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INDEPENDENT AUDITOR’S REPORT

Honorable Mayor and Members of the
Municipal Assembly
Municipality of San Lorenzo, Puerto Rico

We have audited the accompanying financial statements of the govemmental activities, each major fund, and
the aggregate remaining fund information of Municipality of San Lorenzo, Puerto Rico, as of and for the year
ended June 30, 2012, which collectively comprise the Municipality of San Lorenzo, Puerto Rico’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility of Municipality of
San Lorenzo, Puerto Rico’s management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and the significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund information
of the Municipality of San Lorenzo, Puerto Rico, as of June 30, 2012, and the respective changes in financial
position, for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March 21, 2013, on
our consideration of the Municipality of San Lorenzo, Puerto Rico’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.



INDEPENDENT AUDITOR’S REPORT
(Continued)

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and budgetary comparison information on pages 3 through 14 and 51 through 52 be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipality of San Lorenzo, Puerto Rico’s financial statements as a whole. The accompanying
schedule of expenditures of federal awards is presented for purposes of additional analysis as required by U.S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the financial statements. The schedule of expenditures of federal
awards is the responsibility of management and was derived from and relate directly to the underlying
accounting and other records used to prepare the financial statements. The information has been subjected to
the auditing procedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other procedures
in accordance with auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated in all material respects in relation to the financial statements as a whole.
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COMMONWEALTH OF PUERTO RICO MANAGEMENT’S DISCUSSION AND ANALYSIS
MUNICIPALITY OF SAN LORENZO, PUERTO RICO FoRr THE FisCAL YEAR ENDED JUNE 30, 2012

The following discussion and analysis of the Municipality of San Lorenzo, Puerto Rico (Municipality)’s financial
performance provides an overview of the Municipality’s financial activities for the fiscal year ended June 30, 2012.
Please read it in conjunction with the financial statements which follow this section.

FINANCIAL HIGHLIGHTS

Highlights for Government-wide Financial Statements

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

e The assets of the Municipality, on a government-wide basis, exceeded its liabilities at the close of fiscal year
2012 by $24,106,451 (net assets).

e Revenues increased by $2,520,786 (10%) and expenses increased by $3,409,914 (14%) in comparison
with year 2011, as restated.

e Net change in net assets amounted to $1,506,371, a decrease of $889,128 with respect to prior year (2011)
net change.

Highlights for Fund Financial Statements

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

e Atthe close of the current fiscal year, the Municipality's governmental funds reported combined ending fund
balances of $4,273,607, a decrease of $6,322,605 in comparison with the prior year.

e The General Fund reported an excess of expenditures and other financing uses over revenues and other
financing sources of ($746,628) and an unassigned (deficit) fund balance of ($2,998,994). Unassigned fund
balances (deficit) increased by ($445,452) from prior year.

General Financial Highlights

e Theinvestment in net capital assets as of June 30, 2012 was $26,450,002 (net of related debt).

o Long-term debt general and special obligation bonds increased to $32,601,000, approximately 4% with
respect to prior year balance for the issuance of general and special bonds for $3,191,000 for the

construction of multiple projects, and acquisition of equipment.

e Other long term debts increases and net reductions from payments amounted to $522,832 and $355,359,
respectively.

e On abudgetary basis, actual expenditures exceeded actual revenues and transfers by ($3,274,819).

e Revenues increase was mainly in operating grants and contributions $1,124,356.
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COMMONWEALTH OF PUERTO Rico MANAGEMENT’S DISCUSSION AND ANALYSIS
MUNICIPALITY OF SAN LORENZO, PUERTO RicO FoRr THE FisCAL YEAR ENDED JUNE 30, 2012

OVERVIEW OF THE FINANCIAL STATEMENTS

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

. Management ! Gover_nmen_t-wide
| Discussion and | Financial
. Analysis | Statements

| COMPONENTS OF

. Basic Financial
| THE FINANCIAL ; | Fund Statements
STATEMENTS Statements ;

fE Required | Notes to the

| Supplementary Financial
Information | Statements

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

Basic Financial Statements
¢ Government-Wide Financial Statements

The government-wide statements report information about the Municipality as a whole using accounting
methods similar to those used by private-sector businesses. They are prepared using the flow of economic
resources measurement focus and the accrual basis of accounting. The first government-wide statement —
the Statement of Net Assets — presents information on all of the Municipality’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in the Municipality’s
net assets are an indicator of whether its financial health is improving or deteriorating. Other non-financial
factors such as the condition of the Municipality's roads and other infrastructure may need to be considered
to assess the overall health of the Municipality. The second statement — the Statement of Activities —
presents information showing how the net assets changed during the year. All of the current year’s revenues
and expenses are taken into account in the statement of activities regardless of when cash is received or
paid.

¢ Fund Financial Statements

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

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants 4
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COMMONWEALTH OF PUERTO Rico MANAGEMENT’S DISCUSSION AND ANALYSIS
MUNICIPALITY OF SAN LORENZO, PUERTO RiCO FoR THE FiscAL YEAR ENDED JUNE 30, 2012

OVERVIEW OF THE FINANCIAL STATEMENTS (continued)

The Municipality implemented GASB Statement 54, Fund Balance Reporting and Governmental Fund
Type Definitions effective with the June 30, 2012 financial statements. Fund balances for the governmental
funds are reported in classifications that comprise a hierarchy based on the extent to which the government
honors constraints on the specific purposes for which amounts in those funds can be spent. The June 30,

2011 fund balances were reclassified for comparative purposes.

In particular, unassigned fund balance may serve as a useful measure of a government’s net resources
available for spending at the end of the fiscal year. At the end of the current fiscal year, the Municipality's
governmental funds reported combined ending fund balances of $4,273,607. Approximately ($5.2) million of
this isn't available for spending at the government's discretion [Unassigned Fund Balance (Deficit)]. The
remainder of fund balance is restricted, committed or assigned to indicate that is not available for new
spending because it has already been committed.

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

The governmental fund statements focus on major funds. The Municipality’s major funds are the general
fund (which accounts for the main operating activities of the Municipality) and funds that complies with a
minimum criterion (percentage of the assets, liabilities, revenues or expenditures). Funds that do not comply
with this criterion are grouped and presented in a single column as other governmental funds.

+ Notes to the Financial Statements

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

¢ Required Supplementary Information

Provides additional information to better understand the financial position of the Municipality and contains

the Budgetary Comparison Schedule for the General Fund.
FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE
Net Assets
Net assets (assets over liabilities) may serve over time as a useful indicator of a government’s financial position. Net
assets for the year were maintained stable with an increase of 6% with respect to prior year as restated. The most
significant change was an increase of the unrestricted deficit by ($3,472,122). Also, an increase in capital assets by

$9,393,283 (net of depreciation), with an increase in long-term debt by $3,191,000, that should be used principally for
the construction of various projects and to finance the acquisition of equipment.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants 5
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COMMONWEALTH OF PUERTO Rico MANAGEMENT’S DISCUSSION AND ANALYSIS
MuUNICIPALITY OF SAN LORENZO, PUERTO RICO FoR THE FiscAL YEAR ENDED JUNE 30, 2012

The following table presents a summary of the Statements of Net Assets as of June 30, 2012 and 2011:

Table 1
Commonwealth of Puerto Rico
Municipality of San Lorenzo, Puerto Rico
Statement of Net Assets
As of June 30,
2012 2011

Current and Non-Current Assets $ 11,435,731 $ 16,964,258
Capital Assets 53,069,960 43,676,677

Total Assets 64,505,691 60,640,935
Current Liabilities 2,509,801 1,783,556
Deferred Revenues 2,375,105 2,128,438
Long-Term Liabilities 35,514,334 34,128,861

Total Liabilities 40,399,240 38,040,855
Net Assets:

Investment in Capital Assets,

Net of Related Debt 26,450,002 21,184,834
Restricted 4,070,258 4,356,933
Unrestricted (Deficit) (6,413,809) (2,941,687)

Total Net Assets $ 24,106,451 $ 22,600,080

The largest portion of the Municipality's net assets reflects its investment in capital assets (e.g., land, buildings,
equipment, and infrastructure) for $26,450,002; total capital assets ($65,479,242) less accumulated depreciation
($12,409,282) and less any related outstanding debt ($26,619,958) used to acquire those assets. The Municipality
uses these assets to provide services to its citizens and consequently, these assets are not available for future
spending. The resources needed to repay the debt related to these capital assets must be provided from other
sources, because capital assets are not generally liquidated for the purpose of retiring debt.

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

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

As of June 30, 2012 the Municipality presented unrestricted (deficit) net assets of (§6,413,809). This balance was
affected by long term obligations such as compensated absences $1,842,683 and other debts for the amount of
$1,070,651 for which the Municipality did not provide funding in previous budgets. Historically, such obligations have
been budgeted on a pay as you go basis without providing funding for their future liquidation.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants 6
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COMMONWEALTH OF PUERTO RIcO MANAGEMENT'’S DISCUSSION AND ANALYSIS
MUNICIPALITY OF SAN LORENZO, PUERTO RICO FoR THE FiscAL YEAR ENDED JUNE 30, 2012

Changes in Net Assets
The following table summarizes the changes in net assets for the years ended June 30, 2012 and 2011:

With respect to prior year, revenues decreased by approximately $2.5 million or 10%, principally on operating grants
and contributions.

Expenses increased 6% or $1.5 million in comparison with 2011. Significant decreases were registered on urban
development and public safety.

Table 2
Commonwealth of Puerto Rico
Municipality of San Lorenzo, Puerto Rico
Changes in Net Assets
For Fiscal Years Ending June 30,
2012 2011
Revenues:
Program Revenues:
Changes for Services $ 5158 § 309,562
Operating Grants and Contributions 6,486,366 5,362,010
Capital Grants and Contributions 9,495 25,256
General Revenues:
Property Taxes 5,247,850 5,017,069
Volume of Business Taxes 2,628,853 2,578,635
Sales and Usage Taxes 1,878,316 1,629,221
Construction Excise Taxes 767,228 898,203
Intergovernmental 6,223,577 5,966,628
Other General Revenues 733,555 627,972
Donated Capital Assets 2,522,548 1,567,604
Total Revenues 26,502,946 23,982,160
Expenses:
General Administration 13,364,079 10,363,977
Public Safety 975,912 1,085,585
Public Works 3,196,610 1,892,241
Culture and Recreation 1,060,580 938,848
Health and Sanitation 624,038 624,038
Solid Wasted Disposal 1,998,960 1,695,840
Human Services and Welfare 1,531,911 777,940
Urban Development 963,345 2,829,271
Interest Costs 1,281,140 1,378,921
Total Expenses 24,996,575 21,586,661
Changes in Net Assets 1,506,371 2,395,499
Net Assets-Beginning, as Restated 22,600,080 20,204,581
Net Assets-Ending $ 24106451 § 22,600,080
ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants 7
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COMMONWEALTH OF PUERTO RICO MANAGEMENT’S DISCUSSION AND ANALYSIS
MUNICIPALITY OF SAN LORENZO, PUERTO RICO FoR THE FISCAL YEAR ENDED JUNE 30, 2012

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

FIGURE 1

Commonwealth of Puerto Rico
Municipality of San Lorenzo, Puerto Rico
Revenues by Source-Governmental Activities
(in Dollars)
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Figure 2 presents expenses by function of the governmental activities during the fiscal year 2011-2012:

Commonwealth of Puerto Rico
Municipality of San Lorenzo, Puerto Rico
) ) Expenses by Function
1IBLAS0. 35 Fiscal Year 2012
{in Dollars)
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COMMONWEALTH OF PUERTO RICO MANAGEMENT’S DISCUSSION AND ANALYSIS
MUNICIPALITY OF SAN LORENZO, PUERTO RICO FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Approximately 24.2% of the Municipality’s revenues came from intergovernmental, 20.4% from property taxes, 25.2%
from grants and contributions, and 30.3% from other sources. The Municipality’s expenses cover a range of services.
The largest expenses are general administration with 53.5%, public works with 12.8%, solid waste disposal with
8.0%, and human services and welfare with 6.1%. Program revenues of the Municipality covered 26% of total
expenses.

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

Table 3

Commonwealth of Puerto Rico

Municipality of San Lorenzo, Puerto Rico
Net Cost of Municipality's Governmental Activities
For Fiscal Years Ended June 30,
Total Cost of Services Net Cost of Services
Functions/Programs 2012 2011 2012 2011
General Administration $ 13364079 § 10,363.977 $ 10,560,161 $ 8582235
Public Safety 975912 1,085,585 975,912 1,085,585
Public Works 3,196,610 1,892,241 3,188,357 1,869,667
Culture and Recreation 1,060,580 938,848 1,060,580 938,848
Solid Waste Disposal 1,998,960 1,695,840 1,998,960 1,695,840
Human Services and Welfare 1,531,911 777,940 (1,353,871) (1,177,755)
Urban Development 963,345 2,829,271 160,279 892,454
Others 1,905,178 2,002,959 1,905,178 2,002,959
Total $ 24,996,575 $ 21,586,661 $ 18495556 § 15,889,833

Some of the cost of governmental activities in 2012 was paid from other governments and organizations that
subsidized certain programs with grants and contributions ($6,495,861). The $21,586,661 net cost of services was
substantially covered by other general revenues including property, volume of business, sales and usage, and
construction excise taxes, and intergovernmental revenues.

FINANCIAL ANALYSIS OF THE MUNICIPALITY’S FUNDS
Governmental Funds

The focus of the Municipality's governmental funds is to provide information on near-term inflows, outflows and
balances of resources available for spending. Such information is useful in assessing the Municipality's financing
requirements. Municipality implemented GASB Statement 54, Fund Balance Reporting and Governmental Fund
Type Definitions effective with the June 30, 2012 financial statements. Fund balances for the governmental funds
are reported in classifications that comprise a hierarchy based on the extent to which the government honors
constraints on the specific purposes for which amounts in those funds can be spent. The June 30, 2011 fund
balances were reclassified as per new standard for comparative purposes.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SAN LORENZO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FoR THE FISCAL YEAR ENDED JUNE 30, 2012

Table 4
Commonwealth of Puerto Rico
Municipality of San Lorenzo, Puerto Rico
Fund Balance
As of June 30,
2012 2011
Fund Balances:
Nonexpendable $ - 8 -
Restricted 9,481,023 13,856,118
Committed - 940,751
Assigned - 265,971
Unassigned (5,207,416) (5,271,736)
Total $ 4273607 $  9791,104
In particular, unassigned
fund balance may serve as a i
Commonwealth of Puerto Rico
useful measure of a Municipality of San Lorenzo, Puerto Rico
government’s net resources General Fund
available for spending at the As of June 30,
end of the fiscal year. At the
end of the current fiscal Description 2012 2011
year, the Municipality'’s |Revenues:
governmental funds reported | Property Taxes $ 3275212 § 3523695
combined ending fund | Volume of Business Taxes 2,628,853 2,458,793
balances of $4.2 million. Of | Sales and Usage Taxes 1,255,857 995,281
this amount ($5,207,416) | Intergovernmental 6,207,858 5,316,130
at the govemments | Miscellaneous 733,555 176,426
discretion (Unassigned Fund Total Revenues 14,868,563 13,234,891
Balance). The remainder of g b
fund balance is restricted, |EXpenditures:
Committed or ass|gned to GEnefal GOVefnment 10,502,09? 9.105,6?5
o ; : Public Safety 818,990 883,768
;gf'ﬁzﬁ ;hztn';’inn":):::ﬂzg'ﬁ Public Work 1,876,919 1,287,429
; g ; g becan Culture and Recreation 955,965 887,796
as already been committed. | yeaith and Sanitation 624,038 625,719
For the fiscal year ended [ solid Waste Disposal 1,998,960 1,580,102
June 30, 2011, the | Human Services and Welfare 255,222 125,070
governmental funds reported | Urban Development 133,965 -
combined ending fund | Capital Outiay 184,135 135,289
bglances of $10.6 million, Total Expenditures 17.350,291 14,630,848
with a net decrease of
($6,322,605) milion  in | NetTransfer In (Out) (204,900) 436,646
comparison with the current | Proceed of Notes 1.940,000 -
year. This decrease was due Net Decrease in Fund Balance $ 746,628 $ 959,311)

primarily by new restricted

funds and decrease in unassigned fund balance (deficit).

