund limitations and eventual reduction or
elimination of municipal services since future revenues will need fo be used to pay for accumulated liabilities.

Cause

The above situation is primarily due to the fact that, in prior years, the Municipality was appropriating expenditures
assuming revenues using the estimated tax collection projection provided by the Municipal Revenue Collection
Center (the “Center”). Therefore, the Municipality entered into purchases and contracts for a fotal that exceeds the

actual revenues eamed and collected in property taxes. The budgeting system did not reflect actual revenues and
therefore could not prevent the obligation of expenditures for which current resources were not available.

Recommendation
The Municipality should continue its efforts by revising and amending the budget as current information related to

collections of budgeted revenues becomes available in order to prevent incurring obfigations in excess of available
resources.

Views of Responsible Officials

Management agrees.
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CAPITAL CITY OF PUERTO RICO

FINDINGS 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 - CONTINUED

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Finding Number 11-02
Department

Accounting and Finance

Category
internal Control
Condition

During the audit process, we noted that the accounting records were not maintained on a timely basis; for example
the subsidiary reconciliations of accounts receivable, payable and payroll analysis were not prepared on a monthly
basis.

Critenia

According to OMB Circular A-110, Subpart C, Section 21-Standards for Financial Management System, recipients
financial management systems shall provide for: (1} Accurate, current and complete disciosure of the financial results
of each federally-sponsored project or program in accordance with the reporting requirements; (2) records that
identify adequately the source and application of funds for federally sponsored activities. These records shall contain

information pertaining fo Federal awards, authorizations, obligations, available balances, assets, outlays, income and
interest.

Effect
Managerial decisions may be executed using unreliable assumptions on financial information.
Cause

This is caused by the lack of adequate procedures and infrastructure, including professionals with the adequate
authonity and responsibility for the supervision and analysis of the general accounting and records.

Recommendation

Management shoufd maintain the accounting records up-dated and perform comparing, reviewing and monitoring
procedures in order to have reliable financial information that can be used in the managerial decision process. Also,
an adequate identification and proper adjustment of reconciling items during the accounts receivable and payable
analysis is necessary to maintain and disclose accurate and current financial information.

Views of Responsible Officials

Management agrees.
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS 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 - CONTINUED

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Finding Number 11-03

Department

Accounting and Finance

Category

Intemal Control

Condition

The Municipality does not cancel checks which have been outstanding for a penod in excess of six months.

Crtenia

Chapter 1V, Section 13, of the “Reglamento para la Adminisiracion de Municipios™ establishes that checks
outstanding for more than one year should be canceled. The Municipality's policy for canceling checks has an
expiration period of six months.

Effect

This situation allows for a possible understatement of cash and an overstatement of expenditures and, in the case of
Federal Funds, could result in questioned and disallowed costs.

Cause

This is caused by the lack of regular monthly review of bank recongiliations and inadequate follow-up on reconciling
items.

Recommendation

The Municipality should evaluate the outstanding checks lists on a monthly basis, and investigate checks that have
not cleared the bank for an unreasonable period of time (i.e. three to six months), contact the payee and determine
the underlying reasons as to why these have not been presented to the bank for payment.

Views of Responsible Officials

Management agrees.
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS 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 - CONTINUED

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Finding Number 11-04
Depariment

Property Management

Category

Intermal Control
Condition

The Municipality has not performed a physical inventory of equipment and vehicles. According to the existing
records, the cost of the equipment and vehicles owned by the Municipality is approximately $84.6 millions as of June
30, 2011. In addtion, property records are not segregated by fund.

Criteria

Article 8.010 {c} of the Municipalities' Act states that the accounting system should provide: (a) complete information
of the Municipality's operations; (b) proper and necessary financial information for the efficient administration of the
Municipality; (c) effective confrols and the accountability for all the funds, property and other municipal assets; and
(d) necessary information for the preparation of accurate financial reports that could be used in the preparation of the
municipal budget.

Chapter VI, Section 23 of the “Reglamento para la Administracion de Municipios” also establishes that property
physical inventories should be performed on an annual basis, as part of the overall property management controf of
the Municipality. Updated inventory lists should be compared and agreed with general ledger, and differences, if any,
should be investigated and reconciled.