The general fund is the operating fund of the Municipality. Unassigned fund balance (deficit) of the general fund
represents approximately 100% of total ending general fund balance.
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COMMONWEALTH OF PUERTO RiCO MANAGEMENT'S DISCUSSION AND ANALYSIS
MUNICIPALITY OF SAN LORENZO, PUERTO Rico FoR THE FiscAL YEAR ENDED JUNE 30, 2012

GENERAL FUND BUDGETARY HIGHLIGHTS

The general fund original budget for the fiscal period 2011-2012 does not present a material difference with respect
to prior year budget. During the fiscal year budget revenues were increased by $347,416 due to a revision of original
estimate of intergovernmental revenues. The Municipality does not include an amendment to the budget the positive
and negative changes on others revenues, principally in volume of business taxes ($621,147), sales and usage taxes
of $151,857, construction excise taxes ($515,360), and $472,081 in miscellaneous revenues. Budget expenditures
were amended during the year in accordance with functions estimates (see Figure 3 below).

FIGURE 3

Commonwealth of Puerto Rico
Municipality of San Lorenzo, Puerto Rico
Fiscal Years Ended June 30, 2012 and 2011
Budgetary Comparison

19,900,000

14,900,000

In Dollars

9,900,000

4 900,000

The negative variance of ($890,665) between revised budget and actual results was due mainly to a decrease in
revenues as explained in the preceding paragraph during the year. The Municipality reported more expenditures than
appropriations in those functions for payments to purchase of supplies, professional and nonprofessional services.

Table 6
CAPITAL ASSET AND DEBT Commonwealth of Puerto Rico
ADMINISTRATION Municipality of San Lorenzo, Puerto Rico
Capital Assets, net

Capital Assets Asatiune o0,

. Governmental Activities
At the end of the fiscal year, the 2012 2011
Municipality has invested | Non-depreciable assets:
$53,069,960 (net of accumulated | Land $  16467,128 $ 14211755
depreciation) in a broad range of | Construction in Progress 16,657,440 11,689,210
capital assets, including buildings, | pepreciable assets:
land, infrastructure, construction in | Buildings 10,915,298 10,589,567
progress and equipment. This amount | Infrastructure 5,320,778 4,197,983
represents a net increase of Machinery and Equipment 376,631 316,502
$9,393,283 or 18% from the priOf Motor Vehicles 3,332,685 2,671,660
ear. Total $ 53069960 $ 43,676,677
y S L it Eiaeg Ll
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COMMONWEALTH OF PUERTO RICO MANAGEMENT’S DISCUSSION AND ANALYSIS
MUNICIPALITY OF SAN LORENZO, PUERTO RicO FOR THE FISCAL YEAR ENDED JUNE 30, 2012

The Municipality invested a total of $10,846,733 of capital assets during the fiscal year 2011-2012 as follows:

Construction in Progress — $4,968,230

Acquisition of Land (Capital Contribution) — $2,255,373
Acquisition of Machinery and Equipment — $236,340
Acquisition of Motor Vehicles — $1,348,703

Buildings - $756,788

Other projects related to repair and maintenance of roads (not capitalized) was developed during the year 2012.

Construction in progress was principally for improvement to recreational facilities and sidewalk, and construction of
the Activities Center and Coliseum.

Figures 4 below presents the components of capital assets during the fiscal years 2012 and 2011:

FIGURE 4

Commonwealth of Puerto Rico
Municipality of San Lorenzo, Puerto Rico
Components of Capital Assets
20,000,000 (In DG"aI'S)

15,000,000

1€,000,000
® 2012

5,00C¢. 000 2011
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COMMONWEALTH OF PUERTO Rico
MUNICIPALITY OF SAN LORENZO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FoR THE FiscAL YEAR ENDED JUNE 30, 2012

Long-Term Debt

At year-end, the Municipality had $32,601,000 in general and special obligations, an increase of 4% with respect to
prior year due to the issuance of $3.2 million of general and special obligation. The following is a summary of the
Municipality’s outstanding debt as of June 30, 2012 and 2011:

Table 7
Commonwealth of Puerto Rico
Municipality of San Lorenzo, Puerto Rico
Outstanding Long-Term Debt
As of June 30,
Governmental Activities
2012 2011
General and Special Obligations $ 32,601,000 $ 31,383,000
Law No. 42-MRCC 563,838 577,238
Law No. 146-MRCC 248353 260,770
LIMS - MRCC - 25,783
Christmas Bonus 228,360 193,493
Capital Leases = =
Deferred Charges 30,100 24,291
Compensated Absences 1,842,683 1,664,286
Total $ 35514334 $ 34,128,861

Figure 5 presents the components of long-term debts during the fiscal year 2012 and 2011:

FIGURE 5
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More detailed information about the Municipality’s long-term liabilities is presented in Note 9 and 10 to the financial

statements.
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COMMONWEALTH OF PUERTO Rico MANAGEMENT’S DISCUSSION AND ANALYSIS
MuUNICIPALITY OF SAN LORENZO, PUERTO RIcO FoR THE FISCAL YEAR ENDED JUNE 30, 2012

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The Municipality’s selected and appointed officials considered many factors when setting the fiscal year 2011-2012
budget. One of these factors is the economy. Among economic areas considered are the population growth
estimates, personal income, housing statistics and unemployment rates. The Municipality’'s unemployment rate now
stands at 16.3%, which compares with the Commonwealth rate of 14.9%.

The Municipality applied a conservative approach in development budget estimates. Amounts available for
appropriations in the General Fund for the fiscal year 2013 are $18.6 million, approximately $3.2 million more than
fiscal year 2012. The Municipality expects an increase of revenues in property taxes, volume of business taxes, and
intergovernmental. Budgeted expenditures are expected to stabilize accordingly to the projected revenues. Among
planned projects, this budget may be adjusted in accordance with economic injection projected when the construction
project promoted by the Municipality and others private projects were develop during the year.

AMERICAN RECOVERY AND REINVESTMENT ACT

The Municipality expended the following federal awards from the American Recovery and Reinvestment Act during
fiscal year 2011-2012. These awards corresponded to fiscal year 2009-2011, which were carryforward during current
year:

CFDA Total Total
Federal Program Number Award Expended

Federal Transit — Capital Investment Grant (Cluster)
[Reconstruction of Sidewalks and Construction of ADA Ramps Along
the Trolley Route of the Municipality (7.02 jobs)] 20.500 $ 375,000 $ 314,000
Homeless Prevention and Rapid Rehousing Program 14.257 538,391 372,622
Energy Efficiency and Conservation Block Grant Program
[To install a Photovoltaic System on the City Hall Building (1.0 job)] 81.128 182,200 175,380
Recovery Act-Edward Byme Memorial Justice Assistance Grant
(JAG) Program/ Grants to States and Territories 16.803 200,000 200,000
Child Care and Development Block Grant Program
[To provide foods to the Head Start child (0.0 job)] 93.713 34,043 20,098

Total $1320634  $1,082,100

CONTACTING THE MUNICIPALITY’S FINANCIAL MANAGEMENT

This report is designed to provide a general overview of the Municipality’s finances and to demonstrate the
accountability for the money it receives. If you have any questions about this report or need additional information,
contact the Municipality's Finance Department at (787) 736-3511, or PO Box 1289, San Lorenzo, PR 00754.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants 14
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BASIC FINANCIAL STATEMENTS
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO, PUERTO RICO

STATEMENT OF NET ASSETS
JUNE 30, 2012

ASSETS:
Cash and Investments
Cash with Fiscal Agent
Receivables (net):
Property Taxes
Sales and Usage Taxes
Due from Governmental Units
Federal Grants
Other Receivables
Total Currents Assets

Deferred Charges
Capital Assets:
Land, Improvement and Construction in Progress
Other Capital Assets [Net of Depreciation]
Total Capital Assets

TOTAL ASSETS

LIABILITIES:

Accounts Payable and Accrued Expenses
Accrued Interest

Due to Governmental Units

Deferred Revenues

Long-Term Liabilities:

Due Within One Year

Due in More than One Year

TOTAL LIABILITIES

NET ASSETS:

Investment in Capital Assets, Net of Related Debt
Restricted for:

Capital Projects

Debt Service

Community Development Projects

Unrestricted (Deficit)

TOTAL NET ASSETS

See accompanying notes to basic financial statements

GOVERNMENTAL
ACTIVITIES

$ 2,773,570
7,365,839

30,776
96,096
114,180
923,606
6.050

11,310,117
125.614

33,124,568
19,945 392
53.069.960
64,505,691

1,858,928
542,878
107,995

2,375,105

4,243,910
31,270,424

40,399,240

26,450,002

91,710
3,681,357
297,191
(6.413.809)
$24,106.451

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SAN LORENZO, PUERTO RICO

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET

TO THE STATEMENT OF NET ASSETS
JUNE 30, 2012

Total Fund Balances — Government Funds (Page 19) $ 4,273,607
Amount reported for Governmental Activities in the Statement of Net Assets (Page15)

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

Non Depreciable Capital Assets $ 33,124,568
Depreciable General Capital Assets 25,378,002
Infrastructure Assets 6,976,672
Accumulated Depreciation (12,409,282)
Total Capital Assets 53,069,960

Other Assets used in governmental activities are not financial resources and therefore
are not reported in the funds:

Deferred Charges 125,614

Some of the Municipality's revenues will be collected after year-end but are not available
soon enough to pay for the current period's expenditures and therefore are deferred in

the funds:
CDBG 297,191
Child and Adult Care Food Program 65,233
Christmas Bonus 114,180 476,604

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

General Special Obligation Bonds (30,926,000)
Christmas Bonus (228,360)
Law Number 146 - MRCC (248,353)
Law Number 42 - MRCC (563,838)
Deferred Credit (30,100)
Compensated Absences (1.842.683)

Total Long-Term Liabilities 33 839,334

Total Net Assets of Governmental Activities (Page 15) $24,106,451

See accompanying notes to basic financial statements
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MUNICIPALITY OF SAN LORENZO, PUERTO RICO
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

IN FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Net Change in Fund Balances — Government Funds (Page 19)

Amount reported for Governmental Activities in the Statement of Activities (Page 16) are
different because:

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

Capital Assets
Depreciation Expense
Excess of Capital Assets over Depreciation Expense

Governmental Fund Report the effect of Bond Issuance Costs as Expenditure when Debt is
first issued, and amortized in the Statement of Activities. This amounts is the effect of
these differences:

Amortization of Deferred Charges

Revenues in the Statement of Activities that do not provide current financial resources are
reported as revenues in the funds:
Christmas Bonus

Community Development Block Grant
Child and Adult Care Food Program
Total of Revenues

Donations of capital assets increase net assets in the Statement of Activities, but do not
appear in the governmental funds because they are not financial resources.

Bonds proceeds provide current financial resources to govemmental funds, but issuing debt
increase Long-Term Liabilities in the Statement of Net Assets. In the current period,
proceeds received was:

Repayment of long-term principal is expenditure in the governmental funds, but issuing debt
reduced Long-Term Liabilities in the Statement of Net Assets. In the current period
repayments were:

Some expenses reported in the Statement of Activities do not require the use of current
financial resources and therefore are not reported as expenditures in governmental funds.
These activities consist of:

Increase in Christmas Bonus

Increase in Compensated Absences
Total Additional Expenses
Change in Net Assets of Governmental Activities (Page 16)

See accompanying notes to basic financial statements

$ 8,324,185
1,453,450

17,434
(314,942)

(16.171)

(34,867)
(178.397)

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants

PO BOX 3043 YAUCO PR 00698-3043 - TEL. (787) 856-6220 -

FAX: (787) 856-6233

$(6,322,605)

6,870,735

(5,964)

(313,679)

2,522,548

(3,191,000)

2,159,600

(213.264)
$1,506,371



COMMONWEALTH OF PUERTO Rico NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF SAN LORENZO, PUERTO RICO FOR THE FISCAL YEAR ENDED JUNE 30, 2012

1.

FINANCIAL REPORTING ENTITY

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

A. Organization

The Municipality was founded in the year 1811, and operates as a governmental unit of the Commonwealth of Puerto Rico, under
the Law Number 81 of August 30, 1991, known as “Autonomy Municipalities Law of the Commonwealth of Puerto Rico”. The
governmental system of the Municipality is composed of the executive and legislative bodies. The Mayor is the Chief Executive
Officer and is elected every four years in the general elections of the Commonwealth of Puerto Rico. The legislative body consists
of 14 Legislators also elected in the general elections of Puerto Rico for a four-year period.

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

B. Reporting Entity

A reporting entity is comprised of (1) the primary government, (2) component unit organizations for which the primary government
is financial accountable (blended component units), and (3) other organizations for which the nature and significance of their
relationship with the primary government is such that exclusion would cause the reporting entity’s financial statements to be
misleading or incomplete, and they are financially accountable to the primary government (discrete component units).

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

GASB Accounting Standards Codification Section 2100, Defining the Financial Reporting Entity, describes the criteria for
determining which organizations, functions, and activities should be considered part of the Municipality for financial reporting
purposes. The primary criteria include appointing a voting majority of an organization’s governing body, and the Municipality's
ability to impose its will on that organization or the potential for the organization to provide specific financial benefits to, or impose
specific financial burdens on, the Municipality.

There are two methods of presentation of the component unit in the financial statements: blending — the financial data of the
component unit's balances and transactions in a manner similar to the presentation of the Municipality’s balance; and discrete -
presentation of the component unit's financial data in column separate from the Municipality's balances and transactions. The
relative importance of each criterion must be evaluated in light of specific circumstances in order to determine which components
units are to be included as part of the reporting entity.

(1) Primary Government
A primary government consists of all organizations that make up its legal entity. Accordingly, consists of all funds,

departments, boards and agencies that are not legally separate from the Municipality and for which the Municipality is
financial accountable.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 - TEL. (787) 856-6220 - FAX:(787)856-6233 22



COMMONWEALTH OF PUERTO Rico NOTES TO THE BASIC FINANCIAL STATEMENTS
MUNICIPALITY OF SAN LORENZO, PUERTO RICO FOR THE FISCAL YEAR ENDED JUNE 30, 2012

1. FINANCIAL REPORTING ENTITY - continuation
(2) Discrete Component Unit

Discretely presented component unit is reported in a separate column in the government-wide financial statements to
emphasize that they are legally separate from the primary government. It is financially accountable to the primary
government, or has relationships with the primary government such that exclusion would cause the reporting entity’s financial
statements to be misleading or incomplete. The Municipality organized the “Corporacion para el Desarrollo Jugos Festival,
Municipio de San Lorenzo C.D. (Corporation)®, on January 26, 2010 under Article 17.003 of the Commonwealth of Puerto
Rico, Law Number 81 of August 30, 1991, as amended, as a corporation for development, to continue with the production of
natural juices with the trademark “Productos Festival’, actually been operated by the “Organizacién Agricultores Barrio
Espino, Inc.” (OABE). At June 30, 2010, the transfers of assets, liabilities, and operations of OABE are pending to be
transferred to the Corporation. Also, OABE has continually incurred in net operating loss creating a deficit exceeding its net
assets by more than $300,000, it is in default of its payments for its debts with creditors, creating an uncertainty about its’
ability to continue as a going concern. Accordingly, the ability of OABE to continue as a going concern and final transfers of
assets, liabilities, and operations to the Corporation is dependent on acceptance of OABE'’s creditors, the influx of significant
financial capital and support. For these reasons, the Municipality's financial statements do not include the Corporation’s
financial statements as a discrete component unit.

These financial statements present the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the Municipality, as of June 30, 2012, and the respective changes in financial position,
where applicable, thereof for the fiscal year then ended.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Financial Statement Presentation

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

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

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

Government-wide Financial Statements (GWFS)

The GWFS (the Statement of Net Assets and the Statement of Activities) report information of all the activities of the Municipality.
For the most part, the effect of interfund activity has been removed from these financial statements. Governmental activities, which
normally are supported by taxes and intergovernmental revenues, are reported separately from business-type activities, which rely,
to a significant extent, on fees and charges for support.

The focus of the Statement of Net Assets is designed to be similar to bottom line results for the Municipality's governmental
activities and business type activities. This statement combines and consolidates governmental fund’s current financial resources
(short-term spendable resources) with capital assets and long-term obligations. The Statement of Net Assets presents the
reporting entities’ assets and liabilities, with the difference reported as net assets. Net assets are restricted when constraints are
placed on them that are imposed by external parties or by laws or regulations. Designations solely imposed by the Municipality’s
management are not presented as restricted net assets. When both restricted and unrestricted resources are available for use, the
Municipality’s policy is to use the restricted resources first.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

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

Governmental Funds Financial Statements (GFFS)

The GFFS [the Balance Sheet, and the Statement of Revenues, Expenditures and Changes in Fund Balance] provide information
about the Municipality’s funds. The emphasis of fund financial statements is on major governmental funds, each displayed in a
separate column. Non-major funds are summarized into a single column.

Traditional users of governmental financial statements will find the Fund Financial Statements presentation more familiar. The
focus is on major funds, rather than the previous financial model's fund types. This is the manner in which these funds are normally
budgeted. This presentation deemed most appropriate to (1) demonstrate legal and covenant compliance, (2) demonstrate the
source and use of liquid resources, and (3) demonstrate how the Municipality’s actual experience conforms to the budgeted fiscal
plan.

The Municipality reports the following major governmental funds:

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

Activities Center Fund — This is used to account for the construction of the Activities Center in San Lorenzo, Puerto
Rico.

Multiuses Coliseum Fund - This is used to account for the construction of the Multiuses Coliseum in San Lorenzo,
Puerto Rico.

SBGP Fund - This is the fund used to account for all the transactions of the State Block Grant Program. The primarily
objectives of this program is to development of viable communities by providing decent housing, a suitable living
environment and expanded economic opportunities, principally for persons of low and moderate income.

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

The non-major funds are combined in a single column in the GGFS. As a general rule the effect of interfund activity has been
eliminated from the GWFS.

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

Notes to the Basic Financial Statements

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

Required Supplementary Information

The basic financial statements are followed by a section of required supplementary information. This section includes a Budgetary
Comparison Schedule — General Fund, which includes reconciliation between the statutory fund balance for budgetary purposes
and the fund balance for the General Fund as presented in the GFFS.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
B. Measurement Focus and Basis of Accounting
Government-wide Financial Statements

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

The government-wide and proprietary financial statements are reported using the economic resources measurement focus and the
full accrual basis of accounting. Revenue (including interest on deposits and investments) is generally recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

Nonexchange transactions, in which the Municipality gives (or receives) value without directly receiving (or giving) equal value in
exchange, include property taxes, grants, entitlements and donations. On an accrual basis, revenue from property taxes is
recognized in the fiscal year for which the taxes are levied. Revenue from grants, entitlements and donations is recognized in the
fiscal year in which all eligibility requirements have been satisfied. Receipts on any type of revenue sources collected in advance
for use in the following fiscal year are recorded as deferred revenues.

Governmental Funds Financial Statements

The GFFS are reported using the current financial resources measurement focus and the modified accrual basis of accounting.
Under this method, revenues are recognized as soon as they are both measurable and available. Revenues are considered to be
available when they are collectible within the current period or soon enough thereafter to pay liabilities of the current period. For
these purposes, the Municipality considers revenues to be available if they are collected within sixty (60) days after the end of the
current fiscal period. Revenues that the Municipality earns by incurring obligations are recognized in the same period as when the
obligations are recognized. At June 30, 2012, all revenues sources met this availability criterion.

Expenditures are recorded when the related fund liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated absences, and claims an judgments, are recorded only when
payment is due. General capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of general long-
term debt and acquisitions under capital leases, if any, are reported as other financing sources.

Property taxes, volume of business taxes, sales and usage taxes, construction excise taxes, and interest associated with the
current fiscal period are all considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal
period. Entitlements are recorded as revenues when all eligibility requirements are met, including any time requirements and the
amount is received during the period or within the availability requirements have been met, and the amount is received during the
period or within the availability period for this revenue source (60 days of year-end). Expenditures-driven grants are recognized as
revenue when the qualifying expenditures have been incurred and all other eligibility requirements have been met, and the amount
is received during the period or within the availability period for this revenue source (within 60 days of year-end). All other revenue
items are considered to be measurable and available only when cash is received by the Municipality.

The accompanying balance sheet — governmental funds generally reflects only assets that will not be converted into cash to satisfy
current liabilities. Long-term assets and those assets that will not be converted into cash to satisfy current liabilities are generally
not accounted for in the accompanying balance sheet — governmental funds.

The measurement focus of the GFFS is on decreases of net financial resources (expenditures) rather than expenses. Most
expenditures are measurable and are recorded when the related governmental fund liability is incurred. Allocation of costs, such as
depreciation and amortization, are recorded in the accompanying Statement of Activities, but are not recorded in the
accompanying GFFS.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
C. Stewardship, Compliance, and Accountability
Budgetary Information

The Municipality's annually adopts the Budget Resolution for all operating funds of the Municipality except for certain restricted
accounts Special Revenue Funds. Budgetary control is legally maintained at the fund level. The budget is prepared using the
modified accrual basis of accounting with encumbrance included as budgetary basis expenditures. The Municipality's Budget
Resolution provides transfer authority (1) to the Mayor and the Management and Budget Director, within and between departments
and funds, as long as the total budget of the Municipality (net of interfund transfers) is not increased; (2) to the Management and
Budget Director to implement grant budgets as the grant applications are accepted by the Municipality; and (3) to the Management
and Budget Director to amend (re-appropriate) each new year's budget, to the extent of outstanding encumbrances, and/or
unexpended project/grant appropriations at year end. Municipality’s Legislature action is required for (1) use of the budgeted
Legislature contingency, and (2) the approval of a supplemental appropriation(s). During the year, several supplemental
appropriations were necessary.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase orders, contracts) are considered
expenditures when incurred. For USGAAP reporting purposes, encumbrances outstanding at year-end are reported as
reservations of fund balances and do not constitute expenditures or liabilities because the commitments will be honored during the
subsequent year. In addition, under the budgetary basis of accounting, revenues are recorded when cash is received.

The unencumbered balance of any appropriation at the end of the year will lapse at the end of such fiscal year. Other
appropriations, mainly capital project appropriations, are continuing accounts for which the Municipal Legislature has authorized
that an unspent balance from the prior year be carried forward and made available for current spending.

The Municipality follows these procedures, in accordance with law, in order to establish the budgetary data reflected in the
Budgetary Comparison Schedule — General Fund:

Original Budget

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

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

3. The Commissioner of Municipal Affairs examines the budget to verify if it complied with the law’s standards and sends it
to the Mayor for any comments or recommendation before the limited date establishes by the Law.

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

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

Final Budget

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

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

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

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

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

1. Encumbrances are recorded as expenditures under the budgetary basis and as a reserve of fund balances under GAAP.
2. Interfund transactions of the General Fund are not included in the budgetary basis.
3. Certain accrued liabilities and other debts are not included in the budgetary basis.

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

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

D. Assets, Liabilities, and Net Assets

1)

2)

Cash and Investment, and Cash with Fiscal Agent

The Municipality’s cash and investment are composed of demand deposits in commercial banks, demand deposits in the
Governmental Development Bank of Puerto Rico (GDB), and cash equivalents in commercial banks. The Municipality has
adopted the Statement of Uniform Investment Guidelines for the Municipalities of the Government of Puerto Rico, issued by
the GDB as promulgated by Law No. 113 of August 3, 1995. The Finance Director of the Municipality, follow the guidelines, is
responsible for investing the available resources in certificates of deposit and other short-term investments. Investments are
made from the available combined funds of the Municipality and, accordingly, it is not practical to disclose certificates of
deposit and other shori-term investments individually by fund in the combined financial statements. Interest earned on
certificates of deposit and interest bearing commercial bank accounts are recognized as revenue in the General Fund, Art
Center Fund and in Multiuses Coliseum Fund in accordance with amount invested. Cash in the Special Revenue and Capital
Project Funds are restricted; accordingly, resources available were not used for pool investments.

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

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end of the fiscal year are
referred to as either “due to/from other funds” (i.e., the current portion of interfund loans) or “advances to/from other funds”
(i.., the non-current portion of interfund loans). All other outstanding balances between funds are reported as “due to/from
other funds.” Any residual balances outstanding between the governmental activities and business-type activities are reported
in the government-wide financial statement as “interfund balances”.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

3)

4)

5)

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

Receivables consist of all revenues earned but not collected at June 30, 2012. These account receivables are shown net of
estimated allowances for uncollectible accounts, which are determined upon past collection experience, historical trends, and
current economic conditions. Intergovernmental receivables in the general fund represent mostly sales and usage taxes,
federal grant and contributions, property tax accounts that are levied by Municipal Revenue Collection Center (MRCC), a
governmental entity created by the Government. Intergovernmental receivables in the other governmental funds represent
amounts owed to the Municipality for reimbursement of expenditures incurred pursuant to federally funded grant and
contributions and state appropriations, and the amount in the debt service fund represents the distribution of property tax
collected which is restricted for the debt service.

Inventories

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

Deferred Charges

Deferred charges in the accompanying Statement of Net Assets consist of bond issuance costs, net of accumulated
amortization. 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 period as expenditures, whether or not withheld from the actual debt
proceeds received.

Capital Assets

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

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

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

6)

7)

Capital outlay is recorded as expenditures of the General Fund and other governmental funds and as assets in the GFFS to
the extent the Municipality capitalization threshold is met. Depreciation and amortization expense is recorded only in the
GWFS. Depreciable capital assets are generally depreciated

or amortized over their estimated useful lives under the CAPITAL ASSETS YEARS
straight-line method, except for equipment held under capital _

leases which is depreciated over the shorter of its estimated Buildings and Site Improvements 40
useful life or the lease term. No depreciation is recorded for | Infraestructure 40
land and construction in progress. The estimated useful lives Motor Vehicles, Furniture and Fixtures 5

of major capital asset categories are: Machinery and Equipments 3-5

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

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

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

In the accompanying GFFS, the lease payments are recorded as expenditures in the governmental fund.
Deferred Revenues

In the GWFS, deferred revenues arise only when the Municipality receives resources before it has a legal claim to them. In
the GFFS, arises when one of the following situations occur: (1) potential revenue does not meet both the measurable and
available criteria for revenue recognition in the current period (unavailable revenue), and (2) the Municipality receives
resources before it has a legal claim to them (unearned revenue).

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

The liabilities reported in the GWFS include the general and special obligation bonds, long-term notes, other long-term
liabilities (e.g., vacation, sick leave, claims and judgments, long-term liabilities to other governmental entities and third parties.
Bond premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the bonds using the
effective interest method. Bonds payable are reported net of the applicable bond premium or discount.

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

8)

9

10)

Compensated Absences

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

In accordance with the above criteria and requirements in conformance with GASB Accounting Standards Codification
Section C60, Compensated Absences, the Municipality has accrued a liability for compensated absences, which has been
eamed but not taken by Municipality's employees, including its share of social security and Medicare payments made on
behalf of the employees in the accrual for vacation and sick leave pay using salary rates effective at June 30, 2012. Al
vacation pay is accrued when incurred in the GWFS and PFFS. For the GWFS, the current portion is the amount estimated to
be used in the following year. For the GFFS, all of the compensated absences are considered long-term and therefore, are
not a fund liability and represents a reconciling item between the fund level and government-wide presentations.

Claims and Judgments

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

Accounting for Pension Costs

The Municipality adopted the provisions of GASBS No. 50, Pension Disclosure, which amended GASBS No. 27, Accounting
for Pensions by State and Local Governments Employers, by requiring disclosure of how the contractually required
contribution rate is determined by governments 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 statutorily required
contributions, with a liability recorded for any unpaid required contributions.

For the purpose of applying the requirements of GASB Accounting Standards Codification Section Pe5, Pension Plans -
Defined Benefit, the State Govemnment is considered to be the sponsor of the Employees’ Retirement System of the
Government of Puerto Rico and its Instrumentalities (ERS) and System 2000, a multiemployer 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 and the basic financial statements of such
retirement systems are part of the financial reporting entity of the Government.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

11) Net Assets/Fund Balance

A)

B)

Net Assets

The GWFS and Proprietary Funds Financial Statements utilize a net assets presentation, which are categorized as
follow:

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

Governmental
Activities
Capital Assets, Net of Accumulated Depreciation.........c.cccocevcerieien. 550,547,412
Outstanding Balance on Related Debt............cccocovveenncvnncccnnienne. (30,607,733)
UnspentCapital Dbt Proceads. ..o oiniosiann i e 3,987,775
CAPRAY COTITIUTION . s sucmsstonssssnssamunssinsisnsusinsss sasiusssmssastosssibysss fnsmsssss 2,522,548
Total Invested in Capital Assets, Net of Related Debt ...........ccccevern. $26,450,002

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

e  Unrestricted Net Assets — These consist of net assets which do not meet the definition of the two preceding
categories. Unrestricted net assets often are designated, to indicate that management does not consider them to be
available for general operations. Unrestricted net assets often have constraints on resources 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 use restricted
resources first, then unrestricted resources as they are needed.

Fund Balance

The Municipality implemented GASB Statement 54, Fund Balance Reporting and Governmental Fund Type Definitions
effective with the June 30, 2012 financial statements. Fund balances for the governmental funds are reported in
classifications that comprise a hierarchy based on the extent to which the government honors constraints on the specific
purposes for which amounts in those funds can be spent.

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

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

In February 2009, the Governmental Accounting Standards Board (GASB) issued Statement No. 54, Fund Balance
Reporting and Governmental Fund Type Definitions (GASB 54). This new standard has substantially altered the
categories and terminology used to describe the fund balance in governmental funds. The purpose of GASB 54 is to
provide clarity to understand the extent of restrictions on the use of balances of the funds presented in the financial
statements. One objective of this standard was to improve, including the understandability, the usefulness of fund
balance information by providing clear fund balance classifications. GASB 54 abandons the reserved, unreserved, and
designated classifications of fund balance and replaced them with five classifications: nonspendable, restricted,
committed, assigned, and unassigned. The requirements of this statement are effective for the Municipality’s financial
statements for the fiscal year ending June 30, 2012.

GASB 54 requires local governments to focus on the constraints imposed upon resources when reporting fund balance
in governmental funds. The fund balance classifications indicate the level of constraints placed upon how resources can
be spent and identify the sources of those constraints. The following five classifications serve to inform readers of the
financial statements of the extent to which the Municipality is bound to honor constraints on the specific purposes for
which resources in a fund can be spent.

»  Nonspendable Fund Balance — Fund balance reported as “nonspendable” represents fund balance that is (a) not in
a spendable form such as prepaid items or (b) legally or contractually required to be maintained intact such as an
endowment.

* Restricted Fund Balance - Fund balance reported as “restricted” consists of amounts that can be spent only on the
specific purposes stipulated by law or by the external providers of those resources.

»  Committed Fund Balance - Fund balance reported as “committed” are self-imposed limitations set in place prior to
the end of the fiscal period. These amounts can be used only for the specific purposes determined by a formal
action of the Municipal Legislature, which is the highest level of decision-making authority, and that require the
same level of formal action to remove the constraint.

e Assigned Fund Balance - Fund balance reported as “assigned” consists of amounts that are subject to a purpose
constraint that represents an intended use established by the Municipal Legislature or by a designated official. The
purpose of the assignment must be narrower than the purpose of the General Fund. Formal action is not necessary
to impose, remove, or modify a constraint in Assigned Fund Balance. Additionally, this category is used to reflect
the appropriation of a portion of existing fund balance to eliminate a projected deficit in the subsequent year's
budget.

e Unassigned Fund Balance — Fund balance reported as “unassigned” represents the residual classification of fund
balance and includes all spendable amounts not contained within the other classifications.

Policy on Committing Funds

In accordance with GASB 54, it is the policy of the Municipality that fund balance amounts will be reported as “Committed
Fund Balance” only after formal action and approval by Municipal Legislature. The Municipal Legislature has the
authority to separate funds for specific purposes. Any separate fund as Committed Fund Balance requires the adoption
of a resolution in accordance with Act Number 81 of August 30, 1991, known as Autonomy Municipalities Law of the
Government of Puerto Rico. The adoption of the resolution should be carried out before June 30 of the fiscal year to
implement. If the actual amount of the commitment is not available through June 30, the resolution should establish the
process or formula required to calculate the exact amount as soon as information is available in the following fiscal year.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

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

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

After approval by the Municipal Legislature, the amount reported as Committed Fund Balance cannot be reversed
without utilizing the same process required to commit the funds. Therefore, in accordance with GASB 54, it is the policy
of the Municipality that funds can only be removed from the Committed Fund Balance category after resolution and
approval by the Municipal Legislature.

Policy on Assigning Funds

In accordance with GASB 54, funds that are intended to be used for a specific purpose but have not received the formal
approval action at the Municipal Legislature level may be recorded as Assigned Fund Balance. Likewise, redeploying
assigned resources to an alternative use does not require formal action by the Municipal Legislature.

Having reviewed the requirements for assigning fund balance, therefore, is the policy of the Municipality that Mayor shall
have the authority to assign fund balance of the Municipality based on the intentions of the use of funds by the Municipal
Legislature. In addition, the Mayor can delegate to the Finance Director or other employee of the Municipality, the
authority to assign the funds.