Effects

There is a significant risk of unauthorized use or disposition of property because there are no intemnal controls to
ensure accountabifity of assets by department/division. This inadequate property control may expose the
Municipality to cost disallowances by the federal government for lost or stolen property acquired with federal funds.

Cause

The Property Division has not enforced the requirement that departments perform property inventories to ensure the
proper accountability of assets.
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS 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 - CONTINUED

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Recommendation

A physical inventory of equipment and vehicles owned by the Municipaiity should be performed as soon as possible
for all departments and all differences should be investigated, reconciled and adjusted on the property and
equipment subsidiary ledgers. In connection with this inventory, tags should be placed on each asset with numbers
that are recorded detail property records. This will help improve the tracking of assets for disposal and impaiment
purposes. Federal reguiations regarding disposition of property acquired with federal funds should be followed for
property items which are not located as a result of such inventory.

Views of Responsibie Officials

Management agrees.
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS 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 - CONTINUED

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Finding Number 11-05

Deparment
Property Management

Category

Internal Control
Condition

The Municipality has deficiencies in the execution of property management procedures. During our test of real
property and equipment management, we roted that the Municipality's equipment acquired dunng the year is not
properly and timely labeled and identified.

Criteria

Chapter Vi, Section 14 of the “Reglamento para la Administracion de Municipios” establishes that the Municipality
will assign a unit number for all municipal property acquired and owned by the Municipaiity. Before any payment
made for property acquired by purchase, the Property Manager shall assign the number of unit of the property in the
respective purchasing document.

Chapter VII, Section 15 of the “Reglamento para la Administracion de Municipios™ also establishes that the Property
Manager shall have full contro! of property records of the Municipality and responds to the Finance Director. Also,
after the unit number is assigned the Property Manager shall prepare a record of the property which must contain the
following information: unit number, name, description of the property, cost or estimated value at the date of the
acquisition, name and address of the supplier, brand name, serial number and location of the property.

Effects

There is a significant risk of unauthorized appropriation, use or disposition of equipment due to the lack of intemal
controls and adequate property and equipment records to ensure accountability of assets by department/division.

Cause

The Municipality does not maintain accurate records for acquisitions, transfers, retums and disposal of the assets
acquired.

Recommendation
The Municipality's management should endure that proper procedures are in place to ensure that property purchased

is properly and timely identified and conduct periodic inventories and foliow up any inventory discrepancies. In
addition, the Municipality'’s management should review al! disposals of property to ensure appropriate valuation.

f
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CAPITAL CITY OF PUERTO RICO

FINDINGS 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 - CONTINUED

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Views of Responsible Officials

Management agrees
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FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Finding Number 11-06

Depariment

Human Resources Department

Category

Internal Control

Condition

Randomly we selected two pay periods in 2011. A sample of 125 employees was selected to vouch employees’
payment to ascertain accuracy of the payment amount and process. Of 125 employee files tested for 7 files (6%) we
were not supported by complete time and attendance records.

Criteria

The payroll charge has to be supported by documentation prescribed in OMB Circular A-87, aitachment B,
Paragraph 11.h for state and Ilocal govemments and Indian tribal govemments. The payroll charge has to be
supported by personnel activiies as time and attendance records and salary distribution reports.

Effects

Incomplete employee files could result in having inadequate records to support payroll and personnel transactions.

Cause

The above situation was due to a restructuring process established by the Human Resources Department and
procedures are not fully implemented.

Recommendation

The Human Resources and Labor Relations Departmert should maintain audit trail sufficient to support that
employee payrolt payment has been propery completed.

Views of responsible personnel

Management agrees
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TQ EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Finding Number 11-07

Federal program

Workforce Investment Act (WIA) - CFDA # 17.258, # 17.259, # 17.260
Workforce Investment Act (WIA) - ARRA - CFDA # 17.258, # 17.259, # 17.260

Category
Intemal Control/ Compliance

Compliance requirements

Reporting
Condition

The cumulative financial reports submitted to the Puerto Rico Human Resources and Occupational Development
Council (*PRHRODC") did not agree with the accounting records.

Criteria

Based on provisions of the contract agreement between the PRHRODC and the Municipality, the WIA Program of the
Municipality is required to submit to the PRHRODC a monthly cumutative expenditures report and is also required to
maintain adequate fund accounting. In addition, OMB Circular A-102, accurate, cuent, and complete disclosure of
the financial results of financially assisted activities must be made in accordance with the financial reporting
requirements of the grant or sub grant.