Policy on Unassigned General Fund Balance

It is the goal of the Municipality to achieve and maintain an Unassigned General Fund Balance equal to 15% of budgeted
expenditures. The Municipality considers a balance of less than 10% to be a cause for concern, barring unusual or
deliberate circumstances, and a balance of more than 20% as excessive. An amount in excess of 20% is to be
considered for reservation to accumulate funding for the purchase of machinery and equipment, for capital projects,
and/or reduces tax levy requirements, and shall be determined in conjunction with the annual budget process. In the
event that the Unassigned General Fund Balance is less than the policy anticipates, the Municipality shall plan to adjust
budget resources in the subsequent fiscal years to restore the balance.

Appropriation from unassigned General Fund balance shall require the approval of the Municipal Legislature and shall be
only for specific disbursements, such as one-time expenditures and capital asset purchases, and not for ongoing
expenditures unless a viable plan designated to sustain the expenditures is simultaneously adopted.

Policy on the Allocation of Priorities of Use of the Fund Balance
In circumstances where the payment is for a purpose that quantities are available in multiple classifications of funds

balance, the order in which resources will be used shall be as follows: Restricted Fund Balance, followed by Committed
Fund Balance, Assigned Fund Balance, and last but not least, Unassigned Fund Balance.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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C)  Components of Fund Balance

ACTIVITIES MULTIUSES OTHER TOTAL
GENERAL CENTER COLISEUM SBGP DEBT GOVERNMENTAL GOVERNMENTAL
FUND FUND FUNDS FUND FUND FUNDS FUNDS
Nonspendable $ - 3 - § - § - $ - 8 - §
Restricted For:
Improvement of Streets and Sidew alks - - 1,879,669 1,879,669
Improvement and Construction of Facilifes - 2,585,939 243,576 - - 1,786,996 4,616,511
Capital Outiay - - - - - 345,29 345,29
Wellare 385,840 385,840
Pubiic Safety - - - - - 12,875 12,875
Renewable Energy Projects : . . - : 18.714 18,714
Improvement of Water and Sewer System - E . - - 48,797 48,797
Sanitaion - = 3 - = 97,285 97.285
Public Instruction * 5 S - - 67,475 67,475
Culture and Recreation - - * - - 2204 2204
Debt Repay ment = = 3 = 2,006,357 - 2,008,357
Total Restricted = 2,585,939 243,576 - 2,006,357 4,645,151 9,481,023
Committed
Assigned
Unassigned: (2,998,9%4) - - - - (2,208,422) (5,207,416)
Total Fund Balances $  (29989%4) S 2585939 § 243576 § - H 2006357 § 2436728 § 4,273,607
E. Interfund Transactions

Interfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables and payables as
appropriate and are subject to elimination upon consolidation. Reimbursements occur when one fund incurs a cost, charges the
appropriate benefiting fund and reduces its related cost as a reimbursement. All other interfund fransactions are treated as
transfers. Transfers between governmental or proprietary funds are netted as part of the reconciliation to the government-wide
columnar presentation. The Municipality has the following types of transactions among funds:

Interfund Transfers — Legally required transfers that are reported when incurred as transfers-in by the recipient fund and
as transfers-out by the disbursing fund, with receivables and payables presented as amounts due to and due from other
funds.

Intra-Entity Transactions — Advances between funds are also presented as amounts due to and due from other funds.
However, these transfers and related amounts receivables and payables are considered internal balances and activities
that have been eliminated in the government-wide financial statements.

Risk Financing

The Municipality carries commercial insurance to cover property and casualty, theft, tort claims and other losses. Insurance
policies are negotiated by the Puerto Rico Treasury Department and costs are allocated among all the municipalities of Puerto
Rico. Also, principal officials of the Municipality are covered under various surety bonds. Cost of insurance allocated to the
Municipality and deducted from the gross property tax collections by the MRCC for the year ended June 30, 2012 amounted to
approximately $204,692. The current insurance policies have not been cancelled or terminated. In addition, MRCC deducted
approximately $222,889 for workers compensation insurance covering all municipal employees for the same period.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
G. Use of Estimates

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

H. Reclassifications

Various reclassifications have been made in the accompanying basic financial statements which affect the comparability with the
basic financial statements issued for previous fiscal years.

l.  Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board (GASB) issued the following pronouncements that have effective dates after June
30, 2012:

GASB Statement No. 60, Accounting and Financial Reporting for Service Concession Arrangements. The objective of
this Statement is to improve financial reporting by addressing issues related to service concession arrangements (SCAs),
which are a type of public-private or public-public partnership. As used in this Statement, an SCA is an arrangement between
a transferor (a government) and an operator (governmental or nongovernmental entity) in which (1) the transferor conveys to
an operator the right and related obligation to provide services through the use of infrastructure or another public asset (a
“facility”) in exchange for significant consideration and (2) the operator collects and is compensated by fees from third parties.

This Statement requires disclosures about an SCA including a general description of the arrangement and information about
the associated assets, liabilities, and deferred inflows, the rights granted and retained, and guarantees and commitments. The
requirements of this Statement are effective for financial statements for periods beginning after December 15, 2011 (FY 2012-
2013). The provisions of this Statement generally are required to be applied retroactively for all periods presented.

GASB Statement No. 61, The Financial Reporting Entity: Omnibus—an amendment of GASB Statements No. 14 and
No. 34. The objective of this Statement is to improve financial reporting for a governmental financial reporting entity. The
requirements of Statement No. 14, The Financial Reporting Entity, and the related financial reporting requirements of
Statement No. 34, Basic Financial Statements—and Management's Discussion and Analysis—for State and Local
Governments, were amended to better meet user needs and to address reporting entity issues that have arisen since the
issuance of those Statements.

This Statement modifies certain requirements for inclusion of component units in the financial reporting entity. For
organizations that previously were required to be included as component units by meeting the fiscal dependency criterion, a
financial benefit or burden relationship also would need to be present between the primary government and that organization
for it to be included in the reporting entity as a component unit. Further, for organizations that do not meet the financial
accountability criteria for inclusion as component units but that, nevertheless, should be included because the primary
government’s management determines that it would be misleading to exclude them, this Statement clarifies the manner in
which that determination should be made and the types of relationships that generally should be considered in making the
determination.

This Statement also amends the criteria for reporting component units as if they were part of the primary government (that is,
blending) in certain circumstances. Lastly, additional reporting guidance is provided for blending a component unit if the
primary government is a business-type activity that uses a single column presentation for financial reporting. This Statement
also clarifies the reporting of equity interests in legally separate organizations. It requires a primary government to report its
equity interest in a component unit as an asset. The provisions of this Statement are effective for financial statements for
periods beginning after June 15, 2013 (FY 2013-2014). Earlier application is encouraged.

The Municipality's financial statements were not affected by the implementation of these statements.
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GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in Pre-November
30, 1989 FASB and AICPA Pronouncements. The objective of this Statement is to incorporate into the GASB's authoritative
literature certain accounting and financial reporting guidance that is included in the following pronouncements issued on or
before November 30, 1989, which does not conflict with or contradict GASB pronouncements:

1. Financial Accounting Standards Board (FASB) Statements and Interpretations

2. Accounting Principles Board Opinions

3. Accounting Research Bulletins of the American Institute of Certified Public Accountants’ (AICPA) Committee on
Accounting Procedure.

Hereinafter, these pronouncements collectively are referred to as the “FASB and AICPA pronouncements.” This Statement
also supersedes Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental
Entities That Use Proprietary Fund Accounting, thereby eliminating the election provided in paragraph 7 of that Statement for
enterprise funds and business-type activities to apply post-November 30, 1989 FASB Statements and Interpretations that do
not conflict with or contradict GASB pronouncements. The requirements of this Statement are effective for financial
statements for periods beginning after December 15, 2011 (FY 2012-2013). Earlier application is encouraged. The provisions
of this Statement generally are required to be applied retroactively for all periods presented.

GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and
Net Position. This Statement provides financial reporting guidance for deferred outflows of resources and deferred
inflows of resources. Concepts Statement No. 4, Elements of Financial Statements introduced and defined those
elements as a consumption of net assets by the government that is applicable to a future reporting period, and an acquisition
of net assets by the government that is applicable to a future reporting period, respectively. Previous financial reporting
standards do not include guidance for reporting those financial statement elements, which are distinct from assets and
liabilities.

Concepts Statement 4 also identifies net position as the residual of all other elements presented in a statement of financial
position. This Statement amends the net asset reporting requirements in Statement No. 34, Basic Financial Statements—and
Management's Discussion and Analysis—for State and Local Governments, and other pronouncements by incorporating
deferred outflows of resources and deferred inflows of resources into the definitions of the required components of the
residual measure and by renaming that measure as net position, rather than net assets. The provisions of this Statement are
effective for financial statements for periods beginning after December 15, 2011 (FY 2012-2013). Earlier application is
encouraged.

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

GASB Statement No. 65, ltems Previously Reported as Assets and Liabilities. This Statement establishes accounting
and financial reporting standards that reclassify, as deferred outflows of resources or deferred inflows of resources, certain
items that were previously reported as assets and liabilities and recognizes, as outflows of resources or inflows of resources,
certain items that were previously reported as assets and liabilities.

Concepts Statement No. 4, Elements of Financial Statements, introduced and defined the elements included in financial
statements, including deferred outflows of resources and deferred inflows of resources. In addition, Concepts Statement 4
provides that reporting a deferred outflow of resources or a deferred inflow of resources should be limited to those instances
identified by the Board in authoritative pronouncements that are established after applicable due process. Prior to the
issuance of this Statement, only two such pronouncements have been issued. Statement No. 53, Accounting and Financial
Reporting for Derivative Instruments, requires the reporting of a deferred outflow of resources or a deferred inflow of
resources for the changes in fair value of hedging derivative instruments, and Statement No. 60, Accounting and Financial
Reporting for Service Concession Arrangements, requires a deferred inflow of resources to be reported by a transferor
government in a qualifying service concession arrangement. This Statement amends the financial statement element
classification of certain items previously reported as assets and liabilities to be consistent with the definitions in Concepts
Statement 4.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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This Statement also provides other financial reporting guidance related to the impact of the financial statement elements
deferred outflows of resources and deferred inflows of resources, such as changes in the determination of the major fund
calculations and limiting the use of the term deferred in financial statement presentations. The provisions of this Statement are
effective for financial statements for periods beginning after December 15, 2012 (FY 2013-2014). Earlier application is
encouraged.

GASB Statement No. 66, Technical Corrections—2012—an amendment of GASB Statements No. 10 and No. 62. The
objective of this Statement is to improve accounting and financial reporting for a governmental financial reporting entity by
resolving conflicting guidance that resulted from the issuance of two pronouncements, Statements No. 54, Fund Balance
Reporting and Governmental Fund Type Definitions, and No. 62, Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements.

This Statement amends Statement No. 10, Accounting and Financial Reporting for Risk Financing and Related Insurance
Issues, by removing the provision that limits fund-based reporting of an entity’s risk financing activities to the general fund and
the internal service fund type. As a result, governments should base their decisions about fund type classification on the
nature of the activity to be reported, as required in Statement 54 and Statement No. 34, Basic Financial Statements—and
Management's Discussion and Analysis—for State and Local Governments.

This Statement also amends Statement 62 by modifying the specific guidance on accounting for (1) operating lease payments
that vary from a straight-line basis, (2) the difference between the initial investment (purchase price) and the principal amount
of a purchased loan or group of loans, and (3) servicing fees related to mortgage loans that are sold when the stated service
fee rate differs significantly from a current (normal) servicing fee rate. These changes clarify how to apply Statement No.
13, Accounting for Operating Leases with Scheduled Rent Increases, and result in guidance that is consistent with the
requirements in Statement No. 48, Sales and Pledges of Receivables and Future Revenues and Intra-Entity Transfers of
Assets and Future Revenues, respectively. The provisions of this Statement are effective for financial statements for periods
beginning after December 15, 2012 (FY 2013-2014). Earlier application is encouraged.

GASB Statement No. 67, Financial Reporting for Pension Plans. This Statement replaces the requirements of Statement
No. 25, Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans and
Statement No. 50, Pension Disclosures—an amendment of GASB Statements No. 25 and No. 27, as they relate to pension
plans that are administered through trusts or similar arrangements meeting certain criteria. The Statement builds upon the
existing framework for financial reports of defined benefit pension plans, which includes a statement of fiduciary net position
(the amount held in a trust for paying retirement benefits) and a statement of changes in fiduciary net position. Statement No.
67 enhances note disclosures and RS for both defined benefit and defined contribution pension plans. Statement No. 67 also
requires the presentation of new information about annual money-weighted rates of return in the notes to the financial
statements and in 10-year RSI schedules. The provisions of this Statement are effective for financial statements for periods
beginning after June 15, 2014 (FY 2014-2015). Earlier application is encouraged.

GASB Statement No. 68, Accounting and Financial Reporting for Pensions. This Statement replaces the requirements of
Statement No. 27, Accounting for Pensions by State and Local Govermental Employers and Statement No. 50, Pension
Disclosures—an amendment of GASB Statements No. 25 and No. 27, as they relate to governments that provide pensions
through pension plans administered as trusts or similar arrangements that meet certain criteria. Statement No. 68 requires
governments providing defined benefit pensions to recognize their long-term obligation for pension benefits as a liability for
the first time, and to more comprehensively and comparably measure the annual costs of pension benefits. The Statement
also enhances accountability and transparency though revised and new note disclosures and required supplementary
information. The provisions of this Statement are effective for financial statements for periods beginning after June 15, 2014
(FY 2014-2015). Earlier application is encouraged.

The Municipality has not yet determined the effect this statement will have on the Municipality’s financial statements.
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3. CASH AND INVESTMENTS
Cash in Banks

The Municipality's cash and investments at June 30, 2012 are composed of: (1) demand deposits in commercial banks, and (2) demand
deposits in the Government Development Bank of Puerto Rico (GDB, fiscal agent). Puerto Rico laws authorize governmental entities to
invest in direct obligations or obligations guaranteed by the federal government or the Government. The Municipality is also allowed to
invest in bank acceptances, other bank obligations and certificates of deposit in financial institutions authorized to do business under
the federal and Government laws.

The Municipality follows the practice of pooling cash. At June 30, 2012, the cash are maintained in commercial banks with a balance of
$2,773,570 of which $1,187,520 in the General Fund, $957,734 in the Activities Center Fund, $230,910 in the Multiuses Coliseum Fund,
$32,127 in the SBGP Fund, and $365,279 in Other Governmental Funds. The balance in cash account is available to meet current
operating requirements and any unrestricted excess, if any, is generally invested in certificates of deposit with commercial banks. Any
deficiency in the cash account is assumed by the general fund and covered through future budgetary appropriation.

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

Cash with fiscal agent in the debt service fund consists principally of property tax collections amounting to $4,193,459 that are restricted
for the payment of the Municipality’s debt service, as required by law, $712,942 are unspent proceeds of bonds that are restricted for
the construction of the Multiuses Coliseum, other $2,457,802 for capital improvements projects, and $1,636 is a balance of a previous
bond issue available for the General Fund. Cash with Fiscal Agent of $2,457,802 in other governmental funds consist principally of
unspent proceeds of bonds that are restricted for the acquisition, construction or improvement of major capital assets and operational
purposes. The amounts deposit in GDB is maintained in interest bearing accounts and is not collateralized.

Municipality follows the provisions of GASB Accounting Standards Codification Section C20, Cash Deposit with Financial Institutions,
related with cash deposit and interest-earning investment contract with financial institutions. Accordingly, the following is essential
information about credit risk, interest rate risk, custodial credit risk, and foreign exchange exposure of deposits and investments of the
Municipality at June 30, 2012:

Credit Risk

This is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. At June 30, 2012, the Municipality has
invested only in cash in banks of $2.9 million which are insured by the FDIC, generally up to a maximum of $250,000. As previously
mentioned, public funds deposited by the Municipality in commercial banks must be fully collateralized for the amounts deposited in
excess of the FDIC coverage. No investments in debt of equity securities were made during the Fiscal Year ended June 30, 2012.
Therefore, the Municipality's management has concluded that the credit risk related to any possible loss related to defaults by
commercial banks on the Municipality's deposits is considered low at June 30, 2012.

Custodial Credit Risk

This is the risk that, in the event of the failure of a depository financial institution, the Municipality will not be able to recover its cash and
investments or will not be able to recover collateral securities that are in the possession of an outside party. Pursuant to the Investment
Guidelines for the Government adopted by GDB, the Municipality may invest in obligations of the Government, obligations of the United
States, certificates of deposit, commercial paper, banker's acceptance, or in pools of obligations of the municipalities of Puerto Rico,
which are managed by GDB. At June 30, 2012, the Municipality has balances deposited in commercial banks amounting to $2.9 million
which are insured by the FDIC up to the established limit and the excess are fully collateralized as explained above. Deposits in GDB,
amounting to $7.4 million are uninsured and uncollateralized. However, no losses related to defaults by GDB on deposit transactions
have been incurred by the Municipality through June 30, 2012. It is management's policy to only maintain deposits in banks affiliated to
FDIC to minimize the custodial credit risk, except for GDB. Therefore, the Municipality's management has concluded that at June 30,
2012, the custodial credit risk associated with the Municipality's cash and cash equivalents is considered low.
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3. CASH AND INVESTMENTS - continuation

6.

Interest Rate Risk

This is the risk that changes in interest rates of debt investments will adversely affect the fair value of an investment. The Municipality
manages its exposure to declines in fair values by: (1) not including debt or equity investments in its investments portfolio at June 30,
2012, (2) limiting the weighted average maturity of its investments in certificates of deposit to periods of three months or less, and (3)
keeping most of its banks deposits and certificates of deposit in interest bearing accounts generating interest at prevailing market rates.
Therefore, at June 30, 2012, the interest risk associated with the Municipality's cash and cash equivalent is considered low.

Foreign Exchange Risk

This is the risk that changes in exchange rates will adversely affect the value of an investment or a deposit. According to the
aforementioned investment guidelines, adopted by the Municipality, the Municipality is prevented from investing in foreign securities or
any other 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, 2012.

DUE FROM GOVERNMENTAL UNITS

As of June 30, 2012, the amount of $114,180 corresponds to the Christmas Bonus, amount to be provided by the Puerto Rico Treasury
Department.

DEFERRED AND UNEARNED REVENUES

Governmental funds report deferred revenue in connection with receivables for revenues that are not considered to be available to
liquidate liabilities of the current period. Governmental funds also defer revenue recognition in connection with resources that have been
received, but not yet eamned. At the end of the current fiscal year, the various components of deferred revenue and unearned revenue
reported in the governmental funds were as follows:

UNAVAILABLE UNEARNED

Volume of Business Taxes $ - $ 2375105
Commonwealth of Puerto Rico 114,180 -
Child Care 65,233 -
SBGP 297,191

Total Deferred/Unearned Revenue  $ 476,604 $ 2,375,105

INTERFUND RECEIVABLE, PAYABLES AND TRANSFERS
A. Interfund Receivable and Payable Balances

Due to/from Other Funds at June 30, 2012 are summarized as follows:

INTERFUND INTERFUND
RECEIVABLE PAYABLE AMOUNT
General Fund Other Major Fund $ 623971
Activity Center Fund Other Major Fund 37,956
SBGP Fund Activity Center Fund 8,585
Activity Center Fund General Fund 1,598,834
SBGP Fund General Fund 80,576
Other Major Fund SBGP Fund 213.411
TOTAL $2,563,333

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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6. INTERFUND RECEIVABLE, PAYABLES AND TRANSFERS - continuation

B. Interfund Transfers

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

SOURCES TRANSFER TO

Other Governmental Funds  General Fund
Other Governmental Funds Debt Service Fund
Activifes Center Fund Debt Service Fund

7. DUETO OTHER GOVERNMENTAL UNITS

General Fund Debt Service Fund $ 247,173 Bond Principal and Inerest Payments

496,025 Bond Principal and Inerest Paymenis
Toel $ 791,726

AMOUNT PURPOSE

42,273 Budget Specific Project Funding
6,255 Bond Issue Costs

As of June 30, 2012, balance due to other governmental units of the General Fund for services rendered to the Municipality ($107,995)
consists of AEELA ($19,618), Puerto Rico Retirement Administration ($55,471); and Puerto Rico Aqueduct and Sewer Authority

($32,906).

8. CAPITAL ASSETS

Capital Assets activities for the fiscal year ended June 30, 2012 was as follows:

BALANCE BALANCE
JULY 1, JUNE 30,
DESCRIPTION 2011 INCREASE = DECREASE 2012
Non-Depreciable Capital Assets:
Land $ 14211755 $§ 2255373 § - § 16,467,128
Construction in Progress 11,689,210 4,968,230 - 16,657,440
Total Non-Depreciable Capital Assets 25,900,965 7,223,603 - 33,124,568
Depreciable Capital Assets:
Buildings 16,270,727 756,788 (70,000) 16,957,515
Infraestructure 5,695,373 1,281,299 - 6,976,672
Machinery and Equipment 2,249,515 236,340 (53,687) 2,432,168
Mofor Vehicles 5,282,601 1,348,703 (642,985) 5,988,319
Total Depreciable Capital Assets 29,498,216 3,623,130 (766,672) 32,354,674
Less Accurmulated Depreciafion:
Buildings (5,681,160) (431,057) 70,000 (6,042,217)
Infraestructure (1,497,390) (158,504) - (1,655,894)
Machinery and Equipment (1,933,013) (176,211) 53,687 (2,065,537)
Motor Vehicles (2,610,941) (687,678) 642,985 (2,655,634)
Tofal Accumulated Depreciation (11,722,504) (1,453,450) 766,672  (12,409,282)
Total Depreciable Capital Assets (Nef) 17,775,712 2,169,680 - 19,945,392
CAPITAL ASSETS, NET $ 43676677 § 9,393,283 § - $ 53,069,960

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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8. CAPITAL ASSETS - continuation

The Municipality received various parcels of land from its citizens as unrestricted donations and contributions totaling $2,255,548 in
fiscal year 2011-2012, most of which will be converted into municipal roads or are already paved to be designated as one. The
Municipality provides maintenance to these assets and will assure free and safe access to all municipal residents. They are recorded in
the financial statements based on their fair market value. In addition, the Municipality received a vehicle ($17,000) from the Homeland
Security Program, and a school building ($250,000), in which the Municipality established an Electronic Library.

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

AMOUNT

Mayor and Municipal Legislaure ~ $§ 392,305
General Government 224,228
Public Safety 156,922
Public Works 326,921
Culture and Recreation 104,615
Human Services and Welfare 169,998
Urban Development 78,461

Total Depreciation Expenses ~ $ 1,453,450

9. GENERAL LONG-TERM DEBTS
A. General Obligations Bonds and Special Obligations Bonds

The principal long-term obligations of the Municipality are general abligation bonds and special obligation bonds issued to finance
the construction and improvements of public facilities. The Municipality’s obligations long-term debt retirements are appropriated
and paid from resources accumulated in the Debt Service Fund (See Note 10).

During July 2011, the Municipality issued general obligation bonds of 2011 in the amount of $135,000 for construction purposes.
The principal installments are payable annually ranging from $5,000 to $10,000 on the 1t days of July of each year. The variable
interests at 6.00% through 7.50% are payable semi-annually on the 15t days of January and July of each year through July 2036.

Also, during July 2011, the Municipality issued special obligation bonds of 2011 in the amount of $271,000 for purchase of
equipment. The principal installments are payable annually ranging from $30,000 to $46,000 on the 1s' days of July of each year.
The variable interests at 6.00% through 7.00% are payable semi-annually on the 15t days of January and July of each year through
July 2018.

During January 2012, the Municipality issued general obligation bonds of 2012 in the amount of $435,000 for general construction.
The principal instaliments are payable annually ranging from $5,000 to $35,000 on the 1st days of July of each year. The variable
interests at 6.00% through 6.50% are payable semi-annually on the 1s days of January and July of each year through July 2036.

In addition, during January 2012, the Municipality issued general obligation bonds of 2012 in the amount of $1,940,000 for
operational purposes. The principal installments are payable annually ranging from $35,000 to $155,000 on the 1s days of July of
each year. The variable interests at 6.00% through 6.50% are payable semi-annually on the 1s days of January and July of each
year through July 2036.

During May 2012, the Municipality issued special obligation bonds of 2012 in the amount of $410,000 for resurfacing projects. The
principal installments are payable annually ranging from $45,000 to $75,000 on the 1st days of July of each year. The variable
interests at 6.00% through 7.5% are payable semi-annually on the 15t days of January and July of each year through July 2018.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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9. GENERAL LONG-TERM DEBTS - continuation

General and special obligations bonds as of June 30, 2012, are comprised of the following individual issues:

Maturity Interest
Type of Obligation and Purpose Date Rate Amount
General Obligation Bonds - Property Taxes
$1,525,000, Series 1997 - General Construction 2021 487%10656% $ 955,000
$575,000, Series 1996 - General Construction 2015  4.87% 10 6.29% 205,000
$4,025,000, Series 2003 - General Construction 2027  4.36% 10 5.02% 3,215,000
$2,015,000, Series 2005 - General Construction 2030  3.27% to 4.80% 1,255,000
$1,500,000, Series 2004 - General Constructon 2030  4.17% 105.02% 1,320,000
$1,115,000, Series 2007-08 - General Construction 2012 1.53% 0 5.40% 260,000
$2,795,000, Series 2008-09 - General Construction 2033  1.53% t0 6.00% 2,665,000
$2,150,000, Series 2008-09 - General Constructon 2033  1.53% t0 6.00% 2,050,000
51,486,000, Series 2008-09 - Operation 2019  4.75% 10 6.00% 1,146,000
$2,235,000, Series 2010 - General Construction 2034  5.00% fo 6.50% 2,170,000
$2,295,000, Series 2011 - Purchase of Equipment 2017  6.00% fo 7.50% 2,035,000
$135,000, Series 2012 - General Construction 2036  6.00% to 7.50% 135,000
$435,000, Series 2012- Purchase of Properly 2036  6.00% to 6.50% 435,000
$1,940,000, Series 2012 - Operation 2036  6.00% to 6.50% 1,940,000
Total General Obligations Bonds 19,786,000
Special Obligation Bonds - General Revenues
$1,915,000, Series 2004 - Operation 2024  1.53% 10 7.00% 1,365,000
Special Obligation Bonds - Section 108 (HUD)
$6,000,000, Series 2006 - General Construction 2026  4.96% 0 5.77% 5,647,000
Special Obligation Bonds - Sales and Usage Taxes
$1,175,000, Series 2008 - General Construction 2032  1.53% t0 6.00% 1,130,000
$1,008,000, Series 2009 - General Consfruction 2013 1.53% f0 5.40% 446,000
$172,000, Series 2011 - Purchase of Equipment 2017  6.00% to 6.50% 152,000
$474,000, Series 2011 - General Construction 2017  6.00% t0 6.50% 419,000
$3,015,000, Series 2011 - General Constructon 2035  6.00% to 7.00% 2,975,000
$271,000, Series 2012 - Purchase of Equipment 2018  6.00% fo 7.00% 271,000
$410,000, Series 2012 - General Construction 2018  6.00% to 7.50% 410,000
Subtotal 5,803,000
Total Special Obligations Bonds 12,815,000
Total General and Special Obligation Bonds $32,601,000

According to Sections 103 and 148 through 150 of the US Internal Revenue Code and Sections 1.148 through 1.150 of the US
Treasury Regulation, the Municipality’s tax-exempt bonds are subject to the arbitrage rebate requirements. At June 30, 2012, the
Municipality had no federal arbitrage liability on bonds since interest income earned from the investment of unspent bond proceeds
were made in bank deposits that generate yields lower than the rates applicable to the debt service payments.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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9. GENERAL LONG-TERM DEBTS - continuation

B. Legal Debt Limit and Legal Debt Margin

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

Other Long-Term Debts

Borrowing from MRCC

On July 1, 2002, the Municipality entered into a repayment agreement with the GDB and MRCC to repay the uncollectible property
tax sale authorized by the enacted Law Number 42. The total amount of debt is $663,454 to be paid during 30 years plus annual
interest of 6.1875%.

On July 1, 2007, the Municipality entered into a repayment agreement with the GDB and MRCC to repay the uncollectible property
tax sale authorized by the enacted Law Number 146. The total amount of debt is $310,442 to be paid during 25 years plus annual
interest of 6.22%.

Christmas Bonus

This amount represents the estimated accrued Christmas bonus accumulated as of June 30, 2012 and payroll related benefits,
representing the benefit to employees to be paid during the first week of December 2012.

Deferred Credits

This amount represents the unpaid balance of the bond issue cost of the following obligation: $2,295,000, Series 2011;
$1,940,000, Series 2012; $135,000, Series 2012; $435,000, Series 2012, general obligation bonds; $172,000, Series 2011:
$474,000, Series 2011, $3,015,000, Series 2011; $271,000, Series 2012: $410,000, Series 2012, special obligations bonds.

Compensated Absences

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

Following are the Other Long-Term Debts:

BALANCE RETIREMENTS  BALANCE AMOUNTS  AMOUNTS

JULY 1, NEW AND JUNE30, DUEWITHIN DUE AFTER

DESCRIPTION 2011 ISSUES ADJUSTMENT 2012 ONE YEAR  NEXT YEAR

Law Number 42 - MRCC $ 577238 § - § (13,400) $ 563,838 $ 14242 § 549,596

Law Number 146 - MRCC 260,770 (12,417 248,353 12,418 235,935

LIMS - MRCC 25,783 (25,783) - -

Christmas Bonus 193,493 228,360 (193,493 228,360 228,360 -

Defered Charges 24,291 5,809 - 30,100 30,100

Compensated Absences 1,664,286 288,663 (110,266) 1,842,683 1,522,890 319,793

TOTAL $ 2745861 § 522832 § (355,359) § 2,913,334 § 1,777,910 $ 1,135424
_— - - = s |
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9.

GENERAL LONG-TERM DEBTS - continuation
D. Changes in General Long-Term Debts

The following is a summary of changes in long-term debts for the year ended June 30, 2012:

BALANCE RETIREMENTS BALANCE AMOUNTS  AMOUNTS

JULY 1, NEW AND JUNE 30, DUEWITHIN DUE AFTER

DESCRIPTION 2011 ISSUES  ADJUSTMENT 2012 ONEYEAR  NEXT YEAR
General $ 18,481,000 $ 2510000 $ (1,205,000) $ 19,786,000 $ 1,240,000 $ 18,546,000
Special 12,902,000 681,000 (768,000 12,815,000 1,226,000 11,589,000
Others 2,745,861 522,832 (355,359) 2,913,334 1,777,910 1,135,424
TOTAL § 34128861 § 3,713832 § (2,328,359) § 35,514,334 §$ 4,243910 $ 31,270,424

_— e e——— = - = = |
E. Debt Compliance

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

The annual requirements to amortize the general long-term debts outstanding as of June 30, 2012 are as follows:

General Obligation Bonds SpecialObligation Bonds Other Long-Term Obligations
YEAR TOTAL
ENDING,  PRINCIPAL INTEREST  PRINCIPAL INTEREST  PRINCIPAL  INTEREST
JUNE 30, PAYMENT PAYMENT PAYMENT PAYMENT PAYMENT  PAYMENT  PRINCIPAL  INTEREST
2013 $ 1,240,000 § 821,878 $ 1,226,000 $ 458,925 $1,746,413 $ 50,118 $4.212,413 $1,330,921
2014 1,045,000 979,101 914,000 638,265 27,554 48,451 1,986,554 1,665,817
2015 1,125,000 987,925 708,000 621,713 28,505 46,728 1,861,505 1,656,366
2016 1,210,000 925,189 738,000 580,408 29,516 44,944 1,977,516 1,550,541
2017 1,230,000 850,906 763,000 536,993 30,590 43,098 2,023,590 1,430,997
2018-2022 4,541,000 3,342,806 3,312,000 2,018,451 171,583 247,360 8,024,583 5,608,617
2023-2027 3,675,000 2,305,914 2,899,000 1,189,266 210,585 188,958 6,784,585 3,684,138
2028-2032 3,545,000 1,204,078 1,240,000 568,550 287,201 117,479 5,072,201 1,890,107
2033-2037 2,175,000 249,285 1,015,000 135,800 344,081 - 3,534,081 385,085
Unmatured = - z i 2 = - =
§19786000 §$11.667082 $12815000  $6748371  $2876008  $767136  $36477.008  §$19.202.589)

10. DEBT RETIREMENT

11.

Revenues of the debt service fund consists of the ad-valorem property taxes which are recognized as revenue when collected from
taxpayers and reported by the Municipal Revenue Collection Center of the Commonwealth of Puerto Rico to the Municipality (See Note
11).

These property taxes are accumulated by the Municipal Revenue Collection Center in costs of the general obligations bonds issued by
the Municipality (See Note 9). Payments are made to the Government Development Bank of the Commonwealth of Puerto Rico from
such accumulated funds by the Municipal Revenue Collection Center of Puerto Rico.

PROPERTY TAXES
The Municipality is authorized by Act No. 81 to impose and collect property taxes from any natural or legal person that, at January 1st of

each calendar year: (1) is engaged in trade or business and is the owner of personal or real property used in trade or business, or (2)
owns residential real property with a value in excess of $15,000 (at 1957 market price).
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11. PROPERTY TAXES - continuation

The MRCC is responsible for the assessment of all real and personal property located within the Municipality and for the levy,
administration and collection of the corresponding tax contribution.