Effects

Failure to report accurate information prevents the granting agency from monitoning the performance of the program's
financial activifies, assessing the achievements of the program and evaluating the expected grant award for the
following years. At the same time, the Municipality could be exposed to significant adjustments to the grant already
awarded.

Cause

As represented by the Municipality's management, this report was prepared with the financial data recorded in the
books at the program level due to unreconciled differences between the numbers kept at the program level and the
numbers in the Municipality's general ledger. Differences are due to certain expenditures that were recorded by the
program but not yet recorded by the Municipality.

Questioned Costs

None




MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTORICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Recommendation

We recommend that adequate accounting records be developed to provide current, complete and accurate data. 1t
must include a general ledger and other records such as subsidiary ledgers.

in addition, the Municipality should perform timely reconciliation and cut-off procedures between numbers kept at
federal programs and numbers recorded in the Municipality's general ledger in order to provide reasonable
assurance that financial reports submitted to the federal awarding agency include all activities of the reporting period,
are supported by underlying accounting or performance records, and are fairly presented in accordance with program
requirements.

Views of Responsible Officials

Management agrees.
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FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Finding Number 11-08

Federal program

Federal Transit — Capital Investment Grants — CFDA #20.500
Federal Transit - Formula Grants (Urbanized Area Formula Program - CFDA #20.507

Category

Compliance

Compiiance reguirements

Financial reporting

Condition

The Municipality could not provide the Federal Financial Report submitted for the periods of October 1, 2010 to
December 31, 2010 for project PR-80-X150-00 and period of October 1, 2010 to December 31, 2010 for project PR-
90-X-252-00.

Criteria

Federal regulations require each recipient which directly receives financial assistance to submit form SF-425. It shall
be submitted on a quarterly basis.

Effects

Failure to submit an FFR (Federai Financial Report} may delay receiving grant funds and may resul in a
determination of lack of capacity for future funding.

Cause

These reports are not properly filed in the Municipality.
Questioned Costs

None.

Recommendation

The Federal Financial Report must be prepared and filed as required by the Federal Transit Administration (FTA}.
Client should maintain a hard copy or an electronic copy submitted.

Views of Responsible Officials
Management agrees.
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2011

CFDA

Federal GrantoriPass-Through Grantor/Program or Cluster Title Number
Department of Housing and Urban Development {HUD)
Section B Housing Choice Vouchers 14 871
CDBG Cluster
Community Development Bleck Grants/Entilement Grants 14.218
Community Development Block Grant ARRA Entiternent Grant

(Recovery Funded Granf) 14.253
HOME Invesiment Parinership Programs 14.239
HOPWA Cluster
Housing Opporiunifies for Persons with AIDS 14.241
Pass-through from Commonwealth of Puerto Rico/Department of Health

HOPWA - Project Sponsor 14.241

Section 8 Moderate Rehabilitation Cluster
Section 8 Moderaie Rehabilitaion Single Room Occupancy 14.249
Lower Income Housing Assistant Program-Secion 8 Moderake Rehabililafon 14.856

Emergency Shelier Granis Program 14.231
Supporiive Housing Program 14.235
Community Development Block Grants/Secion 108 Loan Guaraniees 14.248
Sheller Plus Care 14.238
Homeless Prevention and Rapid Re-Housing Program 14.257
Pass-through from Commonwealth of Puerto Rico/OCAM

ARRA - Neighborhood Skbilization Program (NSF) 14.256

Department of Health and Human Services (HHS)

Head Start Cluster

Head Start 93.600
Head Start- ARRA 93.708
Early Head StartExpansion - ARRA 93.709

See notes to the Schedule of Expenditures of Federal Awards.