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

The MRCC is responsible for the billing of real property taxes and collections of both, personal and real property taxes on behalf of all
the municipalities of Puerto Rico. Prior to the beginning of each fiscal year, the MRCC informs the Municipality of the estimated amount
of property taxes expected to be collected for the ensuing fiscal year. Throughout the year, the MRCC advances funds to the
Municipality based on the initial estimated collections. The MBCC is required by law to prepare a settlement statement on a fiscal year
basis, whereby a comparison is made between the amounts advanced to the Municipality and amounts actually collected from
taxpayers. This settiement has to be completed on a preliminary basis not later than three months after fiscal year-end, and a final
settlement made not later than six months after year-end. If the MRCC remits to the Municipality property taxes advances, which are
less than the tax actually collected, a receivable from the MRCC is recorded at June 30. However, if advances exceed the amount
actually collected, a borrowing from MRCC is recorded at June 30. The difference between the advances and the final settiement from
MRCC for the fiscal year 2012 resulted in a receivable of $30,776 for the Debt Service Fund. At the time of the preparation of the
financial statement, the difference between the advances and the final settlement to the General Fund is pending of final determination..

The tax rate for fiscal year 2012 is 10.43% for real property and 8.43% for personal property of which 1.03% of both are for the
redemption of public debt issued by the Commonwealth of Puerto Rico and 9.40% and 7.40%, respectively, belongs to the Municipality.
The Commonwealth of Puerto Rico also contributes an annual tax rate of 0.20% of the property tax collected. The remaining
percentage is distributed as follows: (a) 6.00% and 4.00%, respectively, represents the Municipality’s basic tax rate that is appropriated
for general purposes and therefore accounted for through the general fund. A portion of such amount is deposited in an equalization
fund together with a percentage of the net revenues of the Puerto Rico electronic lottery and a subsidy from the Commonwealth of
Puerto Rico. The remaining portion belonging to the Municipality of 3.20% represents the ad-valorem property taxes withheld by the
MRCC and restricted for debt service, which is accounted for through the debt service fund (See Note 12). The Municipality has
reached the maximum statutory tax rate limit for the basic tax while there is no limitation for the ad-valorem tax rate.

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

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

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

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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12, VOLUME OF BUSINESS TAXES

13.

14.

The volume of business taxes is levied each year based on the prior year's gross revenues for all commercial and industrial
organizations doing business in the Municipality and which are not totally or partially exempt from this tax under the Industrial Incentives
Acts of the Commonwealth of Puerto Rico. This is a self-assessed tax based on the business volume in gross sales as shown in the tax
return that is due five working days after April 15 of each year. Entities with sales volume of $3 million or more must include audited
financial statements together with the tax return. During the fiscal year ended June 30, 2012, the tax rates were as follows:

a. Financial institutions and savings and loan associations — 3%
b.  Other organizations - 1%

Taxes are payable in two equal semi-annual installments on July 1 and January 1 following the date of levy. If they are paid with
declaration, the taxpayer is granted a 5% of discount. Collections of taxes during current fiscal year, applicable to the next fiscal year,
are recorded as deferred revenues in the General Fund.

SALES AND USAGE TAXES

Municipality imposes a Sales and Usage Taxes of 1.5% (1.0% collected and belong to the Municipality and 0.5% collected by the
Puerto Rico Secretary of the Treasury) on the sales price of a taxable item or on the purchase price of all usage, storage or
consumption of a taxable item. All merchants required to collect the Sales and Usage Taxes, are required to file a monthly Sales and
Usage Tax Return Form, no later than the 10t of the following month from the month being reported. The Act also provides for
restrictions on the use of the resources (including the 0.5% collected by the Puerto Rico Secretary of Treasury) to be invested in solid
waste and recycling programs, capital improvements and health and public safety costs.

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

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

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

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

Sales tax receivable represents filed sales tax returns that were collected subsequent to June 30, 2012, but pertaining to the current
year period.

CONSTRUCTION EXCISE TAXES

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

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

A construction project, which doesn't qualify for any of the exceptions presented below, will pay a tax of 8% of the total cost amount of
the project. The exceptions for the 8% Construction Tax imposed by the Municipality are as follow:

a.  Any religious institution (legally registered as such) which operates as a not-for-profit entity, and is affiliated to the councils
and associations that group said institutions in Puerto Rico, will be exempted from payment of any construction tax.
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14. CONSTRUCTION EXCISE TAXES - continuation

15.

16.

b. When construction is for a residence, made of at least 50% concrete, and said residence is not part of a housing project,
urbanization, condominium, or any project of a similar nature (up to a total cost of $90,000); a 4% rate will be collected up to a
maximum total construction cost of $30,000 (of which the first $20,000 are exempted). In addition, if the total construction
cost is in excess of the $90,000, an 8% rate will be collected and the $20,000 exception will not apply.

c. For any construction not notified to the Municipality, and for which no construction tax has been paid, a 10% (annual) fine over
the amounts of tax not paid will be imposed.

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

INTERGOVERNMENTAL REVENUES

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

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

PENSION PLAN
Description of the Plan

Employees of the Municipality participate in the Employee’s Retirement System of the Government of Puerto Rico and its
Instrumentalities (ERS). The ERS is cost-sharing multiple-employer defined benefit pension plan sponsored by the Government under
the Act No. 447, approved on May 15, 1951, as amended. ERS covers all regular employees of the Government and its
instrumentalities and of certain municipalities and components units not covered by their own retirement systems.

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of Agencies and Public
Instrumentalities, Assistants to the Governor, the Comptroller of the Puerto Rico, Gubernatorial Board and Committee appointees and
Experimental Service Station employees. ERS provides retirement, death and disability benefits. Disability retirement benefits are
available to members for occupational and non-occupational disabilities. Retirement benefits depend upon age at retirement and
number of years of credited service. Benefits vest after ten years of plan participation.

Members who have attained at least 55 years of age and have completed at least 25 years of creditable service or members who have
attained at least 58 years of age and have completed at least 10 years of creditable service are entitled to an annual benefit, payable
monthly for life. The amount of the annuity shall be 1.5% of the average salary, as defined, multiplied by the number of years of
creditable service up to 20 years, plus 2% of the average salary, as defined, multiplied by the number of years of creditable service in
excess of 20 years. In no case will the annuity be less than $200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the Merit Annuity. Participants who have
not attained 55 years of age will receive up to a maximum of 65% of the average salary, as defined, or if they have attained 55 years of
age will receive up to a maximum of 75% of the average salary, as defined. Disability retirement benefits are available to members for
occupational disability up to a maximum benefit of 50% of the average salary, as defined. However, for non-occupational disability, a
member must have at least 10 years of creditable services.

The contribution requirements for both employees and employers are established by law and are not actuarially determined. Employees
are required to contribute 5.775% for the first $550 of monthly salary plus 8.275% for the excess of this amount, or on the alternative,
8.275% of their monthly gross salary. The Municipality is required by Act No. 447 to contribute 9.275% of its employees’ gross salaries.
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16. PENSION PLAN - continuation

Act No. 1 of 1990 made certain amendments applicable to new participants joining the ERS effective April 1, 1990. These changes
consist principally of the establishment of contributions at 8.275% of their monthly gross salary, an increase in the retirement age to 65,
a decrease in the annuity benefit to 1.5% of the average salary, as defined, for all years of creditable services, a decrease in the
maximum disability, and death benefits annuities from 50% to 40% of average salary, as defined, and the elimination of the Merit
Annuity for participants who have completed 30 years of creditable services.

Law Number 305 was enacted on September 24, 1999, amended the Act Number 447 for the purpose of establishing a new program
(System 2000). System 2000 became effective on January 1, 2000. Employees participating in the current system (ERS) as of
December 31, 1999, may elect either to stay in the defined-benefit plan or transfer to the new program. Persons joining the government
on or after January 1, 2000, will only be allowed to become members of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under this new plan there will be a pool of
pension assets, which will be invested by the System, together with those of the current defined-benefit plan. Benefits at retirement age
will not be guaranteed by the Government. The annuity will be based on a formula which assumes that each year the employees’
contribution (with a minimum of 8.275% up to a maximum of 10%) of their monthly salary, and will be invested in an account which will
either: (a) eam a fixed rate based on the two-year Constant Maturity Treasury Note or, (b) eam a rate equal to 75% of the retum of the
System’s investment portfolio (net of management fees), or (c) earn a combination of both alternatives. Participants receive periodic
account statements similar to those of defined contribution plans showing their accrued balances. Disability pensions are not being
granted under System 2000. The employers’ contributions (3.275% of the employees’ salary) will be used to fund the current plan.

It at time of retirement accumulated benefits amount to $10,000 or less may elect to receive a lump sum distribution up to the
accumulated benefits. Under the new program the retirement age is reduced from 65 to 60 for those employees who joined the current
plan on or after April 1, 1990.

Funding Policy

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

Contribution requirements are established by law and are as follows:

Municipality 9.275% of gross salary
Employees:
Hired on or before March 31, 1990 5.775% of gross salary up to $6,600
8.275% of gross salary over $6,600
Hired on or after April 1, 1990 8.275% of gross salary
Annual Contribution

The Municipality’s contributions during those years are recognized as total pension expenditures/expenses in the category of
administration as follow:

These amounts represented the 100% of the required contribution for the FISCAL YEAR LAW NO. 447 SYSTEM 2000

corresponding year. Additionally, changes made in the types and amounts of
benefits offered by special laws and costs of living adjustments, led to a one- a2 $ 56876 § 238410

time recommended contribution to fund the retroactive adjustment related to 20m 185,126 278,995
the changes. 2010 74,822 259,424

The Employee’s Retirement System of the Government of Puerto Rico provides additional information of the ERS and System 2000.
They issue a publicly available financial report that includes financial statements and required supplementary information for ERS, as a
component unit of the Government. That report may be obtained by writing to the Administration at PO Box 42003, Minillas Station, San
Juan, PR 00940-2003.
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17. CONTINGENCIES
A. Claims and Judgments

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

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

B. Federal Grants

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

18. COMMITMENTS
A. Operating Leases
The Municipality leases equipment under various operating lease agreements, which generally have terms of one year or less and
are automatically renewed for the same term. Rental expenditures/expenses recorded in the general fund for the year ended June
30, 2012, amounted to approximately $200,000. Management believes that the summary of the future minimum rental

commitments under noncancelable equipment lease with terms exceeding one year is not material to the basic financial
statements taken as a whole.

B. Construction and Improvement Commitments

The Municipality had encumbrances at June 30, 2012 for the construction, improvements, or renovation of several municipal
facilities in the following funds:

Encumbered For Amount Reported within Fund Balance Classification

Muliuses ColissumFund  Construcion of Muliuses Coliseum 1,094,150  Restricted to Improvement and Construction of Faciliies

Non Major Funds Purchase of Trucks 642,649 Resticted to Improvement of Streets and Sidewalks
Constructon of Library 77,730  Restricted to Improvement and Construction of Facilifies
Constructon of Faciliies 273,895 Resfricted to Improvementand Construction of Faciliies

C. Other Commitments

At June 30, 2012, the general fund had a deficit of $2,865,029 which will be covered with future budgetary appropriations of the
general fund. Also, the other governmental fund had a deficit of $2,170,466. The deficits result from the accrual of expenditures
without accruing intergovernmental revenues for reimbursement of expenditures. As required by current standards, the Municipality
recorded intergovernmental revenues for reimbursement-based (expenditure-driven) grants on GFFS when all applicable eligibility
requirements have been met and the resources are available. Any amount not covered by the corresponding award will be covered
with future budgetary appropriations of the general fund, if necessary.
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19. SUBSEQUENT EVENT

Management has evaluated subsequent events through March 21, 2013, which is the date the financial statements were available to
be issued and determined that no material subsequent events require an estimate to be recorded or disclosed as of June 30, 2012.

END OF NOTES
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SAN LORENZO, PUERTO RICO

REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Actual Amounts

Budget Amounts (Budgetary Basis) Variance with
Original Final (See Notes 1 and 2) Final Budget
BUDGETARY FUND BALANCE (DEFICIT),
AS RESTATED, JULY 1, 2011 $ (3,551,342) $ (3.551.342) $ (3.551,342) $ -
Resources (Inflows):
Property Taxes 3,275,212 3,275,212 3,275,212 -
Volume of Business Taxes 3,250,000 3,250,000 2,628,853 (621,147
Sales and Usage Taxes 1,104,000 1,104,000 1,255,857 151,857
Intergovernmental Revenues 6,272,116 6,579,532 6,207,858 (371,674)
Construction Excise Taxes 1,282,588 1,282,588 767,228 (515,360)
Rent 30,600 30,600 24,178 (6,422)
Miscellaneous 145,200 185,200 657.281 472,081
Total Resources (Inflows) _ 15,359,716 15,707,132 14,816,467 __(890.665)
Amounts Available for Appropriation 11.808.374 12,155,790 11,265,125 (890.665)
Charges to Appropriations (Outflows):
Mayor and Municipal Legislature 1,988,852 2,317,947 2,073,769 244178
General Government 6,679,790 6,302,618 8,792,410 (2,489,792)
Public Safety 1,034,437 874,862 829,042 45,820
Public Works 1,343,840 1,964,216 1,952,242 11,974
Culture and Recreation 1,017,844 973,911 987,721 (13,810)
Health and Sanitation 662,277 654,277 624,038 30,239
Human Services and Welfare 201,564 258,572 255,222 3,350
Solid Wasted Disposal 1,998,000 1,998,000 1,998,960 (960)
Urban Development - - 133,965 (133,965)
Capital Outlays 84,000 115,556 196,744 (81,188)
Transfer to Other Funds 349,112 247173 247173 -
Total Charges to Appropriations 15,359,716 15,707,132 18,091,286 (2.384.154)
BUDGETARY FUND BALANCE (DEFICIT), $ (3,551,342) $ (3,551,342) §(6,826,161) $ (3,274,819)

JUNE 30, 2012

See accompanying Notes to Required Supplementary Information

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 - TEL.(787) 856-6220 -
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO, PUERTO RICO

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

1. Budgetary Reporting

The Budgetary Comparison Schedule - General Fund is presented as Required Supplementary Information in accordance with GASB
Accounting Standards Codification Section 1700, The Budget and Budgetary Accounting. Formal and legal budgetary control is based upon
major classes of expenditures known as functions. The Municipality's expenditures in Public Safety, Public Works, and Human Services and
Welfare functions exceed the budgetary amount by $6,525, $176,439 and $17,625, respectively, due to far greater than expected increased
expenditures for materials, repair and maintenance of facilities and citizen support.

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

General Fund

Sources/Inflows of Resources:
Actual Amounts (Budgetary Basis) "Available for Appropriation® from the Budgetary $ 11,265,125
Comparison Schedule (See Page 51)
Difference — Budget to GAAP:

GASB 54 Reclassification of Revenue 52,096
The Fund Balance at the Beginning of Year is a budgetary resource but is not a
Current-Year Revenue for financial reporting purposes 3,551,342
Total Revenues as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 18) § 14,868,563
Uses/Outflows of Resources:
Actual Amounts (Budgetary Basis) 'Total Charges to Appropriation® from the Budgetary
Comparison Schedule (See Page 51) $ 18,091,286
Difference — Budget to GAAP:
Non budgetary expenditures (expenditures reclassification GASB 54) 120
Encumbrances for supplies and equipment ordered but not received are reported in the (736,107)

year the order is placed for budgetary reporting purposes
Payments of encumbrances of prior year that are expenditures for financial reporting

purposes but are not outflows for budgetary purposes 242,165
Transfers to other funds are outflows of budgetary resources but are not expenditures for
financial reporting purposes (247.173)

Total Expenditures as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 18) $§ 17,350.291

END OF THIS SECTION
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MUNICIPALITY OF SAN LORENZO, PUERTO RICO

SINGLE AUDIT SECTION

YEAR ENDED JUNE 30, 2012
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SAN LORENZO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2012

FEDERAL GRANTOR/ PASS THROUGH
GRANTOR/ PROGRAM OR CLUSTER TITLE

U.S. Department of Agriculture:
Pass-Through State — Administration of Families and Children
Child and Adult Care FoOd Program...........ceersmiesiisnnas

U.S. Department of Housing and Urban Development Direct Programs:

Direct programs:

Section 8 Housing Choice Voucher...

Section 108 Loan Guarantees... i
Subtotal Department of Housmg and Urban Development
Direct Programs....

Pass-Through State irom (}ﬁ:ce of the Commlssmner

of Municipal Affairs:

Homeless Prevention and Rapid Rehousing Program.....

Community Development Block Grant/States Program {SBGP}

And Non Entitiements Grants in Hawaii (Stated Administered
Small Cities Program)

Subtotal Department of Housing and Urban Development
Pass-Through Programs ..........c.cermeresmeressseesssesssissssisiinnss

U. S. Department of Transportation:
Federal Transit- Capital Investment Grants (Cluster)...............
Federal Transit — Formula Grants {Urbanized Area
Grant Program) (Cluster) ... 5
Subtotal Federal Tran5|t Grant {CIuster}

U. S. Department of Health and Human Services:
Pass-Through Administration for the Childhood Care
And Integral Development:
Child Care and Development Block Grant.........ceevvvnnencnnnns

U. S. Department of Energy:
Installation of a Photovoltaic System on the
CRY HallBUBAING. ..o ciitiionssmnsissmismssssiit s stig i

U.S. Department of Justice
Recovery Act-Edward Byrne Memorial Justice Assistance Grant
(JAG) Program/ Grants to States and territories ... vo.

U. S. Department of Homeland Security:
Pass-Through Governor Office:
Public Assistance Grants.... .
Pass-Through Office of the Homeland Se(:unty Aﬁaws
Homeland Security Grant Program....

TOTAL EXPENDITURES OF FEDERAL AWARDS........ccoo00ns

FEDERAL PASS-THROUGH
CFDA ENTITY IDENTIFYING FEDERAL
NUMBER NUMBER EXPENDITURES
10.558 CCC-193 $ 43,128
14.871 RQ037 685,119
14.248 5,000
690,119
14.257 2010-000218 372,622
14.228 2012-004720 1.116.766
1,489,388
20.500 N/AV 411,586
20.507 N/AV 325,678
737.264
93.575 2012-000083 358.051
81.128 N/AV 21,270
16.803 2009-54-ROSAL-01 200,000
97.036 FEMA-4004, FEMA 4017 1,012,541
97.067 2009-SS-T9-0091 54.296
1.066.837
§4,606,057

See accompanying Notes to Schedule of Expenditures of Federal Awards.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants

PO BOX 3043 YAUCO PR 00698-3043

- TEL. (787) 856-6220 -

FAX: (787) 856-6233

53



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2012

1. BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards (the Schedule) includes the federal grant activities of the
Municipality of San Lorenzo, Puerto Rico (Municipality). The information in this Schedule is presented in accordance with
the requirements of Office of Management and Budget (OMB) Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations. Because the Schedule presents only a selected portion of the operations of Municipality, it is not
intended to and does not present the financial position, or change in net assets of the Municipality.

Therefore, some amounts presented in this Schedule may differ from amounts presented in, or used in the preparation of, the
basic financial statements. The Municipality reporting entity is defined in Note (1) (A) to the basic financial statements. All
federal financial awards received directly from federal agency as well as federal financial awards passed-through other
government agencies are included on the Schedule.
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Expenditures reported on the Schedule are reported on the modified accrual basis of accounting. Such expenditures
are recognized following the cost principles contained in OMB Circular A-87, Cost Principles for State and Local

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

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

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

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

4. RELATIONSHIP TO FEDERAL FINANCIAL REPORTS

Expenditures of federal awards are reported in the Municipality’s Statement of Revenues, Expenditures and Changes in
Fund Balances- Governmental Fund as follows: SBGP — $1,116,766 and Other Governmental Funds — $3,489,291.

END OF NOTES
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS

Honorable Mayor and Members of the
Municipal Assembly
Municipality of San Lorenzo, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Municipality of San Lorenzo, Puerto Rico, as of and for the year ended June 30,
2012, which collectively comprise the Municipality of San Lorenzo, Puerto Rico’s basic financial statements and have
issued our report thereon dated March 21, 2013. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Municipality of San Lorenzo, Puerto Rico’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Municipality of San
Lorenzo, Puerto Rico's inteal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Municipality of San Lorenzo, Puerto Rico’s intemal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over financial reporting
that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above. However, we
identified certain deficiencies in internal control over financial reporting, described in the accompanying schedule of
findings and questioned costs as item 2012-I1-1 that we consider to be a significant deficiency in internal control over
financial reporting. A significant deficiency is a deficiency, or a combination of deficiencies, in intemal control that is
less severe than a material weakness, yet important enough to merit attention by those charged with governance.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of San Lorenzo, Puerto Rico’s financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with those provisions
was not an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed certain instances of noncompliance or other matters that are required to be reported under Governmental
Auditing Standards and which are described in the accompanying schedule of findings and questioned costs as items
2012-11-1 through 2012-1I-7.

The Municipality of San Lorenzo, Puerto Rico’s response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. We did not audit the Municipality of San Lorenzo, Puerto
Rico’s response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, Municipal Assembly, and federal awarding

agencies and pass-through entities and is not intended to be and should not be used by anyone other than these
specified parties.

—

"ROMAN TORO & CO., CPA, C.S.P.
LICENSE #35 - IN FORCE

Yauco, Puerto Rico
March 21, 2013

Stamp # E46243 was affixed to
the original of this report
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Honorable Mayor and Members of the
Municipal Assembly
Municipality of San Lorenzo, Puerto Rico

Compliance

We have audited the compliance of Municipality of San Lorenzo, Puerto Rico with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that could have a direct and material effect to each of its major federal programs for the year ended June
30, 2012. Municipality of San Lorenzo, Puerto Rico's major federal programs are identified in the summary of
auditor’s results section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts, and grants applicable to each of its major federal programs is the
responsibility of Municipality of San Lorenzo, Puerto Rico’s management. Our responsibility is to express an opinion
on Municipality of San Lorenzo, Puerto Rico’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133 Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above
that could have a direct and material effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about Municipality of San Lorenzo, Puerto Rico’s compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination of Municipality of San
Lorenzo, Puerto Rico’s compliance with those requirements.

As described in items 2012-1lI-1 and 2012-11l-4 in the accompanying schedule of findings and questioned costs, the
Municipality of San Lorenzo, Puerto Rico did not comply with requirements regarding Activities Allowed and Unallowed
(A) as well as Allowable Costs/Cost Principles (B) that are applicable to its Community Development Block Grants-
Section 108 Loan Guarantees (CFDA 14.248) and its Homeless Prevention and Rapid Rehousing Program (CFDA
14.257), respectively. Compliance with such requirements is necessary, in our opinion, for the Municipality of San
Lorenzo, Puerto Rico to comply with the requirements applicable to those programs.

In our opinion, except for the noncompliance described in the preceding paragraphs, Municipality of San Lorenzo,
Puerto Rico complied, in all material respects, with the compliance requirements referred to above that could have a
direct and material effect on each of its major federal programs for the year ended June 30, 2012. The results of our
auditing procedures disclosed instances of noncompliance with those requirements, which are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of findings
and questioned costs as items 2012-111-2, 2012-111-3, 2012-11l-5, 2012-111-6, 2012-1lI-7.
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Internal Control Over Compliance

Management of Municipality of San Lorenzo, Puerto Rico is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered Municipality of San Lorenzo, Puerto Rico’s
internal control over compliance with the requirements that could have a direct and material effect on a major federal
program to determine the auditing procedures for the purpose of expressing our opinion on compliance and to test
and report on interal control over compliance in accordance with OMB Circular A-133, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of Municipality of San Lorenzo, Puerto Rico’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in intemal control over compliance that might be
significant deficiencies or material weaknesses and therefore, there can be no assurance that all deficiencies,
significant deficiencies, or material weaknesses have been identified. However, as discussed below, we identified
certain deficiencies in internal control over compliance that we consider to be material weaknesses and other
deficiencies that we consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance
does not allow management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct, noncompliance with a type of compliance requirement of a federal program on a timely basis. A
material weakness in intemal control over compliance is a deficiency, or combination of deficiencies, in internal
control over compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on a timely basis. We
consider the deficiencies in internal control over compliance described in the accompanying schedule of findings and
questioned costs as items 2012-11l-1, 2012-111-2, and 2012-11I-4 to be material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internal
control over compliance with a type of compliance requirement of a federal program that is less severe than a
material weakness in intemal control over compliance, yet important enough to merit attention by those charged with
governance. We consider the deficiencies in internal control over compliance described in the accompanying
schedule of findings and questioned costs as 2012-lI-3, 2012-11l-5, 2012-1ll-6 and 2012-lll-7 to be significant
deficiencies.

The Municipality of San Lorenzo, Puerto Rico's response to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit the Municipality of San Lorenzo, Puerto
Rico’s response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, Mayor, others within the entity, Municipal
Assembly, and federal awarding agencies and pass-through entities and is not intended to be and should not be
used by anyone other than these specified parties.

u‘“—.ﬁ-‘_: /m'[(a-

OMAN TORO & CO., CPA, C.S.P.
LICENSE #35 - IN FORCE
Yauco, Puerto Rico
March 21, 2013

Stamp # E46244 was affixed to
the original of this report
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

SECTION I - SUMMARY OF AUDITORS' RESULTS

Financial Statements

Type of auditor’s report issued: Unqualified Opinion [ ] Qualified Opinion
[ Adverse Opinion || Disclaimer Opinion

Internal control over financial reporting:

e Significant deficiency identified? Yes D None reported
o Material weakness (es) identified? [ ] Yes No
Noncompliance material to financial statements noted? [l Yes No

Federal Awards

Internal control over major programs:

o Significant deficiency identified? Yes |:| None reported

e  Material weakness (es) identified? Yes D No

Type of auditor's report issued on compliance for

Major Programs: [ ] Unqualified Opinion Qualified Opinion
[ ] Adverse Opinion [ ] Disclaimer Opinion

Any audit finding disclosed that are required to be reported
in accordance with Section 510(a) of Circular A-1337? Yes [ ] No

|dentification of Major Programs:

CFDA Number Name of Federal Program or Cluster
14.228 Community Development Block Grant/States Program
14,248 Community Development Block Grant - Section 108 Loan Guarantee
14.257 Homeless Prevention and Rapid Rehousing Program
14.871 Section 8 Housing Choice Vouchers
16.803 Edward Byrne Memorial Justice Assistance Grant
20.500; 20.507 Federal Transit Cluster (ARRA)
93.575; 93.713 Child Care and Development Block Grant (ARRA) (Cluster)
Dollar threshold used to distinguish between
Type A and Type B Programs: $300,000
Auditee qualified as low-risk auditee? [ ] Yes [x] No
END OF SECTION
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Il - FINANCIAL STATEMENTS FINDINGS

2012-11-1

Type of finding: Financial statement.

Situation: Significant deficiency, compliance over local regulations.
Compliance Requirements: Not applicable.

Prior-Year(s) Audit Finding(s): 2007-2, 2008-4, 2009-II-4, 2010-1I-1; 2011-1I-1
Questioned Costs: Not applicable.

Condition:
The Municipality issued checks without the required authorization and signature from the Pre-Intervention personnel.

Context:

During our tests of disbursements, we found twenty-nine (29) checks for a total of $1,514,408 to contractors where the
voucher authorizing the expenditure was not signed and approved by the Municipality's pre-intervention personnel, as
required by local regulations. The pre-intervention function reviews disbursements to detect noncompliance with state, local,
and federal laws and regulations, as well as accounting and documentation issues before the disbursement is made, in order
to prevent noncompliance, errors, and fraud. 13 (or 71%) of the disbursed checks mentioned above were for one contractor.

Criteria:

Section 8 of Chapter IV of the Municipal Administration Manual as issued by the Puerto Rico Office of the Commissioner for
Municipal Affairs (OCAM) states that the Finance Director must not disburse municipal funds which have not been reviewed
and approved as correct by a pre-intervention employee or supervisor.

Cause:

This situation occurred because the pre-intervention employee had several objections toward each contractor's compliance
with certain contract clauses and local regulations, including, but not limited to, the provision of photographs of the work
performed, the payment of local construction excise taxes, and certifications of local government agencies. The Finance
Department claims that these situations are not sufficient to withhold payment and, therefore, disbursed the funds.

Effect:
The Municipality performed a disbursement of funds without the proper authorization from the required personnel, thereby
infracting on the norms and procedures established by local laws and regulations.

Auditor’s recommendation:

The Municipality must not disburse any funds, whether federal or local, without the required authorizations and signatures.
Even during the course of obtaining an oral authorization, the disbursement is not complete and approved unless all
signatures are obtained, and all applicable laws and regulations are met.

Views of responsible officials and corrective actions:
The Finance Director will take the necessary actions to assure that the Municipality does not disburse any funds without the
required documentation, authorizations and signatures.

Audit finding status:
Unresolved.
END OF SECTION
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION lil - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

2012-11l-1

Type of finding: Federal Award.

Situation: Material weakness in internal controls; compliance with loan agreements.

Federal Program: Community Development Block Grants-Section 108 Loan Guarantees (CFDA 14.248)
Compliance Requirements: Activities Allowed and Unallowed (A); Allowable Costs/Cost Principles (B)
Prior-Year(s) Audit Finding(s): None.

Questioned Costs: $1,636,790 at June 30, 2012, $2,167,288 as of our audit date.

Condition:
The Municipality used cash resources from its Section 108 Loan Guarantee program fund for its own general operations, in
violation of the program’s loan agreement and applicable federal regulations.

Context:

The Municipality has used cash resources from the Section 108 Loan Guarantee fund account as temporary loan transfers
to its General Fund to cover cash deficiencies in its general operations, in violation of the loan agreement and program
regulations, with an outstanding amount totaling $1,636,790 at June 30, 2012. Between July and September 2012, the
Municipality transferred and additional $530,498 for similar uses. As of our audit date, the amounts have not been returned
to the Section 108 Loan Guarantee account.

The Municipality’s Section 8 Loan Guarantee funds were obtained by a contract for Loan Guarantee Assistance under
Section 108 of the Housing and Community Development Act of 1974 (42 USC §5308), in order to develop a Municipal
Activity Center Project aimed to foster economic development of a low-income area in the Municipality. So far, the loan
guarantee funds have been used for the acquisition of land, demolition of old structures, and design and preparation for the
development of the planned activity. As of our audit date, no other development has been performed for the planned activity.
After December 31, 2008, the Municipality has used the resources in its Guaranteed Loan Funds Account for its Loan
Repayment Account in accordance with paragraph 1(a) of the loan agreement to meet the required obligations of the loan.

Criteria:

The Municipality’s Section 8 Loan Guarantee funds were obtained by a contract for Loan Guarantee Assistance under
Section 108 of the Housing and Community Development Act of 1974 (42 USC §5308), signed by the Municipality and the
Puerto Rico state cognizant agency (Office of the Commissioner for Municipal Affairs) on August 29, 2006, and signed by
the US Department of Housing and Urban Development on September 13, 2006 (the “loan agreement’). In Paragraph 1(a)
of such agreement, the withdrawal of the loan guarantee funds is restricted for the use of Section 108 activities approved by
HUD and economic development activities pursuant to 24 CFR 570.703 and 570.203, which include the construction of a
Municipal Activity Center Project (paragraph 15(b) of the loan agreement).

Cause:
The Municipality’s cash and liquidity position has deteriorated significantly, reducing the resources available for certain of its
operations and funds. Its Finance Department; therefore, decided to use the resources from the Section 108 Loan
Guarantee funds to cover the cash needs of its operations, and controls were not imposed to deter or prevent such transfer
of funds.

Effect:
The Municipality’s Section 108 Loan Guarantee Fund was deprived of the necessary resources needed to complete the
activities it was awarded for.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (continued)

2012-ll-1, continued

Auditor’s recommendation:

The Municipality must reimburse all resources obtained from such funds to the Section 108 Loan Guarantee account
immediately, or establish a Section 108 repayment fund account to provide compensation to the US Department of Housing
and Urban Development for noncompliance with the loan agreement.

The Municipality must also prepare and submit the required financial reports of the Section 108 Loan Guarantee funds to the
state cognizant agency for their review. The Municipality should revise its controls to assure that General Fund's operations
do not infringe on the resources and appropriations of other funds whose use are restricted, and forbid the discretionary use
of restricted fund accounts.

Views of responsible officials and corrective actions:
Management is aware that they used those funds, and are making the necessary arrangements to replace them by April 15,
2013. Management also wishes to enter into an agreement with the grantor agency over the ultimate use of those funds.

Audit finding status:
Unresolved.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

2012-11I-2

Type of finding: Federal Award.

Situation: Material weakness in internal controls; compliance with program regulations.

Federal Program: Section 8 Rental Housing Choice Voucher (CFDA 14.871)

Compliance Requirements: Activities Allowed and Unallowed (A); Allowable Costs/Cost Principles (B)
Prior-Year(s) Audit Finding(s): None.

Questioned Costs: None.