ARRA

ARRA

ARRA
ARRA

Pass-
through
Number

$

Expenditures
2011

22211177

10,663,942

1,133,975

11,797917
5,954,621

5,474,330

2,523,335

7,997,665

788,965

3,371,977

4,160,942
475,343
1,235,804
800,758
509,452
2,908,946

1,025,340

59,077,966

29,489,915
1,018,327

3,965,014

34,473,256




MUNICIPALITY OF SAN JUAN
CAPITAL CITY OF PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS - CONTINUED

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Federal GrantorfPass-Through GrantorfProgram or Gluster
Title

Department of Health and Human Services {HHS) - continued

HIV Emergency Relief Project Grants
Consolidated Health Centers

ARRA-Grants b Health Centers Program
Cancer Confrol

ARRA Scholarship Disadvantaged Students
Scholarship for Healih Professions Students
Special Projects of National Signfficance

Pass-through from Commonwealth of Puerto Rico Families
and Child Administration-

CSBG Cluster

Community Service Block Grant

Community Service Block Grant - ARRA

Pass-through from Commonwealth of Puerto Rico
Govemor's Office-

Special Programfor he Aging-Title til, Part C- Nufrition Services
Pass-through from Commonwealth of Puerto Rico-WESTAT-
National Instilute - WESTAT

Pass-through from Commonwealth of Puerto Rico
Department of Education- -

Risk Reduclion

Childhood Immunization Grants

Pass-through from Harvard College

ARRA NICHD-Pediafric-H|V-AIDS

Department of Labor {DOL)

Pass-through from Commonwealth of Puerto Rico Right to
Employment Administration-

WIA Cluster

Workioree Invesiment Act
Workforce invesiment Act
Workdorce Invesiment Act
Workdorce Investiment Act
Workforce Invesiment Act
Worldorce Invesiment Act

WA) - Adult Program

WIA) - Youlh Acfiviies

WA) - Dislocaied Workers

WIA) - Adult Program ARRA
WA) - Youlh Acfiviies ARRA
WIA) - Dislocated Workers ARRA

iy Ty oy po—

See notes to the Schedule of Expenditures of Federal Awards.
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CFDA

Number

93.914
93.224
93.7G3
93.398
93.407
93.925
93.928

93.569
83.710

93.045

93.990

93.941
93.268

93.701

17.258
17.259
17.260
17.258
17.259
17.260

ARRA

ARRA

ARRA

ARRA

ARRA
ARRA
ARRA

Pass-
through Expenditures
Number 2011
14,095,480
481,276
31,441
409,913
29,679
45,837
62,330
* 4,208,049
* 5,683,887
9,891,936
* 1,151,252
* 581,616
. 178,868
* 51,837
* 7,075
58,491,796
- 3,041,964
* 2,386,456
* 1,655,997
. 568,379
* 1,142,644
- 422999
9,218,439
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTORICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS - CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Pass-
CFDA through Expenditures
Federal Grantor/Pass-Through Grantor/Program or Cluster Title Number Number 2011
Department of Justice {DOJ)
Drug Free Communities Support Programs Grants 16.729 960,917
Community Prosecution Project Safe Neighborhoods 16.609 88,774
U.S. Marshall Services- PR Fugifive Task Force 16.000 13,020
Pass-through from Commonwealth of Puerto Rico Department
of Justice:
Edward Byme Justice Assistance Grant 16.738 ’ 87,865
Crime Viciim Assistant 16.575 * 58,953
ARRA Edward Byrne Memorial Jusfice Assistance Grant 16.803 ARRA * 93,357
Subiptal 1,302,886
Department of Education (ED)
Federal Pell Grant Program (PELL) 84,063 7417435
Supplementary Educational Opportunity Grans 84.007 45,389
F ederal Work-Study Program (FWS) 84.033 60,499
7,523,323
TRIOQ Student Support Services 84.042 294,865
Academic Compefiiveness Grant 84.375 27,557
National Science and Mathematicals Access o Refain Talent Grant (SMART  84.376 64,000
Subbial 7,909,745
Department of Agriculture (USDA
Pass-through from Commonwealth of Puerto Rico Department
of Education-
Child and Adult Care Food Program (CACFP) 10.558 * 2,368,550
National School Lunch Program 10.555 * 177,669
Subbtl 2,546,219
Cormporation for National and Community Service
Pass-through from Commonwealth of Puerto Rico Department
of Health:
Fostker Grandparent Program 94.011 395,018
Retired and Senior Velunieer Program 94,002 82,198
477,17

See notes to Schedule of Expenditures of Federal Awards.
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS - CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

CFDA
Federal GrantorfPass-Through GrantorfProgram or Cluster Titie Number
Department of Homeland Security
Urban Area Securily Initiative 97.067
Department of Transportation
Federal Transit Capial Invesiment Grant 20.500
Federal Transit Formula Grant 20.507