Condition:
The Municipality used cash resources from its Section 8 Housing Choice Voucher program (Section 8 Program) for its own
general operations, instead of crediting such resources owed by the program to the Municipality.

Context:

The Section 8 program’s cash and investments are deposited in three separate accounts in federally-insured financial
institutions. One of those bank accounts is a pool of various restricted funds, which included $58,921 in cash resources from
the Section 8 program’s Administrative and HAP reserves. During the year, the total cash funds of the account have at times
decreased below the amount indicated as the Section 8 reserves, including a consistently prolonged period from November
2011 through May 2012. In June 30, 2012, the account had sufficient resources to cover such reserves. However, the
Section 8 program has an outstanding liability to the Municipality’s General Fund, for Section 8 program’s expenditures paid
with the Municipality's local funds, which totaled $136,755 as of June 30, 2012, exceeding the respective reserves
mentioned in the preceding paragraph. However, as of June 30, 2012 and as of our audit date, the Municipality has not yet
credited the amounts owed to those reserve funds.

Criteria:
24 CFR § 982.156 states that the Municipality “may only withdraw deposited program receipts for use in connection with the
program in accordance with HUD requirements.”

Cause:

The Municipality’ cash and liquidity position has deteriorated significantly, reducing the resources available for certain of its
operations and funds. The account used by the Municipality where those funds are deposited also includes other funds,
including other state and local grants. Instead of crediting the resources used against amounts owed by the Program, the
Municipality uses the funds of the account on a need basis for the operations of the grants and contributions deposited there.

Effect:
The Section 8 program was temporarily deprived of cash resources needed to complete the activities it was awarded for.

Auditor’s recommendation:

The Municipality should immediately transfer the funds to one of the two Section 8 Housing Choice Voucher separate
accounts. The Municipality should also revise its controls to assure that its operations do not infringe on the resources and
appropriations of other funds whose use are restricted, and forbid the discretionary use of restricted fund accounts reserves.

Views of responsible officials and corrective actions:

The Municipality will make the corresponding revision to replenish and transfer these funds to a separate account, created
exclusively for the program. This will allow us to bring a proper accounting of these funds and in turn avoid the use of them
because they will not be together with other funds.

Audit finding status:
Unresolved.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
2012-111-3

Type of finding: Federal Award.

Situation: Significant deficiency in internal controls; compliance with loan agreements.
Federal Program: Section 8 Rental Housing Choice Voucher (CFDA 14.871)
Compliance Requirements: Special Tests and Provisions (N)

Prior-Year(s) Audit Finding(s): None.

Questioned Costs: None.

Condition:
The Municipality's Section 8 Housing Choice Voucher program’'s (Section 8 Program)’s Administrative Reserve account
finished the fiscal year ended June 30, 2012 with a negative reserve balance totaling -$15,795.

Context:

The Municipality’s Section 8 Program has cash reserves for HAP and Administrative purposes; however, many transactions
are paid by the Municipality’s General Fund, creating an outstanding debt balance between the two funds until the costs are
reimbursed by the Section 8 Program. These have accumulated over various years without full reimbursement of costs, and
at June 30, 2012 exceeded the program’s Administrative assets by $15,795. The Program still maintains positive
Administrative cash reserves totaling $117,935 as of June 30, 2012.

Criteria:
24 CFR § 982.155 states that the Municipality “must maintain an administrative fee reserve for the program.”

Cause:
The Municipality’ Section 8 program did not adequately project excess expenditures over revenues, until it had excess
expenditures accumulated waiting to be liquidated.

Effect:
The Section 8 program’s administrative reserves were depleted at year end; however, the program maintains cash reserves
offset by liabilities owed to the Municipality.

Auditor’s recommendation:

The Municipality should review the ongoing costs incurred by the Section 8 program’s administration in order to reduce such
levels to match the revenue received from HUD. For the current outstanding balance, the Municipality should consider
reviewing the interfund debt outstanding by the Program, and cover the deficiency with its local funds. The Municipality
should not liquidate the entire amount owed to the General Fund until the Program’s Administrative reserves are returned to
a reasonable level for its operations.

Views of responsible officials and corrective actions:

The Municipality will make the corresponding revisions to prevent the expenditures exceed the revenues of the Section 8
Program. In tun, we have begun to review the debt between funds to clear it. The deficiencies found shall be covered with
municipal funds.

Audit finding status:
Unresolved.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION lil - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

2012-111-4

Type of finding: Federal Award.

Situation: Material weakness in internal controls; compliance with grant agreement.

Federal Program: Homeless Prevention and Rapid Rehousing Program (CFDA 14.257)

Compliance Requirements: Activities Allowed and Unallowed (A); Allowable Costs/Cost Principles (B)
Prior-Year(s) Audit Finding(s): None.

Questioned Costs: $173,787

Condition:
The Municipality could not provide us with a written authorization from the pass-through entity for the request, receipt, and
use of $173,787 in Homeless Prevention and Rapid Rehousing Program (HPRP) funds to cover administrative costs.

Context:

On May 20, 2012, the Municipality requested $187,787 in the remaining program funds of the HPRP program’s assignment
to the pass-through entity, the Puerto Rico Department of the Family (PRDF). The invoice contained the assigned budget of
the HPRP program and the amounts requested to each assigned budget line item, requesting $1,730 for Administrative
costs, $124,620 Homelessness Prevention activities, and $61,437 for Rapid Re-Housing activities. The pass-through agency
approved and reimbursed a total of $173,787 to the Municipality on June 27, 2012 for such request.

However, the documentation that the Municipality maintains to document the reimbursement requests consists of
administrative costs of various programs and departments within the Municipality which, according to management, assisted
in the administration and services of the program. This included, in part, $74,733 for the Section 8 Program administration
department and $13,616 for the SBGP administration department for the purposes of payroll, materials, and rent of offices
and equipment. The Municipality informed us that such reimbursement was approved by the agency; however, it failed to
provide evidence that the pass-through agency approved use of the requested funds.

Criteria:

The assigned budget of the Municipality's HPRP program by the pass-through entity is included in the 6t clause of the grant
contract of the funds, #2010-000218 , dated November 30, 2009, and signed by the Municipality and the PRDF, as
amended, which assigned a total of $2,500 for administrative costs, $427,641 for Homelessness Prevention activities, and
$108,250 for Rapid Re-Housing activities.

Cause:
The Municipality used funds from its HPRP program to cover administrative costs in various departments, and could not
provide evidence that such reimbursement complied with the grant’s budgeted activities and program objectives.

Effect:
The Municipality received funds for activities that were not included in its grant contract and are not clear in the compliance
of the program’s objectives.

Auditor’s recommendation:

The Municipality should review the costs incurred by HPRP program and its supporting documentation relating to the final
reimbursement request submitted. If written approval from the pass-through agency for such reimbursement use is not found
in the documentation, then the Municipality should immediately alert the pass-through agency about the situation, and if no
approval is ultimately obtained, reimburse the pass-through agency with the funds received as part of the request.
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MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

2012-11l-4, continued

Views of responsible officials and corrective actions:
Although verbal instructions were received from agency staff that gave us those funds and how to use them, we will arrange
to clarify this issue and reach an agreement with the agency.

Audit finding status:
Unresolved.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)
2012-l1I-5

Type of finding: Federal Award Finding.

Situation: Significant deficiency, compliance with local regulations

Federal Program: Community Development Block Grant/States Program (SBGP) (14.228).
Compliance Requirements: Local regulations.

Prior-Year(s) Audit Finding(s): 2007-2, 2008-4, 2009-1I-4, 2010-1I-1; 2011-lI-1

Questioned Costs: None.

Condition and Context:

Finding 2012-1I-1 on page 60 is also considered a federal award finding to be reported under OMB Circular A-133.
During our procedures over expenditures and disbursements, we found that the Municipality disbursed 29 checks for a
total of $1,514,408 to contractors when the disbursement voucher authorizing the expenditure was not signed nor
approved by the Municipality's pre-intervention personnel, as required by local regulations. Of these 29 checks, 9
checks totaling $659,019 were for SBGP activities.

For more information, see Finding 2012-1-1.
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MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)
2012-l1I-6

Type of finding: Federal Award Finding.

Situation: Significant deficiency, compliance with local regulations

Federal Program: Federal Transit Cluster (ARRA) (CFDA 20.500; 20.507)
Compliance Requirements: Procurement (1); Compliance with local regulations
Prior-Year(s) Audit Finding(s): 2007-2, 2008-4, 2009-II-4, 2010-II-1, 2011-II-1
Questioned Costs: None.

Condition:
The Municipality disbursed funds from the Federal Transit Cluster programs without proper documentation of procurement
procedures and without the required review and authorization of its pre-intervention personnel.

Context:

Finding 2012-11-1 on page 60 is also considered a federal award finding to be reported under OMB Circular A-133.
During our procedures over expenditures and disbursements, we found that the Municipality disbursed 29 checks for a
total of $1,514,408 to contractors when the disbursement voucher authorizing the expenditure was not signed nor
approved by the Municipality’s pre-intervention personnel, as required by local regulations. Of these 24 checks, 2
checks totaling $101,780 were for Federal Transit Cluster activities. For more information, see Finding 2012-1I-1.

One of these checks, check # 5938 totaling $65,600 and used for the purchase of 2 public transport vans, did not
include within its supporting documentation evidence of procurement procedures, specifically the process of obtaining
competing price quotes from potential vendors and contractors.

Criteria:

Federal Transit Administration Circular Letter 4220.1E states that grantees must perform all procurement transactions in a
manner providing full and open competition, and prepare a cost or price analysis in connection with every procurement
action, including contract modifications, involving FTA funds. For small purchase procedures that cost more than $2,500 but
do not cost more than the simplified acquisition threshold fixed at 41 U.S.C. § 403(11) (currently set at $100,000), price or
rate quotations shall be obtained from an adequate number of qualified sources.

Section 8 of Chapter IV of the Municipal Administration Manual as issued by the Puerto Rico Office of the Commissioner for
Municipal Affairs (OCAM) states that the Finance Director must not disburse municipal funds which have not been reviewed
and approved as correct by a pre-intervention employee or supervisor.

Cause:

This situation occurred because the Municipality did not solicit pricing from more than one vendor. The pre-intervention
employee had objections toward each contractor’s compliance with contract clauses and regulations, including the missing
price quotes documenting procurement. The Finance Department claims that these situations are not sufficient to withhold

payment and, therefore, disbursed the funds.

Effect:
The Municipality performed a disbursement of funds without documenting first the procurement process of the federal
expenditure, and did not contain the proper authorization from the required personnel.
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SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)

2012-11I-6, continued

Auditor’s recommendation:

The Municipality must not disburse any funds, whether federal or local, without first documenting the procurement process of
the expenditure when it exceeds the federal or local small purchase threshold, whichever is lower. It must also not disburse
funds without the required authorizations and signatures. Even during the course of obtaining an oral authorization, the
disbursement is not complete and approved unless all signatures are obtained, and all applicable regulations are met.

Controls should be revised to deter such disbursements from ocurring in the future. Additionally, the Municipality should
obtain proper documentation justifying its procurement actions of the expenditures mentioned above, and for all future
federal expenditures it incurs.

Views of responsible officials and corrective actions:
The Finance Director will take the necessary actions to assure that the Municipality does not disburse any funds without the
required documentation, authorizations and signatures.

Audit finding status:
Unresolved.
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SECTION Iil - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)
2012-11-7

Type of finding: Federal Award Finding.

Situation: Significant deficiency, compliance with local regulations

Federal Program: Disaster Grants — Public Assistance (97.036).

Compliance Requirements: Local regulations.

Prior-Year(s) Audit Finding(s): 2007-2, 2008-4, 2009-11-4, 2010-1I-1, 2011-lI-1
Questioned Costs: None.

Condition:
The Municipality disbursed funds from the Disaster Grants — Public Assistance programs without proper documentation
of procurement procedures and without the required review and authorization of its pre-intervention personnel.

Context:

Finding 2012-1I-1 on page 60 is also considered a federal award finding to be reported under OMB Circular A-133.
During our procedures over expenditures and disbursements, we found that the Municipality disbursed 29 checks for a
total of $1,514,408 to contractors when the disbursement voucher authorizing the expenditure was not signed nor
approved by the Municipality’s pre-intervention personnel, as required by local regulations. Of these 24 checks, 9
checks totaling $168,556 were for Disaster Grants activities. For more information, see Finding 2012-11-1.

One of these checks, check #3 totaling $27,941 and used for the construction of a retention wall in a rural state road,
did not include within its supporting documentation evidence of procurement procedures.

Criteria:

44 CFR §13.36 states that grantees and sub-grantees will maintain records sufficient to detail the significant history of a
procurement. These records will include, but are not necessarily limited to the following: rationale for the method of
procurement, selection of contract type, contractor selection or rejection, and the basis for the contract price.

Section 8 of Chapter IV of the Municipal Administration Manual as issued by the Puerto Rico Office of the Commissioner for
Municipal Affairs (OCAM) states that the Finance Director must not disburse municipal funds which have not been reviewed
and approved as correct by a pre-intervention employee or supervisor.

Cause:

This situation occurred because the Municipality did not solicit pricing from more than one contractor. The pre-intervention
employee had objections toward each contractors compliance with contract clauses and regulations, including the
documentation of procurement. The Finance Department claims that these situations are not sufficient to withhold payment
and, therefore, disbursed the funds.

Effect:
The Municipality performed a disbursement of funds without documenting first the procurement process of the federal
expenditure, and did not contain the proper authorization from the required personnel.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants 70
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SAN LORENZO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30, 2012

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)

2012-lll-7, continued

Auditor’s recommendation:

The Municipality must not disburse any funds, whether federal or local, without first documenting the procurement process of
the expenditure when it exceeds the federal or local small purchase threshold, whichever is lower. It must also not disburse
funds without the required authorizations and signatures. Even during the course of obtaining an oral authorization, the
disbursement is not complete and approved unless all signatures are obtained, and all applicable regulations are met.

Controls should be revised to deter such disbursements from ocurring in the future. Additionally, the Municipality should
obtain proper documentation justifying its procurement actions of the expenditures mentioned above, and for all future
federal expenditures it incurs.

Views of responsible officials and corrective actions:
The Finance Director will take the necessary actions to assure that the Municipality does not disburse any funds without the
required documentation, authorizations and signatures.

Audit finding status:
Unresolved.

END OF SECTION

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants 71
PO BOX 3043 YAUCO PR 00698-3043 - TEL. (787)856-6220 - FAX:(787)856-6233



L

3TINAIHIS 40 aNd

"INON

:pijea 1abuoj ou aze sbuipuy upny (y)

"INON

:papodal Ajsnoinaid uoljoe aAoa1100 Wolj Juasayip Ajjuesyiubis s uaye) uoljoe aAnoaLIo) (€)

9-ll-0L0¢
"2-111 2102 ybnouyy G-||I- ZL0g Bulpuly 885 "Ipne juaLnNd ay} - . * 'Jauuosiad uonuaaialu|-ald wolj ainyeubis pue jeaoidde  ip-11-6002 0102
Ul SJUBLIASINGSIP JO MBIARI INO Ul PUNO} SEM UOIENYS SIY | N A | Aiessaosu Buiureiqo jnoyum spunj 4ogs jJo juswaesingsiq $-8002 0} /002
_ 'G-2002
:pajoau109 Ajjerued Jo pajoaliod jou sbuipuld upny ()
: i d clli-Li0e
JIpne JuaLng sy} oUON LehL welboid g uonoag ayj jo sjuedioiued Joj uopeuwLIoul 1110102 1102
Ul Sajij JUBUB) JO MBIABI INO Ul PUNO} JOU SEM UONENYIS SIU| paiinbai podai 1o yuswnaop Apadoid Jou pip Ayediounyy sy “_,___.mocm 01 6002
‘asne|o Joy : k "SJORIUI0D UOIIONJISUOD pPapuny-A|[e1apa) Sii UIUIM asne|d .
uooeg-siae( palinbal 8y} papn|oul paAlasqo S}OBJUO0I ||y U Blovl 10y uooeg-siaeQ annbal ayy apnjoul jou pip Aljedioiuniy 8y HAil-Hh0e H10g
:}pne Jno Buunp pajou jou Jo pajdaniod Ajjnj uaaq aaey jey) sbuipuid upny (1)
(shson laquiny JaquinN
sjuawwo) peuonsenp Ya4o Buipui4 Buipuiy (s)1eap

2102 ‘0€ INNF A3ANT HY3IA IHL HO4

SONIANI4 LIANY HOIdd 40 3TNAIHIS AHVNINNS
OZN3HOT NVS 40 ALITVIJINNI

0214 0143Nd 40 HLTVIMNOWWOD