Pass-through from Commonwealth of Puerto Rico/Traffic Safety Commission:

Drugs, Tobacco & Fireamrs 20.601
Department of Energy

Pass-through from Commonwealth of Puerto Rico Govemor's Office

ARRA Energy Eficiency and Conservation Block Grant 81.128

TOTAL EXPENDITURES OF FEDERAL AWARDS

* Pass-through number is not available

See notes to Schedule of Expenditures of Federal Awards.
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Pass-
through
Number

ARRA *

Expenditures
2011

48,640

1,014,176

4,767,972

5,782,148

B6,185
5,868,333

1,109,325

148,050,568
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTORICO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

1. Basis of Accounting—The accompanying schedule of expenditures of federal awards includes the federal grant
activity of the Municipality of San Juan, Capital City of Puerto Rico (the "Municipality”), and is presented in
accordance with the requirements of OMB Circular A-133, Audits of States, Local Govemments, and Non-Profit
Organizations. Therefore, some amounts presented in this schedule may differ from amounts presented in, or used in
the preparation of, the basic financial statements. The Municipality's govemment-wide financial statements are
reported using the economic resources measurement focus and the accrual basis of accounting, which conform to
accounting principles generally accepted in the United States of America ("GAAP"} as applicable to govemmental
units. The accounts of the Municipality are presented on the basis of funds, each of which is considered a separate
accounting entity. The operations of each fund are accounted for with a separate set of self-balancing accounts that
comprise its assets, liabilities, fund equity, revenues and expenditures. Govemment resources are allocated to and
accounted for by individual funds based upon the purposes for which they are to be spent and the means by which
spending activities are controlied.

A reconciliation of amounts included in the Scheduile of Expenditures of Federal Awards to the other governmental
funds column in the fund financial statements follows:

Schedule of expenditures of federal awards $ 146,050,566
Comunidad del Retiro 2,543,083
Nonfederal programs included in the special revenue funds 3,360,358

Total special revenue funds 151,954,007
Capital projects funds $ 31,589,451
Less: Loan guarantee fund {800,579) 30,788,872

Other govemmental funds columns in the govermmental fund
financial statements $ 182,742,879

2. Catalog of Federal Domestic Assistance ("CFDA") numbers are presented for programs for which such
numbers are available.

3. Reporting Entity—The Municipality, for purposes of the supplementary Schedule of Expenditure of Federal
Awards, includes all the funds of the primary govemment as defined by GASB Statement No. 14, The Financial
Reporting Entity.

4. Clusters - The Schedule of Federal Assistance indentified some programs as clusters. A cluster of programs
means federal programs with different CFDA numbers that are closely refated programs that share common
requirements.
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MUNICIPALITY OF SAN JUAN, PUERTO RICO

UE SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

YEAR ENDED JUNE 30, 2011

Reference
Number

Finding Description

Questioned Costs

Status

Accounting and Finance Department

Situation still prevails. Refer o Finding 11-01 and related

10-0t Deficit in the Municipaiity's general fund at June 30, 2010 Corrective Action Plan
— = Ref — -
10-02 The accounting records are not maintained up to date. ggﬁigir:a:t:«lczf:?::n efer to Finding 11-02 and related
10-03 The Municipality is not canceling checks which have been outstanding Situation still prevails. Refer to Finding 11-03 and related
for a period in excess of six months. Carrective Action Plan.
Situation still prevails. Refer to Finding 11-04 and related
10-04 Internal controls over property management need to be strengthened. i Corrective Action Plan
10.05 The Municipality has deficiencies in the execution of property Situation still prevails. Refer to Finding 11-05 and related
’ Corrective Action Ptan,

management procedures.

All federal programs

10-06

The Municipality does not have an effective system to ensure the
completeness and accuracy of the employee files.

Corrective Action Plan implemented with positive results.

Workforce Investment Act/Workforce Investment ACUARRA

10-07

Financial report does not reconcile with Oracle.

Situation still prevails, Refer to Finding 11-07 and related
Corrective Action Plan,

Home Tnvestment Program

10-08

The Municipality does not have adequate internal controls over the
valuation of subgrantee proposals and monitoring subrecipients
activities.

Corrective Action Plan implemented with positive results,

























